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The European Business in China Position Paper 2025/2026 represents the views of the
European Union Chamber of Commerce in China. Our working groups, fora and over
1,600 member companies have together compiled the latest assessments, concerns and
recommendations of European businesses operating in China. We hope that this position
paper will promote constructive dialogue between Europe and China, at both the political
and business levels.
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represents the number of years the working group has been making this recommendation.
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indicates that the Key Recommendation is related to achieving carbon neutrality.
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Message from the President

As we ease into autumn, China is in the process of transitioning into a new five-year cycle, with the 15" Five-year
Plan—which will set the course for the country’s economic and social development until 2030—due to be ratified in
early 2026. With the plan currently in the final stages of drafting, it is my pleasure to present the 25" edition of the
European Chamber’s annual Position Paper, which will set our advocacy agenda for the year ahead and, we hope,
give China’s policymakers some food for thought.

At this juncture, it is worth reflecting on the past half decade, taking stock not only of the policies that have
delivered for China’s economy but also the challenges that have emerged, as well as those that never went away.
The 14" Five-year Plan has delivered on many of the objectives set out five years ago, but there have also been
unintended consequences, such as ‘involution’, increased trade tensions and inefficient use of resources. Now is
the time to correct course. With this in mind, the Position Paper 2025/2026 puts forward numerous constructive
recommendations. If implemented, we believe they will help to create a new productive development model that can
deliver sustainable, high-quality economic growth while deepening ties between China and Europe, and ensuring that
the value created by the relationship is equitably distributed.

| would like to take this opportunity to express my gratitude to our key government interlocutors—particularly the
European Union Delegation to China, China’s Ministry of Commerce and the China Centre for the Promotion of
International Trade—for their continued support and attention to our work. Finally, and most importantly, | would also
like to thank the European Chamber’s members, and particularly the working group chairs and vice chairs, for all of
their hard work, dedication and the valuable insights they have contributed to this Position Paper.

 d

Jens Eskelund
President
European Union Chamber of Commerce in China
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2  About the European Chamber

ABOUT THE EUROPEAN UNION CHAMBER OF COMMERCE IN CHINA

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 51 working groups, sub-working groups, industry desks and forums
representing European business in China.

The European Chamber has over 1,600 member companies in seven chapters
operating in nine cities: Beijing, Nanjing, Shanghai, Shenyang, South China
(Guangzhou and Shenzhen), Southwest China (Chengdu and Chongqging) 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
authorities as the official voice of European business in China. It is also recognised
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 (EBOs),
which connects European business associations and chambers of commerce from 45
non-EU countries and regions around the world.

As a member-based organisation, the European Chamber seeks to:
EN Ensure greater market access and a level playing field for European companies
operating in China;

B3 Improve market conditions for all businesses in China;

Bl Facilitate networking and communication among members and stakeholders;

&3 Provide specific, relevant information to its members on how to do business in
China; and

Bl Update its members on economic trends and legislation in China.

EN We are an independent, non-profit organisation governed by our members.

Bl We work for the benefit of European business as a whole.

Bl We operate as a single, networked organisation across Mainland China.

B We maintain close, constructive relations with the Chinese and European
authorities, while retaining our independence.

B We seek the broadest possible representation of European business in

China within our membership: small, medium and large enterprises from
all business sectors and EU Member States, which operate 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.

<] o)
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Executive Summary

Recommendations for the 15FYP: Towards a New Productive Development Model

With China now in the preparatory phase of the 15" Five-year Plan (15FYP) (2026—2030), the European
Chamber is releasing its annual Position Paper, offering 1,141 detailed and constructive recommendations
to Chinese policymakers developed by its membership of over 1,600 companies organised into 51
working groups, sub-working groups, industry desks and forums.

The Executive Position Paper 2025/2026 reviews China’s 14" Five-year Plan (14FYP) (2021-2025),
assessing both the positive and not-so-positive outcomes, and suggests areas that the 15FYP could
focus on so that the guiding principles for the next five years can be finetuned in a way that enables a
more open and mutually beneficial European Union (EU)-China trade and investment relationship.

For China to meet its overarching goal of securing sustainable, high-quality economic growth the
Executive Position Paper 2025/2026 puts forward the following five Key Recommendations for the
consideration of those involved in the drafting of the 15FYP:

1. Implement Reforms that Address Underlying Structural Issues
» Rebalance supply and demand, address local government debt and optimise capital allocation.

2. Allow Market Forces to Play the Decisive Role in Resource Allocation
* Increase productivity through more targeted development of the private sector, and by
both levelling the playing field between Chinese and foreign enterprises and eliminating
unsustainable competition.

3. Take Action to Create Equitable Trade Relationships
» Recognise trade partners’ legitimate concerns over economic security and industrial resilience,
and develop nuanced strategies for strengthening supply chains that do not err towards trade
protectionism.

4. Continue to Green the Economy and Ensure Environmental Sustainability
* Increase access to sustainable sources of green energy, fully open the energy and
environmental sectors to foreign investment, and incentivise all businesses to play an active
role in achieving China’s 2060 carbon neutrality target.

5. Advance China’s Digital Transition in an Inclusive Way
» Allow foreign players to fully participate in China’s digital transition by removing both market
access barriers and unreasonable localisation requirements, and implement data governance
regulations in line with globally adopted practices to eliminate excessive compliance burdens.

The European Chamber’s members—who are all invested in China’s long-term success—are committed
to contributing to the country’s continued development with their technology, capital and global best
practices. By implementing the recommendations in this paper the European Chamber believes that
China can address near-term challenges, such as entrenched deflation and unsustainable competition,
unlock its potential for future growth and development, and reestablish itself as a predictable, reliable and
efficient investment destination.

Executive Summary 3
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Executive Position Paper

A Review of the 14" Five-year Plan

The 14" Five-year Plan (14FYP), China’s development blueprint spanning from 2021 to 2025, represented
a significant shift in the country’s strategic approach.

Breaking with the tradition of previous five-year plans, the 14FYP did not include an explicit growth target,
an approach that has also been reflected in China’s most recent annual growth targets, which have been
set at “around five per cent” for three consecutive years since 2023." Beijing’s shift away from setting hard
gross domestic product (GDP) targets is an acknowledgement of the reality that maintaining the kind of
breakneck growth that China enjoyed in the previous two decades is neither realistic nor that important for
a maturing economy. It also provides policymakers more space to focus on changing the composition of
China’s GDP, with an emphasis on sustainable and quality growth.

With the inclusion of the concept ‘coordinate development and security’—a top-level policy priority
aimed at balancing economic growth against national security concerns—the 14FYP also reflected
China’s desire to increase its overall level of self-reliance to mitigate the impact that external shocks and
geopolitical tensions could have on its economic security.” This was reinforced by the ‘dual circulation’
policy,*** which has profound implications for business both in China and globally.

These core ideas will likely continue to exert a strong influence over the direction that China will follow in
the next half decade: when speaking at a symposium dedicated to the 15FYP on 30" April 2025, Chinese
President Xi Jinping mentioned the importance of coordinating development and security, as well as the
need to assess internal and external risks and challenges in a comprehensive manner.’

‘Dual circulation’ and its impact on business

Now part of the constitution of the Communist Party of China,’ the ‘dual circulation’ policy is China’s
strategic response to both mitigate perceived vulnerabilities in its supply chains and reduce its
dependencies on third countries in critical areas, including food, energy and technology. It is aimed at
creating a more resilient and self-reliant economic system by focussing primarily on boosting domestic
innovation and high-tech manufacturing capabilities, as well as domestic consumption.

The policy comprises two main components: the ‘internal circulation’, focussing on the domestic market;
and the ‘external circulation’, defining both China’s role in global markets and the role global markets are

1 China NPC: Around 5% GDP growth target set for 2025, DBS Treasurers Private Client, 5" March 2025, viewed 30" June 2025, <https://www.dbs.com.hk/treasures-private-
client/aics/archive/templatedata/article/generic/data/en/GR/032025/250305_insights_china.xml>

2 For more on this topic, see: Riskful Thinking: Navigating the Politics of Economic Security, European Union Chamber of Commerce in China and China Macro Group, 20"
March 2024, viewed 1% July 2025, p. 21, <https://www.europeanchamber.com.cn/en/>

3 China’s new ‘dual circulation’ development paradigm, Xinhua, 28" March 2021, viewed 31% July 2025, <https://english.www.gov.cn/news/topnews/202103/28/content_
WS60604adbc6d0719374afbada.html>

4 Yao, K., Explainer: What we know about China’s ‘dual circulation’ economic strategy, World Economic Forum, 14" September 2020, viewed 31 July 2025, <https://www.
weforum.org/stories/2020/09/chinas-dual-circulation-economic-strategy/>

5 Cao, D., Compilation of 15" Five-Year Plan prioritized, China Daily, 20" May 2025, viewed 16" July 2025, <https://www.chinadaily.com.cn/a/202505/20/
WS682a8d67a310a04af22c025d.html>

6 Wang, O., China’s Communist Party cements ‘common prosperity’ as core economic agenda, South China Morning Post, 23" October 2022, viewed 26" June 2025, <https:/
www.scmp.com/news/china/politics/article/3196908/chinas-communist-party-cements-common-prosperity-core-economic-agenda>
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expected to play in the development of China’s domestic economy.

‘Internal circulation’: industrial policies, self-reliance and domestic consumption

China’s ‘internal circulation’ is being developed and consolidated through a series of industrial policies
aimed at increasing both China’s self-reliance and its technological capabilities, with the 14FYP
emphasising basic research. The country’s upgrading of its manufacturing base—and in particular
its development of unparalleled industrial clusters and vertically integrated value chains for key
technologies—has led to a rapid increase in its share of global manufacturing, which is now more than
that of Germany, the United States (US), Japan and South Korea combined.’

Prior to the drafting of the 14FYP, initiatives such as Made in China 2025 (MIC2025) had been pivotal in
driving China’s industrial upgrading and technological innovation, albeit with mixed results at the sectoral
level. In certain industries, China has achieved remarkable success, becoming a world leader in areas
such as electric vehicles (EVs) and high-speed rail — from the research and development (R&D) stage all
the way through to final assembly. This was made possible through both substantial, targeted government
support and strategic investments in R&D, particularly during earlier stages of development.

However, this has come at the expense of significant resource misallocation and market inefficiencies.
Many players in these sectors have relied heavily on government subsidies and support and most remain
unprofitable, with some passing on liquidity issues to suppliers by delaying payments.®*® Despite recent
efforts to subsidise demand, the disproportionate focus on providing support to the supply side has
resulted in slower consumption growth relative to the increase in production capacity, a dynamic that
intensified during the COVID-19 pandemic and that remains largely unresolved today."

This imbalance has contributed significantly to the emergence of what the Chinese Government has
referred to as ‘neijjuan’ or ‘involution’. These terms refer to a situation when overcapacity and unhealthy
competition result in companies investing ever increasing resources without generating commensurate
returns — an unsustainable dynamic." China’s leadership has signalled its intent to bring this under
control, with calls made to manage “disorderly price competition” among enterprises.'

Policies related to developing the ‘internal circulation’ have had a profound impact on some foreign-
invested enterprises (FIEs) operating in China. The country’s emphasis on self-reliance and developing
indigenous technologies has seen the playing field sometimes being strongly tilted in favour of domestic
players. At least 10 of China’s sectoral 14FYPs make references to ‘autonomous and controllable’
(A&C) technology guidelines, which encourage Chinese and foreign companies alike to avoid the use
of foreign technologies that the Chinese Government fears could be cut off by other countries or may

7 Leahy, J., Langley, W., White, E., Stylianou, N., Clark, D., de la Torre Arenas, |., and Joiner, S., How China’s record trade surplus helped spark Trump’s tariff war, Financial
Times, 9" April 2025, viewed 26™ June 2025, <https:/ig.ft.com/china-trade-surplus/>

8 The Rhodium Group found that this situation was exacerbated during the COVID-19 pandemic, when on top of credit and tax support, central and local governments
provided support to failing enterprises in the form of credit forbearances, “with little consideration of profit and efficiency”, which resulted in an uptick in the number of loss-
making companies. Boullenois, C., Kratz, A., and Rosen, D.H., Overcapacity at the Gate, Rhodium Group, 26" March 2024, viewed 3" July 2025, <https://rhg.com/research/
overcapacity-at-the-gate/>

9 According to one media outlet, current liabilities exceeded current assets at more than a third of publicly listed car manufacturers at the end of 2024. Li, G., and Ko, H.,
China’s car industry runs on empty as supply chain bills go unpaid, Financial Times, 13" June 2025, viewed 26" June 2025, <https://www.ft.com/content/e6ae000d-d506-
4a21-898e-213002234ee2>

10 This is well illustrated by how, in the face of escalating trade tensions in April 2025, industrial production still grew at a faster pace than retail sales, indicating that the
domestic market cannot absorb what it produces. China Consumption Miss Overshadows Factory Strength Amid Tariffs, Bloomberg, 19" May 2025, viewed 1% July 2025,
<https://www.bloomberg.com/news/articles/2025-05-19/china-s-factory-output-grows-more-than-forecast-despite-tariffs>

11 Wu, D., Explainer | What is neijuan, and why is it worrying China’s economic policymakers?, South China Morning Post, 17" December 2024, viewed 1 July 2025, <https://
www.scmp.com/economy/china-economy/article/3291163/what-neijuan-and-why-it-worrying-chinas-economic-policymakers>

12 Xi stresses building unified national market, promoting marine economy's high-quality development, Xinhua, 1% July 2025, viewed 11" July 2025, <https://english.www.gov.
cn/news/202507/01/content_WS686394c0c6d0868f4e8f3c59.html>
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be connected or connectable to external systems, and to opt for ‘safe’ domestic alternatives instead.”
Localisation requirements are impacting public, and even private, procurement of network equipment
and telecommunications services;'* and ‘buy China’ policies in areas such as healthcare have also led to
discrimination against foreign firms in government procurement processes. ™

Many FIEs—particularly those in strategic industries—have lost market share, or even been squeezed
out of the market altogether, as a result."® This has been a contributing factor to China’s overall decrease
in foreign direct investment (FDI), with many companies putting decisions to increase their China
investments on hold or opting to invest in other markets perceived as offering a more attractive, fairer
business environment.

Recent statements from China’s leadership indicate that attaining self-reliance will remain a top priority
under the 15FYP, as the drive to upgrade the manufacturing sector and “master key core technologies”
continues."” In late April 2025, speaking at a symposium focussed on the 15FYP, Chinese President Xi
Jinping called for the development of “new productive forces” to be elevated to a more prominent strategic
position."®'*** As the Chamber’s report Made in China 2025: The Cost of Technological Leadership noted,
“new productive forces’ is essentially a repackaging of MIC2025’s aims, to be applied to a wider range of
industries, indicating China’s intent to continue the use of strategic industrial policy.”'

‘External circulation’: a catalyst for trade imbalances

The ‘external circulation’ is focussed on cementing China’s pivotal role in global supply chains while
decreasing its dependencies on external markets, thereby lessening its trade partners’ ability to apply
political pressure or impede its development.

Indeed, China’s share of global container exports rose from 32 per cent in 2019, to 34 per cent in 2023,
and is estimated to have reached 36 per cent in 2024.% In tandem, China’s trade surplus in value terms
surged 89 per cent from United States dollar (USD) 524 billion in 2020, to USD 992 billion in 2024, the

13 Riskful Thinking: Navigating the Politics of Economic Security, European Union Chamber of Commerce in China and China Macro Group, 20™ March 2024, viewed 1* July
2025, p. 21, <https://www.europeanchamber.com.cn/en/publications-archive/1175/Riskful_Thinking_Navigating_the_Politics_of_Economic_Security>

14 According to media reports, China has instructed government entities and SOEs to replace office-related equipment and information technology systems by 2027 with
alternatives produced by Chinese companies. China Quietly Shutting Out Foreign Makers of IT Equipment, The Japan News, 7" July 2023, viewed 1% July 2025, <https:/
japannews.yomiuri.co.jp/world/asia-pacific/20230707-121299/>

15 Preference for ‘domestically manufactured’ products in public procurement is a long-standing market access barrier for many foreign companies in China. Many healthcare
equipment manufacturers, for example, report that their products are frequently excluded from public procurement despite being developed and manufactured in China.
This has compelled them to increase local investments and reconfigure supply chains in an effort to remain competitive in government procurement. At the same time,
there are currently no policies that clarify specific standards for what constitutes ‘made in China’, and FIEs that follow the path of heavy localisation have no guarantee they
will qualify. European Business in China Position Paper 2024/2025, European Union Chamber of Commerce in China, 11" September 2024, viewed 1% July 2025, p. 24,
<https://www.europeanchamber.com.cn/en/publications-archive/1269/European_Business_in_China_Position_Paper_2024_2025>

16 In a survey conducted between August and September 2024 among the Chamber’s European member companies, 35 per cent of respondents reported losing business
opportunities in China over the past two years due to customers being cautious about choosing foreign brands, while 27 per cent reported the same as a result of
domestic procurement guidelines and 20 per cent due to local production requirements. Siloing and Diversification: One World, Two Systems, European Union Chamber of
Commerce in China, 9" January 2025, viewed 26" June 2025, p.17, <https://www.europeanchamber.com.cn/en/publications-siloing-diversification>

17 Leahy, J., China’s Xi Jinping steps up calls for industrial self-sufficiency amid trade war, Financial Times, 20" May 2025, viewed 10" July 2025, <https://www.ft.com/
content/7485a549-4648-4c1b-885a-07b9616cf589>

18 The general secretary provides scientific guidance for planning the "15" Five-Year Plan", Qiushi, 1°* May 2025, viewed 10" July 2025, <http://www.qstheory.cn/20250501/b8
1ff5d3ea954fb7b6f5bdd5164d2fc2/c.html>

19 Introduced in September 2023, the term ‘new productive forces’ refers to anything that emerges “from continuous breakthroughs in science and technology, driving strategic
future and emerging industries that may introduce disruptive technological advancements in an era of intelligent information.” Explainer: What do “new productive forces”
mean?, Xinhua, 21 February 2024, viewed 10" July 2025, <https://english.news.cn/20240221/3e0d1b79a39f4e6c89724049558e1082/c.html>

20 ‘New productive forces’, or ‘xinzhishengchanli’ in Chinese, is also often translated as ‘new quality productive forces’.

21 Made in China 2025: The Cost of Technological Leadership, European Chamber, 16" April 2025, viewed 1% August 2025, <https://www.europeanchamber.com.cn/en/
publications-archive/1274>

22 World container market: recovery in 2024, Opportimes, 19" February 2025, viewed 18" July 2025, <https://www.opportimes.com/en/world-container-market-recovery-in-
2024/#:~:text=Regional%20trade,products%20in%20the%20global%20market.>
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largest ever recorded.”*** A significant contributor to this has been the disparity between China’s rapid
increase of manufacturing capacity and relatively slower consumption growth: while the country accounts
for about 30 per cent of all manufactured goods, its share of global consumption is only 15 per cent, which
is even below its 18 per cent share of world GDP.*®

China’s rising export dominance and the subsequent trade imbalances that have developed has sounded
the alarm bell for many third-market governments that, concerned by the impact on their own economic
security, have demonstrated their intent to take corrective action.” EU officials now habitually bring up the
topic during their engagements with Chinese counterparts at all levels, and European Commissioner for
Trade and Economic Security Maro$ Sefovi¢ has stated that China’s “impressive rise must not come at
the expense of the European economy”.?” Meanwhile, the US-China trade imbalance is one of the main

justifications used by the Trump administration for the tariffs it has imposed on Chinese imports.?2%%%

The US-China trade war has not only resulted in supply chain damage, it has also prompted China to
divert exports previously bound for the US, potentially increasing trade tensions with other third markets.*’
In addition it has negatively impacted the business confidence of European companies in China.*

As previously alluded to, while the EU and the US account for nearly two-thirds of China’s trade surplus—
and certainly even more if goods assembled in or transhipped via a third country were included—they
are not China’s only trade partners that have become increasingly concerned about the impact of China’s
increasing exports. In fact, in 2024, it was developing countries that filed the majority of complaints against
China at the World Trade Organization (WTQO), with many having already taken steps to protect their key

23 Table of total value of imports and exports (in USD) A: Annual table, General Administration of Customs, 18" January 2025, viewed 26" June 2025, <http:/www.customs.
gov.cn/customs/302249/zfxxgk/2799825/302274/302277/302276/6325037/index.html>

24 Miller, J., Record Chinese Global Surplus Neared $1 Trillion in 2024, Trade Data Monitor, 27" January 2025, viewed 10" July 2025, <https://tradedatamonitor.com/datanews/
record-chinese-global-surplus-neared-1-trillion-in-2024/>

25 Leahy, J., Langley, W., White, E., Stylianou, N., Clark, D., de la Torre Arenas, I., and Joiner, S., How China’s record trade surplus helped spark Trump’s tariff war, Financial
Times, 9" April 2025, viewed 26" June 2025, <https://ig.ft.com/china-trade-surplus/>

26 For example, the Italian Government highlighted its growing trade imbalance with China as a reason behind its intention to leave the Belt and Road Initiative, which Italy
joined as the only Group of 7 (G7) country in 2019. Folkman, V., ltaly intends to leave China’s Belt and Road Initiative, defense minister says, Politico, 30" July 2023, viewed
9" June 2025, <https://www.politico.eu/article/italy-leave-belt-and-road-initiative-china-minister-guido-crosetto/>

27 Bermingham, F., EU to China: your ‘impressive rise’ must not crush our industries, South China Morning Post, 6" June 2025, viewed 26" June 2025, <https://lwww.scmp.
com/news/china/diplomacy/article/3313244/european-union-china-your-impressive-rise-must-not-crush-our-industries>

28 Other factors include the US holding China (as well as Mexico and Canada) “accountable to their promises of halting illegal immigration and stopping poisonous fentanyl
and other drugs from flowing into our country.” Fact Sheet: President Donald J. Trump Imposes Tariffs on Imports from Canada, Mexico and China, The White House, 1%
February 2025, viewed 17" July 2025, <https://www.whitehouse.gov/fact-sheets/2025/02/fact-sheet-president-donald-j-trump-imposes-tariffs-on-imports-from-canada-
mexico-and-china/>

29 York, E., and Durante, A., Trump Tariffs: Tracking the Economic Impact of the Trump Trade War, Tax Foundation, 2" June 2025, viewed 26" June 2025, <https://
taxfoundation.org/research/all/federal/trump-tariffs-trade-war/>

30 On 12" May, following trade talks held in Geneva, Switzerland, the US and China announced their decision to reduce tariffs on each other’s goods in a joint statement.

Starting from 14" May, both sides cut tariffs on each other’s goods by 115 percentage points for a 90-day period. This saw US tariffs on Chinese goods reduced from 145

per cent to 30 per cent and Chinese tariffs on US goods go from 125 per cent to 10 per cent. Bacon, A., Gan, N., and Liu, J., US and China agree to drastically roll back

tariffs in major trade breakthrough, CNN, 12" May 2025, viewed 16" July 2025, <https:/edition.cnn.com/2025/05/12/business/us-china-trade-deal-announcement-intl-hnk>

LaRocco, L.A., Trump’s ‘done’ deal with China: Trade damage will remain, logistics firms and retailers say, CNBC, 11" June 2025, viewed 17" July 2025, <https://www.cnbc.

com/2025/06/11/trumps-done-deal-with-china-trade-supply-chain-damage-will-remain.html>

32 Aflash survey conducted among European Chamber members in late April found that “the US- China trade war has significantly affected business confidence, both in terms
of the ease of doing business now and in terms of expectations for the next two years. More than half of respondents reported that doing business has become more difficult
since the beginning of 2025, and the survey identified competitive pressure and profitability as the main pain points for Chamber members. Over 60 per cent of respondents
projected that competition will become even more intense and 58 per cent expressed concerns over their company’s future profitability.” Flash Survey on the US-China
Trade War, European Union Chamber of Commerce in China, 8" May 2025, viewed 16" July 2025, <https://www.europeanchamber.com.cn/en/publications-flash-survey-
trade-war>
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industries from the impact of Chinese imports.****%%%* A 2024 study also found that growing international
concern over China’s economic model led to many countries taking various restrictive measures (see

map below).”’

manufacturing has continued to grow since then. For instance, in January 2025, Russia raised recycling
fees on imported Chinese passenger cars, more than doubling their level from last September, and setting
the charges to increase by 10 to 20 per cent each year until 2030.*

A growing number of markets are imposing trade defence instruments against China’s
imports of various product categories
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Tracked measures of the 50 largest economies include anti-dumping, anti-subsidy, tariffs, quotas, import bans, VAT
(for e-commerce), standards/certification requirements, and safeguard measures, introduced in the five years up
to November 2024. Icons indicate at least one, but often more measure(s) on that category of goods. Most tracked
measures are China-specific, but some are country-agnostic and were included because they target imports where a
large share of that country’s total imports of that product come from China.

Data source: MERICS, China’s Ministry of Commerce Trade Remedies Information

China has responded to many of these actions by implementing countermeasures, including reciprocal
tariffs, export controls on critical goods and other trade restrictions. This has further exacerbated trade
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Leahy, J., Langley, W., White, E., Stylianou, N., Clark, D., de la Torre Arenas, |., and Joiner, S., How China’s record trade surplus helped spark Trump’s tariff war, Financial
Times, 9" April 2025, viewed 26™ June 2025, <https:/ig.ft.com/china-trade-surplus/>

While Brazil is one of the few countries with an overall trade surplus with China, it has still introduced various trade measures to protect certain segments of its economy.
Most recent measures include temporary anti-dumping duties on four types of industrial products — including metal foil, atomisers, polyester fibres and a pigment used,
among other applications, in paint, cosmetics and food. In 2024, Brazil also introduced a 10 per cent import tax on pure electric vehicles and a 15 per cent import tax on
hybrid vehicles, both of which will be gradually increased to 35 per cent by 2026. Also in 2024, Brazil cancelled its duty-free policy for small, low-value parcels in an attempt
to tighten its regulations for cross-border e-commerce. See, A., and Moscati, J., Opportunities and Challenges of Brazil-China Trade under the Impact of US Tariffs, China
Law Vision, 15" May 2025, viewed 26™ June 2025, <https://www.chinalawvision.com/2025/05/international-trade/opportunities-and-challenges-of-brazil-china-trade-under-
the-impact-of-us-tariffs/>

In April 2024, Mexico slapped tariffs on 544 products—including clothing, textiles, steel, aluminium and furniture—imported from countries that it does not have a free trade
agreement with, which includes China. Lo, K, China’s exports to Mexico are getting heavier tariffs — is it a sign of more to come?, South China Morning Post, 30" April 2024,
viewed 11" June 2025, <https://www.scmp.com/economy/china-economy/article/326097 1/chinas-exports-mexico-are-getting-heavier-tariffs-it-sign-more-come>

In June 2024, Indonesia announced a plan to impose tariffs of up to 200 per cent on imports of China-made products, including textiles, footwear, electronics and cosmetics.
Yuniar, R.W., Indonesia plans tariffs of up to 200 per cent on China-made products to protect domestic industries, South China Morning Post, 3 July 2024, viewed 11" June
2025, <https://www.scmp.com/week-asia/economics/article/3268919/indonesia-plans-tariffs-200-china-made-products-protect-domestic-industries>

Soong, C., and Gunter, J., It's not us, it's you: China’s surging overcapacities and distortive exports are pressuring many developing countries too, MERICS, 3" November
2024, viewed 18" July 2025, <https://merics.org/en/tracker/its-not-us-its-you-chinas-surging-overcapacities-and-distortive-exports-are-pressuring-many>

McMorrow, R., Liu, N., Li, G., and Mosolova, D., Russia imposes fees to stem flood of low-cost Chinese cars, Financial Times, 10" March 2025, viewed 4" August 2025,
<https://www.ft.com/content/48cb143e-03ce-4e23-bcba-7e47d673f1d8>

Executive Position Paper 9

The list of nations pushing back on Chinese imports that are seen to weaken domestic

m
E
@
o
<
=
<
@
o
o
7}
=
=]
S
o
o
=]
@
=




o
3
=%
G

a
=
S

o=
3
o

o
3

=

£
=
=3
(3
>
w

European Chamber
s 2

tensions and led to a more fragmented and unpredictable global trade landscape.* %'

What European businesses hope to see in the 15FYP

The 15FYP will set the direction for China’s social and economic development from 2026 to 2030. It
will be an important transitional plan, as it should see the peaking of carbon emissions, planned to
take place before 2030, and also comes five years before the deadline for China to achieve ‘socialist

modernisation’.*?

At the time of writing, preparations for drafting the document are ongoing, both in terms of discussions
among China’s top leadership about priorities, and soliciting opinions from the general public, officials,
experts and businesses. Details of the contents have not yet been made public, with only some broader
themes shared by state media.*”

The plan is expected to be approved at the next plenum of the Chinese Communist Party’s Central
Committee, set for October 2025, and then released during the subsequent Two Sessions, which is to
take place in March 2026.*

The following are some of the key areas that businesses would like to see covered in the plan with
recommendations that the Chamber believes, if implemented, could help spur China’s development and
attract more FDI.

1. Implement Reforms that Address Underlying Structural Issues

According to the European Chamber’s annual Business Confidence Survey (BCS), over the past three
years, China’s economic slowdown has been the top concern for European companies operating in the
country.* Optimism about near-term future growth and profitability sank to record low levels, while the
overall contribution of China to European companies’ global profits remains suppressed at a time when
record numbers also report that doing business became more difficult over the past year.*

39 On 9" April, following the US imposing additional tariffs on Chinese imports, China announced new tariffs of 84 per cent in response. The mutual tariff rates have since been
lowered, following two-way talks in May. Partridge, J., and Davidson, H., China announces 84% tariffs on all US goods in response to Trump’s 104%, The Guardian, 9" April
2025, viewed 18" July 2025, <https://www.theguardian.com/business/2025/apr/09/donald-trump-unleashes-new-wave-of-tariffs-against-dozens-of-countries-china>

40 “On April 4, China’s Ministry of Commerce imposed export restrictions on seven rare earth elements (REEs) and magnets used in the defense, energy, and automotive

sectors in response to U.S. President Donald Trump’s tariff increases on Chinese products.” Baskaran, G., and Schwartz, M., The Consequences of China’s New Rare

Earths Export Restrictions, Center for Strategic & International Studies (CSIS), 14" April 2025, viewed 19" July 2025, <https://www.csis.org/analysis/consequences-chinas-

new-rare-earths-export-restrictions>

Other trade restrictions that China has imposed include administrative hurdles, inspections or quotas. Che, T., Hsieh, C., and Zheng, M.S., China’s Use of Unofficial Trade

Barriers in the U.S.-China Trade War, Stanford Center on China's Economy and Institutions, 16" February 2024, viewed 18" July 2025, <https://research.hktdc.com/en/

article/MTYXNzY 1NjM2NA#:~:text=Non%2Dtariff%20barriers %2C%20like%20administrative,war%20in%202018%20and%202019.>

42 “Socialist modernization will be basically realized from 2020 to 2035; From 2035 to the middle of the century, China will become a great modern socialist country that is
prosperous, strong, democratic, culturally advanced, harmonious and beautiful.” Xi stresses efforts to write new chapter in building modern socialist country in all respects,
International Department of the Central Committee of the Communist Party of China, 1°' August 2022, viewed 26" June 2025, <https://www.idcpc.gov.cn/english2023/
ttxw_5749/202208/t20220801_159454.html>

43 Chen, X., China’s 15th Five-Year Plan to focus more on new quality productive forces, Global Times, 16" May 2025, viewed 26" June 2025, <https://www.globaltimes.cn/
page/202505/1334244 .shtml>

44 The plenum was set to be held in October at a Politburo meeting on 30" July 2025. According to the South China Morning Post, “practice over the past decade suggests
the event is likely to land in the second half of October and last four days”. Zheng, W., China to convene gathering in October to discuss next five-year plan, South China
Morning Post, 30" July 2025, viewed 30" July 2025, <https://www.scmp.com/news/china/politics/article/3320102/china-convene-gathering-october-discuss-next-five-year-
plan?module=top_story&pgtype=homepage>

45 For three consecutive years from 2023 to 2025, ‘China’s economic slowdown’ was selected by the highest proportion of respondents as the challenge that will have the
greatest impact on their company’s future business in the Chinese mainland.

46 Only 29 per cent of respondents reported that they were optimistic about their growth prospects in China in the coming two years, with only 12 per cent optimistic about
profitability. Seven in 10 respondents reported earnings before interest and taxes (EBIT) margins in China less than or equal to their worldwide average. European Business
in China Business Confidence Survey 2025, European Union Chamber of Commerce in China, 28" May 2025, viewed 26" June 2025, p.1, <https://www.europeanchamber.
com.cn/en/publications-archive/1278/Business_Confidence_Survey_2025>
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This sentiment seems to be shared by Chinese companies as well, many of which are impacted at least
as severely as their European counterparts, with the share of loss-making industrial firms in 2024 surging
to the highest level since 2001.*

Underpinning business concerns are a host of structural issues impeding China’s economic development.
For example, the property sector slump that has been ongoing for four years and does not yet seem
to have bottomed out, continues to exert pressure on domestic consumption, which had already been
battered by the uncertainties brought about by the COVID-19 pandemic.****

While consumption in China is actually growing (see Box 1), a core issue—as previously mentioned—is
that manufacturing output has grown faster. ‘Involution’, expanding inventories, pressure on profit margins,
decreasing asset utilisation and pressure to export are all natural consequences of this mismatch.

TRADE-IN SCHEMES PROVIDE A SHORT-TERM BOOST TO CONSUMPTION

One of the factors contributing to recent consumption growth in China has been the introduction of
targeted measures to incentivise consumers. For example, a scheme announced by the National
Development and Reform Commission on 24" July 2024, set aside Chinese yuan (CNY) 150 billion
to subsidise the replacement of outdated commercial equipment and certain consumer goods.®
According to the Ministry of Commerce (MOFCOM), the trade-in programme resulted in additional
sales revenues totalling CNY 1.3 trillion as of January 2025.*' The central government budgeted
CNY 300 billion to continue the programme in 2025.> While a positive development, such trade-in
schemes tend to advance decision-making related to purchases of, for example, relatively expensive
white goods, as households look to capitalise on the immediate savings they can make. This means
that these schemes will likely only provide a short-term boost to domestic consumption in China,
as such purchases are not typically made at a high frequency, and do not address the underlying
causes of low consumer confidence.

The need to boost consumption is well recognised by the Chinese leadership. It was listed as the top
task for the year in the 2025 Government Work Report, which stated that domestic demand should
become “the main engine and anchor of economic growth”. Some of the steps set out in the report are
directed at increasing spending power, for example through personal income growth and a reduction
of financial burdens for low- and middle-income groups.”® This is in line with the European Chamber’s

47 China Forced to Keep Unprofitable Firms Alive to Save Jobs and Avoid Unrest, Bloomberg, 12" June 2025, viewed 28" July 2025, <https://www.bloomberg.com/news/
features/2025-06-12/xi-keeps-china-s-unprofitable-businesses-alive-to-save-jobs-and-avoid-unrest>

48 Liao Cun, senior researcher at China’s Renmin University and chief economist at Sino Group, estimated the real estate sector's contribution to Chinese national GDP to be
around 25 per cent. The real estate market’s eight per cent decline in 2024, therefore, could have dragged down China’s annual GDP by as much as two percentage points.
Chinese property still accounts for 25% of GDP, China Banking News, 1% November 2024, viewed 3" July 2025, <https://www.chinabankingnews.com/p/chinese-property-
still-accounts-for>

49 According to the World Bank, consumption contributed 2.8 percentage points (pp) to y-o-y GDP growth in the first quarter of 2025, below the 3.6pp recorded in the first
quarter of 2019, before the COVID-19 pandemic. Unlocking Consumption to Sustain Growth in China — World Bank Economic Update, World Bank Group, 13" June 2025,
viewed 26" June 2025, p.5, <https://www.worldbank.org/en/news/press-release/2025/06/13/unlocking-consumption-to-sustain-growth-in-china-world-bank-economic-
update>

50 Upgrading, trade-in policy bearing fruit, China Daily, 24" September 2024, viewed 27" June 2025, <https:/english.www.gov.cn/policies/policywatch/202409/24/content_
WS66f214d7c6d0868f4e8eb30c.html>

51 China’s trade-in program boosts consumer goods sales by over 1.3 trin yuan, Xinhua, 15" January 2025, viewed 27" June 2025, <https://english.news.cn/20250115/f360f80
f69ec4ec29eb016a6aade667b/c.html>

52 China pledges continued funding for consumer goods trade-in subsidies, Xinhua, 20" June 2025, viewed 2™ July 2025, <http:/english.scio.gov.cn/m/chinavoices/2025-06/20/
content_117939138.htmlI>

53 The 2025 budget increased the amount allocated to the voluntary social pension and health insurance scheme (the Rural and Urban Resident Scheme, RURS) to 0.3pp
of GDP, which means the basic pension benefit was raised by CNY 20 to CNY 142 per person per month, and the medical insurance subsidy by CNY 30 to CNY 700 per
person per year. However, as the World Bank points out, these levels remain very low, which limits the effectiveness of social protection in boosting household consumption.
Unlocking Consumption to Sustain Growth in China — World Bank Economic Update, World Bank Group, 13" June 2025, viewed 26" June 2025, p.11, <https://www.
worldbank.org/en/news/press-release/2025/06/13/unlocking-consumption-to-sustain-growth-in-china-world-bank-economic-update>
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recommendation to shift the focus towards supporting the demand side rather than the supply side of
China’s economy. While addressing several structural issues—such as an insufficient social security
system, which leads to high costs for housing, and child- and elderly care—is a relatively long-term
solution for stabilising demand, increasing people’s incomes could be a first, more immediate, step
towards addressing sluggish consumption. This is something that some Chinese academics also agree
will be a core part of the 15FYP.**
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STEPS TOWARDS RAISING CONFIDENCE AND NEW AREAS FOR BOOSTING CONSUMPTION

Further increase national medical expenditure

According to official data, China’s medical expenditure as a percentage of GDP has been increasing
during the 14FYP period—accounting for seven per cent of GDP in 2022 and 7.2 per cent in 2023—
reflecting the country’s efforts to continually develop its healthcare sector.***® As these levels are still
below the average of Organisation for Economic Co-operation and Development (OECD) member
countries—which stood at 9.2 per cent in 2023* ' —it suggests there is still room for China to raise the
proportion of medical and health expenditure to GDP.

This is important, as catastrophic health expenditures have been shown to have an adverse impact
on the household consumption of affected families, with low-income households disproportionately
impacted. Studies have also found that despite the situation improving following China’s recent
healthcare reforms and the rollout of insurance schemes, the burden of medical costs on families
is still substantial, with the ageing population and slowing economic growth projected to exert more
pressure on China’s medical insurance system.*®

The Chamber therefore advocates for a continued increase in medical expenditure as a percentage
of GDP throughout the 15FYP period, to a level in line with the OECD average. Additional resources
could then be allocated to areas including chronic disease management, innovative preventive and
therapeutic healthcare solutions, and rare disease treatment. This would help to relieve some of the
burden of medical costs on households, and in turn increase the likelihood of boosting consumption
in other areas.

» For more information, please refer to the Pharmaceutical Working Group Position Paper on page
258.

Optimise conditions for remote work

The Social Insurance Law and relevant regulations require employers to provide social security for
employees at the locations where the enterprise’s business units are registered, regardless of its

54 China Daily cited Cheng Xusen, a research fellow at Renmin University of China’s National Academy of Development and Strategy, as saying that increasing household
income is expected to be a key priority in the 15FYP, as part of efforts to increase domestic demand. Cao, D., Compilation of 15" Five-Year Plan prioritized, China Daily, 20"
May 2025, viewed 16" July 2025, <https://www.chinadaily.com.cn/a/202505/20/WS682a8d67a310a04af22c025d.html>

55 The total number of health personnel in the country reached 14.411 million, and personal health expenditure accounted for 27.0% of total health expenditure in 2022,
Xinhua, 12" October 2023, viewed 8" July 2025, <https://www.gov.cn/lianbo/bumen/202310/content_6908684.htm>

56 The average life expectancy in China has reached 78.6 years, Xinhua, 29" August 2024, viewed 8" July 2025, <https://www.gov.cn/lianbo/bumen/202408/content_6971252.
htm>

57 Latest health spending trends—Navigating beyond the recent crises, OECD, 19" December 2024, viewed 8" July 2025, <https://www.oecd.org/en/publications/latest-health-
spending-trends_dfObb1ba-en/full-report.html#section-d1e247>

58 Wei, N., Huang, W., and Zhou, L., Impact of Catastrophic Health Expenditures on Chinese Household Consumption, Front Public Health, 10" November 2021, viewed 8"
July 2025, <https://pmc.ncbi.nim.nih.gov/articles/PMC8631299/>
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employees’ work locations.*® Although the Chinese Government has taken measures to facilitate the
transfer of employees’ social insurance nationwide, remote workers still miss out on some benefits
and welfare—including maternity leave allowance and pension benefits—in their place of residence
and work. The most cited reasons for this are varying interpretations of labour laws and regulations
across different jurisdictions, as well as differing court decisions. In addition to impacting employee
entitlements, business expansion through remote engagement is also being hindered.

The Chamber therefore recommends allowing employers to provide social security for employees
working in locations that are different to where the company is registered; applying the same
statutory standards to all employees; and ensuring labour laws and regulations are interpreted
consistently nationwide.

» For more information, please refer to the Human Resources Working Group Position Paper on page 67.
The ‘silver economy’

The proportion of people aged 60 and above in China is increasing, and according to some estimates
will exceed 30 per cent of the total population by 2035. Services and products aimed specifically at
this demographic—which fit under the umbrella term the ‘silver economy’—are projected to surge
from about CNY 7 ftrillion in 2024, to approximately CNY 30 trillion in 2035. If this projection is right,
in 10 years’ time, the silver economy will account for about 10 per cent of China’s total economy.*

Recognising this potential, the Chinese Government has already taken steps to develop the sector.
In January 2024, the State Council issued the first national policy focussed on the silver economy.”'
This initiative is aimed at expanding and standardising the silver economy through measures such
as cultivating dedicated industrial clusters and improving tailored products and elderly care services.
It also encourages the development of new areas of the economy like smart health and elderly care
technologies.

In December 2024, the People’s Bank of China (PBOC) and eight other ministries jointly issued
guidelines that focus on providing diversified financial services for different elderly groups, increasing
credit supply for silver-economy-focussed enterprises, and promoting innovation in commercial
insurance annuity products. The guidelines also emphasise strengthening financial literacy education
and consumer rights protection for senior citizens.*

European companies across multiple industries have much to contribute to the development of
this sector of the economy due to the vast experience they have gained in their home countries and
globally. The 2025 Action Plan for Stabilising Foreign Investment already paved the way for this by
opening opportunities for FIEs in healthcare, education and biotechnology.”® However, there is scope

59
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Social Insurance Law of the People's Republic of China, Ministry of Human Resources and Social Security, 29" December 2018, viewed 27" April 2025, <https://www.

mohrss.gov.cn/xxgk2020/fdzdgknr/zcfg/fl/202011/t20201102_394629.html>

Leung, K., China’s aging population fuels ‘silver economy’ boom, but profits can prove elusive, AP, 29" November 2024, viewed 26" June 2025, <https://apnews.com/article/

china-elderly-aging-population-silver-b81916bc8fea7b9f251ec856594 1e692>

China unveils measures to develop 'silver’ economy, Xinhua, 16™ January 2024, viewed 26" June 2025, <https:/english.www.gov.cn/policies/latestreleases/202401/16/

content_WS65a5b709c6d0868f4e8e31cc.html>

PBOC and Eight Other Ministries Issue Guidelines on Financial Support for China’s Elderly Care Initiatives and High-Quality Development of the Silver Economy, PBOC,

13" December 2024, viewed 26" June 2025, <http://www.pbc.gov.cn/en/3688110/3688172/5188125/5546738/index.html>

2025 Action Plan for Stabilising Foreign Investment, MOFCOM & NDRC, 22™ February 2025, viewed 26" June 2025, <https://english.www.gov.cn/news/202502/22/content_

WS67b9044dc6d0868f4e8efdff.html>
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for more, especially in currently overlooked areas, including foods for special medical purposes (FSMP)
or treatments for diseases not yet included in China’s various frameworks for healthcare and disease
management.

* For more information, please refer to the FSMP Sub-working Group Position Paper on page 158
and the Pharmaceutical Working Group Position Paper on page 258.

The nighttime economy

According to a survey conducted by the MOFCOM, nighttime consumption accounts for 60 per
cent of all urban consumption in China.* It is a segment that is already attracting attention, with the
central government urging provincial-level authorities to improve the quality of nighttime services.*

Although the State Council’s March 2025 Special Action Plan to Boost Consumption only makes one
reference to the nighttime economy,® local governments in various regions—including the cities of
Shanghai, Chongqing and Tianjin, and Henan Province—have implemented their own policies to
promote its development. Henan and Chongqing have already adopted comprehensive strategies
emphasising spatial optimisation and systematic planning, while others have introduced narrower,
targeted measures.®”®%%° The lack of a coordinated policy scope and focus suggests that the
sector would benefit from more comprehensive, national guidance. Moreover, many of the existing
policies were designed during the COVID-19 pandemic and therefore do not accurately reflect
current economic realities.

Integrating a national-level framework for the development of the nighttime economy into the 15FYP
would be a solid step towards harmonising regional efforts, aligning relevant policies with current
economic priorities and maximising the sector’s contribution to long-term consumption growth.

» For more information on the nighttime economy, please refer to the Agriculture, Food and
Beverage Working Group Position Paper on page 142.

Another area where increased efforts could be focussed to increase economic activity is China’s service
industry. Although its contribution to the country’s GDP has already overtaken manufacturing—standing
at 56.1 per cent in 2024—the fact that the added value of the service industry (including non-market
services) contributed 74.5 per cent to the Euro area’s GDP in the same year suggests that there is room
for more.”" While this also indicates that China’s service industry would benefit from a larger contribution
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Li, Y., New zones help push nighttime economy, China Daily, 28" February 2024, viewed 26" June 2025, <https://www.chinadaily.com.cn/a/202402/28/
WS65de7666a31082fc043b96c7.html>

Ibid.

The plan calls for expanding the areas provided for nighttime consumption and enhancing public transportation, as well as the development of temporary parking capacity to
support the segment. The General Office of the Central Committee of the Communist Party of China and the General Office of the State Council issued the ‘Special Action
Plan for Boosting Consumption’, Xinhua, 16" March 2025, viewed 26™ June 2025, <https://www.gov.cn/zhengce/202503/content_7013808.htm>

The Henan Provincial Development and Reform Commission’s Notice on the issuance of the ‘Guiding Opinions on Promoting the Sustained and Healthy Development of the
Nighttime Economy’, Henan Provincial Development and Reform Commission, 19" September 2024, viewed 3 July 2025, <https://fgw.henan.gov.cn/2024/09-19/3064640.
html>

Chongging issues action plan to accelerate the development of the nighttime economy, Xinhua, 21 July 2020, viewed 3" July 2025, <https:/www.gov.cn/xinwen/2020-07/21/
content_5528629.htm>

He, Q., Seizing the night, China Daily, 2" May 2023, viewed 26" June 2025, <https://www.chinadailyhk.com/hk/article/328491?showpdf=true>

Nighttime economy in full swing in Binhai, exploringtianjin.com, 1% August 2022, viewed 26" June 2025, <http:/tianjin.chinadaily.com.cn/binhain/2022-08/01/c_793813.htm>
The service sector’s value added is also higher in Japan and the US. In 2021, Japan’s service sector accounted for 70.3 per cent of the country’s GDP, while in 2021, the
US service sector contributed 80.5 per cent of its GDP. Structure of the euro area economy, European Central Bank, viewed 14™ July 2025, <https://www.ecb.europa.eu/
mopo/eaec/html/index.en.html>
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from European companies, they are struggling to gain a foothold, with the country’s market access
restrictions on the service sector greater than the OECD average in 2024.” This seems to have been
acknowledged, with the release of the MOFCOM'’s 2025 plan to accelerate the opening of China’s service
industry.”

The kind of planning and coordination required to shift towards a more service-based economy makes
the 15FYP an ideal vehicle for facilitating this. For instance, it could push for a restructuring of talent
development to steer more students into service-related fields, which would be beneficial for the
development of the industry.” There is also room for more participation from the private sector, with most
investments in services currently being made by state-owned enterprises (SOEs).” This, in tandem with
removing barriers to foreign participation, would increase competition, which would help to promote the quality
growth of the service industry. Finally, further steps could be taken to increase the contribution of service inputs to
productive sectors, which is relatively low compared to some other economies, as well as the contribution of modern
services—including R&D and digital services—relative to traditional ones such as logistics.”

An excessive focus on supply-side industrial policies can intensify the problem of local government debt,
as local governments are incentivised to provide support for local champions in key sectors in the hope
that they can become market leaders nationwide, or even globally.””*® This trend has been exacerbated
by the real estate slump, which has severely limited local governments’ options for raising funds.” Local
governments’ responses have not been well received by China’s leadership due to a lack of diversity
in their respective development plans: at a conference on urban work held on 14" July 2025 in Beijing,
Chinese President Xi Jinping criticised local governments for focussing their efforts on the same emerging
industries, such as artificial intelligence (Al), computing power and new energy vehicles (NEVs).*

ADDRESSING LOCAL GOVERNMENT DEBT AN IMPORTANT STEP TOWARDS RE-
ESTABLISHING A RELIABLE BUSINESS ENVIRONMENT

Increasing fiscal pressures on local governments have resulted in severe and persistent problems
with accounts receivable. For example, as of the first half of 2024, the average accounts receivable of
listed environmental protection companies reached a record high, with a 114 per cent receivable-to-
revenue ratio.”’

72 OECD Services Trade Restrictiveness Index: China, OECD, 10" February 2025, viewed 15" July 2025, <https://www.oecd.org/en/publications/oecd-services-trade-
restrictiveness-index-country-notes_4c1d2b0d-en/china-people-s-republic_a5f9d8a0-en.html>

73 On 18" April 2025, the Ministry of Commerce issued a work plan aimed at accelerating the opening up of the service sector. The plan includes 155 pilot tasks in key areas
including e-commerce, healthcare, financial services and tourism. The Ministry of Commerce issues notice on accelerating the comprehensive pilot work plan for the
expansion and opening up of the service industry, Department of Foreign Investment of the MOFCOM, 18" April 2025, viewed 15" July 2025, <https://wzs.mofcom.gov.cn/
zcfb/art/2025/art_869de097dd4640d3bb5e44338bc534b0.html>

74 Innovative China: New Drivers of Growth, World Bank Group & Development Research Center of the State Council, 16" September 2019, viewed 15" July 2025, p. xxv,
<https://documents.worldbank.org/en/publication/documents-reports/documentdetail/833871568732137448/innovative-china-new-drivers-of-growth>

75 In 2019, private firms accounted for 37 per cent of investment into services, while state firms contributed 44 per cent. Ibid, p. 6.

76 A 2019 comparison with South Korea, the US, Germany, Japan, Mexico, India and Brazil showed that in China the contribution of service inputs to productive sectors is relatively
low. Meanwhile, “the contribution of traditional services, such as distribution and transport, to manufacturing is relatively higher than more modern services.” Ibid, p. 36.

77 Official data showed that as of the end of 2024, local governments’ on-balance sheet debt exceeded CNY 47 trillion. The International Monetary Fund (IMF) estimates that on top of
that they also have about CNY 60 trillion of hidden debt. China Needs $3 Trillion Local Debt Solution, Top Economist Says, Bloomberg, 26" February 2025, viewed 26" June 2025,
<https://www.bloomberg.com/news/articles/2025-02-26/china-needs-3-trillion-local-debt-solution-top-economist-says>

78 Electric vehicle (EV) manufacturing is a prime example of a sector that is saturated with unprofitable players that are reliant on support to stay afloat. Local governments
primarily provide aid through subsidies, cheap financing and/or land and prioritised access to procurement. Gunter, J., Brown, A., Chimits, F., Hmaidi, A., Vasselier, A., and
Zenglein, M. J., Beyond overcapacity: Chinese-style modernization and the clash of economic models, MERICS, 1* April 2025, viewed 26" June 2025, <https://merics.org/
en/report/beyond-overcapacity-chinese-style-modernization-and-clash-economic-models>

79 Some economists concluded that a continued double-digit growth of nontax revenues in 2024 indicated that local government may have sought to raise penalties to offset
the decline in land sales revenues, which highlights the limitations of local governments’ ability to raise funds. China Property Slump Spurs Local Governments’ Quest for
Cash, The Wall Street Journal, 2" September 2024, viewed 26" June 2025, <https://www.wsj.com/economy/housing/china-property-slump-spurs-local-governments-quest-
for-cash-9a0c6ffd>

80 Du, S., and Yang, X., Small observations — General Secretary Xi Jinping at the Central Urban Work Conference, People’s Daily, 17" July 2025, viewed 28" July 2025,
<https://paper.people.com.cn/rmrb/pc/content/202507/17/content_30088242.html>

81 Interpretation of the 2024 Half-yearly Report of the Environmental Protection Industry, Is It Still Worth Sticking to It?, The Paper, 5" September 2024, viewed 6" April 2025,
<https://www.thepaper.cn/newsDetail_forward_28644249>
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The Chinese Government has acknowledged the problem and issued guidelines on addressing
arrears owed to enterprises in the second half of 2024.%* However, the industry continues to face
severe cash flow pressures. For example, one European company is owed over CNY 400 million
in unpaid sewage treatment fees from a local government, accumulated over five years. The
Chamber recommends focussed efforts to address the issue, including the launch of a special
debt recovery programme to identify accounts receivable issues, develop repayment plans, ensure
available sources for fiscally strained regions and incorporate debt resolution performance into local
government performance evaluations.

» For more information, please refer to the Environment Working Group Position Paper on page 45.

Recommendations

Implement Reforms that Address Underlying Structural Issues

2,

Strike a balance between supply and demand.
= Increase disposable household income to boost consumption.
= Address structural issues, such as the insufficient social security system, that lead to high costs for
housing, and child-and elderly care.
- Raise national medical expenditure to alleviate household budgets from the risk of catastrophic
health outcomes.
Continue the transition towards a more service-based economy.
Grant nationwide access to social security entitlements for remote workers.
Accelerate the development of the ‘silver economy’.
Establish a coherent national framework for developing the nighttime economy.
Address local government debt, including through a special debt-recovery programme that inventories
arrears, ring-fences repayment sources for fiscally strained regions and embeds debt-resolution
performance in evaluation metrics.
Encourage local governments to focus on further developing the strengths of their specific regions
instead of trying to become leaders in saturated market segments.

Allow Market Forces to Play the Decisive Role in Resource Allocation

At the Third Plenum of the Central Committee of the Chinese Communist Party, held in July 2024, the
pledge to give the decisive role to market forces in resource allocation was reiterated.* First introduced
in the 2013 Third Plenum Decision, elevating the market’s role from ‘basic’ to ‘decisive’ in allocating
resources was widely seen as a signal of imminent bold economic reforms.*

However, over the intervening 12 years, there has been a renewed advance, and support for, SOEs,

82

83

84

Opinions on Resolving the Issue of Arrears Owed to Enterprises, State Council, 18" October 2024, viewed 18" June 2025, <https://www.gov.cn/zhengce/202410/
content_6981402.htm>

“We will see that the market plays the decisive role in resource allocation and that the government better fulfils its role.” Resolution of the Central Committee of the
Communist Party of China on Further Deepening Reform Comprehensively to Advance Chinese Modernization, Ministry of Foreign Affairs, 21% July 2024, viewed 26" June
2025, <https://www.mfa.gov.cn/eng/xw/zyxw/202407/t20240721_11457437 .html>

Kroeber, A.R., Xi Jinping’s Ambitious Agenda Economic Reform, Brookings, 18" November 2013, viewed 26" June 2025, <https://www.brookings.edu/articles/xi-jinpings-
ambitious-agenda-economic-reform/>
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to the disadvantage of many companies in the private sector.*® The 2024 Third Plenum Decision also
reiterated past calls for SOEs and state capital to “get stronger, do better and grow bigger”.?® This is
not only seemingly at odds with the call for the market to play the decisive role, but also detrimental to
China’s plan to increase overall productivity, as private firms are consistently ahead of their state-owned
counterparts in terms of using capital productively.”

A positive development in 2025 was the introduction of China’s first law aimed at providing support for the
private sector. The Private Economy Promotion Law, which came into effect on 20" May 2025, was borne
out of the recognition that private firms have been encountering challenges with fair competition, access
to production factors and various forms of support, as well as guarantees and rights protection. This new
law would benefit from more specifics that could level the playing field, as in its current form it is seen by
some as merely a show of intent from the Chinese Government to assuage the concerns of, and ensure
continued contributions from, the private sector.®

The 2024 Third Plenum Decision also reinforces the idea that China should continue to promote
investment in manufacturing as a key driver of its economic development. It further notes that state
capital, “will be steered towards major industries and key fields that are vital to national security and serve
as the lifeblood of the national economy, towards sectors such as public services, emergency response
and public welfare]...]Jand toward forward-looking and strategic emerging industries.”®

While advancing development in key, strategic areas is a reasonable goal, a balanced approach would
help to avoid targeted segments becoming saturated and precipitating unsustainable competition among
market participants.

A KEY AREA WHERE MARKET FORCES CAN PLAY A DECISIVE ROLE

Healthcare

China’s healthcare market is dominated by public hospitals, which gives government procurement
of medical devices a significant influence within the industry. Leaving this process to be driven by
market forces would therefore not only be instrumental in ensuring patients’ access to the highest
quality care available, but also in promoting technological innovation through healthy competition.
Instead, many Chamber members in the healthcare equipment sector—among whom several are
global market leaders in their respective fields—face restrictions in tender processes, including
limitations based on ownership, brand and nationality. These constraints limit the purchase of
imported equipment and in some cases even that of products manufactured in China, undermining
both fair market competition and investor confidence.

85 A semi-annual tracker produced by the Peterson Institute for International Economics (PIIE) showed that the share of the private sector among China’s largest listed
companies declined continuously from 2021 to 2024 — dropping from 55 per cent in mid-2021 to 33 per cent in mid-2024. Huang, T., and Véron, N., China's share of
companies in private sector saw small uptick in second half of 2024 after years of decline, Peterson Institute for International Economics, 8" January 2025, viewed 26" June
2025, <https://www.piie.com/research/piie-charts/2025/chinas-share-companies-private-sector-saw-small-uptick-second-half-2024>

86 Resolution of the Central Committee of the Communist Party of China on Further Deepening Reform Comprehensively to Advance Chinese Modernisation, Ministry of
Foreign Affairs, 21° July 2024, viewed 26" June 2025, <https://www.mfa.gov.cn/eng/xw/zyxw/202407/t20240721_11457437 .html>

87 According to empirical estimates by the International Monetary Fund, private firms are about three to four per cent more productive than SOEs. People’s Republic of China:
2024 Article IV Consultation-Press Release; Staff Report; and Statement by the Executive Director for the People’s Republic of China, International Monetary Fund, 2™
August 2024, viewed 26" June 2025, p.33, <https://www.imf.org/en/Publications/CR/Issues/2024/08/01/Peoples-Republic-of-China-2024-Article-IV-Consultation-Press-
Release-Staff-Report-and-552803>

88 Horsley, J.P., China’s New Private Economy Promotion Law: Good Intentions Meet Weak Government Accountability, NPC Observer, 15" May 2025, viewed 26" June 2025,
<https://npcobserver.com/2025/05/china-private-economy-law-government-accountability/>

89 Resolution of the Central Committee of the Communist Party of China on Further Deepening Reform Comprehensively to Advance Chinese Modernization, Ministry of
Foreign Affairs, 21° July 2024, viewed 26" June 2025, <https://www.mfa.gov.cn/eng/xw/zyxw/202407/t20240721_11457437 .html>
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The European Chamber continues to advocate for the creation of a level playing field in government
procurement and for clarification of what is recognised as a ‘domestic product’ for tender
applications.

At the same time, the volume-based procurement (VBP) mechanism in the healthcare sector also
poses a challenge for FIEs, as it drives price competition, compelling manufacturers to adopt
irrational, non-market-driven bidding strategies to secure contracts.” This approach not only erodes
reasonable profit margins but also systematically undermines product quality assurance,®’ supply
chain stability and industry innovation.

Further complicating the situation is that geopolitical tensions, including tariff adjustments, have
inflated import costs for high-value medical devices and crucial raw materials, destabilising global
procurement strategies.” The resulting supply chain volatility threatens contractual fulfilment under
VBP agreements: maintaining original bid prices risks accusations of dumping, while price hikes
breach procurement contracts. This creates a situation that contravenes both the Healthy China
2030 agenda’s emphasis on stable medical supply chains,” and the Third Plenary Session of the
20" Central Committee’s ‘health-first development strategy’.

Therefore, the Chamber continues to advocate for optimising the current VBP mechanism to allow
market-driven competition, safeguard patients’ interests, and ensure access to healthcare equipment
of the highest possible quality.

» For more information, please refer to the Healthcare Equipment Working Group Position Paper on
page 227.

While China’s leadership has already acknowledged the issue of “disorderly competition at low prices”,
concrete steps to address the situation have been lagging.** The country’s revised Anti-unfair Competition
Law—which is due to come into effect on 15" October 2025—does contain important principles about
eliminating unfair competition, but it lacks details on what steps will be taken to achieve this. When it
does provide details, it narrows the scope of the anti-unfair competition work to specific areas, including
e-commerce and marketing practices.”

90

91

92

93
94

95

[Special Research] Current Status and Issues in the Centralised Procurement of High-Value Medical Consumables, Legislation and Regulation, 5" March 2024, viewed 27"
April 2025, <https://mp.weixin.qq.com/s?_biz=MzkONzMxMjczMg==&mid=2247490391&idx=1&sn=065a7579f1b47a6d14aa2647d4803475&chksm=c27c90c27f42faa88e30
170a09db8d5822c74de9a1ae24818ca95407dc4b349cf1361024790b#rd>

Announcement on the Disqualification of Indonesia’s PT. Laboratorium LENT from the Single-Focus Intraocular Lens Tender and Its Inclusion in the Violations List, NHSA,
17" April 2025, viewed 27" April 2025, <https://www.nhsa.gov.cn/art/2025/4/17/art_187_16294.html>

The Show Unfolds: Wil Tariffs Take Effect? Renewed Turmoil in Medical Supply Chains, MedTech, 2™ February 2025, viewed 27" 2025, <https://mp.weixin.qq.com/s?__bi
z=MzlyMTczMzk50A==&mid=2247635637 &idx=1&sn=d88638924d99c03b5996a6f6082cf320&chksm=e9ab77347fb054fe8c074767f1b5e39c4f20e0ac82fd8b9db3ffba7d
a4bc993517817837968at#rd>; Which US-Imported Medical Devices Are Difficult to Replace Domestically Amid Tariff Wars?, Caixin, 18" April 2025, viewed 27" April 2025,
<https://mp.weixin.qq.com/s?__biz=MjY2NzgwMjUOMA==&mid=2650301535&idx=6&sn=07af66832641571ad644901c2fa326a6&chksm=ae9bbb897787511ad7811ce8354f
83734fe744567b380b445131ab43fd58fc216d637ab2aef6#rd>

Healthy China 2030, State Council, 25" October 2016, viewed 27" April 2025, <https://www.gov.cn/zhengce/2016-10/25/content_5124174.htm>

Chairing a meeting of the Central Financial and Economic Commission on 1* July 2025, Chinese President Xi Jinping called for managing disorderly competition at low
prices as well as promoting the orderly withdrawal of backward production capacity. These two efforts in tandem could go a long way towards market consolidation in
saturated segments. Teng, H., Deepening the promotion of the construction of a unified national market: managing low-priced and disorderly competition among enterprises
in accordance with the law and regulating the behavior of the government, The Paper, 1°* July 2025, viewed 2" July 2025, <https://www.thepaper.cn/newsDetail_
forward_31076983>

Some of the high-level stipulations include: “The state shall establish and improve a fair competition review system, strengthen fair competition review work in accordance
with the law, and ensure that all types of operators have equal access to production factors and fair participation in market competition in accordance with the law.”;
and “People’s governments at all levels shall take measures to prevent and stop unfair competition and create a good environment and conditions for fair competition.”
Wininger, A., China’s National People’s Congress Passes Amended Anti-Unfair Competition Law, China IP Law Update, 27" June 2025, viewed 2™ July 2025, <https://www.
chinaiplawupdate.com/2025/06/chinas-national-peoples-congress-passes-amended-anti-unfair-competition-law/>
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Recommendations

Allow Market Forces to Play the Decisive Role in Resource Allocation

* Provide more targeted support for the private sector, including through promotion and optimisation of
China’s new Law on the Promotion of the Private Economy.

» Clarify the definition of ‘domestic product’ in the context of government tenders and eliminate
ownership-based restrictions.

+ Shift VBP criteria from lowest-price to value-based competition.

» Reduce excessive subsidisation of industries, especially at the local level.

« Strengthen competition oversight to ensure a healthy business environment.

3. Take Action to Create Equitable Trade Relationships

At the same time that the ‘dual circulation’ policy has successfully increased third markets’ reliance on
Chinese goods, China’s reliance on exports as a driver of economic growth has also intensified, a point
acknowledged in the Government Work Report 2025.%°*" This rapid growth in exports has exacerbated
the trade imbalances that China has with many of its key partners, which has led to many of them taking
various actions in a bid to bring about a more equitable trade relationship. Such developments—most
notably the tit-for-tat tariffs and non-tariff trade measures mutually imposed by the US and China in April
2025—have created unprecedented uncertainties for both domestic and foreign businesses operating in
China, significantly undermining investment confidence.*

As US tariffs posed a threat to all major markets, there were some expectations that trade tensions with
the US could push the EU and China closer together. However, while EU officials did signal an intent to
strengthen relations with China, this was always caveated with the fact that long-standing issues still need
to be addressed and that the relationship needs to be “fairer and more balanced”.*®

A more equitable EU-China trade relationship does not yet seem to have emerged when looking at
bilateral trade after the US tariffs were imposed on Chinese goods. While the pace of China’s overall
export growth dropped sharply in April and May—in no small part due to a significant drop in its exports
to the US—its exports to the EU actually increased, with its exports to the EU alone exceeding the total
value of trade with the US during these two months.

This trend accelerated due to the renminbi (RMB) being closely pegged to the USD, resulting in a
significant depreciation against the euro in spite of huge Chinese trade surpluses and higher economic

96 “Foreign trade reached a record high, and the global market share of China’s exports increased steadily [...] We actively fostered new growth drivers for foreign trade
and steadily improved the import and export mix. These efforts enabled exports to contribute more to China’s economic growth.” Full text: Report on the Work of the
Government, Xinhua, 12" March 2025, viewed 26" June 2025, <https://english.www.gov.cn/news/202503/12/content_WS67d17{64c6d0868f4e8f0c10.html>

97 China’s total 2024 foreign trade reached a record high in value terms, surpassing USD 6.1 billion, up 3.8 per cent y-o-y. Export growth, at 5.9 per cent, was over five times
faster than import growth at 1.1 per cent, resulting in a trade surplus of USD 992 billion, up 20.5 per cent y-o-y.

98 The European Chamber conducted a flash survey among its members just after the US and China announced trade measures against each other in April. The survey
found that while many Chamber members have been able to mitigate direct impacts of these measures due to their pragmatism and adaptability, the developments
have significantly affected business confidence, both in terms of the ease of doing business now and in terms of expectations for the next two years. More than half of
respondents reported that doing business has become more difficult since the beginning of 2025, and the survey identified competitive pressure and profitability as the main
pain points for Chamber members. Over 60 per cent of respondents projected that competition will become even more intense, and 58 per cent expressed concerns over
their company’s future profitability. Flash Survey on the US-China Trade War, European Union Chamber of Commerce in China, 8" May 2025, viewed 26" June 2025, p.2,
<https://www.europeanchamber.com.cn/en/publications-flash-survey-trade-war>

99 Fan, A., Top EU official suggests strengthening trade ties with China as bloc faces US tariffs, Global Times, 5" February 2025, viewed 26™ June 2025, <https://www.
globaltimes.cn/page/202502/1327889.shtml>
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growth than Europe.'® While this would ordinarily support an appreciation of the RMB, it depreciated
because it is not freely tradeable. The almost three years of ‘involution’-driven producer price deflation
in China has also provided it with a distinct advantage. Thus, although a not insignificant part of China’s
competitiveness is due to the advanced capabilities of its manufacturers, much of it is also due to macro-
economic developments resulting from policy decisions in China.

China's total trade with its key trade partners
(USD billion)

mExports @Imports

us EU ASEAN us EU ASEAN us EU ASEAN
Mar Apr May

Source: General Administration of Customs

Concerns over the distortive impact of China’s trade surplus with the EU have in fact intensified following
the US’ levying of tariffs on Chinese imports, with the EU side fearing that a potential reshuffling of trade
flows could put further pressure on the EU Single Market. This has precipitated a notable deterioration of
sentiment within the European Commission towards China.”" There is a growing perception that trade
with China is becoming a one-way street, with economic growth in China achieved at the expense of the
European economy, European jobs and European companies.

These questions are increasingly being asked: with an ever-growing trade deficit, as imports from China
continue to grow rapidly while exports to China continue to decline, what’s in it for Europe?; and if the
benefits of EU-China trade are no longer being equitably distributed, should Europe remain as open to
imports from China as it is today?

As Commission President Ursula von der Leyen mentioned at the EU-China Summit in Beijing on 24"
July 2025, trade relations are now at an inflection point. Change is increasingly a matter of urgency.'”

AREAS WHERE TRADE FRICTIONS CAN BE IMMEDIATELY REDUCED
Rare earth minerals

On 4" April, the MOFCOM and the General Administration of Customs (GAC) announced export
controls on several rare earth elements (REEs). Under these new measures, exporters are required

100 Kawai, Y, and Cho, Y., Yuan hits 10-year low against euro, threatening trade tensions, Nikkei Asia, 2" May 2025, viewed 28" July 2025, <https:/asia.nikkei.com/Business/
Markets/Currencies/Yuan-hits-10-year-low-against-euro-threatening-trade-tensions>

101 Talking about China’s trade and market practices at the Group of 7 (G7) Summit in mid-June, President Ursula von der Leyen labelled it “distortion with intent” and called
them the G7’s biggest collective problem. Statement by President von der Leyen at Session | of the G7, 'Global economic outlook', European Commission, 16" June 2025,
viewed 26" June 2025, <https://ec.europa.eu/commission/presscorner/detail/en/statement_25_1521>

102 Statement by President von der Leyen with President Costa following the EU-China Summit, European Commission, 24" July 2025, viewed 28" July 2025, <https:/
ec.europa.eu/commission/presscorner/detail/en/STATEMENT_25_1903>
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to obtain licences before shipping magnets containing these elements overseas. While the export
controls appear to be a reaction to US tariffs, they impact the export of rare earth elements from
China to the rest of the world, including the EU."®

The European Chamber had several meetings with the MOFCOM to discuss the challenges posed
by export controls on REEs on its member companies, after which there was some improvement in
the situation. Specifically, there was an increase in the number of export approvals that European
companies obtained, with China having seemingly prioritised those considered the most urgent
cases—based on input from European industry—in order to avoid a major crisis. However, at the
time of writing, many companies—particularly small and medium-sized enterprises (SMEs)—are still
experiencing significant supply chain disruptions, and no long-term, sustainable solution has been
put forward. The Chamber is in regular contact with the relevant authorities and has been developing
recommendations that could eliminate the volatility that many companies are experiencing, and that
will be in the mutual interests of both the EU and China.
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It is positive that a work-around was agreed to during the EU-China Summit in July, with the
introduction of a bottleneck mechanism to fast track applications for companies facing imminent
production stoppages due to a lack of access to these minerals. At the time of writing, the efficacy of
this mechanism is still under evaluation.®

The export control issue had been raised by von der Leyen during the G7 Summit, when she
accused China of weaponising its dominant position in the global market for REEs to undermine
competitors in key industries. In a joint statement issued on 17" June, the leaders of the G7
announced the launch of the G7 Critical Mineral Action Plan, which, “will focus on diversifying the
responsible production and supply of critical minerals, encouraging investments in critical mineral
projects and local value creation, and promoting innovation.” The statement makes no direct
reference to China, but includes a mention of “non-market policies and practices” in the sector that
can be classified as a threat to acquiring critical minerals vital for industrial production.’®

This illustrates how certain trade practices can lead to joint action from multiple, key trade partners,
and may act as a cautionary tale, especially as China aspires to join new trade agreements,
including the Comprehensive and Progressive Agreement for Trans-Pacific Partnership.

‘Buy China’

Preference for ‘domestically manufactured’ products in public procurement is a long-standing market
access barrier for foreign companies in China, with Chamber members reporting that their products
are frequently excluded from public procurement despite being developed and manufactured in
China. Policy documents and tender results also demonstrate that public tenders increasingly favour
Chinese-made products.'®

103 The Ministry of Commerce and the General Administration of Customs’ Notice No. 18 of 2025 announcing the decision to implement export controls on certain medium- and
heavy rare earth related items, Ministry of Commerce, 4" April 2025, viewed 9" July 2025, <https://www.mofcom.gov.cn/zwgk/zcfb/art/2025/art_9c2108ccaf754f22a34abab2
fedaa944.html>

104 Statement by President von der Leyen with President Costa following the EU-China Summit, European Commission, 24" July 2025, viewed 28" July 2025, <https:/
ec.europa.eu/commission/presscorner/detail/en/STATEMENT_25_1903>

105 G7 Critical Minerals Action Plan, European Council, 17" June 2025, viewed 26" June 2025, <https://www.consilium.europa.eu/media/rwkj3dis/minerals-en.pdf>

106 Year-End Review: Who Are the Biggest Winners in the 2024 Centralised Procurement of Medical Equipment?, Mtech Home, 27" December 2024, viewed 24" April 2025,
<https://mp.weixin.qq.com/s?__biz=Mzg3NTczNDgOMw==&mid=2247721496&idx=3&sn=00c5ba89402197a7c2c47abbdf18edd6&chksm=ce282439e17dd9e2c704a14c9b1
baef115319db5dfa3566d1d940a8947e8499aec6e03998fd2#rd>
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This is a major challenge for companies operating in industries for which government procurement
constitutes a key—or even the main—channel for sales, such as medical devices, pharmaceuticals,
information and communication technology (ICT), and rail.

In April 2024, the European Commission launched an investigation into Chinese medical devices
procurement under its newly developed International Procurement Instrument (IPI), which found “clear
evidence” that Chinese government measures favour domestic devices in hospital bids, restrict the
procurement of imported goods or goods produced by FIEs, and additionally impose conditions
through the centralised VBP system, which has compelled companies to submit extremely low and
economically unfeasible bids.'” Out of 380,000 tenders that the European Commission investigated,
87 per cent severely restricted bids from non-Chinese bidders. As a result, in June 2025, Chinese
bidders were excluded from participating in EU government procurement tenders of medical devices
exceeding EUR 5 million. This move was quickly met by countermeasures from the Chinese side,
when on 6" July the Ministry of Finance (MOF) announced that EU medical devices companies
would be excluded from Chinese government procurement tenders of over CNY 45 million."® In a
separate statement released on 10" July, the MOF confirmed that European-invested enterprises
in China—defined as “all or partly invested by EU investors and registered in China under Chinese
law”’—are to be exempted from the restriction. However, conditions apply: their bid for relevant
tenders cannot include medical devices imported from the EU exceeding 50 per cent of the total
project value.'®”

While many Chamber members report having increasingly localised their production—and in some
cases their R&D—specifically to increase their chances of success in government procurement
tenders, there are currently no universally applicable policies or standards that clearly define ‘made
in China’.""® On 5" December 2024, China’s MOF issued its Notice on Standards for Domestic
Products and Implementation Policies in Government Procurement (Draft for Comments)"" (Notice),
which is aimed at providing some guidance in this regard, including requirements for components to
achieve a specific localisation ratio. It is of significant concern that the Notice proposes a 20 per cent
price evaluation preference for domestic products. If implemented this would not only further tilt the
playing field in favour of domestic competitors, it would also increase tensions with trade partners
as it would constitute clear discrimination through what would essentially be a 20 per cent tariff on
imported products.

Given the rapid pace of product upgrades, healthcare equipment manufacturers are especially
vulnerable to such policy shifts, as production localisation—especially for high-end, core
components—takes considerable time and resources for companies — particularly SMEs. This
means that sourcing such components locally would not be feasible in the short term.

107 REPORT FROM THE COMMISSION: pursuant to Article 5(4) of Regulation (EU) 2022/1031 on the investigation under the International Procurement Instrument concerning
measures and practices of the People's Republic of China in the public procurement market for medical devices, European Commission, 14™ January 2025, viewed 19"
August 2025, <https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:52025DC0005>

108 Notice of the Ministry of Finance on taking relevant measures for medical devices imported from the EU in government procurement activities, MOF, 6" July 2025, viewed
9" July 2025, <https://gks.mof.gov.cn/guizhangzhidu/202507/t20250704_3967295.htm>

109 Policy Q&A on the Notice on Taking Relevant Measures for Medical Devices Imported from the EU in Government Procurement Activities, MOF, 10" July 2025, viewed 18"
July 2025, <https://gks.mof.gov.cn/guizhangzhidu/202507/t20250710_3967661.htm>

110 In certain sectors, there are policies that give some indications on what can be treated as a domestic product. For instance, under the current policy framework regulating
the medical devices sector, any equipment produced domestically by FIEs and approved by the National Medical Products Administration (NMPA) or by local medical
products administrations (MPAs), is treated as a domestic product. See: page 227 of the Healthcare Equipment Working Group Position Paper.

111 Notice on Standards for Domestic Products and Implementation Policies in Government Procurement (Draft for Comment), CCGP, 5™ December 2024, viewed 27" April
2025, <https://www.ccgp.gov.cn/news/202412/t20241205_23796937.htm>
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» For more information, please refer to the Healthcare Equipment Working Group Position Paper on
page 227.

Recommendations

Take Action to Create Equitable Trade Relationships

» Address trade imbalances with key trade partners to avoid the introduction of distortive trade protection
measures.
= Work with trade partners—such as the EU—to ensure that the benefits of trade are distributed in
a more equitable manner and to accommodate the legitimate concerns they have with regard to
industrial resilience and economic security.
» Develop nuanced strategies for strengthening supply chains that do not err towards trade protectionism.
» Refrain from using export control frameworks or other tools to threaten, coerce or unilaterally sanction
individual European countries, companies or entities.

4. Continue to Green the Economy and Ensure Environmental Sustainability

China intends to peak carbon emissions before 2030, making the 15FYP pivotal in terms of setting a
clear direction—in particular urging the finalisation of concrete local and sectoral plans—for reaching this
milestone on the way to the 2060 deadline for achieving carbon neutrality."?

The country has already made rapid progress in its green energy transition, both in terms of renewable
energy investments and capacity expansion: China maintained its position as a global leader in energy
transition investment in 2024, accounting for 39 per cent of the global total and two thirds of the global
increase. By 2024, the country’s total renewable capacity accounted for 55 per cent of total power
generation capacity, with solar and wind power generation capacity surpassing China’s 2030 Nationally
Determined Contribution (NDC) target—its commitments under the Paris Agreement—six years early."”
China is also a global leader in manufacturing green technologies, occupying a dominant position in the
global supply chains for solar, wind, batteries and NEVs."*

The 14FYP had placed significant importance on energy and climate change, which was reflected in the
number of indicators on economic and social development devoted to these areas. Key targets for 2025
included a 13.5 per cent reduction in total energy consumption per unit of GDP, or energy intensity, and
an 18 per cent cut in carbon-dioxide (CO,) emissions per unit of GDP, or CO, emissions intensity. The
plan also proposed an increase in the share of non-fossil energy to around 20 per cent of the country’s
total energy consumption.™®

The challenge ahead, according to expert analysis, is that China is at risk of missing both its emissions
intensity reduction targets set out in the 14FYP, as well as those included in its 2030 NDC commitment, as
its transition from a high- to a low-carbon economy is being kept in check by the challenge of transitioning

112 Farand, C., and Darby, M., Xi Jinping: China will aim for carbon neutrality by 2060, Climate Home News, 22™ September 2020, viewed 23" June 2024, <www.climatechangenews.
com/2020/09/22/xi-jinping-china-will-achieve-carbon-neutrality-2060/>

113 Climate Action Tracker: China, 17" June 2025, viewed 26" June 2025, <https://climateactiontracker.org/countries/china/>

114 ChinaTech Observatory — Green technology, MERICS, viewed 28" July 2025, <https://merics.org/en/china-tech-observatory/green-technology>

115 In total, four out of the 20 indicators were related to energy and climate change, which accounted for half of the binding targets. Liu, H., Liu, J., and You, X., Q&A: What
does China’s 14" five year plan’ mean for climate change?, Carbon Brief, 12" March 2021, viewed 26" June 2025, <https://www.carbonbrief.org/qa-what-does-chinas-14th-
five-year-plan-mean-for-climate-change/>
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its economic growth model. A key obstacle is that energy demand is rising faster than the pace at which
renewables are being integrated into the energy supply."®

These concerns are echoed by European businesses, most of whom cite limited access to renewable
energy as a top-three barrier to decarbonising their China operations. As a result, an increasing proportion
of European companies are postponing decarbonisation targets or giving up pursuing carbon neutrality in
China altogether."”

As European companies are compelled by various factors outside of China’s own sustainability drive
to pursue carbon neutrality—including globally binding, corporate decarbonisation targets and EU
sustainability regulations,® as well as growing customer demands for green products and services'® —
they are well-placed to drive China’s green transition in multiple areas.

KEY AREAS FOR ACCELERATING CHINA'S GREEN TRANSITION

Modernisation of the power grid

Access to green energy is currently hindered by interprovincial transmission bottlenecks. This is
partly due to transmission capacity constraints, which limit the efficient transfer of renewable energy
from resource-rich western and northern regions to high-demand eastern provinces. To address this
problem, there is a need for ultra-high-voltage (UHV) grid expansions. European companies could
make great contributions in this regard, as many of them are already heavily involved in expanding
and upgrading UHV grids in their home countries as well as across the European continent.'

* For more information, please refer to the Energy Working Group Position Paper on page 198.
Harmonisation of green energy certification with international systems

China’s Green Electricity Certificates (GECs) serve as official proof of renewable energy consumption
and are a valuable tool in the country’s decarbonisation efforts. According to new guidelines issued
by the National Development and Reform Commission (NDRC) on 18" March 2025, China aims for
its GECs to be internationally applicable by 2030. This is challenged by the fact that several aspects
of the GEC system currently diverge from international frameworks, which complicates compliance
for European companies whose climate goals depend on internationally recognised certification. This
is why it is critical for the 15FYP to set an implementation roadmap for the harmonisation of GECs
with international emissions credit systems to be completed by 2030."*'

116 Climate Action Tracker, 17" June 2025, viewed 26™ June 2025, <https:/climateactiontracker.org/countries/china/>

117 The BCS2025 found that, faced with persistent barriers to decarbonisation, a growing share of respondents (29 per cent, +5pp y-0-y) report not currently pursuing carbon
neutrality in China, with roughly half of this figure (14 per cent, +6pp y-o-y) also not intending to do so in the future. European Business in China Business Confidence
Survey 2025, European Union Chamber of Commerce in China, 28" May 2025, viewed 26" June 2025, p. 35, <https://www.europeanchamber.com.cn/en/publications-
archive/1278/Business_Confidence_Survey 2025>

118 In this regard, the European Commission’s Omnibus package, adopted in February 2025, potentially eases the compliance requirements for multinationals with its proposal
to postpone the application of certain sustainability reporting requirements and reduce relevant cost burdens. Commission simplifies rules on sustainability and EU
investments, delivering over €6 billion in administrative relief, European Commission, 26" February 2025, viewed 26" June 2025, <https://finance.ec.europa.eu/publications/
commission-simplifies-rules-sustainability-and-eu-investments-delivering-over-eu6-billion_en>

119 Carbon Neutrality: The Role of European Business in China’s Race to 2060, European Union Chamber of Commerce in China, 25" March 2022, viewed 23 June 2025,
<https://www.europeanchamber.com.cn/en/publications-carbon-neutrality-report>

120 For example, Germany's 2019-2030 Grid Development Plan aims to provide a roadmap for grid expansions and optimisation necessary to reach the country’s 2030 climate
goals. Projects include upgrading national UHV direct-current transmission lines as well as interconnectors with neighbouring countries. An electricity grid for the energy
transition, Germany’s Federal Ministry for Economic Affairs and Energy, viewed 18" July 2025, <https://www.bundeswirtschaftsministerium.de/Redaktion/EN/Dossier/grids-
grid-expansion.html#:~:text=Making%20the %20grids %20fit%20for,costs %200f%20the % 20energy%20transition.>

121 Opinions on Promoting the High-Quality Development of the Renewable Energy GEC Market, NDRC, 18" March 2025, viewed 5" June 2025, <https://www.ndrc.gov.cn/
xxgk/zcfb/tz/202503/t20250318_1396627.html>
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» For more information, please refer to the Energy Working Group Position Paper on page 198.
Green finance

As part of its green transition efforts, China is attempting to develop a multilevel and diversified
green finance market, primarily centred around green loans and green bonds." European financial
institutions could make significant contributions in this area, given their vast green financing
experience in Europe and other markets.

Currently, stringent Carbon Emission Reduction Facility (CERF) requirements and limitations
on participation prevent European banks from taking part in the CERF tool despite meeting the
requirements. This both limits the contributions they can make to China’s emissions reduction goals,
and results in significant missed business opportunities.'*

» For more information, please refer to the Banking and Securities Sub-working Group Position
Paper on page 348.

Circular economy

According to the NDRC, the development of the circular economy is expected to have contributed
approximately 30 to 35 per cent to China’s overall carbon emissions reductions during the 14FYP
period.'® By 2025, the total output value of China’s resource recycling industry is projected to reach
CNY 5 trillion."®

The 2025 Government Work Report mentioned ‘recycled materials’ for the first time, emphasising
the importance of “enhance[ing] waste recycling, vigorously promot[ing] the use of recycled
materials, and boost[ing] the development of a circular economy”."”® The topic was also discussed
during the Sixth EU-China High Level Environment and Climate Dialogue held in Beijing on 14"
July 2025, at a session dedicated to the circular economy. During this meeting, both sides reiterated
their commitment to continued cooperation under the EU-China Memorandum of Understanding
on Circular Economy, and pledged to share best practices in relevant fields, something European
companies can contribute a great deal to.'”’

More action is needed to increase the currently suboptimal recycling rates of waste materials and
ensure that more waste enters into ‘closed-loop recycling’ — a process in which used materials

122 In 2024, China made substantial progress in green finance, with its outstanding green loans increasing by 19 per cent y-o-y by Q3 2024. The green bond market did not
fare as well, with the issuance volume dropping by 18 per cent y-o-y in 2024, and only accounting for a small part of the total bond market. Yue, M., and Wang, C.N., China
Green Finance Status and Trends 2024-2025, Green Finance & Development Center, 7" March 2025, viewed 26" June 2025, <https://greenfdc.org/china-green-finance-
status-and-trends-2024-2025/>

123 In the BCS2025, 87 per cent of respondents from the financial services sector reported missing business opportunities due to market access or regulatory barriers. This
is in part attributable to barriers to participation in the CERF that banks and bank branches face due to the scope of projects/financing that may be covered. Currently, the
scope only covers the types of loans that can only be financed by state-owned banks. European Business in China Business Confidence Survey 2025, European Union
Chamber of Commerce in China, 28" May 2025, viewed 26" June 2025, p. 12, <https://www.europeanchamber.com.cn/en/publications-archive/1278/Business_Confidence_
Survey_2025>

124 Under the Dual-carbon Goals, Can the Circular Economy Become a ‘Star Industry’?, NDRC, 29" December 2021, viewed 30" June 2025, <https://www.ndrc.gov.cn/fggz/
hjyzy/zyzhlyhxhjj/l202112/t20211229_1315414.html>

125 The ‘14th Five-Year Plan’ Circular Economy Development Plan Was Officially Issued, with the Resource Recycling Industry's Output Value Projected to Reach 5 Trillion
Yuan by 2025, NDRC, 14" July 2021, viewed 30" June 2025, <https://www.ndrc.gov.cn/xwdt/ztzl/sswxhjjfzgh/202107/t20210714_1290417_ext.html>

126 Government Work Report, Xinhua, 12" March 2025, viewed 6" April 2025, <https://www.gov.cn/yaowen/liebiao/202503/content_7013163.htm?s_channel=5&s_
trans=7824452999_>

127 Readout from the 6" EU-China High-Level Dialogue on Environment and Climate, European Commission, 15" July 2025, viewed 16" July 2025, <https://climate.ec.europa.
eu/news-other-reads/news/readout-6th-eu-china-high-level-dialogue-environment-and-climate-2025-07-15_en>
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are reprocessed into products of the same type. The European Chamber is advocating for the
development of a roadmap with clearly defined targets to promote applications of waste materials
such as plastics, textiles and steel. One specific area where there is much potential for developing
the high-value recycling of waste plastics is the utilisation of recycled polythene terephthalate (rPET).
The Chamber recommends allowing the use of rPET in food contact applications and providing
technical guidelines for safety assessments.
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» For more information, please refer to the Environment Working Group Position Paper on page 45
and the Recycling Sub-working Group Position Paper on page 55.

Sustainable fuels for transportation and logistics

With its high capacity for green energy production and abundance of natural resources, China has
the potential to become the global leader in the production of sustainable fuels like hydrogen and
green methanol. However, current policies make the pathways to procure significant volumes of
these fuels unclear for transportation and logistics providers.

China’s 14" Five-year Special Plan for Green Development of Civil Aviation (Special Plan) and
the 2023-2035 Green Aviation Manufacturing Development Outline aim to guide the sustainable
development of China’s civil aviation industry. The Special Plan targets the consumption of 50,000
tonnes of sustainable aviation fuel (SAF) between 2020 and 2025. Although Chinese airlines and
airports are already participating in carbon markets and adopting measures to reduce emissions,
further efforts are needed to reduce the use of traditional aviation fuel, which currently stands at 39
million tonnes annually.

Aligning international standards for SAF production is crucial to avoid disrupting the aviation
ecosystem. In the long run, power-to-liquid (eSAF) and hydrogen technologies will be essential
for full decarbonisation of the industry, and reviving EU-China talks on industrialising these new
fuels could accelerate their deployment. A global commitment to scaling the SAF market, such as a
multilateral agreement to expand production, could also help to incentivise industry players in China
to invest in this sector.

Hydrogen—a potential substitute to fossil fuels for long range, uninterrupted lorry transport—
presents significant challenges due to the need for substantial infrastructure investment and
technological development. There is an opportunity for China to achieve global leadership in this
segment, too, by investing early in the provision of sustainable supply and the rollout of adequate
fuelling infrastructure.

The shipping industry is also exploring alternative fuels—including synthetic and biofuels—but
these require precise, well-to-wake assessments to ensure they are truly carbon-neutral. There
is an urgency for this to be carried out given the long-term investment cycles in this industry. With
ships typically operating for 25 to 30 years,'® vessels currently under construction will likely remain
in service until the 2050s, making choices on future-ready fuels on commercially viable terms and
technologies of critical importance. China and the EU could collaborate to ensure the adoption
of global regulations that support the green transition, such as in the context of the International

128 Do you know what happens to a ship when it’s too old to sail anymore?, Safety4sea, 4" February 2020, viewed 25" April 2025, <https://safety4sea.com/cm-do-you-know-
what-happens-to-a-ship-when-its-too-old-to-sail-anymore/>
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Maritime Organization (IMO), where the present convergence of Chinese and European positions
gives rise to hope.

» For more information, please refer to the Logistics Working Group Position Paper on page
325, the Aviation and Aerospace Working Group Position Paper on page 291 and the Maritime
Manufacturing and Industrial Services Working Group Position Paper on page 238.
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Recommendations

Continue to Green the Economy and Ensure Environmental Sustainability

+ Strengthen cooperation with the EU and European businesses on decarbonisation, especially regarding
the harmonisation of standards.
= Promote mutual recognition and alignment between Chinese and EU sustainability standards,

including green taxonomies, sustainability disclosures and carbon pricing frameworks.
= Fast-track alignment of China’s GECs with internationally recognised schemes so that multinationals
can count Chinese renewables toward their global climate targets.
+ Establish regulatory frameworks to support the circular economy, including policies and regulations for
certification of recycled materials.
= Increase recycling rates of waste materials and ensure that more waste enters into ‘closed-loop’
recycling.

= Develop a roadmap with clearly defined targets to promote applications of waste materials such as
plastics, textiles and steel.

= Allow the use of rPET in food contact applications and provide technical guidelines for safety
assessments.

» Implement comprehensive policies and measures to increase corporate entities’ access to sustainable
sources of green energy.
= Introduce clear policies and ensure reliable supply, as well as adequate fuelling infrastructure, to

promote the transition to sustainable fuels in transportation and logistics.
= Modernise the power grid to eliminate interprovincial transmission bottlenecks.

» Provide incentives for green power procurement (e.g., by granting targeted subsidies or prioritising
companies purchasing green electricity during peak demand times and adjusting energy quotas
accordingly).

 Clarify the future outlook of renewable portfolio standards for both provinces and companies.

» Strengthen green finance support for energy efficiency projects.

» Extend the CERF’s scope to include European bank branches.

« Grant FIEs non-discriminatory access to green energy and green finance support, including subsidies,
power purchase agreements and carbon reduction financing when participating in joint or independent
renewable projects.
= Ensure such access is based on project merit and environmental contribution, not ownership

structure.

* Introduce implementable policies to accelerate the decarbonisation of high-emission segments,
including clean hydrogen, ammonia, SAF and methanol production, and enhance EU-China
cooperation to develop and harmonise applicable standards and frameworks for these sectors.

» Ensure that clean energy and alternative feedstock are accessible, reliable and affordable, to enable
industrial transformation.
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5. Advance China’s Digital Transition in an Inclusive Way

The 14FYP set the target of constructing a ‘digital China’, including specific elements such as a digital
economy, a digital society and a digital government. The national 14FYP was complemented by the 74"
Five-year Plan for National Informatisation, issued by the Central Cyberspace Affairs Commission in late
2021."° While the objectives and main targets are ambitious—with the aim of China becoming a global
leader in terms of digital economy development and participation in the reform of the global cyberspace
governance system—there is a strong emphasis placed on security too.

China has been building its cyber- and data-security framework for almost a decade, with key legislation
having been enacted at the start of the period covered by the 14FYP."* Regulations on cross-border data
transfer (CBDT) followed in 2023, with the Provisions on Regulating and Promoting Cross-border Data
Flows (Provisions) finalised by the Cyberspace Administration of China in 2024. While the final version of
the Provisions reduced some administrative burdens associated with CBDT, it still did not provide clarity
over key terms such as ‘important data’.™' However, further progress was made with the release of a
series of guidelines—some still in draft version, some already finalised—for CBDT and the identification of
‘important data’ in specific sectors, as well as the publication of negative lists and industry-based general
data lists for cross-border data in some of the country’s free trade zones."*

The Network Data Security Management Regulations that came into effect 1% January 2025, provide a
more comprehensive framework for all aspects covered by previous legislation on data protection and
cybersecurity. While the new law itself only provides a general definition of ‘important data’ it requires
local authorities and industries to develop directories of important data.” This is a positive development,
which will need to be followed by a harmonisation of such directories to address compliance challenges
encountered by companies that have multiple business units and that operate across various regions.
These companies often struggle to adapt to the various, locally-defined sub-regulations, including,
for instance, the volume specified as a threshold for triggering security assessments for certain data
categories."

The trend of increased digitalisation combined with a rising number of related regulations puts additional
pressure on MNCs because—unlike their domestic competitors—they are obliged to share various types
of data with their overseas headquarters (HQs). This is further complicated by China’s expanding national
security framework due to the ambiguity surrounding key concepts."

129 Creemers, R., Dorwart, H., Neville, K., Schafer, K., Costigan, J., and Webster, G., Translation: 14th Five-Year Plan for National Informatization — Dec. 2021, Stanford
University, 24" January 2022, viewed 26" June 2025, <https:/digichina.stanford.edu/work/translation-14th-five-year-plan-for-national-informatization-dec-2021/>

130 The Cybersecurity Law (CSL) took effect in 2017, while the Data Security Law (DSL) and the Personal Information Protection Law (PIPL) were both enacted in 2021.

131 In particular, the increase of triggering thresholds, from 10,000 to 100,000 people, for signing standard contracts or applying for certification—as well as some exemptions
from related administrative requirements—were significant improvements from the previous draft. The revision also clarified declaration standards for the assessment of
cross-border data security and the scenarios in which exemptions from security appraisals would apply.

132 These include a negative list covering 13 main and 46 subcategories of data that require a safety nent for CBDT rel d in May 2024 by Tianjin Pilot Free Trade
Zone; a negative list covering catalogues of types and volumes of data in five industries—automotive, pharmaceuticals, civil aviation, retail and modern services, and Al
training—released by the Beijing Pilot FTZ in August 2024; and three whitelists of general data for CBDT issued in May 2024 by the Lin-gang Special Area of China (Shanghai)
Pilot Free Trade Zone.

133 Interesse, G., China Issues New Regulations on Network Data Security Management, Effective January 1, 2025, China Briefing, 2" October 2024, viewed 26" June 2025,
<https://www.china-briefing.com/news/china-issues-new-regulations-on-network-data-security-management-effective-january-1-2025/>

134 Siloing and Diversification: One World, Two Systems, European Union Chamber of Commerce in China, o January 2025, viewed 26" June 2025, p. 26, <https://www.
europeanchamber.com.cn/en/publications-siloing-diversification>

1350ne recent example of such ambiguity can be found in China’s Law on Guarding State Secrets, which was passed by the National People’s Congress Standing Committee
(NPCSC) in February 2024. It references the notion of ‘work secrets’ without clearly defining the scope of this term. In a similar vein, China’s recently amended Anti-
espionage Law and the Foreign Relations Law contain references to the broader concept of ‘national security’, without providing guidelines on what constitutes a national
secret, raising the likelihood of both inconsistent implementation and compliance issues for businesses.
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Such compliance concerns compel increasing numbers of FIEs to silo their data management and
information technology (IT) systems in China. This comes at a high cost, not least because it contributes
to the growing disconnect between company HQs and their China operations. Furthermore, separating
data pools undermines efficiency and creates barriers to companies’ global innovation efforts, while
establishing separate IT systems for different markets renders global systems obsolete. Overall, this puts
foreign companies at a significant disadvantage to their Chinese competitors, whose systems can operate
globally.™

While it may seem intuitive that China’s digitalisation would create opportunities for foreign companies
in the ICT industry, the reality is that their market access has been increasingly restricted. For example,
although European firms were instrumental in the early stages of mobile network development in China,
their market share dropped from around 30 per cent in the deployment of fourth generation (4G) network
technology, to low single digits with the rollout of China’s fifth generation (5G) network technology in
2023. A key reason for this, reported by Chamber members in the ICT sector, is the stringent localisation
requirements in procurement tenders.”” Opportunities in other ICT segments—including software
development or digital solutions—are also drying up for FIEs, with A&C guidelines compelling Chinese
and foreign companies alike to avoid the use of foreign technologies that the Chinese Government fears
could be cut off by other countries or that may be connected or connectable to external systems.

While industrial policy support for indigenous industries is understandable within reasonable and
proportionate limits, commercial markets must be free from undue localisation mandates. Ensuring market
access by giving all companies fair and equal opportunities to fully contribute to market development is
also crucial to maintaining and further promoting vital interdependencies.

KEY AREAS WHERE EUROPEAN COMPANIES COULD CONTRIBUTE MORE TO
CHINA’S DIGITAL AGENDA

Digital healthcare and smart cities

China is actively transforming its healthcare sector through digitalisation, integrating internet
technologies to improve accessibility and efficiency. The 14FYP contained provisions on internet
health, including enhancing connectivity between regions and using big data for health management,
R&D in the pharmaceutical sector, and medical insurance.” Al is playing an increasingly important
role in healthcare innovation, with applications in areas such as medical imaging, diagnostics and
new drug development. However, progress in this area is being impeded due to issues related to
data quality and availability.'*®

Similarly, China’s development of smart cities involves several advanced technologies, including Al,
big data analytics and the Internet of Things (loT). Given the focus on enhancing the sustainability of
smart city solutions, in tandem with a lack of experience in some practical aspects of deployment—
including construction, operation and maintenance—there is huge scope for EU-China cooperation
in this area. European companies have innovative solutions to contribute based on their experiences

136 Siloing and Diversification: One World, Two Systems, European Union Chamber of Commerce in China, 9" January 2025, viewed 26" June 2025, pp. 26—28, <https://www.
europeanchamber.com.cn/en/publications-siloing-diversification>

137 European Business in China Business Confidence Survey 2025, European Union Chamber of Commerce in China, 28" May 2025, viewed 26" June 2025, p. 6, <https:/
www.europeanchamber.com.cn/en/publications-archive/1278/Business_Confidence_Survey 2025>

138 Rojkov, V., Understanding China’s Internet Healthcare and Opportunities for Investors, China Briefing, viewed 10" July 2025, <https://www.china-briefing.com/doing-
business-guide/china/sector-insights/understanding-china-s-internet-healthcare-and-opportunities-for-investors>

139 Shi, W., The Future of Healthcare: How China’s medical industry is adopting Al, CKGSB Knowledge, 20" March 2025, viewed 10" July 2025, <https://english.ckgsb.edu.cn/
knowledge/article/ai-applications-in-china-healthcare-system/>
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working on similar projects in their home and other markets.'*

In both areas, access to public datasets is crucial for training algorithms and developing new
technologies. The European Chamber therefore advocates that the relevant Chinese authorities
define the conditions for accessing public datasets in a timely manner and ensure the secure and
collaborative use of such data, including through better delineation between government data, public
data and non-public data, and the use of data anonymisation techniques.
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» For more information, please refer to the Information and Communication Technology Working
Group Position Paper on page 301.

Standards

In emerging ICT segments, including the lIoT and commercial cryptography, many countries and
regions are developing their own regulations and standards. This presents challenges to MNCs both
in terms of compliance and cost, hindering their ability to increase their innovation and development
capacity. It also acts as a barrier for domestic companies wanting to go global.

To address these challenges, the European Chamber advocates that the relevant Chinese
authorities harmonise international and domestic standards to enable interoperability and reduce
reengineering costs.

* For more information, please refer to the Cybersecurity Sub-working Group Position Paper on
page 315.

Recommendations

Advance China’s Digital Transition in an Inclusive Way

* Remove barriers to European ICT companies’ market access and secure foreign investment by
avoiding bifurcation of both global supply chains and the ICT ecosystem in general.

» Ensure that regulatory controls improve overall supply chain resilience, instead of pursuing self-
sufficiency and localisation at the expense of long-term interdependencies and cooperation prospects.

* Review the status of market openness and market share regularly, and implement measures to ensure
long-term equal treatment for FIEs in the China market.

» Define ‘important data’ in forthcoming rules and regulations in a narrow and precise manner.

+ Harmonise the varying data management regimes across different jurisdictions, and across all
industries in China, so that related measures are uniform and implementable.

* Re-evaluate the direction in which China’s data management regime is headed and ensure that data
protection measures are applied in a manner that is proportionate to legitimate national security and
privacy risks.

» Strengthen EU-China dialogue on digital development and identify concrete areas for cooperation
where possible.

140Li, Y., Smart City and Sustainable Urban Development in China: A Comprehensive Overview, Swissnex, 30" May 2025, viewed 10" July 2025, <https://swissnex.org/china/
news/smart-city-and-sustainable-urban-development-in-china-a-comprehensive-overview/>
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* Harmonise domestic standards with international benchmarks to enable interoperability and reduce
reengineering costs.

» Define the conditions for accessing public datasets in a timely manner and ensure the secure and
collaborative use of such data, including through better delineation between government data, public
data and non-public data, and the use of data anonymisation techniques.
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Abbreviations

14FYP 14" Five-year Plan

15FYP 15" Five-year Plan

4G Fourth Generation

5G Fifth Generation

A&C Autonomous and Controllable

Al Artificial Intelligence

BCS Business Confidence Survey

CBDT Cross-border Data Transfer

CERF Carbon Emission Reduction Facility
CNY Chinese Yuan

CO, Carbon Dioxide

CSL Cybersecurity Law

DSL Data Security Law

EBIT Earnings Before Interest and Taxes
eSAF Power-to-liquid

EU European Union

EV Electric Vehicle

FDI Foreign Direct Investment

FIE Foreign-invested Enterprise

FSMP Foods for Special Medical Purposes
G7 Group of 7

GAC General Administration of Customs
GDP Gross Domestic Product

GEC Green Electricity Certificate

HQ Headquarter

ICT Information and Communication Technology
IMF International Monetary Fund

IMO International Maritime Organization
loT Internet of Things

IPI International Procurement Instrument
IT Information Technology

MIC2025 Made in China 2025

MOF Ministry of Finance

MOFCOM Ministry of Commerce

NDC Nationally Determined Contribution
NDRC National Development and Reform Commission
NEV New Energy Vehicle

OECD Organisation for Economic Co-operation and Development
PBOC People’s Bank of China

PIPL Personal Information Protection Law
pp Percentage Points

R&D Research and Development

REE Rare Earth Element

RMB renminbi
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rPET
SAF
SME
SOE
UHV
us
usD
VBP
WTO

Recycled Polythene Terephthalate
Sustainable Aviation Fuel

Small and Medium-sized Enterprise
State-owned Enterprise

Ultra-high Voltage

United States

United States Dollar

Volume-based Procurement

World Trade Organization
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Horizontal Issues

The position papers in this section address the main horizontal issues that affect European
businesses in China, as covered by the following nine working groups and one sub-working group:

» Compliance and Business Ethics
* Environment
» Finance and Taxation
* Human Resources
 Intellectual Property Rights
* Inter-chamber Small and Medium-sized Enterprises
* Legal and Competition
* Research and Development
» Standards and Conformity Assessment
— Quality and Safety Services
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European companies continue to operate in a challenging environment in China. According to the
Business Confidence Survey 2025 (BCS 2025), China’s economic slowdown remains the primary
concern for 71 per cent of respondents.’ Furthermore, tariff tensions caused by the United States (US)
have heightened uncertainty: 47 per cent of respondents cited US-China tensions as a top-three
concern—a five percentage point increase compared to last year—while 58 per cent stated that the
business environment has become more challenging since 2025.% As a result, investor confidence
has declined to a record low, with only 12 per cent of respondents ranking China as a top destination
for future investments.

These rising tensions are having an indirect impact on European businesses. China’s imposition
of export controls on rare earths® in April 2025 exemplifies how the US-China trade war can have
significant spillover effects on global trade, critically impacting European companies’ supply chains.
The Compliance and Business Ethics Working Group recommends increasing transparency
and predictability in the business environment, enabling European companies to make informed
investment decisions in China.*

European companies must also navigate an increasingly complex legal landscape, as they
face new regulatory requirements from both China and the European Union (EU). Although the
European Commission’s 2025 omnibus package has eased many requirements under the Corporate
Sustainability Due Diligence Directive (CSDDD), the need for legal certainty remains pressing. The
inherent lack of legal certainty in China’s legal system and the extent to which companies will be

1 European Business in China Business Confidence Survey 2025, European Union Chamber of Commerce in China, 28" May 2025, viewed 28" July
2025, <https://www.europeanchamber.com.cn/en/publications-business-confidence-survey>

2 Flash Survey on the US-China Trade War, European Union Chamber of Commerce in China, 8" May 2025, viewed 28" July, <https://www.
europeanchamber.com.cn/en/publications-flash-survey-trade-war>

3 In July 2025, the European Chamber created an Export Control Task Force to help members address China’s export control measures that have
been applied to an increasing number of rare earths and magnets. The task force aims to facilitate information sharing among members and the
development of the Chamber's strategy positioning on this issue. See: <https://www.europeanchamber.com.cn/en/working-groups-forums-desks/85/
export-control>

4 See: Compliance and Business Ethics Working Group Position Paper 2025/2026, p. 38
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able to carry out reasonable due diligence continue to challenge businesses’ ability to meet evolving
compliance obligations in both the EU and China. Notably, 45 per cent of companies indicated that
the EU’s introduction of the CSDDD would impact their operations in China.’

China recently released several policies to advance its green transition, including initiatives in green
finance, insurance, manufacturing and factory standards. The 2025 Government Work Report for
the first time mentioned ‘recycled materials’, highlighting the importance of “enhance[ing] waste
recycling, vigorously promot[ing] the use of recycled materials, and boost[ing] the development
of a circular economy”.® This marks a positive step towards developing a low-carbon economy,
supported by longstanding recommendations from the Environment Working Group.” Over half
(53 per cent) of our members view decarbonising their operations in China as crucial for their
competitiveness, and 63 per cent are taking steps to become carbon neutral or are already carbon
neutral. The Research and Development (R&D) Working Group also advocates for accelerating the
green transition and pursuing carbon neutrality with increased support for green and sustainable
R&D technology.®
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China’s economic slowdown is disproportionately impacting small and medium-sized enterprises
(SMEs). Consequently, one in four SME members reported that they did not view China as a top-
10 investment destination. The Chinese Government published several policies and regulations to
address structural economic issues and to stimulate sluggish consumption. For example, the 2025
Government Work Programme,® which aims to boost consumption and investment, specifically
mentions the development of SMEs, notably in the context of fostering their digital transformation.
Implementation will be key, and the Inter-chamber SMEs Working Group recommends tackling
issues specifically impacting small businesses, such as ensuring timely payments and reducing
financial burdens."

The decline in the number of foreign nationals residing in China compared to pre-COVID-19 levels
continues to affect the country’s international business presence and global attractiveness. While
the extension of visa-free entry to nationals from a range of countries is a positive development, the
Human Resources Working Group recommends improving overall conditions for foreign nationals
to enhance China’s appeal for both short- and long-term stays." Similarly, the Finance and Taxation
Working Group suggests maintaining the Individual Income Tax (IIT) exemption for non-cash
benefits for foreign employees in China."

There is a continued need for greater alignment with international practices. The Intellectual
Property Rights Working Group emphasises the importance of adopting a common global standard
for recognising an ‘inventive step’ in patent law, as the Chinese standard is more stringent than

5 European Business in China Business Confidence Survey 2025, European Union Chamber of Commerce in China, 28" May 2025, viewed 28" July 2025,
<https://www.europeanchamber.com.cn/en/publications-business-confidence-survey>

6 Government Work Report, Xinhua, 12" March 2025, viewed 6" April 2025, <https://english.news.cn/20250312/bb9eb168edfa4e669b00b8dff4f058a
d/c.html>

7 See Environment Working Group Position Paper 2025/2026, p.45.

See: Research and Development Working Group Position Paper 2025/2026, p.109.

9 Full Text: Report on the Work of the Government, State Council, 12" March 2025, viewed 22" April 2025, <https://english.www.gov.cn/
news/202503/12/content_WS67d17f64c6d0868f4e8f0c10.html>

10 See: Inter-chamber SMEs Working Group Position Paper 2025/2026, p.86.

11 See: Human Resources Working Group Position Paper 2025/2026, p.67.

12 See: Finance and Taxation Working Group Position Paper 2025/2026, p.58.
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those of other recognised patent offices.” Similarly, the Standards and Conformity Assessment
Working Group advocates for increased international harmonisation of standards to boost global
trade.™

In February 2025, the State Council released the 2025 Action Plan for Stabilising Foreign
Investment (Action Plan), emphasising the further opening of specific sectors of the economy.
The Action Plan’s specification that relevant authorities should focus on effective implementation
is encouraging, and may indicate that this particular plan could go further than previous initiatives.
A positive aspect of the Action Plan is its stated aim of clearly defining a ‘domestic product’ for
government procurement and to allow foreign companies to manufacture on-site — reflecting a
longstanding Chamber recommendation. However, the exclusion of imports from procurement
may exacerbate trade imbalances with China’s key partners. The Chamber looks forward to the
release of supporting measures and timelines for implementation, and will continue its efforts to
advocate for tangible benefits for European companies.
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13 See: Intellectual Property Rights Working Group Position Paper 2025/2026, p.74.
14 See: Standard and Conformity Assessment Working Group Position Paper 2025/2026, p.118.
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Compliance and Business Ethics Working Group

Key Recommendations

1. Increase Industry Participation in the Formulation of Enterprise-related

Legislation to Optimise the Business Environment for Foreign Investment QP

» Improve and institutionalise public consultation procedures before promulgating laws and
regulations, and clarify when company input has been considered or adopted and the
reasons underlying the foregoing decisions.

» Establish and optimise communication channels to address the compliance challenges and
other difficulties faced by foreign-invested enterprises (FIEs) in China through periodical
meetings or webinars, and publish relevant updates of such communications in a timely
manner.
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2. Increase the Transparency and Predictability of the Business Environment
by Promoting and Clarifying Legislation and Enforcement Procedures that
are Relevant to FIEs P
» Collect public stakeholders’ comments, questions and recommendations regarding new or

amended legislation, and deliver feedback promptly and publicly.

+ Establish a scheme that systematically promotes new or amended legislation, and
communicate official interpretations to the public.

* Work with industry associations, chambers of commerce and other non-government
organisations when promoting and clarifying new or amended legislation to ensure that the
information is disseminated as widely as possible.

* Review the questions and issues that were raised before the implementation of new or
amended legislation, and take a proactive approach to provide both further clarification and
guidance to the public when needed, and prepare for any future amendments.

3. Foster Professional Training of Compliance Professionals in China and
Establish a Mechanism for State-owned Enterprises (SOEs) and Multinational
Corporations (MNCs) to Communicate and Cooperate on Compliance-related
Issues TP
» Support the relevant institutions with adequate resources and funding to provide widely
accessible and affordable professional training for future compliance professionals, including
university students and those retraining.

» Develop a compliance certification framework to provide accreditation for compliance officers
or as an additional qualification for legal, management and other professionals.

+ Create a knowledge-transfer platform through which SOEs and MNCs can exchange
compliance best practices.
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Recent Developments

Compliance in China has evolved from the traditional
areas of anti-corruption and anti-bribery to cover a
much wider area, in line with the government’s aim of
establishing a ‘rule of law’ society and its increasing
focus on national security. Regulatory frameworks have
been expanded, with legislation being introduced or
reinforced in areas including data protection, espionage
and state secrets. This has increased the urgency for
multinational corporations (MNCs) to improve corporate
governance and strengthen compliance capabilities
to mitigate related risks. A longstanding feature of
the Chinese legislative environment is that new and
updated legislation often includes broad and vague
clauses, while lacking clear implementation guidance.
This has been the top regulatory challenge faced by
European businesses operating in China for the last
nine consecutive years." Uncertainties in the regulatory
framework regarding cross-border data transfer (CBDT)
and the collection and storage of artificial intelligence
(Al) data creates further compliance challenges given
the inconsistent enforcement of these laws. Moreover,
ambiguities in the recently revised Company Law have
introduced additional uncertainty for foreign enterprises
operating in China.

Dual Compliance

The end of 2024 and the start of 2025 saw new
administrations taking office in the European Union (EU)
and the United States (US), respectively. Coupled with
China’s steadily more assertive regulatory framework,
this confluence of events has given rise to substantial
transformations in the compliance responsibilities of
corporations. Whether through local establishment,
trade activities or integration within China’s supply
chains, corporations are now operating in an
environment where their obligations have significantly
shifted.

On 1% December 2024, the new College of European
Commissioners took office. At the European Parliament
Plenary on the new College of Commissioners,
President Ursula von der Leyen presented her team
and a new initiative labelled the ‘Competitiveness
Compass’, emphasising: “The compass will be built
on the three pillars of the Draghi report. The first is

1 European Business in China Business Confidence Survey 2025, European Union
Chamber of Commerce in China, 28" May 2025, viewed 30" May 2025, p. 19,
<https://www.europeanchamber.com.cn/en/publications-business-confidence-
survey>
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closing the innovation gap between the US and China.
The second is a joint plan for decarbonisation and
competitiveness. And the third is increasing security
and reducing dependencies.”” Subsequently, the
European Commission (EC) proposed its first Omnibus
package on 26" February 2025, aimed at simplifying
sustainability due diligence by amending the Corporate
Sustainability Reporting Directive (CSRD), the Corporate
Sustainability Due Diligence Directive (CSDDD) and
the Carbon Border Adjustment Mechanism (CBAM), as
well as EU rules on sustainable taxonomy.> On 14" April
2025, the European Council adopted the ‘stop-the-clock’
mechanism to delay the application of the CSRD and
the CSDDD by one and two years, respectively.”*® The
working group’s previous Position Paper emphasised
that meeting stringent compliance requirements will
be challenging for companies operating in China due
to conflicting legislation, the inability to conduct audits
and political sensitivities. Such concerns extend to both
small and medium-sized enterprises (SMEs) and large
companies without direct business with the EU that
supply firms that must comply with these requirements,
increasing their administrative burden.

Proposed changes on the CSDDD through the Omnibus

package include:®

- anarrowed ‘stakeholder’ definition;

- restrictions on Member States from introducing
more stringent rules to tackle human rights and
environmental violations;

- limitation of the value chain due diligence requirements
to direct suppliers;

- the removal of the obligation for companies to terminate
business relationships;

- a reduction in monitoring frequency from every year
to once every five years;

2 Speech by President von der Leyen at the European Parliament Plenary on the new
College of Commissioners and its programme, European Commission, November
27" 2024, viewed April 23" 2025, <https://ec.europa.eu/commission/presscorner/
detail/en/speech_24_6084>

3 Pankov, S, and Olmez, Y, The EU's Omnibus proposal: What it is aiming for and
what lies ahead, World Economic Forum, March 10" 2025, viewed April 23" 2025,
<https://www.weforum.org/stories/2025/03/eu-omnibus-proposal-what-lies-ahead/>

4 The 'stop-the-clock' mechanism was proposed by the European Commission to
delay the application of specific corporate sustainability reporting and due diligence
requirements. It aims to give legislators time to agree on substantive changes to the
CSRD and CSDDD as part of the ‘Omnibus I' package on sustainability.

5 Simplification: Council gives final green light on the ‘Stop-the-clock’ mechanism
to boost EU competitiveness and provide legal certainty to businesses, European
Council, 14™ April 2025, viewed 21% May 2025, <https://www.consilium.europa.eu/
en/press/press-releases/2025/04/14/simplification-council-gives-final-green-light-
on-the-stop-the-clock-mechanism-to-boost-eu-competitiveness-and-provide-legal-
certainty-to-businesses/>

6 Omnibus explained: key changes to CSDDD, Accountancy Europe, 4'h March
2025, viewed 23" April 2025, <https://accountancyeurope.eu/publications/omnibus-
explained-key-changes-to-csddd/>
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- a removal of the obligation to put into effect a
transition plan;

- arevision of the financial penalties approach;

- aremoval of the EU-wide civil liability regime, leaving
this to the discretion of Member States;

- aremoval of the requirement to file reports on financial
undertakings; and

- the postponement of the application deadline, with
the deadline for guidelines brought forward.

The working group welcomes efforts to simplify
regulations and looks forward to observing how the
amendments are practically implemented but urges
an expedited conclusion to the legislative process.
Postponing and altering legislation which requires long-
term investment to achieve compliance, is ultimately
detrimental to legal certainty. As businesses down
the supply chain wait for more clarity before making
potentially required investments, businesses further up
the supply chain are unable to adjust their practices in
preparation.

At the same time, the EU and the US continue to
maintain sanctions and export restrictions for dual-
purpose technologies and materials on Russia in
response to its ongoing invasion of Ukraine. MNCs
headquartered in Europe, together with their affiliates
operating in China, need to comply with sanctions and
export control requirements implemented by both the
EU and the US. In parallel, China has promulgated and
implemented an increasing number of sanctions and
export control laws and regulations of its own, which
also cover MNCs’ affiliates in China. These include the
Export Control Law and the Law on Countering Foreign
Sanctions,”®® the Provisions on the List of Unreliable
Entities,” the Provisions for the Implementation of the
Law on Countering Foreign Sanctions," as well as
other relevant regulations on exports of technology
and sensitive materials such as rare earths. Notably
these export restrictions on rare earth elements have
caused serious problems for European companies both
in China and abroad, with thousands of applications for
critical export licences with the Ministry of Commerce
(MOFCOM) still pending. Additionally, given that many

7 Export Control Law, Ministry of Commerce, 30" December 2021, viewed 23" April
2025, <http://exportcontrol.mofcom.gov.cn/article/zcfg/gnzcfg/fifg/202111/226 .html>

8 Law on Countering Foreign Sanctions, State Council, 11" June 2021, viewed 23"
April 2025, <https://www.gov.cn/xinwen/2021-06/11/content_5616935.htm>

9 Provisions on the List of Unreliable Entities, MOFCOM, 19" September 2020, viewed
23" April 2025, <http://m.mofcom.gov.cn/article/b/fwzl/202009/20200903002593.shtml>

10 Law on Countering Foreign Sanctions, State Council, 11" June 2021, viewed 23"
April 2025, <https://www.gov.cn/xinwen/2021-06/11/content_5616935.htm>
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Chinese laws and regulations conflict with US and EU
sanctions and export controls, MNC affiliates in China
are encountering increasing compliance challenges.
They are struggling to manage global supply chains,
make timely investment decisions and maintain overall
operational efficiency. Compliance requirements have
been further impacted by measures implemented since
the inauguration of US President Donald Trump."

New and forthcoming US export control policies on
advanced computing and semiconductor manufacturing
are anticipated to significantly impact a substantial
proportion of EU companies operating in China.
Fifty-nine per cent of respondents to the European
Chamber’s Business Confidence Survey 2025
indicated that they expected their China operations
to be negatively impacted by the US’ adoption of
additional tariffs, while 37 per cent indicated the
same for additional technology export controls.” This
underscores the considerable uncertainty surrounding
the enforcement of these policies. Coupled with new
tariff rates levied against exports from China by the
US’ and China’s retaliatory tariff measures, European
companies’ operations in China are further suffering
from disruptions to their pricing mechanisms and the
global supply chain.

CBDT and Al Data Storage and Collection

On 22™ March 2024, the Cyberspace Administration of
China (CAC) released the Provisions on Promoting and
Regulating Cross-border Data Flows,"™ with immediate
effect. At the same time, the CAC released the Version
2.0 Guidelines for Security Assessment and the Version
2.0 of Guidelines for Chinese Standard Contractual
Clauses (SCCs) Filing, which streamlined respective
requirements.™

The CBDT provisions—aimed at alleviating the
compliance burden associated with CBDT, but still
leaving a few ambiguities and challenges to clarify

11 Fortinsky, S, Trump executive orders and actions: By the numbers, The Hill,
21% January 2025, viewed 23" April 2025, <https://thehill.com/homenews/
administration/5098445-trump-executive-orders-first-day/>

12 European Business in China Business Confidence Survey 2025, European Union
Chamber of Commerce in China, 28" May 2025, viewed 30" May 2025, p. 27,
<https://www.europeanchamber.com.cn/en/publications-business-confidence-
survey>

13 Provisions on Regulating and Promoting Cross-border Data Flows, CAC, 22"
March 2024, viewed 23" April 2025, <https://www.cac.gov.cn/2024-03/22/
c_1712776611775634.htm>

14 Version 2.0 of Guidelines for Security Assessment and Version 2.0 of Guidelines for
SCC Filing, CAC, 22" March 2024, viewed 23* April 2025, <https://www.cac.gov.
cn/2024-03/22/c_1712783131692707 .htm>



and address—will prevail over existing CBDT rules or
guidelines governing the security assessment, SCCs
and certification, in the event of any discrepancies.

On 12™ February 2025, the CAC released the
Administrative Measures for Personal Information
Protection Compliance Audits," effective from 1% May
2025. These new measures provide audit thresholds
and cycles to guide enterprises in fulfilling duties in the
event of an information security incident. Nevertheless,
there is still a lack of clarity regarding the specific audit
standards and methods for different industries, as well
as the qualifications required for professional audit
institutions.

European companies face two key challenges. First is
the disconnect between national legislation and local
enforcement. Second is the insufficient consideration
by some legislators of the practical needs of MNCs
operating in China. These factors make compliance
difficult without adversely affecting operational efficiency,
particularly in human resources and information
technology structures. The unpredictability of local
enforcement—both in timing and scope—forces MNCs
to navigate a highly complex environment, often at the
expense of maximising data utility. This uncertainty
impedes effective compliance planning and may place
unreasonable constraints on business operations. The
lack of effective communication between legislators
and MNCs further compounds these issues, making
it difficult to develop workable, mutually beneficial
solutions.

The rapid advances in Al technology also pose new
challenges to the applicability of existing legislation.
The ‘black-box model’ of Al algorithms inherently leads
to a lack of transparency, insufficient explainability and
untracked data sources, which raises questions about
whether enterprises are fulfilling their legal obligations
to inform data subjects. Additionally, Al's reliance on
data for model training and updates leads to indefinite
retention periods for input data. These challenges raise
questions on how enterprises can ensure the right to
access, correction and deletion of information subjects
in Al environments. Before further legislative clarity in
the specific Al context is provided, European companies
wishing to deploy Al solutions centrally (often outside of

15 Administrative Measures for Personal Information Protection Compliance Audits,
CAC, 14" February 2025, viewed 23" April 2025, <https://www.cac.gov.cn/2025-
02/14/c_1741233507681519.htm>
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China) will face a double layer of legal ambiguities and
are hence disadvantaged by hesitance to shape their Al
strategy out of compliance concerns.

Company Law

The latest amendment to the Company Law, ratified by
the Standing Committee of the 14" National People’s
Congress on 29" December 2023, was a significant
overhaul aimed at modernising China’s corporate
landscape and invigorating market dynamics.'® Effective
from 1° July 2024, the new Company Law now has 15
chapters and 266 articles, including 112 newly added or
revised articles. Aspects related to capital contributions,
corporate governance, shareholder rights and company
establishment have been added or amended, and
there is now greater emphasis on the fiduciary duties
of directors, supervisors and senior management,
including their corresponding personal liability.

The new provisions also address various potential
conflicts of interest and fraud scenarios. The fiduciary
duties of directors, supervisors and senior management
provided in the revised law are generally in line with
the established practices of MNCs in China, but
further clarification on the nature and scope of these
duties is desirable. Additionally, the rules pertaining to
information requests for public investigations should be
clarified further.

Various unclear provisions and the one-size-fits-
all approach continue to hinder the promotion of a
more robust corporate governance system and
disproportionally impact SMEs. This applies to the
re-introduction of a five-year time limit on capital
contributions and the requirement to include an
employee representative on the board of directors
when a company has more than 300 employees."”
In addition, the revised law does not address the
longstanding issue of the unequal legal status of foreign
and domestic companies, as is also the case with the

16 Transformative updates to China’s corporate governance: A comprehensive overview
of the 2023 Amendment to PRC Company Law, King & Wood Mallesons, 29"
February 2024, viewed 3™ April 2025, <https://www.kwm.com/us/en/insights/latest-
thinking/transformative-updates-to-chinas-corporate-governance-a-comprehensive-
overview-of-the-2023-amendment-to-prc-company-law.html>

17 The five-year time limit was likely intended to protect the interests of investors
by combatting bad-faith actors who register unrealistically large sums of capital
without the ability to fulfil the contributions. However, this limit applies to all limited
liability companies and has a disproportionate impact on small and medium-sized
enterprises (SMEs) that have limited resources to adapt to volatility. It is particularly
unappealing to the China subsidiaries of European companies that rely on re-
investment of retained earnings in China instead of new capital injections from
abroad.
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Foreign Investment Law. This distinction could further
impact business confidence in China.

The working group hopes that China’s legislative,
judicial and law enforcement authorities will pay
attention to the issues that have emerged from the
Company Law and provide clarity and adequate
guidance in a timely manner.

Key Recommendations

1. Increase Industry Participation in the
Formulation of Enterprise-related
Legislation to Optimise the Business
Environment for Foreign Investment

ap

Concern

The mechanism for involving foreign-invested enterprises
(FIEs) in public consultations before the enactment of
legislation is still inadequate and inefficient.

Assessment

Throughout 2024, China’s national and local governments
have continued promulgating numerous regulations
focussing on stabilising foreign investment, international
trade and the business environment.

However, in practice, enterprises often receive little
to no feedback after submitting input to legislative
bodies and government departments, frequently
leaving them unable to verify whether their opinions
or recommendations have been adopted or even
considered and the reasons underlying such decisions.
This lack of feedback discourages enterprises from
participating in public consultations proactively,
which hinders China’s goal of creating a world-class
business environment. For example, the Provisions
on Regulating and Promoting Cross-border Data
Flows (Draft for Comments) initially caused significant
confusion and uncertainty for FIEs in China. It took
the relevant legislative body a considerable amount
of time to address concerns, resulting in unnecessary
administrative challenges and additional costs
for companies. While updated regulations were
subsequently issued that have improved the situation
for FIEs, many challenges remain.

42 Compliance and Business Ethics Working Group

Recommendations

* Improve and institutionalise public consultation
procedures before promulgating laws and
regulations, and clarify when company input has
been considered or adopted and the reasons
underlying the foregoing decisions.

» Establish and optimise communication channels
to address the compliance challenges and other
difficulties faced by FIEs in China through periodical
meetings or webinars, and publish relevant updates
of such communications in a timely manner.

2. Increase the Transparency and Predictability
of the Business Environment by Promoting
and Clarifying Legislation and Enforcement
Procedures that are Relevant to FIEs P

Concern

The lack of transparency in new regulations and laws
makes China’s business environment less predictable,
which has resulted in FIEs becoming increasingly
risk averse, with many now unable to make informed
investment decisions efficiently.

Assessment

China has recently amended and promulgated many
laws and regulations related to national security, such
as the Counterespionage Law,' the Law on Foreign
Relations," the Guarding State Secrets Law, the new
Regulation on Export Control of Dual-use Items and the
Dual-use Items Export Control List,>***' among others.
However, many of these laws and regulations have
introduced very broad and vague concepts without clear
definitions. For instance, these laws refer to ‘national
security’ but there is neither a clear definition of this
term nor relevant guidelines. This lack of transparency
makes China’s business environment less predictable,
and has led to some companies looking at alternative

18 Counterespionage Law of the People's Republic of China, State Council, 27"
April 2023, viewed 23" April 2025, <https://www.gov.cn/yaowen/2023-04/27/
content_5753385.htm>

19 Law on Foreign Relations of the People's Republic of China, State Council, 29"
June 2023, viewed 23" April 2025 <https://www.gov.cn/yaowen/liebiao/202306/
content_6888929.htm>

20 Law of the People's Republic of China on Guarding State Secrets, State Council,
28" February 2024, viewed 23" April 2025, <https://www.gov.cn/yaowen/
liebiao/202402/content_6934648.htm>

21 Interesse, G, China Issues New Export Control Regulations: What Businesses Need
to Know?, China Briefing, 19" November 2024, viewed 23" April 2025, <https://www.
china-briefing.com/news/china-issues-new-export-control-regulations>; Regulations
of the People's Republic of China on Export Control of Dual-Use Items, State
Council, 19th October 2024, viewed 23rd April 2025, <https://www.gov.cn/zhengce/
content/202410/content_6981399.htm>; Release of the Export Control List of Dual-
use Items, MOFCOM, 15" November 2024, viewed 23" April 2025, <https://www.
mofcom.gov.cn/zwgk/zcfb/art/2024/art_a429e4686e0c4df39588431afbff4b83.html>



investment destinations that they perceive to provide
greater reliability and legal certainty.

Recommendations

» Collect public stakeholders’ comments, questions
and recommendations regarding new or amended
legislation, and deliver feedback promptly and
publicly.

» Establish a scheme that systematically promotes
new or amended legislation, and communicate
official interpretations to the public.

»  Work with industry associations, chambers of commerce
and other non-government organisations when promoting
and clarifying new or amended legislation to ensure that
the information is disseminated as widely as possible.

* Review the questions and issues that were raised
before the implementation of new or amended
legislation, and take a proactive approach to provide
both further clarification and guidance to the public
when needed, and prepare for any future amendments.

3. Foster Professional Training of
Compliance Professionals in China and
Establish a Mechanism for SOEs and
MNCs to Communicate and Cooperate
on Compliance-related Issues QP

Concern

The lack of adequately trained professionals and
limited knowledge sharing among stakeholders hinders
effective compliance risk management.

Assessment

There is currently a strong demand for experienced
compliance professionals in the Chinese market, in
particular due to significant developments over the past
few years in China’s regulatory landscape and market,
as highlighted in this position paper. These changes have
had a profound impact in a number of areas, including
supply chain management; environmental, social and
governance monitoring; conflict-of-interest rules; fiduciary
duties; and data processing, storage and transfer across
borders, as well as export controls. Moreover, policies at
the national level in China require state-owned enterprises
(SOEs) to establish compliance programs.

In contrast, the development of expertise in compliance
management among MNCs began several years ago,
driven by the necessity to adhere to diverse laws and
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regulations across multiple jurisdictions. Many of these
regulations are broad in scope. They can impose
serious consequences for non-compliance, such as
the US’ Foreign Corrupt Practices Act,?” the United
Kingdom’s Bribery Act and the EU’s General Data
Protection Regulation.”**

Chinese enterprises, including SOEs, are rapidly
expanding their global presence, a trend expected to
accelerate in the coming years. As these companies
navigate increasingly complex international regulatory
environments, the demand for qualified compliance
professionals will only intensify.

In recent years, several impactful initiatives have
emerged to enhance compliance expertise in China.
For example, the China Council for the Promotion of
International Trade (CCPIT) has introduced training
programmes for compliance professionals and leading
academic institutions, such as East China Normal
University and Tsinghua University, have developed
research and training initiatives. The State-owned
Assets Supervision and Administration Commission
(SASAC) also regularly invites selected MNCs to
participate in compliance-related training and exchange
programmes with SOEs.

Despite these positive steps, the supply of well-trained
compliance professionals continues to lag behind
market demand. The working group recommends
academies, the CCPIT and other stakeholders with
sufficient resources and funding, develop and provide
widely accessible and affordable professional training to
future compliance professionals. Such training should
target both university students and current professionals
seeking retraining. Additionally, the working group
proposes the creation of a structured mechanism for
regular communication and knowledge-sharing between
SOEs that are expanding internationally and MNCs
operating in China. This would enable the exchange of
expertise and best practices in addressing compliance
challenges in both the Chinese and global contexts.

22 Foreign Corrupt Practices Act of 1977, US Department of Justice, 9" January 2025,
viewed 23" April 2025, <https://www.justice.gov/criminal/criminal-fraud/foreign-
corrupt-practices-act>

23 United Kingdom Bribery Act 2010, UK Legislation, 2010, viewed 23 April 2025,
<https://www.legislation.gov.uk/ukpga/2010/23/contents>

24 Regulation (EU) 2016/679 of the European Parliament and of the Council of 27 April
2016 on the protection of natural persons with regard to the processing of personal
data and on the free movement of such data (General Data Protection Regulation),
EUR-lex, 27" April 2016, viewed April 23" 2025, <https://eur-lex.europa.eu/eli/
reg/2016/679/oj/leng>
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Recommendations

» Support the relevant institutions with adequate
resources and funding to provide widely accessible
and affordable professional training for future
compliance professionals, including university
students and those retraining.

» Develop a compliance certification framework to
provide accreditation for compliance officers or as an
additional qualification for legal, management and
other professionals.

[
E » Create a knowledge-transfer platform through which
g SOEs and MNCs can exchange compliance best
E practices.
g
s Abbreviations
3 Al Artificial Intelligence
CAC Cyberspace Administration of China
CBAM Carbon Border Adjustment Mechanism
CBDT Cross-border Data Transfer
CCPIT China Council for the Promotion of
International Trade
CSDDD Corporate Sustainability Due Diligence
Directive
CSRD Corporate Sustainability Reporting
Directive
EU European Union
FIE Foreign-invested Enterprise
MNCs Multinational Corporations
MOFCOM Ministry of Commerce
SASAC State-owned Assets Supervision and
Administration Commission
SCCs Chinese Standard Contractual Clauses
SMEs Small and Medium Enterprises
SOE State-owned Enterprise
us United States
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Environment Working Group

Key Recommendations

1.

Establish a Holistic Resource Management System to Address the Plastic

Pollution Crisis Within a Circular Economy Concept &b

* Develop a roadmap with clearly defined targets to consolidate and formalise the scrap
collection and recycling system to ensure that recyclable materials in residual waste are sorted
before incineration and recycled at the highest possible quality.

» Set up a clear waste management hierarchy, clearly define terms such as ‘circular economy’,
‘resource utilisation’ and ‘comprehensive utilisation’, and differentiate ‘recycling’ from ‘energy
recovery' (i.e. waste incineration).

» Accelerate the packaging and packaging waste policymaking process, and consider using
models such as the European Union’s Extended Producer Responsibility mechanism and
Packaging and Packaging Waste Regulation.

» Allow food-grade recycled plastic materials, such as recycled polyethene terephthalate (rPET),
to be used in food contact applications by establishing relevant petition and approval processes
and developing industrial standards on recycled materials as soon as possible.

» Give rewards to encourage recycling, such as vouchers for individuals and communities or
payments to end-users.

» Collaborate with chambers of commerce, industry organisations and relevant taskforces to
strengthen consumer awareness of the benefits of establishing a plastics circular economy.

Improve the Incentive Policy to Support Textile Waste Collection and Sorting,

as well as to Promote Textile-to-textile Recycling P

» Expand collection channels from residents to places such as schools, hotels and government
agencies, and include these waste textiles into the whole recycling system.

 Pilot integrated automated sorting equipment into existing sorting centres in selected cities.

 Allocate subsidies to logistics service providers and recyclers in the textile recycling industry.

* Enhance publicity through multiple channels to raise consumer awareness of textile waste
recycling and encourage broader public participation in recycling initiatives.

» Offer specific social recognition and tax incentives to recyclers to encourage more industry
players to enter China’s textile waste recycling industry.

Provide Comprehensive Policy Guidance on the Decarbonisation of the Steel

Industry

» Develop a peak-carbon and neutrality implementation roadmap for the steel sector with phased
emissions reduction targets and technology pathways.

» Provide preferential policies regarding production capacity quotas, land use and financing
credits to encourage the low-carbon transition in the steel industry.

» Build a standardised and traceable national scrap steel collection and distribution network.

* Develop a real-time monitoring and information disclosure mechanism of carbon emission data
from steel enterprises.

Environment Working Group
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» Conduct awareness campaigns, capacity-building and green public procurement policies to
encourage green steel products.

4. Tackle the Accounts Receivable Issue in China’s Environmental Services
Industry
* Launch a special debt recovery programme by establishing an inter-ministerial task force,
providing fiscal transfers and evaluating the debt resolution performance of local governments.
» Extend the duration of subsidy programmes or phase out subsidy policies in a gradual way.
 Establish a rapid response mechanism for complaints on accounts receivable.
- Create a streamlined complaint resolution system to promptly address and mediate payment
disputes.
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Recycling Sub-working Group

1. Allow the Use of rPET in Food Contact Applications as Soon as Possible and
Provide Guidelines for the Safety Assessment of Recycling Technologies
and Processes
» Develop industrial guidance policies for recycled materials to promote the application of food-

grade recycled plastics, and establish targets for the proportion of recycled plastics in packaging.

« Clarify safety review procedures for food-contact recycled plastics through coordinated efforts
between health administrations and food safety regulatory agencies, establishing a robust
production and operation supervision framework.

» Develop technical standards for recycled plastics and processing technologies to enable domestic
market applications while ensuring food safety compliance.

» Enhance regulatory frameworks to address domestic oversight gaps and export compliance risks,
thereby facilitating investments and international trade.

* Launch consumer education initiatives to promote sustainable consumption and establish public
acceptance of recycled plastic food-contact packaging.

 Incorporate food-grade applications of rPET into the EU-China circular economy cooperation
mechanism, while enhancing private sector engagement in bilateral dialogues and collaborative
initiatives.

Recent Developments Commission (NDRC) and seven other ministries, listing
key eco-friendly technologies.? Pilot green development

zones are now operational in Beijing-Tianjin-Hebei and
other regions.®

Comprehensive Green Transition

In July 2024, China's State Council issued a policy to
accelerate the green transition, focussing on green
production and consumption, pollution and carbon
reduction, and resource ef‘ficiency.1 This was followed
by the 2024 Green Technology Promotion Catalogue
issued by the National Development and Reform

China accelerated its green transition in 2024 with

2 Green Technology Promotion Catalogue (2024 Edition), NDRC, 20" January
2025, viewed 6" April 2025, <https://www.ndrc.gov.cn/xxgk/zcfb/tz/202501/
t20250120_1395788.html>

1 Opinions on Accelerating the Comprehensive Green Transition of Economic and 3 Three green cities rise in Beijing-Tianjin-Hebei: Beijing sub-center, Tianjin Eco-
Social Development, State Council, 11" August 2024, viewed 6™ April 2025, cityBeijing Daily, 28" October 2024, viewed 28" April 2025, <https://www.beijing.
<https://www.mee.gov.cn/zcwj/zyygwj/202409/t20240911_1085676.shtml> gov.cn/ywdt/yaowen/202410/t20241028_3928639.html>
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comprehensive policies covering green finance,*®
insurance,® manufacturing’ and factory standards.? The
Ministry of Industry and Information Technology (MIIT)
also issued sector-specific regulations and case studies
for high-pollution industries (e.g., building materials,
dyeing and smelting), outlining practical green
development pathways.”'%"

Resource Recycling

In February 2024, the State Council issued waste
recycling guidelines to support its goals of peaking
carbon emissions before 2030 and achieving
carbon neutrality by 2060 (30/60 goals) through the
improvement of utilisation rates of key renewable
resources, including scrap steel, non-ferrous scrap
metal, wastepaper and plastics."

In October 2024, China established its first central
state-owned resource recycling giant, China Resources
Recycling Group, marking a strong circular economy
push. Within six months, it founded nine subsidiaries
specialising in sectors including plastics, power
batteries, waste textiles and non-ferrous metals."

The 2025 Government Work Report for the first time
mentioned ‘recycled materials’, emphasising the
importance of “enhance[ing] waste recycling, vigorously
promot[ing] the use of recycled materials, and

4 Guidelines on Further Strengthening Financial Support for Green and Low-
Carbon Development, People’s Bank of China (PBOC), 27" March 2024,
viewed 6" April 2025, <https://www.gov.cn/zhengce/zhengceku/202404/
content_6944452.htm>

5 Guidelines on Leveraging Green Finance to Support the Building of a Beautiful
China, PBOC, 12" October 2024, viewed 6" April 2025, <https://www.gov.cn/
zhengce/zhengceku/202410/content_6979595.htm>

6 Guidelines on Promoting the High-Quality Development of Green Insurance,
National Financial Regulatory Administration, 20" April 2024, viewed 6™ April
2025, <https://www.gov.cn/zhengce/zhengceku/202404/content_6947537 .htm>

7 Guidelines on Accelerating the Green Transformation of the Manufacturing
Sector, MIIT, 29" February 2024, viewed 6" April 2025, <https://www.miit.gov.cn/
zwgk/zewj/wifblyjlart/2024/art_f1be5a86074d46c99c20be367 13f6838.html>

8 Interim Measures for the Graded Cultivation and Management of Green
Factories, MIIT, 30" January 2024, viewed 6" April 2025, <https://www.miit.gov.
cn/zwgk/zcwj/wjfb/tz/art/2024/art_aab179deab0b4b77a05070e796c4c994.html>

9 Implementation Plan for High-Quality Development of the Building Materials
Industry, MIIT, 10" January 2024, viewed 6" April 2025, <https://www.miit.gov.cn/
zwgk/zcwij/wifb/tz/art/2024/art_6b27bcb8916f4d739984e63b124a1c45.html>

10 Technical Guidelines for Green and Low-Carbon Development in the Dyeing and
Printing Industry (2024 Edition), MIIT, 8" October 2024, viewed 6" April 2025,
<https://www.gov.cn/zhengce/zhengceku/202410/content_6979287.htm>

11 Cleaner Production Evaluation Indicator System for Copper Smelting and Other
Two Industries, MIIT, 22" February 2024, viewed 6" April 2025, <https://www.
ndrc.gov.cn/xxgk/zcfb/ghxwj/202402/t20240222_1364189.htmlI>

12 Guidelines on Accelerating the Establishment of a Waste Recycling System,
State Council, 9" February 2024, viewed 6™ April 2025, <https://www.gov.cn/
zhengce/zhengceku/202402/content_6931080.htm>

13 China Resources Recycling Group Announces Establishment of 9 Subsidiaries,
Beijing Daily, 19" April 2025, viewed 6" May 2025, <https://baijiahao.baidu.com/
s?id=1829803997547574178&wfr=spider&for=pc>
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boost[ing] the development of a circular economy”."

The working group regards this as a positive signal of
China’s commitment to resource recycling, carrying
significant guiding implications for developing a green,
low-carbon economy. For further details, please refer to
Key Recommendations 1, 2 and 3.

On 30" April 2025, China released its draft Ecological
Environment Code, featuring a groundbreaking chapter
on green and low-carbon development that integrates
provisions from multiple environmental laws. The
code prioritises three circular economy pillars: cleaner
production, waste recycling and green consumption.'

In March 2024, the State Council released the
Promoting Large-scale Equipment Upgrades and
Consumer Goods Trade-ins Action Plan focussing on
four areas: equipment renewal, trade-ins, recycling and
standards.’ Key ministries—including the Ministry of
Commerce, the Ministry of Finance (MOF), the State
Administration for Market Regulation (SAMR), and the
NDRC—then rolled out supporting measures, providing
funding,"”"®*" setting standards® and building recycling
infrastructure.?"??%%

14 Government Work Report, Xinhua News, 12" March 2025, viewed 6™ April
2025, <https://www.gov.cn/yaowen/liebiao/202503/content_7013163.htm?s_
channel=5&s_trans=7824452999 >

15 Ecological Environment Code (Draft for Public Consultation), National People's
Congress of China, 30" April 2025, viewed 16™ May 2025, <http://www.npc.gov.
cn/npc/c2/kgfb/202504/t20250430_445089.html>

16 Action Plan for Promoting Large-Scale Equipment Upgrades and Consumer
Goods Trade-Ins, State Council, 18" March 2024, viewed 6" April 2025, <https://
www.mee.gov.cn/zcwj/gwywj/202403/t20240318_1068594.shtml>

17 Circular on Improving the Renewable Resource Recycling System to Support
Trade-in Programs for Home Appliances and Other Durable Consumer Goods,
Ministry of Commerce (MOFCOM) and MOF, 10" May 2024, viewed 6™ April
2025, <https://lwww.mofcom.gov.cn/zcfb/gnmygl/art/2024/art_7357279c2b814ef0
984b02bd4af5d6a7.html>

18 Several Measures on Strengthening Support for Large-Scale Equipment Renewal
and Consumer Goods Trade-In, NDRC and MOF, 25" July 2024, viewed 6" April
2025, <https://www.ndrc.gov.cn/xxgk/zcfb/tz/202407/t20240725_1391941.html>

19 Notice on Expanding and Enhancing the Large-Scale Equipment Renewal
and Consumer Goods Trade-In Policy in 2025, NDRC and MOF, 5" January
2025, viewed 6™ April 2025, <https://www.gov.cn/zhengce/zhengceku/202501/
content_6997129.htm>

20 Action Plan for Driving Equipment Renewal and Consumer Goods Trade-In
Through Standards Upgrading, SAMR, 27" March 2024, viewed 6" April 2025,
<https://www.gov.cn/zhengce/zhengceku/202404/content_6944404.htm>

21 Notice on Strengthening the Supervision and Management of End-of-Life Motor
Vehicle Recycling, MOFCOM, 29" September 2024, viewed 6" April 2025,
<https://www.gov.cn/zhengce/zhengceku/202410/content_6981542.htm>

22 Notice for Public Solicitation of Opinions on the Industry Standards of Green
Recycling Standards for Renewable Resources (Draft for Comments), Internet +
Recycling Service Management Standards (Draft for Comments), and Guidelines
for Waste Plastic Recycling (Draft for Comments), MOFCOM, 14" January 2025,
viewed 6" April 2025, <https://Itfzs.mofcom.gov.cn/gztz/art/2025/art_932337934f
d948fd906c0f18f3ff91e7.html>

23 Notice for Public Solicitation of Opinions on the Construction and Management
Standards for Renewable Resource Recycling Sites (Draft for Comments) and
the Classification and Grading Standards for Waste Paper (Draft for Comments),
MOFCOM, 7" February 2025, viewed 6" April 2025, <https:/Iltfzs.mofcom.gov.
cn/gztz/art/2025/art_de63771cce96415bbaf0c153f42941e5.html>
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Carbon Emission Control and Sustainability
Disclosure

In May 2024, the State Council issued the 2024-2025
Energy Conservation and Carbon Reduction Action
Plan, targeting fossil fuel use and emission intensity.*
In August 2024, it issued another plan to accelerate
the development of a dual-control system for both total
carbon emissions and intensity.”

Throughout 2024, the NDRC, the Ministry of Ecology
and Environment (MEE), the SAMR, the MIIT and
other relevant ministries issued policies to strengthen
environmental governance systems, covering: carbon
neutrality standards;****” emissions accounting;*®%*%®
carbon footprint management®'***** and emissions

trading.*

In November 2024, the MOF and eight other government
bodies issued the Corporate Sustainability Disclosure
Standards — Basic Standard (Trial), mandating listed

24 Energy Conservation and Carbon Reduction Action Plan for 2024-2025, State
Council, 30" May 2024, viewed 6" April 2025, <https://www.mee.gov.cn/zcwj/
gwyw;j/202405/t20240530_1074495.shtml>

25 Work Plan for Accelerating the Establishment of a Dual-Control System for
Carbon Emissions, State Council, 6" August 2024, viewed 6™ April 2025,
<https://www.mee.gov.cn/zcwj/gwywj/202408/t20240806_1083433.shtml>

26 Guidelines for Building the Carbon Peak and Carbon Neutrality Standard System
in the Industrial Sector, MIIT, 21° February 2024, viewed 6" April 2025, <https:/
www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2024/art_0d2f46b823ed4fcd93d2422ac6a
4852e.html>

27 Notice on the Action Plan for Further Strengthening the Carbon Peak and
Carbon Neutrality Standardisation and Metrology System (2024-2025), NDRC,
8" August 2024, viewed 6™ April 2025, <https://www.ndrc.gov.cn/xxgk/zcfb/
t2/202408/t20240808_1392291.html>

28 Work Plan for Improving the Carbon Emission Statistical Accounting System,
NDRC, 8" October 2024, viewed 6" April 2025, <https://zfxxgk.ndrc.gov.cn/web/
iteminfo.jsp?id=20449>

29 Guidelines for Developing Product Carbon Footprint Accounting Standards, MEE,
2" January 2025, viewed 6" April 2025, <https://www.mee.gov.cn/xxgk2018/
xxgk/xxgk03/202501/t20250106_1099994.html>

30 Guidelines for Developing Carbon Footprint Accounting Standards for Key
Industrial Products, MIIT, 6 November 2024, viewed 6™ April 2025, <https://
www.miit.gov.cn/zwgk/zcwj/wjfb/tz/art/2024/art_37f0001416b14bd58eca681aec9
f1£37.html>

31 Implementation Plan for Establishing a Carbon Footprint Management System,
MEE, 22" May 2024, viewed 6" April 2025, <https://www.gov.cn/gongbao/2024/
issue_11506/202408/content_6966477.html>

32 Notice on Launching Pilot Projects for Product Carbon Footprint Labelling and
Certification, SAMR, 9" September 2024, viewed 6" April 2025, <https:/www.
samr.gov.cn/zw/zfxxgk/fdzdgknr/rzjgs/art/2024/art_b2119112323f4e02bb93de3c
b48619a2.html>

33 Announcement on Issuing the General Implementation Rules for Product Carbon
Footprint Labelling and Certification (Trial), China National Certification and
Accreditation Administration (CNCA), 20" March 2025, viewed 6™ April 2025,
<https://www.samr.gov.cn/zw/zfxxgk/fdzdgknr/rzjgs/art/2025/art_7a0ac3998d064
23bba72720b03c6af82.html>

34 Work Plan for Inclusion of Steel, Cement and Aluminum Smelting Industries
in the National Carbon Emissions Trading Market, MEE, 21°* March 2025,
viewed 6" April 2025, <https://www.mee.gov.cn/xxgk2018/xxgk/xxgk03/202503/
t20250326_1104736.html>
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companies to disclose sustainability reports by 2026.%
In January 2025, China’s three stock exchanges
released reporting guidelines, forming a preliminary
disclosure framework.*® In April, the MOF and the MEE
called for public feedback on the nation’s first climate-
specific sustainability disclosure standard.*

Pollution Control and Climate Change Response
From 2024 to 2025, China intensified pollution control
through comprehensive regulations targeting air,
water, solid waste, soil and noise pollution. These
measures—spanning discharge permits, environmental
assessments and waste management—reinforced the

national environmental governance framework.**%%4°

China participated in the fifth session of the
Intergovernmental Negotiating Committee (INC-5)
Plastics Treaty negotiations in November 2024, and
will join the 2025 INC-5.2 session.*' The working group
closely tracks key issues like preventing environmental
leakage and enhancing Extended Producer Responsibility
(EPR) systems. For further details, please refer to Key
Recommendation 1.

In April 2025, China participated in three negotiations
on international chemical conventions (Basel,
Rotterdam and Stockholm), with the Basel Convention
updating electronic waste and plastic waste guidelines
to regulate global waste transfers.”” That same month,
China’s MEE and four other ministries issued the

35 Corporate Sustainability Disclosure Standards — Basic Standard (Trial), MOF,
20™ November 2024, viewed 6" April 2025, <https://www.gov.cn/zhengce/
zhengceku/202412/content_6993358.htm>

36 Three Major Stock Exchanges Issue Sustainability Report Preparation Guidelines
to Support High-Quality Development of Listed Companies, The Beijing News, 18"
January 2025, viewed 6" April 2025, <https:/baijiahao.baidu.com/s?id=1821594589
329941094 8&wfr=spider&for=pc>

37 Notice for Public Solicitation on Corporate Sustainability Disclosure Standard No.
1 — Climate (Trial) (Draft for Comments), MOF and MEE, 30" April 2025, viewed 6"
May 2025, <https://kjs.mof.gov.cn/gongzuotongzhi/202504/t20250429_3962990.
htm>

38 Implementation Plan for the Comprehensive Enforcement of the Pollutant
Discharge Permit System, MEE, 3" November 2024, 6" April 2025, <https://
www.gov.cn/zhengce/zhengceku/202411/content_6985219.htm>

39 Notice on Further Reforming the Environmental Impact Assessment System,
MEE, 14" September 2024, viewed 6" April 2025, <https://www.mee.gov.cn/
xxgk2018/xxgk/xxgk03/202409/t20240920_1086348.html>

40 Guidelines on Strengthening Environmental Management of Hazardous Waste
and Rigorously Preventing Environmental Risks, MEE, 5" February 2025,
viewed 6" April 2025, <https://www.mee.gov.cn/xxgk2018/xxgk/xxgk03/202502/
t20250211_1102036.html>

41 New Round of United Nations Plastic Pollution Negotiations Adjourned, Xinhua
Net, 2™ December 2024, viewed 6" April 2025, <https://www.news.cn/world/202
41202/03e193b1e26f44109077f2fd57715607/c.html>

42 2025 Meetings of the Conferences of the Parties to the Basel, Rotterdam
and Stockholm Conventions Conclude in Geneva, China Environment News,
15" May 2025, viewed 20" May 2025, <https://www.cenews.com.cn/news.
html?aid=1333631>



2025-2030 Montreal Protocol Implementation Plan,*
and committed to announcing a comprehensive
2035 Nationally Determined Contribution covering all
greenhouse gases prior to the United Nations Climate
Change Conference in Belém.*

China has since established green development
dialogues with the European Union (EU), Germany,
Spain and Finland.*****"**® The working group welcomes
these initiatives and seeks to enhance EU-China
climate cooperation through policy exchanges and joint
projects.

Key Recommendations

1. Establish a Holistic Resource Management
System to Address the Plastic Pollution
Crisis Within a Circular Economy Concept

ap

Concern

Insufficient incentives and a lack of a holistic approach
on plastic waste collection and recycling deter
companies from investing in the industry.

Assessment

China was the world’s largest producer, consumer and
exporter of plastics in 2024, generating over 77 million
metric tonnes, or around one third of global plastic
production.”* However, China’s plastic waste recycling
rate remains relatively low at 31 per cent, with a large
amount of plastic waste being disposed of through

43 National Implementation Plan for China's Compliance with the Montreal Protocol
on Substances that Deplete the Ozone Layer (2025-2030), MEE, 9" April
2025, viewed 6" April 2025, <https://www.gov.cn/zhengce/zhengceku/202504/
content_7021651.htm>

44 Xi Jinping delivers a speech to the Leaders' Summit on Climate and Just
Transition, Xinhua News Agency, 23" April 2025, viewed 6" May 2025, <https:/
www.gov.cn/yaowen/liebiao/202504/content_7020616.htm>

45 China-EU Circular Economy Transition Symposium Successfully Held in Beijing,
NDRC, 22™ May 2024, viewed 6" April 2025, <https://www.ndrc.gov.cn/fggz/
hjyzy/zyzhlyhxhijj/202405/t20240522_1386410.html>

46 China, Germany hold dialogue on climate change and green transition, CGTN,
23" June 2024, viewed 6" April 2025, <https://news.cgtn.com/news/2024-06-
23/China-Germany-hold-dialogue-on-climate-change-and-green-transition-
1uFI8044afm/p.html>

47 NDRC and Spanish Ministry for Ecological Transition and Demographic
Challenge Sign Memorandum of Understanding on Green Development
Cooperation, NDRC, 12" September 2024, viewed 6" April 2025, <https://www.
ndrc.gov.cn/fzggw/wld/zsj/zyhd/202409/t20240912_1392969_ext.html>

48 Joint Work Plan Between China and Finland on Advancing the Future-
Orientated New-Type Partnership (2025-2029) (Full Text), Xinhua News
Agency, 30" October 2024, viewed 6" April 2025, <https://www.gov.cn/yaowen/
liebiao/202410/content_6983804.htm>

49 Production Status of the Plastic Products Industry (January—December 2024),
MIIT, 11" February 2025, viewed 6" May 2025, <https://www.miit.gov.cn/jgsj/
xfpgys/qg/art/2025/art_fbef1f1d791b4b24ac82361af9627fdb.html>
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incineration or sent to landfill.*

To enhance plastic pollution governance and promote
a circular economy, China has enacted a series of
regulatory measures. The 74" Five-year Action Plan for
Plastic Pollution Control outlined measures to cut the
production and use of plastics, reduce environmental
leakage and expedite regulated recycling and treatment
of plastic waste from 2021 to 2025.°" In the 14" Five-
year Plan (FYP) on Domestic Waste Management,
China mandated a 60 per cent ‘resource utilisation’ rate
for domestic waste by 2025.%

China’s plastic recycling industry is not well regulated
and lacks a holistic resource management system,
which often results in secondary pollution and
unnecessary downcycling. While recent policies aim
to formalise recycling, key gaps persist — notably,
the 14" FYP classifies waste incineration as ‘resource
utilisation’, despite its inefficiency. Burning mixed post-
consumer plastics recovers minimal energy while
wasting material value and decarbonisation potential,
contradicting circular economy principles.

Unlike many governments around the world,* China
has not set quantified targets for the use of recycled
plastics, which could result in an unstable scale of
recycled plastic demand. Without strict mandates,
recycled plastic production fluctuates with market
conditions — like when falling oil prices make virgin
plastics cheaper, reducing demand for recycled
alternatives.

The plastic recycling sector suffers from misaligned
incentives: upstream recyclers get tax breaks while
downstream brand owners lack support to adopt
recycled materials. Moreover, while multinationals
embrace recycled plastics for environmental, social and

50 2024 Development Report of China Plastic Recycling Industry, China National
Resources Recycling Association, 14" April 2025, viewed 16™ May, <https://
baijiahao.baidu.com/s?id=1829371561408280514&wfr=spider&for=pc>

51 Notice on Issuing the 14" Five-year Action Plan for Plastic Pollution Control,
NDRC and MEE, 8" September 2021, viewed 6" May 2025, <https:/www.gov.
cn/zhengce/zhengceku/2021-09/16/content_5637606.htm>

52 The 14" Five-Year Plan for the Development of Domestic Waste Classification
and Treatment Facilities in Urban Areas, National Development and Reform
Commission (NDRC) and Ministry of Housing and Urban-Rural Development
(MOHURD), 6" May 2021, viewed 27" May 2025, <https://www.gov.cn/zhengce/
zhengceku/2021-05/14/content_5606349.htm>

53 For example, the EU’'s PPWR, which entered into force in February 2025, sets
mandatory requirements on manufacturers to use 25 per cent recyclable raw
materials in PET beverage bottles by 2025, 30 per cent by 2030, and 65 per cent
by 2040. Directive (EU) 2019/904 on the reduction of the impact of certain plastic
products on the environment, EUR-Lex, 12" June 2019, viewed 13" May 2024,
<https://eur-lex.europa.eu/eli/dir/2019/904/0j>
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governance goals, domestic brands show little initiative,
stunting industry growth.

Besides, China’s domestic policy formulation on the
utilisation of food-grade recycled plastics—for instance,
rPET—is lagging, hindering development of high-value-
added recycling of waste plastics. For further details
on this issue, see the Recycling Sub-working Group
Position Paper 2025/2026.

China’s 14" Five-year Plan for Circular Economy aims
for full implementation of circular production by 2025.%*
To achieve plastic circularity, formalised and centralised
collection and sorting are crucial — particularly through
a deposit and return system (DRS) for single-use
plastic bottles and cans, which ensures high recovery
rates and material quality. The EU’s Packaging and
Packaging Waste Regulation (PPWR) endorses DRSs
as a key tool for ‘closed-loop recycling’, where used
materials are reprocessed into products of the same
type.”® Beyond improving traceability and stabilising
supply chains, DRSs also generate green jobs and
formalise unofficial or part-time waste-picker roles.

Improved product design is vital for ‘reduce, reuse
and recycle’ success. The EU’s EPR policy—charging
producers for product end-of-life costs—effectively
incentivises recyclable design, offering China a proven
model. With Germany (68 per cent recycling rate) and
many EU states already surpassing China’s target of 60
per cent urban waste reuse, such EU expertise could
accelerate China’s circular economy transition.

Recommendations

» Develop a roadmap with clearly defined targets to
consolidate and formalise the scrap collection and
recycling system to ensure that recyclable materials
in residual waste are sorted before incineration and
recycled at the highest possible quality.

» Set up a clear waste management hierarchy, clearly
define terms such as ‘circular economy’, ‘resource
utilisation’ and ‘comprehensive utilisation’, and
differentiate ‘recycling’ from ‘energy recovery' (i.e.
waste incineration).

» Accelerate the packaging and packaging waste
policymaking process, and consider using models

54 Notice on Issuing the 14" Five-year Plan for Circular Economy Development,
NDRC, 1% July 2021, viewed 6" April 2025, <https://www.gov.cn/zhengce/
zhengceku/2021-07/07/content_5623077.htm>

55 Packaging waste, European Commission, viewed 6" April 2025, <https://
environment.ec.europa.eu/topics/waste-and-recycling/packaging-waste_en>
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such as the European Union’s Extended Producer
Responsibility mechanism and Packaging and
Packaging Waste Regulation.

» Allow food-grade recycled plastic materials, such
as rPET, to be used in food contact applications by
establishing relevant petition and approval processes
and developing industrial standards on recycled
materials as soon as possible.

» Give rewards to encourage recycling, such as vouchers
for individuals and communities or payments to end-
users.

* Collaborate with chambers of commerce, industry
organisations and relevant taskforces to strengthen
consumer awareness of the benefits of establishing a
plastics circular economy.

2. Improve the Incentive Policy to Support
Textile Waste Collection and Sorting,
as well as to Promote Textile-to-textile
Recycling @B

Concern

There has been no improvement in the utilisation
of post-consumer textiles due to a lack of incentive
policies, underdeveloped collection and sorting
systems, and low public awareness.

Assessment

China is the world’s largest producer, consumer and
exporter of textiles and garments, and generates a
large amount of waste textiles annually.*® In 2023, only
23 per cent of the 23.3 million tonnes of waste textiles
generated in China was recycled, with vast quantities of
discarded fabrics ending up in incineration or landfills.*”
Of the recycled post-consumer garments, the majority
are either exported overseas as second-hand clothing
or downcycled into lower-value products, such as
automotive soundproofing, mops and work gloves,
with only a minimal portion entering the ‘fibre-to-fibre’
recycling process.*®

56 Production in Full Swing: China Ranks as World's Top Textile and Apparel
Producer & Exporter, CCTV, 10" February 2025, viewed 6™ April 2025, <https:/
finance.cctv.cn/2025/02/10/ARTIgvOkcnNyMG4g2ANXTaTz250210.shtml>

57 China’s Practices and Business Approaches in the Recycling of Waste Textiles,
World Trade Organization, 11" March 2025, viewed 6" April 2025, <https://www.
wto.org/english/tratop_e/tessd_e/09_circ_economy_presentation_by_china.pdf>

58 Fibre-to-fibre recycling, also known as closed-loop recycling of textiles, refers to
a process of transforming textile waste into new, usable fibres, which are then
used to create new garments or other textile products. This process can help
reduce the incineration and landfilling of textiles to the minimum.



China prioritises the development of a waste material
recycling system, with used textiles a key recyclable
resource within this framework. In early 2022,
the NDRC issued guidelines on accelerating the
construction of waste recycling systems in 60 cities
with over 1,000 green sorting centres nationwide by
2050, highlighting the need to professionalise waste
textile recycling processes and to strengthen industry
supervision.* Encouragingly, this was followed by
another NDRC policy, which emphasises improving
the recycling system for waste textiles and setting
a goal for China to reuse and recycle 25 per cent of
used textiles by 2025, and 30 per cent by 2030.% In
February 2024, the State Council issued a policy which
provided a top-level design and overall planning for
the systematic development of a resource recycling
framework in China. In addition, the 2025 Government
Work Report states that China will “strengthen waste
recycling” and “improve the incentive mechanism for
green consumption”. The report also mentions, for the
first time, the need to “comprehensively expand the
application of recycled materials.”

In July 2024, the EU officially enacted the Ecodesign for
Sustainable Products Regulation (ESPR), a cornerstone
policy of its strategy, adopted in 2022, for sustainable
and circular textiles. Under this regulation, eco-design
requirements for textiles are to be set in mid-2025,
mandating a significant increase in recycled textile
fibres.®***® Following the implementation of the ESPR,
the total market demand for post-consumer recycled
fabrics is forecast to significantly increase by 2030, and
circular textiles are expected to become a trend in the
fashion industry.** Many European fashion brands have
set ambitious sustainability goals, including increasing
the use of recycled content in their products and

59 Guidelines on Accelerating the Construction of a Waste Materials Recycling
System, NDRC, 21°* January 2022, viewed 15" May 2025, <https://www.ndrc.
gov.cn/xxgk/zcfb/tz/202201/t20220121_1312656.html>

60 Implementation Suggestion to Accelerate the Use of Recycled Textile Waste,
NDRC, 11" April 2022, viewed 6™ April 2025, <https://www.ndrc.gov.cn/xxgk/zcfb/
tz/202204/t20220411_1321822.html>

61 2025 Government Work Report, State Council, 12" March 2025, viewed 15" May
2025, <https://www.gov.cn/yaowen/liebiao/202503/content_7013163.htm>

62 Ecodesign for Sustainable Products Regulation, European Commission,
viewed 16" May 2025, <https://commission.europa.eu/energy-climate-
change-environment/standards-tools-and-labels/products-labelling-rules-and-
requirements/ecodesign-sustainable-products-regulation_en>

63 EU strategy for sustainable and circular textiles, European Commission, viewed
16™ May 2025, <https://environment.ec.europa.eu/strategy/textiles-strategy_en>

64 In 2024, a European Chamber member company procured about 300,000
tonnes of recycled fabrics, of which only 6 per cent came from post-consumer
waste textiles, with most from recycled PET bottles. It is estimated that the total
demand of this company for waste textiles will increase to 36 per cent by 2030.
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transitioning to more sustainable materials.®

Though textile waste recycling has huge market
potential, clear policy guidance and strong business
momentum, challenges exist. These include inefficient
and costly waste recycling, underdeveloped collection
and sorting systems, and low public awareness. The
current cost of ‘fibre-to-fibre’ recycling for waste textiles
is unsustainable for both brand owners and recyclers,
when factoring in infrastructure investment, labour
costs (the sorting of waste textiles relies primarily
on manual labour) and logistics expenses. Without
additional incentive policies, businesses cannot scale
up production of recycled textiles, let alone closed-
loop garments for a circular economy. The working
group therefore recommends expanding collection
channels, improving waste textile sorting infrastructure,
introducing government subsidies for logistics and
recycling, and increasing public engagement.

Recommendations

» Expand collection channels from residents to places
such as schools, hotels and government agencies, and
include these waste textiles into the whole recycling
system.

» Pilot integrated automated sorting equipment into
existing sorting centres in selected cities.

» Allocate subsidies to logistics service providers and
recyclers in the textile recycling industry.

» Enhance publicity through multiple channels to raise
consumer awareness of textile waste recycling and
encourage broader public participation in recycling
initiatives.

» Offer specific social recognition and tax incentives to
recyclers to encourage more industry players to enter
China’s textile waste recycling industry.

3. Provide Comprehensive Policy Guidance
on the Decarbonisation of the Steel
Industry

Concern

A lack of a clear roadmap, volatile pricing and
unstable supply, as well as inconsistent accounting
and certification mechanisms for low-carbon steel
products in China, hinder European companies from
meeting their global green procurement targets and

65 Top 10: Sustainability Strategies of Luxury Fashion Brands, Sustainability
Magazine, 21 February 2024, viewed 17" May, <https://sustainabilitymag.com/
sustainability/top-10-sustainability-strategies-of-luxury-fashion-brands>
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erode business confidence in investing in low-carbon
technologies.

Assessment

The steel industry is one of the most carbon-intensive
sectors in China, contributing approximately 15 per
cent to the country’s total carbon dioxide emissions.
With China producing over half of the world’s steel, its
decarbonisation is not only critical to achieving its 30/60
goals but also to advancing global climate action.

China has introduced a range of policies aimed at
improving energy efficiency and introducing advanced
low-carbon technologies in the steelmaking industry.®®**
It is worth noting that in an action plan for steelmaking
decarbonisation,®® China prioritises lower-emission
technologies such as short-process electric arc
furnaces (EAFs)® and aims to increase the proportion
of EAF steel production to 15 per cent of total crude
steel output.” It is also encouraging that China officially
included the iron and steel sector, along with two other
high-emission sectors, in its national carbon emissions
market in March 2025. This marked China’s transition
from a single-power-sector carbon market to a multi-
sector collaborative emissions reduction system.”’

Notwithstanding established technological readiness
and well-defined policy directives, the industry’s
transition in China is still in the early stages, with high-
emission steelmaking routes dominating and EAF
routes contributing to less than 10 per cent of steel
production, well below the global average of 30 per

66 Notice on Issuing the 14th Five-Year Action Plan for the Raw Materials Industry
Development, MIIT, Ministry of Science and Technology and Ministry of Natural
Resources, 21% December 2021, viewed 16" May 2025, <https://www.gov.cn/
zhengce/zhengceku/2021-12/29/content_5665166.htm>

67 Guiding Opinions on Promoting High-Quality Development of the Iron and Steel
Industry, MIIT, 20" January 2022, viewed 16" May 2025, <https://www.gov.cn/
zhengce/zhengceku/2022-02/08/content_5672513.htm?ivk_sa=1023197a>

68 Notice on Issuing the Action Plan for Energy Conservation and Carbon Reduction
in the Iron and Steel Industry, NDRC and other relevant ministries, 27" May
2024, viewed 16" May 2025, <https://www.gov.cn/zhengce/zhengceku/202406/
content_6956307.htm>

69 Compared to the BF-BOF route, EAF steelmaking reduces carbon dioxide
emissions by approximately 1.5 tonnes per tonne of steel produced, an 80 per
cent reduction in carbon footprint. Short-process steelmaking offers significant
potential for energy conservation and carbon reduction, People’s Daily, 7"
August 2024, viewed 21° May 2025, <https://baijiahao.baidu.com/s?id=1806679
213829940944 &wfr=spider&for=pc>

70 Notice on Issuing the Action Plan for Energy Conservation and Carbon
Reduction in the Iron and Steel Industry, NDRC and other ministries, 27" May
2024, viewed 16" May 2025, <https://www.gov.cn/zhengce/zhengceku/202406/
content_6956307.htm>

71 National Carbon Emission Trading Market Coverage Plan for the Steel,
Cement, and Aluminum Smelting Industries, MEE, 20" March 2025, viewed
16" May 2025, <https://www.mee.gov.cn/xxgk2018/xxgk/xxgk03/202503/
t20250326_1104736.html>
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cent. Green steel certification schemes in China remain
fragmented and are not yet harmonised with global
standards, restricting international recognition of low-
carbon steel products. European companies with a
large supply chain footprint in steel-related industries
face challenges meeting their climate goals, due to the
following:

* Regulatory uncertainty due to a lack of a clear
decarbonisation roadmap results in local companies
lacking confidence to invest in low-carbon
technologies.”

» A shortage of scrap steel supply and volatile pricing
restrict the expansion of EAF capacity.

» Emerging low-carbon technologies, such as hydrogen
direct reduction or carbon capture and storage, are
capital-intensive and commercially unviable at scale in
China.

» The lack of harmonisation between China’s green steel
certification and carbon reporting frameworks with
international standards prevent EU-based companies
in China from meeting their global green procurement
targets as they struggle to confidently incorporate
locally sourced, low-emission steel into their supply
chains for global clients.

» Underdeveloped market demand for low-carbon steel
further weakens incentives for the industry’s green
transformation.

Recommendations

» Develop a peak-carbon and neutrality implementation
roadmap for the steel sector with phased emissions
reduction targets and technology pathways.

* Provide preferential policies regarding production
capacity quotas, land use and financing credits to
encourage the low-carbon transition in the steel
industry.

» Build a standardised and traceable national scrap steel
collection and distribution network.

» Develop a real-time monitoring and information disclosure
mechanism of carbon emission data from steel
enterprises.

» Conduct awareness campaigns, capacity-building and
green public procurement policies to encourage green
steel products.

72 At the time of writing, the profitability of electric furnace plants is limited, and
most steel mills are still in wait-and-see mode regarding investment in the low-
carbon transformation.



4. Tackle the Accounts Receivable Issue in
China’s Environmental Services Industry

Concern

China’s environmental services industry suffers
from significant accounts receivable challenges in
the construction and operation of environmental
infrastructure projects, which hinders the high-quality
and sustainable development of the industry and
undermines the investment confidence of European
companies, thereby holding back China’s green
transformation.

Assessment

China’s environmental industry has developed rapidly
and enjoyed strong policy support in recent years. Many
environmental infrastructure projects have been carried
out through public-private partnerships or pollution
treatment outsourcing models, primarily involving
local governments or large state-owned enterprises
as partners. However, China’s economic slowdown
and increasing fiscal pressures on local governments
have resulted in severe and persistent problems with
accounts receivable.

Despite the Chinese Government issuing the Guidelines
on Addressing Arrears to Enterprises in the second half
of 2024, the industry continues to face severe cash
flow pressures. Data from industry observers reveals
that as of the first half of 2024, the accounts receivable
of listed environmental protection companies reached a
staggering Chinese yuan (CNY) 349.6 billion, marking
a 15 per cent year-on-year increase. Alarmingly, the
receivable-to-revenue ratio stands at 114 per cent.”

Taking wastewater treatment projects as an example,
most receivables of Chinese water utilities companies
stem from sewage treatment fees, with local governments
being the primary debtors. Such projects typically
require substantial upfront investment and have long
payback periods. During the construction and initial
operation phases, companies must make massive
capital expenditures involving complex industrial chains,
including infrastructure construction and equipment
procurement.

73 Opinions on Resolving the Issue of Arrears Owed to Enterprises, State Council,
18" October 2024, viewed 18" June 2025, <https://www.gov.cn/zhengce/202410/
content_6981402.htm>

74 Interpretation of the 2024 Half-yearly Report of the Environmental Protection
Industry, Is It Still Worth Sticking to It?, The Paper, 5" September 2024, viewed
6™ April 2025, <https://www.thepaper.cn/newsDetail_forward_28644249>
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Prolonged delays in payments from local governments
create severe cash flow pressures for companies and
generate spillover effects. For example, one European
company is owed over CNY 400 million in unpaid sewage
treatment fees from a local government, accumulated
over five years. This has severely impacted the
company’s financial health and constrained its ability to
introduce advanced treatment technologies.

The waste-to-energy sector faces similar challenges.
Waste-to-energy plants rely mainly on waste disposal
fees and power tariffs, which include government
subsidies. However, China’s waste disposal fees
remain persistently low, averaging just CNY 70-80
per tonne, which is less than one-tenth of the rates in
EU countries. Meanwhile, waste-to-energy projects,
classified as biomass power generation, are heavily
affected by subsidy reductions and payment delays.
It is estimated that China’s biomass power sector has
accumulated a subsidy gap of CNY 40-50 billion in
recent years. These factors have rendered many waste-
to-energy projects economically unviable, with some
even failing to cover operational costs and incurring
losses.

The working group recommends launching a special
debt recovery programme, including actions to:

» establish an inter-ministerial task force to conduct
comprehensive investigations and targeted clearance
of accounts receivable in the environmental sector, and
to develop differentiated repayment plans;

» provide central fiscal transfers to fiscally strained
regions while requiring local governments to formulate
feasible repayment schedules; and

» incorporate debt resolution performance into local
government performance evaluations and conduct
accountability interviews with underperforming regions
and departments.

The working group also recommends that the
withdrawal of subsidy policies be carefully paced to
prevent waste-to-energy enterprises from becoming
financially unviable due to abrupt subsidy reductions or
suspensions. It would also be advisable to appropriately
extend the duration of subsidy programmes. A
streamlined complaint resolution system could be
established to promptly address and mediate payment
disputes.

Environment Working Group 53
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Recommendations

* Launch a special debt recovery programme by
establishing an inter-ministerial task force, providing
fiscal transfers and evaluating the debt resolution
performance of local governments.

» Extend the duration of subsidy programmes or phase
out subsidy policies in a gradual way.

» Establish a rapid response mechanism for complaints
on accounts receivable.
- Create a streamlined complaint resolution system

to promptly address and mediate payment disputes.

Abbreviations

CNY Chinese Yuan

DRS Deposit and Return System

EAF Electric Arc Furnace

EU European Union

MEE Ministry of Ecology and Environment

MOF Ministry of Finance

NDRC National Development and Reform
Commission

rPET Recycled Polyethene Terephthalate
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Recycling Sub-working Group

Recent Developments

In recent years, Chinese authorities have conducted
risk assessments and technical evaluations on food-
grade recycled plastics. Domestic research institutions,
referencing standards from the United States (US) Food
and Drug Administration and the European Food Safety
Authority, have performed rigorous testing on food-grade
recycled polyethene terephthalate (rPET) tailored to
China’s conditions, including surveys on contamination
levels, challenge tests and studies on contaminants’
migration.

In 2024, the China National Center for Food Safety
Risk Assessment (CFSA) reviewed and approved a
report on food safety risk assessment on food-grade
rPET. Subsequently, the National Health Commission
issued a letter confirming that, under China’s existing
recycling system, domestic enterprises are capable of
producing safe, food-contact-grade rPET pellets from
post-consumer polythene terephthalate (PET) bottles
with standardised processes. The sub-working group
is encouraged to know that the CFSA is conducting
technical evaluations and drafting the technical
assessment guidelines for recycled plastic materials and
products for food contact to lay the groundwork for future
regulatory measures.

The 2025 Government Work Report, presented by
Premier Li Qiang at China’s annual legislative session,
noted that China will promote waste recycling and the
application of recycled materials to contribute towards
the goal of establishing a green, low-carbon economy.
This marks the first mention of ‘recycled materials’ in a
government work report, and has provided significant
policy momentum to related industries.

1 Food-grade Recycled Plastics Are Proven Safe, and the Industry Recommends
Accelerating Domestic Recycling Implementation, The Beijing News, 14" March
2024, viewed 15" May 2025, <https:/baijiahao.baidu.com/s?id=17935085237594
39116&wfr=spider&for=pc>

Key Recommendation

1. Allow the Use of rPET in Food Contact
Applications as Soon as Possible
and Provide Guidelines for the Safety
Assessment of Recycling Technologies
and Processes

Concern

The absence of certification for and regulation of the use
of recycled plastics for food-contact purposes in China
raises compliance challenges for both recyclers that have
domestic operations and exporters of food products, and
hinders international food and beverage brands from
delivering on their sustainability commitments.

Assessment

With the global consensus on the need to reduce plastic
pollution, major economies except China have already
permitted the use of recycled plastics in food-contact
packaging. In many regions, such as the EU, the United
Kingdom, India, Indonesia, South Africa, Peru and
certain states in the US, legislation has been enacted
mandating minimum recycled plastic content in food and
beverage packaging.

China’s regulatory approach towards the use of recycled
plastics for food-contact use has evolved from explicit
prohibition to one sole specific licence, resulting in an
undefined regulatory status. Previous departmental
regulations, issued by China’s former health and quality
supervision authorities, contained explicit bans on
the use of recycled materials in food-contact plastic
packaging. With the revocation of these regulations
in 2010 and 2018, the statutory prohibitions were
consequently abolished.?

2 In 1990, the former Ministry of Health issued a regulation which explicitly
prohibited the use of recycled plastics in food utensils, containers and packaging
materials (Article 7). This regulation was repealed in 2010. In July 2006, the
former General Administration of Quality Supervision, Inspection and Quarantine
stipulated in the Detailed Rules for the Licensing of Plastic Packaging, Containers
and Utensils for Food Use (Section 2(2)4.1.4) that “raw materials must not
include recycled or contaminated materials.” This provision was replaced in
December 2018, by the Implementation Rules for the Licensing of Food-Related
Products Such as Plastic Packaging, Containers and Utensils issued by the newly
established State Administration for Market Regulation, which omitted any mention
of recycled plastics.
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In 2008, China granted approval to a Chinese recycling
company to produce food-grade rPET, but the licence
later expired due to factory relocation.® Relevant
management measures have since become more
ambiguous. For example, in November 2018, the State
Administration for Market Regulation issued a document
regarding the production licensing of food packaging
and related products, explicitly stating that suppliers
“should not use recycled materials for production.”
While China’s foundational legislation, such as the Food
Safety Law, broadly covers food-contact materials, there
is still a lack of clear, detailed regulations and industry
standards specifically permitting recycled plastics in food
packaging.

In December 2024, the Council of the EU adopted
the Packaging and Packaging Waste Regulation (EU)
2025/40, which requires food packaging to contain 30
per cent recycled plastic by 2030. However, China’s
progress in the high-value utilisation of recycled plastics
has fallen short of expectations, with related policy
developments remaining relatively slow. This poses
challenges for multinational companies in fulfilling their
sustainable packaging commitments, for Chinese and
foreign enterprises engaged in export trade, and for
national regulators overseeing imported food packaging.
The key challenges include:

First, multinational food and beverage brands face
difficulties meeting their sustainability commitments.
Many international and domestic food and beverage
companies are committed to reducing plastic packaging,
with industry leaders pledging to incorporate recycled
content. However, due to the lack of clear regulations
and industry standards for food-contact recycled plastics
in China, these brands cannot yet use such materials
in China to fulfil their sustainability commitments,
presenting a significant challenge.

Exporters also face compliance risks. Due to China’s
lagging regulatory framework for food-grade recycled
plastics, domestically produced products in this category
cannot enter the local market and are currently limited to
export-only status.

3 Incom Secures FDA Grade C Certification for Food-Grade rPET in China, Incom
Resources, 14" August 2021, viewed 15" May 2025, <http://www.incomresources.
com/news/yingchuanghuodeguoneishipinjirpetlingyushouzhangfda-cjirenzheng.
html>

4 Notice on Matters Related to the Implementation of Informed Commitment
for Production Licensing of Food-Related Products, Fujian Provincial Market
Supervision Administration, 4" December 2018, viewed 15" May 2025, <http:/
scjgj.fujian.gov.cn/zt/gyxkgg/zzwj/201812/t20181204_5292372.htm>
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China’s PET recycling technology—including both
mechanical and chemical recycling—has already
reached maturity, with domestically produced food-
grade recycled plastic products demonstrating strong
competitiveness in European and American markets.
This sector also has potential to become a new growth
driver for China’s exports. However, according to the
newly revised Commission Regulation (EU) 2022/1616
on recycled plastic materials intended for food-contact
purposes, exporters must obtain locally valid certification
from the country of origin. Since China lacks relevant
policies and regulations, exporters in China cannot
provide such valid certification, thereby exposing them
to compliance risks. Additionally, the EU has raised
concerns about China’s overcapacity in food-grade
recycled plastics.

Furthermore, with the number of economies permitting
the use of food-grade recycled plastics growing,
the likelihood of imports of food products packaged
with recycled materials entering the China market is
increasing. However, China currently lacks the regulatory
capacity to oversee imported food-grade recycled plastic
products entering its market, thereby leaving these
products unregulated and creating potential food safety
risks.

China’s rPET industry is transitioning from achieving high
utilisation rates to focussing on high-value applications.
Recent studies show that China’s PET bottle collection
rate has reached 97 per cent,’ yet over 80 per cent of
the collected post-consumer PET bottles are downcycled
for textile use.® Compared to downcycling, food-grade
packaging through bottle-to-bottle recycling could extend
the lifespan of rPET by at least three reuse cycles,
reducing petroleum consumption and greenhouse
gas emissions. Chamber members are encouraged
to learn that China is advancing the application of
recycled materials, with cross-ministerial research and
field studies likely to follow. The sub-working group
recommends that relevant government authorities
introduce policies to encourage the development of
food-grade recycled plastics, clarify safety assessment
procedures for food-contact recycled materials, and

5 Ren, J, et al., Study on the Recycling Level of PET Beverage Packaging in China
(2021-2023), Beverage Industry, April 2025, viewed 29" April 2025, <https://www.
cnki.com.cn/Article/CJFDTotal-RYLG202502001.htm>

6 Downcycling refers to the process in which recycled materials are reused in
products with lower quality or functionality than the original material. By contrast,
closed-loop recycling involves reprocessing waste materials into new products of
equivalent quality and purpose as the original.
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establish standards for recycled materials and related while enhancing private sector engagement in
processing technologies. Experts predict that if policies bilateral dialogues and collaborative initiatives.

and regulations were approved, the demand for food-

grade rPET applications in China could reach two million Abbreviations

tonnes by 2025.7

EU European Union
Since China and the EU renewed the Memorandum CFSA China National Center for Food Safety
of Understanding on Circular Economy Cooperation Risk Assessment
in September 2023, multiple high-level discussions on PET Polythene Terephthalate
circular economy transition have been held, bringing rPET Recycled Polythene Terephthalate
us United States

together government agencies, academic institutions,
industry associations and businesses. Plastic products
represent a key area for circular economy cooperation
between the two sides. The EU has established mature
policy frameworks and market mechanisms for food-
contact recycled plastics, while China possesses
significant production capacity and market potential,
making rPET likely to become a focal topic in bilateral
cooperation. Therefore, the sub-working group
recommends incorporating food-grade applications of
rPET into the EU-China circular economy cooperation
mechanism, and also enhancing private sector
engagement in bilateral dialogues and collaborative
initiatives.
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Recommendations

» Develop industrial guidance policies for recycled
materials to promote the application of food-grade
recycled plastics, and establish targets for the
proportion of recycled plastics in packaging.

» Clarify safety review procedures for food-contact
recycled plastics through coordinated efforts between
health administrations and food safety regulatory
agencies, establishing a robust production and
operation supervision framework.

» Develop technical standards for recycled plastics and
processing technologies to enable domestic market
applications while ensuring food safety compliance.

» Enhance regulatory frameworks to address domestic
oversight gaps and export compliance risks, thereby
facilitating investments and international trade.

* Launch consumer education initiatives to promote
sustainable consumption and establish public
acceptance of recycled plastic food-contact packaging.

* Incorporate food-grade applications of rPET into the
EU-China circular economy cooperation mechanism,

7 Sun Baoguo: Removing Policy Barriers to Promote Closed-Loop Recycling of
Recycled Plastics for Food Packaging, China Food News, 10" March 2025, viewed
21% April 2025, <https://www.cnfood.cn/article?id=1898913974172356610>
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Finance and Taxation Working Group

Key Recommendations
1. Optimise the Value-added Tax (VAT) Law and Prevailing Regulations Qb

Retain the ‘exclusive usage’ condition for disallowing the deduction of input tax arising from
fixed assets, intangible assets and immovable property.

Further optimise China’s VAT place-of-supply rules in the VAT Law.

Optimise the prevailing export VAT refund system.

Expand the scope of zero-rating of exported services.

Enable non-resident taxpayers to register for VAT in China.

Allow all taxpayers to claim the input VAT incurred on loan interest.

2. Enhance the Attractiveness of the Business Environment and Increase
Administrative Efficiency for Multinational Companies Investing in China

Revise the wording of Article 8 of the Public Announcement Regarding the ‘Special Tax

Treatment’ on Equity Transfer Transactions by Non-resident Enterprises and limit the

application to situations in which the tax treaty with the country of the transferee provides

more favourable conditions.

- Specify the term ‘undistributed profit’ as the amount formally determined in the latest
annual audit report as of 31° December of the prior year.

Revise the Notice on the Pre-tax Deduction Policy for Enterprise Asset Losses to allow for

special tax treatment that permits a transfer of shares in Chinese entities from the direct

foreign parent company to the grandparent company up the shareholder chain.

Strengthen the message in the Announcement on Several Issues Relating to Corporate

Income Tax on Gains from Indirect Transfer of Assets by Non-resident Enterprises (Public

Notice No. 7) that only abusive transactions' should be covered to prevent the local practice

whereby regular commercial transactions become subject to Chinese taxation.

- Clarify the mechanics of how the step up in investment costs could be enjoyed in cases in
which capital gains taxation is triggered under Public Notice No. 7.

Limit the need for tracking unlevied withholding tax on dividends under the Circular on

Expanding the Applicable Scope of the Policy of Temporarily Not Levying the Withholding

Tax on Distributed Profits Used by Overseas Investors for Direct Investment to a reasonable

period (e.g., three years).

Offer a way for foreign investors with Chinese subsidiaries under multiple shareholders to

enjoy the benefits of reinvestments into China.

Allow for consolidated tax filing (e.g., the annual corporate income tax) for Chinese holding

companies and their 100-per-cent-owned Chinese subsidiaries.

3. Take Prudent Steps in Consumption Tax Reform @R

Involve industry and tax experts in discussions on standards and measurements and, where
necessary, review and re-determine the scope of taxation and the tax point in the supply

1 Abusive transactions refer to transactions made to evade the obligation of paying corporate income tax by implementing arrangements that are
not for bona fide commercial purposes.
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chain with the aim of boosting domestic circulation.
* Review the applicable tax threshold, tax rates and taxation method to facilitate the macro-
development strategies of specific industries in line with China’s consumption reality and to

better reflect international best practices.

* Publish in a timely manner the timetable and implementation rules for the various sectors
participating in the Consumption Law reform pilot and provide a sufficient transition period.
* Accelerate the development of the Hainan Free Trade Port’s (FTP’s) sales tax regime,

integrate it into China’s existing consumption tax regime, solicit public opinions and promote
its smooth transition to contribute to the success of the FTP.

4. Provide Companies with an Early Commitment to Retain the Individual
Income Tax (lIT) Exemption for Non-cash Benefits for Foreign Employees

in China

» Give an early signal to employers and their foreign employees that China remains committed
to the IIT exemption for selected non-cash benefits for foreign employees like relocation costs,

housing and children’s tuition.

Recent Developments

The Finance and Taxation Working Group established
a regular dialogue mechanism with the State Taxation
Administration (STA) in February 2024, under the
umbrella of the Tax Express initiative. This has already
proved to be a highly effective platform for exchanges
on the tax-related experiences and challenges faced by
European investors in China.

On 27" August 2024, the Ministry of Finance (MOF)
and the STA issued the Announcement on Stamp Duty
Policies Concerning Enterprise Restructuring and
Reorganisation and the Reform of Public Institutions
(Announcement [2024] No. 14).” This new policy
removes duplicative stamp duty on share capital
and property transfers in restructuring situations,
representing the development of a more efficient tax
environment for enterprises in China.

On 25" December 2024, the Standing Committee
of the National People’s Congress (NPC) enacted
the new Value-added Tax (VAT) Law. It will become

2 Announcement on Stamp Duty Policies Concerning Enterprise Restructuring and
Reorganisation and the Reform of Public Institutions (Announcement [2024] No.
14), MOF and STA, 4" September 2024, viewed 6" May 2025, <https://szs.mof.
gov.cn/zhengcefabu/202409/t20240903_3943038.htm>

effective on 1% January 2026, replacing the provisional
VAT regulations. This is a welcome step towards
streamlining regulations and strengthening legislation.
The Finance and Taxation Working Group encourages
the authorities to leverage the legislative process to
further optimise the efficiency of the VAT system for
enterprises in China.

Key Recommendations

1. Optimise the VAT Law and Prevailing
Regulations QD

Concern

The prevailing VAT policies do not accommodate a
diverse range of business models, resulting in increased
VAT costs.

Assessment

The VAT Law was announced on 25" December
2024, and will take effect on 1% January 2026. While
it represents progress, the Finance and Taxation
Working Group would like to make the following
recommendations to further enhance China’s VAT
system.

3 Value Added Tax Law of People’s Republic of China, NPC, 25" December
2024, viewed 6" May 2025, <http://www.npc.gov.cn/c2/c30834/202412/
t20241225_442038.html>
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Retain the ‘Exclusive Usage’ Condition for Disallowing
the Deduction of Input Tax Arising from Fixed Assets,
Intangible Assets and Immovable Property

According to the current VAT regulations, special
treatment is applied to the deduction of input VAT on
fixed assets, intangible assets and immovable property.
This treatment allows a taxpayer to claim a deduction
of the total amount of the input VAT arising from the
acquisition of the abovementioned assets, rental of
fixed assets and real estate — provided the asset was
used simultaneously for non-deductible items and
taxable items.

However, the VAT Law seems to remove this
‘exclusive usage’ condition. This being the case,
the taxpayer would need to develop a reasonable
method to apportion the input VAT from the above
assets between the two items, and only the input VAT
attributable to the taxable item would be deductible.
This will incur additional VAT costs for taxpayers that
are mainly engaged in VAT-exempt business, such as
indirect exporters, toll manufacturers and providers
of VAT-exempted services. This will discourage such
enterprises from expanding their asset investments
and exacerbate the challenges of having different VAT
treatments for VAT-exempted exports and VAT zero-
rated exports.

Further Optimise the Chinese VAT Place-of-Supply
Rules in the VAT Law

VAT neutrality in cross-border trade follows the
‘destination’ principle in the Organisation for Economic
Co-operation and Development’s International VAT/
Goods and Services Taxes Guidelines, which state
that taxes should be collected in the country where the
service is consumed.’

According to the VAT Law, supplies of services and
intangible assets would be subject to VAT in China if the
suppliers are domestic entities or individuals, or if the
services and intangible assets are consumed in China.
Under this law, exported services provided by Chinese
suppliers are still subject to VAT unless they meet the
criteria for zero-rated or VAT exemption treatments.
The working group suggests further optimising the
VAT Law by referencing general international practice.

4 Accordingly, the draft VAT Law provides that services are subject to VAT in China
if either the service provider is in China or the service is consumed in China.
This proposition differs from the current rule in which either the service provider
or service recipient in China shall be subject to VAT (with an exclusion where the
service wholly occurs outside of China).

60 Finance and Taxation Working Group E

For example, the primary place of supply for standard
business-to-business services is usually defined as
the place where the customer is located. In addition,
exceptions should be included for services deemed
to be consumed in China, such as real estate-related,
transportation and entertainment services. This would
mean that the standard services provided by Chinese
suppliers to overseas entities would generally not be
subject to Chinese VAT. For business-to-customer
services, the working group recommends that the
primary place of supply be defined as where the
supplier is established. However, exceptions should
be included for services deemed to be consumed
in the country where the customer is located, such
as telecommunications and electronically provided
services, as well as transportation and entertainment
services.

Optimise the Prevailing Export VAT Refund System
Enterprises’ business activities have become
increasingly diversified due to advances in technology
and changes in consumer demand. The current export
VAT refund policies have yet to adapt to these diversified
business models, raising the tax burden on exporting
enterprises. Increasing numbers of manufacturing
enterprises not only carry out manufacturing activities
but also purchase goods from other suppliers for sale
to their overseas customers to better accommodate
their diversified needs. Under China’s prevailing tax
regulations, such exporters are only eligible for an
‘exempt, credit, refund’ for export of purchased goods,
under certain strict conditions. In many cases, the
conditions cannot be satisfied. Therefore, the working
group recommends abandoning or relaxing the strict
conditions to allow more manufacturing enterprises to
enjoy export VAT refund treatment on the exportation of
purchased goods.

Export VAT refund policies differ for manufacturing and
trading enterprises. Trading companies are eligible for
refunds on input VAT arising from the procurement of
exported merchandise. However, they cannot claim
refunds on other input VAT, such as that on testing
equipment, consulting services, rentals and other
operating costs. Some working group members report
having been required by the Chinese tax authorities
to transfer these types of input VAT out as costs.
This leads to inequity of the VAT burden between
manufacturing and trading enterprises. Therefore, the
working group recommends revising the current tax



regulations to apply the exemption, credit and refund
policy to both manufacturing and trading companies.

Indirect export is a convenient customs measure
provided to enterprises that engage in processing
trade relief (PTR) activities with the intention of selling
the bonded finished goods to other PTR enterprises
in China for further processing.’ From a customs
perspective, indirect export is considered an export
transaction, although the goods are not shipped out
of China. However, for VAT purposes, indirect exports
are not eligible for export VAT refunds. In addition, VAT
treatment varies in different locations. For example,
indirect exports are VAT exempted in South China,
meaning the associated input VAT is not deductible and
becomes a VAT cost.

Expand the Scope of Zero-rating of Exported Services
The VAT Law states that onshore VAT taxpayers can
apply VAT at a zero rate for exported services within
the scope allowed by the State Council. However, the
law does not provide a detailed list of eligible exported
services. Currently, the rules for zero-rating services
and goods are applicable to certain supplies of services
that could meet the relevant strict criteria. The working
group recommends implementing a zero per cent VAT
rate for all services provided to overseas customers,
except those consumed inside China.®

Enable Non-resident Taxpayers to Register for VAT in
China

To align the VAT position of Chinese companies with
overseas companies, the working group recommends
allowing non-resident taxpayers to register for VAT in
China. This would enable overseas entities to claim
back Chinese input VAT and ensure fair competition on
pricing between Chinese and overseas companies from
a VAT perspective. Several other jurisdictions—such
as Singapore and Thailand—have started putting in
place simplified VAT registration mechanisms designed
explicitly for taxing electronically supplied services
by overseas entities.” The working group therefore
recommends exploring the feasibility of implementing a
similar mechanism in China.

5 Also known as deep processing transit or factory transfer.

6 See the earlier recommendation on place-of-supply rules.

7 Thailand’s application of VAT on digital services (e-services) provided by foreign
operators will apply as of 1 September 2021, EY Global, 9" August 2021, viewed
16™ May 2025, <https://taxnews.ey.com/news/2021-1481-thailands-application-
of-vat-on-digital-services-e-services-provided-by-foreign-operators-will-apply-as-
of-1-september-2021>
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Allow all Taxpayers to Claim the Input VAT Incurred
on Loan Interest

The working group notes that in the VAT Law, the
disallowance of claiming input VAT credits on loan
interest has been removed, which has been welcomed
by the market. However, many businesses consider that
uncertainty remains on this matter, as claiming input
VAT credits on loan interest may still be disallowed by
way of subsequent tax circulars. An early clarification in
this regard would help relieve businesses’ concerns.

Recommendations

» Retain the ‘exclusive usage’ condition for disallowing
the deduction of input tax arising from fixed assets,
intangible assets and immovable property.

» Further optimise the prevailing export VAT refund
system.

« Expand the scope of zero-rating of exported
services.

» Enable non-resident taxpayers to register for VAT in
China.

» Allow all taxpayers to claim the input VAT incurred on
loan interest.

2. Enhance the Attractiveness of the Business
Environment and Increase Administrative
Efficiency for Multinational Companies
Investing in China

Concern

Multinational companies face a range of regulatory
and administrative inefficiencies in China when it
comes to tax-efficient investments, tax filings, legal
reorganisations, interactions with authorities and
international tax principles.

Assessment

For transfers of shares in Chinese entities from a
foreign shareholder (transferor) to a 100-per-cent
directly owned foreign subsidiary (transferee), Article
7 of the Notice of the Ministry of Finance and the
State Administration of Taxation on Several Issues
Concerning the Enterprise Income Tax Treatment of
Corporate Restructurings (Circular No. 59) allows for
preferential tax treatment based on net book value
if certain criteria are fulfilled.® This allows foreign

8 Notice of the Ministry of Finance and the State Administration of Taxation
on Several Issues Concerning the Enterprise Income Tax Treatment of
Corporate Restructurings, MOF, 16th April, 2009, viewed 28th April 2025,
<https://www.mof.gov.cn/gkml/caizhengwengao/2009niancaizhengbuwengao/
caizhengwengaodiwugqi/200908/t20090825_198378.htm>
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investors to move their Chinese shareholdings down to
the next shareholding layer in the case of reasonable
commercial need without a prohibitive tax cost.

Article 8 of the Public Announcement Regarding the
‘Special Tax Treatment’ on Equity Transfer Transactions
by Non-resident Enterprises® issued by the STA,
however, stipulates that when a transferor and
transferee are not in the same country or region, the
undistributed profits shown in the Chinese entity before
the equity transfer could not enjoy the preferential
dividend withholding tax rate stipulated under the
tax treaty with the country of the transferee. This has
several implications.

First, when tax treaties between China and the country
of the transferor, as well as China and the country of
the transferee, provide the same preferential dividend
withholding tax rate under the same preconditions, there
can be no unreasonable tax benefit for the taxpayer, so
there is no good reason for Article 8 to disallow treaty
protection for the transferee.

Second, even when tax treaties between China and
the country of the transferor and the country of the
transferee provide different treatment, Article 8 is not
specific on whether the undistributed profit before equity
transfer would refer to the amount formally determined
in the latest annual audit report as of 31* December in
the prior year, or a ‘deemed’ amount based on internal
financial statements as of the equity transfer date. While
both the wording and the logic of Article 8 seem to refer
to the former, in practice, the tax authorities may take
the latter interpretation. This would basically mean that
the taxpayer would have no realistic chance to distribute
the full undistributed profit before equity transfer to the
transferor, leaving it for distribution to the transferee
without treaty protection after the equity transfer.

Finally, tax treaties should protect overseas taxpayers
from excessive taxation and, therefore, supersede
national tax rules — except in cases of tax avoidance,
which does not appear to apply in the two situations
mentioned above.

For transfers of shares in Chinese entities from a

9 The Public Announcement Regarding the ‘Special Tax Treatment’ on Equity
Transfer Transactions by Non-resident Enterprises, STA, 12" December 2013,
viewed on 11" August, 2025, <https://www.chinatax.gov.cn/chinatax/n810341/
n810765/n812146/201312/c1080130/content.html>
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foreign shareholder (transferor) to a foreign grandparent
(transferee) up the shareholder chain, Circular No. 59
does not allow special tax treatment for any scenario.
This represents a significant hurdle to foreign investors,
for example, in situations in which the shareholding in
a Chinese subsidiary moves closer to the headquarters
and ultimate parent without triggering prohibitive tax
costs.

With regard to indirect transfers of shares in Chinese
entities, the Announcement on Several Issues Relating
to Corporate Income Tax on Gains from Indirect Transfer
of Assets by Non-resident Enterprises (Public Notice
No. 7), issued by the STA, provides detailed guidance
under which criteria a taxation of capital gains in China
shall be considered.” From a legacy perspective, Public
Notice No. 7 is an anti-avoidance regulation intended
to prevent artificial structures being established
specifically for the purpose of circumventing Chinese
capital gains taxes. However, in practice, the criteria
related to the ‘China value’ of the transfer package
mentioned in Public Notice No. 7 are strictly applied
by local authorities, without due consideration given
to whether the transaction is intended to circumvent
Chinese taxes or is a genuine commercial transaction.
In addition, it remains unclear to what extent any capital
gains taxation under Public Notice No. 7 would result
in a step up of investment costs for the Chinese entity
and, if so, at what shareholder level. This brings a high
level of uncertainty to foreign shareholders when shares
in Chinese subsidiaries are indirectly transferred.

With regard to reinvested dividends, the Circular
on Expanding the Applicable Scope of the Policy
of Temporarily Not Levying the Withholding Tax on
Distributed Profits Used by Overseas Investors for
Direct Investment temporarily allows withholding tax
to not be levied on dividends if they are used for new
investments in China." However, withholding tax
will be levied once the new investment is disposed
of or liquidated. In practice, particularly for strategic
investors, it would usually take a very long time—

10 Public Notice of the State Administration of Taxation on Certain Issues
Concerning Enterprise Income Tax on Indirect Transfer of Property by Non-
Resident Enterprises, STA, 3¢ February 2015, viewed 28" April 2025, <https://
guangdong.chinatax.gov.cn/gdsw/zjfg/2015-02/07/content_3c36b9278a174ee4b
881441f8b670774.shtml>

11 Notice on the Expansion of the Scope of Application of the Policy of Temporary
Non-collection of Withholding Income Tax on Direct Investment by Overseas
Investors with Distributed Profits, MOF, 29" September 2018, viewed 28™ April
2025, <https://www.gov.cn/zhengce/zhengceku/2018-12/31/content_5441290.
htm>



maybe from 30 to 50 years—for disposal or liquidation
to be considered. This can make it very difficult to keep
track of the temporarily unlevied withholding tax to allow
for a compliant levy upon disposal. In addition, the
scope of direct reinvestment by the direct shareholder
is a narrow concept which causes added difficulties
for foreign investors that are structured in different
business units with different direct shareholders from
their Chinese subsidiaries.

Finally, the 2025 Action Plan for Stabilising Foreign
Investment,"? issued by the Ministry of Commerce and
the National Development and Reform Commission,
further encourages the establishment of China holding
company (CHC) structures. A major breakthrough
in this regard would be to allow for a consolidated
corporate income tax filing for CHCs and their 100-per-
cent-owned Chinese subsidiaries. Other jurisdictions
allow for consolidated tax filings for different taxes,
such as corporate income tax and VAT, which helps
to reduce the tax filing burden placed on taxpayers. If
China followed suit, it would help to further modernise
the country’s tax filing system, while reducing the
administrative burden on companies.

Recommendations

* Revise the wording of Article 8 of the Public
Announcement Regarding the ‘Special Tax Treatment’
on Equity Transfer Transactions by Non-resident
Enterprises and limit the application to situations in
which the tax treaty with the country of the transferee
provides more favourable conditions.

- Specify the term ‘undistributed profit’ as the
amount formally determined in the latest annual
audit report as of 31 December of the prior year.

* Revise the Notice on the Pre-tax Deduction Policy
for Enterprise Asset Losses to allow for special tax
treatment that permits a transfer of shares in Chinese
entities from the direct foreign parent company to the
grandparent company up the shareholder chain.

» Strengthen the message in Public Notice No. 7
that only abusive transactions should be covered
to prevent the local practice whereby regular
commercial transactions become subject to Chinese
taxation.

- Clarify the mechanics of how the step up in
investment costs could be enjoyed in cases in

12 Action Plan for Stabilising Foreign Investment, State Council, 19" February
2025, viewed 28" April 2025, <https://www.gov.cn/zhengce/content/202502/
content_7004409.htm>
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which capital gains taxation is triggered under
Public Notice No. 7.

» Limit the need for tracking unlevied withholding tax
on dividends under the Circular on Expanding the
Applicable Scope of the Policy of Temporarily Not
Levying the Withholding Tax on Distributed Profits
Used by Overseas Investors for Direct Investment to
a reasonable period (e.g., three years).

» Offer a way for foreign investors with Chinese
subsidiaries under multiple shareholders to enjoy the
benefits of reinvestments into China.

» Allow for consolidated tax filing (e.g., the annual
corporate income tax) for Chinese holding companies
and their 100-per-cent-owned Chinese subsidiaries.

3. Take Prudent Steps in Consumption Tax
Reform QP

Concern

Consumption tax regulations do not adequately reflect
China’s current economic development and consumer
habits, as evidenced by the scope, tax base and tax
collection channels lagging behind the real economy,
which results in uncertainty for different industries.

Assessment

China first imposed a consumption tax in 1994 on a
selection of products, many of which were aligned with
how excise duty was imposed in other countries." Over
the last three decades, the consumption tax has been
reformed several times to reflect China’s economic
development and to guide consumer behaviour.

In December 2019, the draft Consumption Tax Law was
released for public consultation. In March 2021, the
14" Five-year Plan proposed to “adjust and optimise
the scope and tax rate of consumption tax, move the
taxation point to a later phase and gradually transfer to
local authorities”.™ In November 2022, China introduced
a consumption tax on e-cigarettes to curb their use, as

13 The Interim Regulations on Consumption Tax of the PRC (Revised), State
Council, 10" November 2008, viewed 16" May 2025, <https://www.chinatax.
gov.cn/n810341/n810765/n812171/n812680/c1190924/content.html>; Basic
Consumption Tax Law framework remains stable, State Council, 4" December
2019, viewed 16™ May 2025, <https://www.gov.cn/xinwen/2019-12/04/
content_5458219.htm>

14 Outline of the 14" Five-year Plan for National Economic and Social Development
of the People's Republic of China and Long-Range Goals for 2035, State Council,
13" March 2021, viewed 16" May 2025, <http://www.gov.cn/xinwen/2021-03/13/
content_5592681.htm>
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these products may affect the health of teenagers.” In
September 2023, the 14" NPC Standing Committee
legislative plan stated that the Consumption Tax Law
would be included as a first-category item, meaning it
was a law proposal submitted for deliberation. However,
the finer details of the law have yet to be confirmed.'®
In a July 2024 announcement at the Third Plenary
Session, the government provided guidance on the
future direction of consumption tax policy, reconfirming
that the collection point will be moving from the
production and import stage to the sales stage; that the
sharing ratio of central and local taxes will be optimised
based upon the division of central and local revenues,
tax collection and administrative capacity, and other
factors; and that the reform will progress on an item-by-
item and step-by-step basis."”

While the working group welcomes these developments,
further reforms should be implemented to adequately
reflect China’s economic development. Such reforms
should prioritise increasing efficiency and equality,
particularly in support of China’s common prosperity
goals.

One significant update is the indication from the State
Council that a pilot reform for a consumption tax is
to be implemented. The pilot reform programme was
introduced in detail in the State Council Notice on the
Issuance of Adjustment of Revenue Division Reform
between the Central and Local Governments after the
Implementation of Larger Tax Cuts and Fee Reductions
(Guo Fa [2019] No. 21)," which stipulates that it is to
be applied to selected sectors to adjust the tax scope,
rates and taxation points. The main purpose is for the
consumption taxation point for some items, currently
implemented at the production (import) stage, to
be gradually moved down to the wholesale or retail
stages, on the premise of controllable collection and
management. The aim is to elevate local revenue

15 Announcement of the State Administration of Taxation on Matters Related to the
Collection and Administration of E-cigarette Consumption Tax, Beijing Municipal
Tax Service of STA, 27" October 2022, viewed on 16" May 2025, <https://www.
chinatax.gov.cn/chinatax/n810341/n810760/c5182407/content.html>

16 The 14" National People's Congress Standing Committee legislative plan,
National People’s Congress, 8" September 2023, viewed 16" May 2025, <http:/
www.npc.gov.cn/npc/c2/c30834/202309/t20230908_431613.htmlI>

17 Decision of the Central Committee of the Communist Party of China on
Further Comprehensively Deepening Reform and Promoting Chinese-style
Modernisation, State Council, 21° July 2024, viewed on 16" May 2025, <https://
www.gov.cn/zhengce/202407/content_6963770.htm>

18 State Council Notice on the Issuance of Adjustment of Revenue Division Reform
between the Central and Local Governments after the Implementation of Larger
Tax Cuts and Fee Reductions, State Council, 9" October 2019, viewed 16" May
2025, <http://www.gov.cn/zhengce/content/2019-10/09/content_5437544 .htm>
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sources and improve local consumption. However, to
date, no clear timetable for this pilot programme has
been issued, nor a list of items that will be included,
although high-end watches and jewellery are mentioned
as examples in Guo Fa [2019] No. 21."°

Previous rounds of consumption tax reform were
accompanied by little to no transition period from the
old to the new policy. This lack of a transition period
causes companies a great deal of uncertainty, as they
do not know if or when their products will be impacted,
making it difficult for them to perform accurate stock
management and planning. For example, for high-end
consumer goods with a longer sales cycle, it may take
years between a batch being imported and the same
batch being sold. If a batch of such goods is imported
before the consumption tax pilot reform takes effect,
consumption tax will be paid when it is processed by
customs (this portion of the tax revenue goes directly
to the national treasury), and if the reform or pilot
reform launches before the entire batch is ‘consumed’
at retail points, the remaining goods will have to be
taxed again individually (this part of the tax revenue
goes to the local tax office). In other words, the same
batch of goods would be subject to double consumption
taxation. Moreover, the additional consumption tax
would need to be reflected in the retail price, thereby
transferring the additional cost to consumers, damaging
sales revenues, and ultimately making the Chinese
market less competitive and less attractive for foreign
investment.

Therefore, the working group recommends issuing
a clear timetable and a reasonable transition period
for the pilot programme as soon as possible to allow
companies to prepare for the changes accordingly.
Furthermore, in amending the draft Consumption
Law, underlying problems in the national and local
tax systems should be addressed to introduce a new
set of clear and effective measures and systems for
consumption tax collection.

The working group also recommends that the tax
threshold on certain goods be re-assessed and re-
adjusted to ensure it aligns with the country’s economic
development.

19 Ibid.



In addition, the design of Hainan Free Trade Port’s
sales tax regime is still under development, and the
tax regime transition with the mainland consumption
tax regime, the tax regime for new business types,
preferential policies and the scope of taxpayers remain
unclear. Therefore, finalising the relevant policies as
soon as possible is recommended.

Finally, the working group urges efforts to speed up
the implementation of green transformation principles
(for example, the reuse of plastic waste as a raw
material) through tax incentives.”® This could include
a consumption tax exemption on refined oil products
(ROPs) made from recycled waste plastic, and 100 per
cent VAT refunds on ROPs or chemical products made
from waste plastics.

Recommendations

* Involve industry and tax experts in discussions on
standards and measurements and, where necessary,
review and re-determine the scope of taxation and
the tax point in the supply chain with the aim of
boosting domestic circulation.

* Review the applicable tax threshold, tax rates and
taxation method to facilitate the macro-development
strategies of specific industries in line with China’s
consumption reality and to better reflect international
best practices.

* Publish in a timely manner the timetable and
implementation rules for the various sectors
participating in the Consumption Law reform pilot and
provide a sufficient transition period.

* Improve the effectiveness of the nationwide tax
system and synchronise tax administration and
collection systems at central and local levels.

» Accelerate the development of the Hainan FTP’s
sales tax regime, integrate it into China’s existing
consumption tax regime, solicit public opinions and
promote its smooth transition to contribute to the
success of the FTP.

20 In the European Chamber’s report on carbon neutrality, 22 per cent of European
companies said they hoped to receive tax incentives for decarbonisation
initiatives. See: Carbon Neutrality: The Role of European Business in China’s
Race to 2060, European Union Chamber of Commerce in China, 25" May
2022, viewed 22™ April 2024, p. 8, <https://www.europeanchamber.com.cn/en/
publications-archive/974/Carbon_Neutrality_The_Role_of_European_Business_
in_China’s_Race_to_2060>
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4. Provide Companies with an Early
Commitment to Retain the IIT Exemption
for Non-cash Benefits for Foreign
Employees in China

Concern

Without an early commitment that the tax exemption
for selected non-cash benefits, including relocation,
housing and children’s tuition, will be continued after
2027, multinational investors may struggle to attract and
retain the international talent they need to strengthen
their Chinese operations beyond this date.

Assessment

In their Announcement of the Ministry of Finance
and the State Taxation Administration on Extending
the Individual Income Tax Policy With Respect to
Allowances and Subsidies for Foreign Individuals, the
MOF and the STA prolonged the preferential treatment
of selected non-cash benefits for foreign employees
in China until 31® December 2027.*" This extremely
welcome and broadly appreciated initiative helped
to secure a reasonable average taxation level for
international talent in China.

With an individual income tax (lIT) rate of 45 per cent
on income exceeding Chinese yuan 80,000 (around
euro 9,500) per month, typical non-cash benefits, like
relocation, housing and children’s tuition, would easily
fall within the highest tax bracket if fully taxed. This
is significant as a tax burden of 45 per cent would
significantly impact the net income of many foreign
professionals working in China.

Any employers of foreign employees that are willing
to take over the extra tax burden on behalf of their
employees, however, would face a ‘grossed-up’ tax
impact given that the tax taken over ‘on behalf’ of the
individual would also be considered as part of the
taxable income. This would result in a significant cost
increase of an additional 81 per cent on the cost of such
non-cash benefits for the employer.

For foreign schools in China—which are vital to the
long-term residence of foreign nationals with children—
the taxation of non-cash benefits would result in a
tremendous cost increase due to the need for a large

21 Announcement of the Ministry of Finance and the State Taxation Administration
on Extending the Individual Income Tax Policy With Respect to Allowances and
Subsidies for Foreign Individuals, STA, 18" August 2023, viewed 9" August
2025, <https://fgk.chinatax.gov.cn/zcfgk/c102416/c5211526/content.html>
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population of foreign teachers. While foreign schools
would need to bear the ‘grossed-up’ tax burden on
behalf of their teachers, school fees for regular students
would sky-rocket, and worsen the tax impact on
employers, employees and schools.

Decisions on staff secondment and family relocation
are typically prepared and taken around 12 months
in advance and all relevant factors are considered
at an early stage of this process. Therefore, an early
commitment to retaining the IIT exemption for selected
non-cash benefits for foreign employees would help
both employers and employees to plan for the long
term.

Recommendation

» Give an early signal to employers and their foreign
employees that China remains committed to the
IIT exemption for selected non-cash benefits like
relocation costs, housing and children’s tuition.

Abbreviations

CHC China Holding Company
FTP Free Trade Port

1T Individual Income Tax

MOF Ministry of Finance

NPC National People’s Congress
PTR Processing Trade Relief
STA State Taxation Administration
VAT Value-added Tax
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Human Resources Working Group

Key Recommendations

1. Optimise Workforce Flexibility and Modernise Chinese Labour Laws QB

2.

* Revise existing labour laws and related regulations to accommodate flexible work
arrangements.

» Develop practical solutions for employers to provide social security for employees working in
locations that are different to where the company is registered.

* Apply the same statutory standards to all employees and ensure consistent interpretation of
labour laws and regulations nationwide.

Improve Overall Conditions for Foreign Nationals to Make China a
More Attractive Destination for Employees on Both Long- and Short-
term Work Assignments QP
Optimise the Permanent Resident Identification Card's (PR Card's) functions by consulting PR
Card holders to address existing limitations.

« Streamline the employment transfer process in China to expedite employee acquisition,
mitigate immigration and employment risks, and bridge administrative gaps to enable seamless
employment transitions.

» Develop further resources that provide guidance to foreign nationals working in or visiting China
on daily living activities and necessary administrative tasks.

» Apply the best practices of International Services Shanghai to more Chinese cities to enhance
the quality of life for foreign nationals living in China.

* Issue bilateral agreements with more European Union (EU) Member States and simplify
relevant application procedures to increase talent exchanges and internship programmes
between the EU and China.

Invest More in and Transform the Development of Practical Knowledge

and Soft Skills in Vocational Schools, and Increase Access to

Vocational Training Institutions and Trainee Programmes @b

» Improve vocational education and help graduates find suitable jobs within a reasonable
timescale of finishing university.

* Increase access to vocational training schools.

» Update both the curricula taught at vocational schools and the training provided at technical
schools, colleges and universities, to include courses on digitalisation, intelligent manufacturing,
advanced operations, green technologies and management practices.
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Recent Developments

Employment Targets Remain Conservative

On 5" March 2025, China’s Premier Li Qiang noted in
the 2025 Government Work Report that in 2024 China
had 12.56 million new urban jobs and an average
urban survey unemployment rate of 5.1 per cent. Li
announced new targets of around 5.5 per cent for urban
survey unemployment and more than 12 million new
jobs for 2025." These targets are in line with those set
in the 2024 Government Work Report.”

The Chinese Government continues to regard stable
employment as its priority, and the Government
Work Report states that it will encourage support for
labour-intensive industries to absorb and stabilise
employment.® Relevant guidelines have also been
issued focussing on social insurance, social welfare,
employment security and other issues related to
promoting employment.*

Visa-free Policies and Increasing Convenience
for Foreign Nationals Living in or Visiting
China

On 17" December 2024, China's National Immigration
Administration (NIA) announced a significant extension
to the country’s visa-free transit policy. The permitted
duration of stay for foreign nationals in transit has been
increased from 72 or 144 hours to 240 hours (10 days).’
Additionally, 21 new ports of entry and exit have been
designated for visa-free transit, expanding the total to
60 ports across 24 provinces, autonomous regions and
municipalities. As a result, nationals from 54 countries
that transit from China to a third country or region can
now enter China visa-free through any of these ports
and remain in designated areas for up to 240 hours.
China's authorities also recently emphasised that hotels

1 Report on the Work of the Government 2025, State Council, 12" March
2025, viewed 10" June 2025, <https://www.gov.cn/yaowen/liebiao/202503/
content_7013163.htm?s_channel=5&s_trans=7824452999>

2 Report on the Work of the Government 2024, State Council, 12" March
2024, viewed 10" June 2025, <https://www.gov.cn/yaowen/liebiao/202403/
content_6939153.htm>

3 Report on the Work of the Government 2025, State Council, 12" March
2025, viewed 10" June 2025, <https://www.gov.cn/yaowen/liebiao/202503/
content_7013163.htm?s_channel=5&s_trans=7824452999>

4 Opinions on further safeguarding and improving people's livelihoods and striving
to solve the urgent problems and worries of the masses, General Office of the
Central Committee of the Communist Party of China and General Office of
the State Council, 9" June 2025, viewed 10" June 2025, <https://www.gov.cn/
zhengce/202506/content_7027015.htm>

5 Announcement of the National Immigration Administration on Further
Relaxation and Optimisation of the Transit Visa-free Policy for Foreigners, NIA,
17" December 2024, viewed 27" April 2025, <https://www.gov.cn/zhengce/
zhengceku/202412/content_6993191.htm>
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must not refuse to accommodate foreign nationals
on the grounds that they lack the capacity to process
related paperwork.®

On 8" April 2025, the Ministry of Commerce (MOFCOM)
released A Guide to Working and Living in China as
Business Expatriates (2025 Edition).” It includes four
parts: Dos and Don'’ts, Daily Life Services, Services for
Stay and Residence in China, and Relevant Services
for Work in China. The guide covers matters such
as residence registration, social insurance, mobile
payments, transportation, payment of individual income
tax, and obtaining SIM cards, bank cards, residence
permits and work permits. The aim is to update the
guide annually to reflect changes in relevant policies
and procedures. Beijing also rolled out a ‘10-measure
initiative’ aimed at attracting more overseas talent to
study and work in China.? One of the measures included
is the rescindment of the two-year work experience
requirement for obtaining work permits.®

Gradual Increase of Statutory Retirement Age

On 1% January 2025, new policies were implemented
to gradually raise the statutory retirement age, as
outlined in the Decision of the Standing Committee of
the National People's Congress on the implementation
of the gradual postponement of the statutory retirement
age and the Notice of the Ministry of Human Resources
and Social Security, the Organisation Department of the
Central Committee of the Communist Party of China,
and the Ministry of Finance on Printing and Distributing
the Interim Measures for the Implementation of the
Flexible Retirement System (collectively, the ‘New

6 Yang, Z, and Si, C, Hotels told not to turn away foreign guests, China Daily, 28"
May 2024, viewed 29" May 2025, <https://www.chinadaily.com.cn/a/202405/28/
WS6655f606a31082fc043c9a3e.html>

7 A Guide to Working and Living in China as Business Expatriates (2025 Edition),
MOFCOM, 8" April 2025, viewed 27" April 2025, <https://wzs.mofcom.gov.cn/
cms_files/filemanager/195082220/attach/20253/cb94471552aa4e93acb76ee0
ba6c5dd1.pdf?fileName=%E3%80%8A%ES5%A4%96%E5%9B%BD %E5%95
%86%ES5%8A%A1%E4%BAY%BAY%ES%A3%AB%ES%9C%A8%E5%8D%8E
%E5%B7%A5%E4%BD%9C%E7%94%9F %E6%B4%BB%E6%8C%87%E5%
BC%95%EF%BC%882025%E5%B9%B4%E7%89%88%EF %BC%89%E3%80
%8B%E8%8B%B1%E6%96%87 %E7%89%88.pdf>

8 Beijing Launches ‘Study in Beijing+’ Initiative with 10 Facilitation Measures
to Promote Innovation and Entrepreneurship among International Students,
People’s Daily, 29" April 2025, viewed 26™ May 2025, <http://bj.people.com.cn/
n2/2024/0429/c82841-40829050.html>

9 Wang, X, China’s Capital Loosens Work Permit Requirements to Attract
Overseas Talent, Caixin Global, 17" May 2024, viewed 27" April 2025, <https://
www.caixinglobal.com/2024-05-17/chinas-capital-loosens-work-permit-
requirements-to-attract-overseas-talent-102197464.html>



Retirement Policies’)."®" According to the New
Retirement Policies, the statutory retirement age
(previously 60 for men and 55 for women) will be
progressively raised by one month every four months,
ultimately reaching 63 for men and 58 for women. For
female workers whose original statutory retirement age
was 50, the age will be increased by one month every
two months, eventually reaching 55 years.

In addition, from 1% January 2030, the minimum
contribution period required to qualify for pension
benefits will be increased gradually from 15 to 20
years, with a six-month increase each year. According
to the New Retirement Policies, employees who have
fulfilled the minimum pension contribution period may
also voluntarily choose early retirement, up to three
years before reaching the statutory retirement age,
by providing written notice at least three months in
advance. Conversely, employees who reach the new
statutory retirement age may, by mutual agreement
with their employer, postpone retirement for up to three
additional years.

Longer Public Holidays

The State Council amended the Measures for National
Public Holidays and Memorial Days,"> which came into
effect on 1% January 2025. From this date, the number
of public holidays in China will be increased by two
days, from 11 to 13 days per year. According to this
new policy, the Chinese New Year's Eve will be a public
holiday, and one more public holiday will be added to
International Labour Day on 2™ May. Also, the number
of adjusted consecutive working days shall generally
not exceed six days."

In 2025, the Chinese Government aims to adjust
the working days and rest days before and after
public holidays to enable employees to take longer

10 Decision of the Standing Committee of the National People's Congress on the
implementation of the gradual postponement of the statutory retirement age,
State Council, 13" September 2024, viewed 27" April 2025, <https://www.gov.
cn/yaowen/liebiao/202409/content_6974294 .htm>

11 Notice of the Ministry of Human Resources and Social Security, the
Organisation Department of the Central Committee of the Communist Party
of China, and the Ministry of Finance on Printing and Distributing the Interim
Measures for the Implementation of the Flexible Retirement System, State
Council, 31% December 2024, viewed 27" April 2025, <https://www.gov.cn/
zhengce/zhengceku/202501/content_6995747 .htm>

12 Measures of the State Council for National Public Holidays and Memorial Days,
State Council, 12" November 2024, viewed 27" April 2025, <https://www.gov.
cn/zhengce/zhengceku/202411/content_6986381.htm>

13 Ibid.
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and uninterrupted holidays." The increase in public
holidays reduces the standard annual working days
for employees from 250 to 248, which will affect the
calculation of working hours and overtime for those
under the comprehensive working hour system.
According to the provisions of the Labour Law, overtime
pay on newly added holidays shall be paid at 300 per
cent of the employee's daily or hourly wage base.”
The standard monthly payroll benchmark remains
unchanged at 21.75 days, meaning that employers
will not incur additional costs for sick leave or untaken
annual leave as a result of the increase in public
holidays.

Key Recommendations

1. Optimise Workforce Flexibility and
Modernise Chinese Labour Laws

ap

Concern

Current labour laws and regulations are no longer
fit for purpose, resulting in both human resources
management challenges and employees missing out
on employment benefits, while hindering business
expansion through remote engagement.

Assessment

The evolution of technology and shifting workforce
dynamics has resulted in employers needing to
implement more flexible work arrangements. Based on
business requirements or customer demands, there
is an increasing need to engage dispatched labour
or part-time employees for specific projects, arrange
for employees to work either onsite or remotely from
different locations, and adjust working hours. However,
while the government theoretically permits flexible
work arrangements, China's existing labour laws and
regulations do not adequately address the practical
implications. For example, the lack of a clear legal
framework for remote or hybrid work leaves both
employers and employees uncertain about their specific
rights and obligations, and adjusting standard working
hours can lead to overtime payment liabilities.

14 Notice of the Partial Holidays Schedule for 2025, State Council, 12" November
2024, viewed 10" June 2025, <https://www.gov.cn/zhengce/content/202411/
content_6986382.htm>

15 The Labor Law of the People’s Republic of China, Standing Committee of the
National People’s Congress of the People’s Republic of China, 1% January
1995, viewed 18" June 2025,<https://www.mohrss.gov.cn/xxgk2020/fdzdgknr/
zcfg/fl/202011/t20201102_394625.html>
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China's social security system also does not facilitate
remote working conditions. The Social Insurance Law
and relevant regulations require employers to provide
social security for employees at the locations where the
enterprise's business units are registered, regardless
of employees' actual work locations.'® Although the
Chinese Government has taken measures to facilitate
the transfer of employees' social insurance nationwide,
remote workers still miss out on some benefits and
welfare in their place of residence and work. This not
only impacts employee entitlements but also hinders
business expansion through remote engagement.

On top of this, interpretations of labour laws and
regulations can vary across different jurisdictions in
China, and may even conflict with each other. This
adds further complexity to the management of remote
employees. For example, while the law requires
employers to provide social insurance based on the
location where the employer is registered, employees'
leave entitlement follows the local policies where she/
he actually works. As a result, remote workers may not
receive their full maternity leave allowance, for example,
if the policy where their employer is registered provides
a shorter leave entitlement than where the employee
works.

Employees paying into a pension fund at the employer's
registered location may also encounter difficulties
claiming their pension benefits once they reach
statutory retirement age, and differing court decisions
also add to management complexities."”

Recommendations

* Revise existing labour laws and related regulations
to accommodate flexible work arrangements.

» Develop practical solutions for employers to provide
social security for employees working in locations
that are different to where the company is registered.

» Apply the same statutory standards to all employees
and ensure consistent interpretation of labour laws
and regulations nationwide.

16 Social Insurance Law of the People's Republic of China, Ministry of Human
Resources and Social Security, 29" December 2018, viewed 27" April
2025, <https://www.mohrss.gov.cn/xxgk2020/fdzdgknr/zcfg/fl/202011/
t20201102_394629.html>

17 For example, while the Shanghai Higher People’s Court permits termination
without specifying a reason after the second fixed-term contract has expired,
Beijing Higher People’s Court denies this right. See: Zhang, F, and Zhou, Q,
What Should Employers Pay Attention to When an Employee’s Labor Contract
is About to Expire, China Briefing, 7" April 2022, viewed 27" April 2025, <https:/
www.china-briefing.com/news/china-end-fixed-term-labor-contract-employment-
management-best-practices-compliance-guidelines>
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2. Improve Overall Conditions for
Foreign Nationals to Make China
a More Attractive Destination for
Employees on Both Long- and Short-
term Work Assignments @P

Concern

The lack of convenient work and living conditions
for foreign nationals makes China less attractive
as a destination for both long- and short-term work
assignments.

Assessment

According to statistics released by the NIA on 15"
April 2025," in the first quarter (Q1) of 2025, a total of
163 million entries and exits to and from the Chinese
mainland were recorded—including over 17 million
foreign nationals—representing a year-on-year
increase of just over 33 per cent.” The number of
foreign nationals in Q1 was boosted by new policies
and measures introduced by the NIA regarding entry/
exit services, including visa exemptions for entry and
transit for certain nationalities, and visas on arrival ('port
visas'). According to NIA statistics, a total of 316,000
visas were issued to foreign nationals, and nearly 6.5
million foreign nationals entered China via the visa
exemption programme.

China has unilaterally granted visa-free access to 38
countries, extended visa-free transit to 54 countries
for 240 hours, and rolled out a series of policies that
have improved the convenience of living in and visiting
China. Despite the positive impact that these new
entry/exit policies have had—particularly on short-term
travellers from the currently visa-exempt countries—in
order to attract and retain foreign nationals, especially
talent that China needs, there is a need to further
refine the current immigration system while introducing
new policies that can create more comfortable and
convenient working and living environments. The
working group recommends introducing policies and
support in the following areas, in order to increase
China's attractiveness as a destination for both long-
and short-term work assignments:

18 Press Conference on Key Data and Effectiveness of Migration Management in
the First Quarter of 2025, NIA, 15" April 2025, viewed 24" April 2025, <https:/
www.nia.gov.cn/n741435/n1194535/n1712065/index.html>

19 Ibid.

20 Ibid.



1) China Foreign Permanent Resident Identification
Card (PR Card)

Although China's PR Card is regarded as one of the
most difficult permanent resident cards to obtain,
the associated benefits have not been developed
sufficiently to reflect their perceived value.

For example, some banks do not allow foreign nationals
to purchase foreign currency or transfer remittances
via mobile phone or computer-based online portals
using their PR Card for identification. There are also
challenges binding foreign credit cards to WeChat or
AliPay for banks using PR Card information. Some
PR Card holders also face difficulties using the card to
buy property, obtain financial services, apply for driving
licences and file individual income tax to enrol in social
security. These functions are administered by different
government bodies and organisations in a decentralised
manner, which makes related procedures extremely
burdensome.

2) Employer Transfer Processes For Foreign Nationals

Foreign nationals working in China face challenges
when changing employers. According to the current
procedure, the existing work permit needs to be
cancelled before a new work permit can be applied
for. However, because all the work permit-related
applications are filed with one nationwide online
platform, the administrative process is inefficient and
time-consuming. Foreign nationals can only legally
work with complete documentation—containing both
a work permit and a residence permit—which leads
to an unnecessary gap from both an employment and
immigration perspective.

The authorities, particularly the local exit and entry
administrations of Public Security Bureaus, do not have
clear guidelines on how to deal with the interim period,
during which the employer transfer process is underway
but before the issuance of both a new work permit
and residence permit (typically one to two months).
This creates a significant burden for companies when
arranging foreign nationals' onboarding and work
activities during the transitional phase, even after the
employment contract has taken effect.

3) Living Convenience for Short-term Travellers
Short-term travellers to China often arrange
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accommodation independently or with assistance from
colleagues or friends. However, they face challenges
due to fragmented and/or inaccessible information and
limited support. The International Services Shanghai
website contains comprehensive information for foreign
nationals who want to do business, work, travel,
study or shop in Shanghai.”’ There are also one-stop
service centres for foreign nationals available at major
international airports.?****** However, while these are
helpful guides they are not very well known to either the
foreign community in China or overseas. The working
group therefore recommends increasing promotion of
these resources across multiple channels to ensure
they reach a wider audience. The working group further
recommends that other Chinese cities—particularly
those that are popular work and travel destinations—
also develop similar resources to Shanghai's to help
guide foreign nationals.

4) Talent Exchanges and Internship Programmes for
Young Professionals

After experiencing a significant loss of foreign nationals
due to COVID-19 restrictions, companies operating in
China are in dire need of a new generation of foreign
talent that can bring fresh ideas, boost innovation and
become future leaders. Programmes that promote talent
exchanges and internships are one of the best ways
for foreign students and graduates to obtain first-hand
experience of the Chinese market, and to encourage
them to seek long-term employment in China. These
young people can become future 'ambassadors' that
can help bridge some of the perception gaps that have
developed between the European Union (EU) and
China.

However, there is currently a lack of policy support
in this regard. At present, China only has bilateral
agreements with two EU Member States—Germany
and France—to facilitate mutual visits and internships

21 International Services Shanghai, Shanghai Municipal People’s Government,
viewed 24" April 2025, <https://english.shanghai.gov.cn/>

22 Beijing opens airport service counters for foreign travellers, Xinhua, 9" January
2025, viewed 7" May 2025, <https://en.people.cn/n3/2025/0109/c90000-
20263638.html>

23 One-stop Integrated Service Centre for Expatriates Fully Opened at Shanghai
Airports, Shanghai Municipal Government, 14" October 2024, viewed 7" May
2025, <https://www.shanghai.gov.cn/nw31406/20241014/df3423f1516141139b
7c4a58ba24f38a.html>

24 Guangzhou Baiyun Airport Integrated Service Centre for Overseas Chinese
Officially Commences Operation, China News Service, 16" October
2024, viewed 25" June 2025, <http://travel.china.com.cn/txt/2024-10/16/
content_117487383.shtml>
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for students and other young people. The working
group notes that while the existing Sino-French and
Sino-German programmes are positive in theory,
applicants are subject to complex requirements and
visa procedures. It would therefore be beneficial to
streamline the related administrative requirements to
make applying for these programmes more convenient,
while expanding such agreements to more EU Member
States.

Recommendations

» Optimise the PR Card's functions by consulting PR
Card holders to address existing limitations.

« Streamline the employment transfer process in
China to expedite employee acquisition, mitigate
immigration and employment risks, and bridge
administrative gaps to enable seamless employment
transitions.

» Develop further resources that provide guidance to
foreign nationals working in or visiting China on daily
living activities and necessary administrative tasks.

» Apply the best practices of International Services
Shanghai to more Chinese cities to enhance the
quality of life for foreign nationals living in China.

* Issue bilateral agreements with more EU Member
States and simplify relevant application procedures
to increase talent exchanges and internship
programmes between the EU and China.

3. Invest More in and Transform the
Development of Practical Knowledge
and Soft Skills in Vocational Schools,
and Increase Access to Vocational
Training Institutions and Trainee
Programmes QP

Concern

The current labour market cannot meet the growing
need for highly skilled workers as a result of the rapid
rate of modernisation in the manufacturing industry.

Assessment

Vocational schools in China offer courses covering
topics including supply chain management, lean
manufacturing, cost basics, total productive
maintenance, production material control, purchasing
management, information technology application
in manufacturing and leadership. However, while
companies are looking for graduates with a mixture
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of practical and soft skills that can be applied in the
workplace, the primary focus of these courses is on
general, theoretical training. In light of this, the Human
Resources Working Group recommends that the
standards of vocational education and teaching, as well
as guidance on the design of teaching materials, be
updated in accordance with the Vocational Education
Law.”® The aim of this is to ensure that vocational
training courses ultimately become more aligned with
industry needs.

Recent graduates in China who wish to pursue a
career in technical fields generally start from entry-
level positions as basic operators. Working group
members report that this is necessary because—
despite the fact that graduates are often unwilling to
take such positions—upon graduation technicians
are often ill-equipped to carry out their first job with
efficiency and quality. Companies report that they
generally need to provide graduates with a minimum of
one year of additional training, focussing on areas such
as machinery, electronics, automation, environment,
and health and safety, for them to meet the required
standard.

Article 5 of the Made in China 2025 initiative, released
on 8" May 2015, highlights the need to establish
a comprehensive multi-level talent development
system.?®*?” |t emphasises the strengthening of
vocational education and skills training and encourages
the establishment of international training bases.
However, the current gap between the abilities of
vocational students trained in China and the needs
of enterprises indicates that policies are not being
implemented effectively. With the milestone realisation
of Made in China 2025, ‘new productive forces’ and ‘dual

25 Vocational Education Law of the People's Republic of China, National People’s
Congress, 20™ April 2022, viewed 27" April 2025, <http://en.npc.gov.cn.cdurl.
cn/2022-04/20/c_909970.htm>

26 Made in China 2025 is one part of a long-term strategy designed to carry China
to a high degree of self-reliance and leadership in strategic technologies,
or even self-sufficiency in some cases. See: Made in China 2025: The
Cost of Technological Leadership, European Union Chamber of Commerce
in China, 16™ April 2025, viewed 27" June 2025, pp. 3-5, <https://www.
europeanchamber.com.cn/en/china-manufacturing-2025>

27 Circular of the State Council on Printing and Distributing Made in China 2025,
State Council, 19" May 2015, viewed 27" April 2025, <https://www.gov.cn/
zhengce/content/2015-05/19/content_9784.htm>



circulation’ require a leap in vocational training.?®%*

By contrast, European companies have demonstrated
good practices and mechanisms in this regard —
gained from their experiences in European countries
that recognise the crucial role that exchanges on and
promotion of vocational education play in achieving
long-term development goals. Improving collaboration
and communication in vocational-technical sectors,
along with experience-sharing seminars, will bring
benefits to both individual enterprises and whole
industries. Vocational courses can provide training in
vital areas such as electrical engineering, machining
and assembly, Industry 4.0, technology upgrading
and manufacturing standards. Employees that receive
vocational education are more likely to become skilled
technical specialists and go on to find work in various
technical sectors.

The 2024-2035 Master Plan on Building China into a
Leading Country in Education was jointly issued by the
Communist Party of China Central Committee and the
State Council on 19" January 2025.*° China aims to
promote artificial intelligence (Al) in aiding the country's
education reform, highlighting the cultivation of students'
critical thinking, problem-solving abilities and practical
skills, while accelerating digital transformation across
the sector, according to the Opinions of the Ministry of
Education and nine other departments on accelerating
the digitalisation of education.*’ Recent policies
emphasise building an Al-based education system that
integrates smart technologies into teaching, learning,
assessment and academic research.

Finally, with the EU and China both viewing the
development and implementation of green technologies
and management practices as imperative, vocational
schools also need to ensure that these fields become a

28 Introduced in September 2023, new productive forces refer to those that emerge
from continuous breakthroughs in science and technology, driving strategic
future and emerging industries that may introduce disruptive technological
advancements in an era of intelligent information.” See: Made in China 2025:
The Cost of Technological Leadership, European Union Chamber of Commerce
in China, 16™ April 2025, viewed 27" June 2025, pp. 3-5, <https://www.
europeanchamber.com.cn/en/china-manufacturing-2025>

29 The 14" Five-year Plan (2021-2025) explicitly outlined the need for China to
reduce its reliance on the global economy and increase its self-reliance. See:
Ibid.

30 The 2024-2035 Master Plan on Building China into a Leading Country in
Education, State Council, 19" January 2025, viewed 27" April 2025, <https:/
www.gov.cn/zhengce/202501/content_6999913.htm>

31 Opinions of the Ministry of Education and nine other departments on accelerating
the digitalisation of education, Ministry of Education, 15™ April 2025, viewed
27" April 2025, <http://www.moe.gov.cn/srcsite/A01/s7048/202504/
1202504 16_1187476.html>
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central part of their updated curricula.

Recommendations

* Improve vocational education and help graduates
find suitable jobs within a reasonable timescale of
finishing university.

* Increase access to vocational training schools.

» Update both the curricula taught at vocational
schools and the training provided at technical
schools, colleges and universities, to include courses
on digitalisation, intelligent manufacturing, advanced
operations, green technologies and management
practices.

Abbreviations

Al Artificial Intelligence

EU European Union

MOFCOM Ministry of Commerce

NIA National Immigration Administration
PR Card China Foreign Permanent

Resident Identification Card
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Intellectual Property Rights Working Group

Key Recommendations

1. Patents
1.1 Apply the Global Common Standard of ‘Inventive Step’ Adopted by Most Patent
Offices, Particularly the Other Intellectual Property 5 (IP5) Patent Offices in Patent
Examination and Invalidation Proceedings ©P
* Apply a global common standard of ‘inventive step’ in patent examination and invalidation
proceedings, based on the uniqueness of each industry, to ensure consistency of the patent
practices adopted by most patent offices, particularly the other IP5 patent offices.
1.2 Establish a National Intellectual Property (IP) Court Based on the IP Tribunal of the
Supreme People’s Court (SPC) TP
» Establish a national IP court to handle appeals concerning professional and technical IP
disputes, as well as cases related to monopolies, ensuring both consistency of trial standards
and efficiency of trial processes.
1.3 Implement an Official System of Appeal Against, or Review of, Unfavourable Patent
Evaluation Reports for Utility Model Patents or Design Patents ©Jp
» Establish a review or appeal system that allows patentees to contest initial unfavourable patent
evaluation reports issued by the China National Intellectual Property Administration (CNIPA).
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2. Trademarks
2.1 Replace the Requirement for Applicants to Submit Preliminary Evidence of Non-
use with a Requirement to Justify their Legitimate Interest in Filing the Revocation

Request

* Replace the requirement to submit preliminary evidence of non-use, imposed on the applicants
requesting the revocation of a trademark based on non-use, with a requirement to justify their
interest in filing the request.

2.2 Avoid Citing Article 10.1.7 of the Trademark Law as an Alternative to Article 11 When

Refusing the Registration of a Trademark @B

* In cases where lack of distinctiveness and descriptiveness is the primary issue, Article 11 should
be cited as the basis for refusal, rather than Article 10.1.7

2.3 Facilitate the Registration of New Trademarks Refused on Relative Grounds by

Allowing a Joint Adjudication of All Conflicts Between the Applied and Cited

Trademarks, or Accepting Coexistence Agreements P

* Revise the Trademark Law to reflect that when a trademark application is refused on the grounds
of pre-existing trademarks that have been registered for a period exceeding three years, the
trademark applicant may file a review against this refusal by requesting the registrants of the pre-
existing trademarks to submit proof of their trademarks’ use.

* Revise the Trademark Law to include that any disputes raised by the applicant of a new
trademark against the holders of pre-existing trademarks—in the context of a refusal of the new
application—shall be settled concurrently with the review of the appeal against the trademark
application’s refusal.

74 Intellectual Property Rights Working Group
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* Provide that when a trademark is invalidated on the grounds of bad faith, the court shall have
the power to order the owner of the invalidated trademark to pay the legal costs incurred by the
applicant of the invalidation.

*  Accept letters of consent.

2.4 Allow People’s Courts to Accept Claims Filed Against a Registered Trademark and
Suspend the Case Until the Trademark has been Invalidated CP
» Allow People’s Courts to accept a claim against a registered trademark and to suspend the case

until the completion of the invalidation procedure for the trademark in question.

2.5 Allow for the Effective Registration of Three-dimensional (3D) Trademarks and
Recognition of Well-known Trademarks, Ensuring Full Implementation of the Law
in Practice.

» Ensure the effective registration of 3D trademarks and recognition of well-known trademarks by
the CNIPA as provided by the existing Trademark Law.
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3. Access to Law
3.1 Specify That When the Circumstances for Punitive Damages in Litigation are Met,
the Amount Shall be Decided Without Regard for the Amount of Damage Claimed

by the Plaintiff, and Amend Article 211 of the Civil Procedure Code Accordingly &P

» Grant courts full discretion to award punitive damages within legal limits, regardless of the
damages claimed by the plaintiff, and amend Article 211 of the Civil Procedure Code accordingly.

3.2 Make All Court Decisions Publicly Available

* Improve the openness and transparency of China’s court system by ensuring all court decisions
are publicly available.

3.3 Rectify Arbitrary Charges in IP Criminal Cases and the lllegal Charging of Law

Enforcement Costs

» Strengthen existing legal frameworks, introducing specific provisions that prohibit the transfer of
law enforcement costs to complainants and impose penalties on law enforcement agencies that
violate these provisions.

» Enforce the principle of state-funded law enforcement, and ensure that all law enforcement
activities related to IP protection are fully funded; this includes covering all costs associated with
investigations, storage, transportation, forensic appraisals and detention.

» Establish a robust oversight mechanism to monitor and ensure compliance with the principle of
state-funded law enforcement.

4. Online IP Protection
4.1 Enhance Regulation to Optimise the Baseline Responsibilities of Internet Platform

Enterprises with Regard to Addressing IP Infringement Concerns @B

» Issue regulations, guidelines and standards to develop baseline requirements and standardised
best practices for platform operators to follow in combating online IP infringement.

* Mandate that each platform operator conduct an annual self-assessment regarding the scope
and seriousness of IP infringement on its platform, evaluate the effectiveness of its IP protection
measures and submit these assessments to the relevant regulatory authority.

* Provide better and more rapid escalation and remedial measures if platform operators fail to
combat intellectual property rights (IPR) infringement.

» Enhance penalties for platform operators that fail to meet the baseline requirements for
effectively managing IPR infringement.
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4.2 Strengthen the Supervision of Counterfeit Posting, IP Infringement and Novel Forms of

Online Infringement OB

» Establish a dedicated regulatory body, task force or coordination committee under the supervision
of the Cyberspace Administration of China, the CNIPA and the State Administration for Market
Regulation (SAMR) to oversee and safeguard online IP protection.

» Release annual reports detailing the IPR initiatives undertaken by online platforms and their

effectiveness, based on the data provided in the annual submissions of these platform operators.

* Launch campaigns to combat online IPR infringement and to raise public awareness about the

significance of IPR protection.

5. Trade Secrets

5.1 Clarify and Specify the Standards for Proving a Trade Secret is Protectable
» Clarify and specify the standards for proving a trade secret is protectable, particularly for proving a

trade secret is ‘not known to the public’.

5.2 Clarify the ‘Prima Facie Evidence’ Standard for Proving Trade Secret Infringements
» Clarify the criteria for establishing ‘prima facie evidence’ and unify the interpretations among different

courts and judges.

6. Geographical Indications (Gls)

6.1 Enact a Law that Provides Effective Protection for Registered Gl Products @B
» Enact specific legislation concerning the registration and protection of Gls.
» Direct the SAMR to issue regulations delineating the powers of administrative enforcement
authorities, which should include enforcing Gl rights through the ability to confiscate and destroy

infringing products and impose sanctions.

Recent Developments

In 2024 and early 2025, China continued to improve
intellectual property (IP) protection by improving procedural
clarity, enforcement efficiency and administrative
coordination.

Judicial Protection:

In April 2025, the new judicial interpretation on
criminal IP cases detailed thresholds for ‘serious’ and
‘particularly serious’ circumstances in trade secret and
copyright infringement crimes, clarified platform liability
and refined standards for calculating illegal gains in
trademark counterfeiting.” Nine typical cases were
publicised for reference.’

1 Judicial Interpretation on the Application of Law in Handling Criminal Cases
Involving IP Infringement, SPC News Bureau, 24" April 2025, viewed 30" April
2025, <https://www.court.gov.cn/zixun/xiangqing/463291.html>

2 Typical Criminal Cases on IP Protection Released by the Supreme People’s
Court and Supreme People’s Procuratorate, SPC News Bureau, 24" April 2025,
viewed 30" April 2025, <https://www.court.gov.cn/zixun/xiangqing/463311.html>
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Patents:

The amended Implementing Rules of the Patent Law’
granted administrative adjudication authority to district-
level IP bureaus in municipalities. Notably, a Shanghai
district-level IP office successfully handled a standard
essential patent dispute in early 2024.

Trademark:

On 16" April 2024, the State Administration for Market
Regulation (SAMR) launched a two-year special
enforcement campaign targeting IP infringements
involving foreign-invested enterprises.*

3 Decision of the State Council on Amending the Implementing Regulations of
the Patent Law of the People's Republic of China, State Council, 11" December
2023, viewed 30" April 2025, <https://www.gov.cn/zhengce/content/202312/
content_6921633.htm>

4 SAMR Launches the Nationwide "Protecting Intellectual Property" Special
Enforcement Campaign, SAMR, 25" April 2024, viewed 30" April 2025, <https:/
www.samr.gov.cn/xw/mtjj/art/2024/art_9e019e2660f741f29c6031dc8b2f246f.
html>



Meanwhile, the latest amendment to the Trademark Law®
remains under revision. China National Intellectual Property
Administration’s (CNIPA’s) 2024 annual guidelines®
reaffirmed the intent to advance amendments to both
the law and its implementing regulations. China’s 2025
Legislative Work Plan” also explained that the process
will be expedited to refine registration procedures,
rights verification, service efficiency and enforcement of
exclusive trademark rights.

The practice of trademark revocation based on non-
use is also evolving. On 26" May 2025, the new
CNIPA guidelines on non-use revocation took effect,
requiring revocation applicants to submit preliminary
evidence for trademarks that have not been used for
three consecutive years. This reverses the previous no-
evidence-needed approach.?

Online IP Protection:

In 2024, China launched an initiative hoping to
standardise online IP enforcement by encouraging
major platforms to improve notice and takedown
procedures, merchant accountability and cooperation
with rights holders.’

Trade Secrets:

Since 2023, the working group has been highlighting the
need to develop clear criteria for determining whether
a technical feature constitutes the owner’s trade secret
or public information. A clear answer was provided
by the Supreme People’s Court (SPC) in a ruling in
October 2024. The decision clarified that whether a
technical feature is publicly known should be assessed
independently from patent novelty and inventiveness
criteria. It also emphasised that unpatentable features
do not automatically constitute public information.™

5 The Trademark Law underwent its most recent and extensive revision process
beginning in January 2023.

6 Notice of CNIPA on Issuing the 2024 Annual Guidelines for Promoting High-
Quality Development of Intellectual Property, CNIPA, 29" March 2024, viewed
30" April 2025, <https://www.cnipa.gov.cn/art/2024/4/10/art_551_191492.html>

7 National Intellectual Property Administration's Legislative Work Plan for 2025,
CNIPA, 25" April 2024, viewed 30" April 2025, <https://www.cnipa.gov.cn/
art/2025/4/25/art_75_199276.html>

8 The Trademark Office has revised and improved the Guidelines for Revocation
of Applications for Registered Trademarks that Have Not Been Used for Three
Consecutive Years, CNIPA, 26" May 2025, viewed 13" June 2025, <https://www.
chipa.gov.cn/art/2025/5/30/art_55_199891.html>

9 National E commerce Platform Intellectual Property Protection Self discipline
Convention, SAMR, 20" September 2024, viewed 9" June, 2025, <https://www.
samr.gov.cn/xw/zj/art/2024/art_fa3d6f3ca83844a8a719dc5137dff53b.html>

10 A Brief Analysis of the Changes in Trade Secret Infringement Determination Rules in the
Supreme People’s Court’s Revised Judgment, Jingtian & Gongcheng, 30™ April 2025,
viewed 9" June 2025 <https://www.jingtian.com/Content/2025/05-06/1643005241.
html>
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Geographical indications (Gls):

In December 2024, China introduced a unified Gl
recognition system to streamline lifecycle management
and align it with the trademark system."” The working
group welcomes such optimisation but continues to call
for dedicated Gl legislation.

Key Recommendations

1. Patents

1.1 Apply the Global Common Standard of
‘Inventive Step’ Adopted by Most Patent
Offices, Particularly the Other IP5 Patent
Offices in Patent Examination and
Invalidation Proceedings ©P

Concern

The basis for determining ‘inventive step’ in patent
applications goes beyond reasonable scope, where
‘common knowledge’ is used without any uniform and
defined standard.

Assessment

Many patent applicants and patentees have reported a
noticeable increase in the number of patent applications
rejected and existing patents invalidated by the CNIPA™
on the grounds of ‘inventive step’, where a claimed
technical solution is easily determined as obvious.™
Compared with the global common patent practices
adopted by most patent offices, particularly the other
four Intellectual Property 5 (IP5)" patent offices, the
bar for ‘skills’ and ‘knowledge’ attributed to ‘a person
skilled in the art’ seems to be set high, potentially
encompassing a vast array of prior art. This has the
effect of making the standard for inventive step more
stringent for patent applicants and patent holders alike,
across both invention patents and utility model patents.
Consequently, applicants find securing and maintaining
patent rights in China increasingly challenging.

11 Implementation Plan for the Unified Recognition System of Geographical
Indications Issued Jointly by Two Authorities (Published in China Intellectual
Property News), China Intellectual Property News, 18" December 2024, viewed
30" April 2025, <https://www.cnipa.gov.cn/art/2024/12/18/art_55_196706.htm|>

12 CNIPAis often known internationally as the China Patent Office.

13 “Patent obviousness is the idea that if an invention is obvious to either experts
or the general public, it cannot be patented. Obviousness is one of the defining
factors on how to patent an idea and whether or not an idea or invention is
patentable. It is one of the hardest concepts to understand since it is often
subjective and even arbitrary.” See: Patent Obviousness: Everything You Need
To Know, Upcounsel, 1 January 2024, viewed 19" April 2025, <https://www.
upcounsel.com/patent-obviousness>

14 The IP5 offices refer to the five largest intellectual property offices in China, the
United States, Europe, Japan and South Korea. They are the China National
Intellectual Property Administration (CNIPA), the United States Patent and
Trademark Office, the European Patent Office, the Japan Patent Office and the
Korean Intellectual Property Office.
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Recommendation

* Apply a global common standard of ‘inventive step’
in patent examination and invalidation proceedings,
based on the uniqueness of each industry, to ensure
consistency of the patent practices adopted by
most patent offices, particularly the other IP5 patent
offices.

1.2 Establish a National IP Court Based on the IP
Tribunal of the SPC P

Concern
The IP Court of the SPC has been unable to meet the
current demand for processing the growing number
of IP cases, especially those that are technologically
complex.

Assessment

As of 31% December 2023, the IP Court of the SPC of
China had cumulatively accepted 18,924 cases over
the five years since its establishment, with 7,776 cases
being accepted in 2023 alone.” This has resulted
in the IP Court being confronted with a substantial
workload, which risks leading to a backlog in the court's
proceedings. As a consequence, the SPC may struggle
to fulfil its other critical functions, such as developing
judicial policies, enhancing trial supervision and
guidance, and standardising trial practices.

Recommendation

+ Establish a national IP court to handle appeals
concerning professional and technical IP disputes, as
well as cases related to monopolies, ensuring both
consistency of trial standards and efficiency of trial
processes.

1.3 Implement an Official System of Appeal
Against, or Review of, Unfavourable Patent
Evaluation Reports for Utility Model Patents
or Design Patents ©F

Concern

While patent evaluation reports issued by the CNIPA
are generally required for enforcement of utility model
patent or design patent rights, in the event of an
unfavourable report, there is no recourse of appeal

15 Zhang, S, Supreme Court Intellectual Property Court Concludes 15,710 Cases in
Five Years of Establishment, CCTV, 22™ February 2024, viewed 19" April 2025,
<https://news.cctv.com/2024/02/22/ARTIn815KxQmZ1qv2GauZ67V240222.
shtml>
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beyond the CNIPA, which renders the rights potentially
unenforceable.

Assessment

Article 66 of the Patent Law provides that either courts
or authorities may ask the patentee to provide a
utility model patent evaluation report or design patent
evaluation report issued by the CNIPA as evidence
for examining a patent infringement. This is required
because such patents do not undergo substantive
examination before being granted.

In practice, not only are such evaluation reports
invariably required for enforcement of utility model
patents and design patents, but also the content of
such reports can directly impact the views of the courts
or the administrative enforcement authorities on the
enforceability and strength of the patentee’s claims.

During the process of examining applications for invention
patents, unfavourable decisions made by the CNIPA
as to the validity of the patent can be appealed against
by the applicant. In Part V, Chapter 10 of the Patent
Examination Guidelines, Section 6 ‘Correction of Patent
Evaluation Report’ focusses mainly on formalities.
However, there is no recourse for the patentee of a
utility model patent or design patent to appeal against
unfavourable findings by the CNIPA on the validity of
the patent as set out in the patent evaluation reports.
The lack of such an official appeal or review system
could substantially undermine the patentee’s ability to
enforce the patent.

Recommendation

» Establish a review or appeal system that allows
patentees to contest initial unfavourable patent
evaluation reports issued by the CNIPA.

2. Trademarks

2.1 Replace the Requirement for Applicants to
Submit Preliminary Evidence of Non-use
with a Requirement to Justify their Legitimate
Interest in Filing the Revocation Request.

Concern

In CNIPA’'s new guidelines on requesting the revocation
of registered trademarks that have not been used for
three consecutive years, the submission of preliminary
evidence of non-use is required, imposing a new



evidentiary burden on all applicants."

Assessment

Pursuant to Article 49 of the Trademark Law," “...Where
a registered trademark [ ... ] has not been put in use for
three consecutive years without a justifiable reason, any
entity or individual may apply to the Trademark Office
for its revocation...”. Due to widespread trademark
hoarding, which has led to a large number of unused
trademarks, mass filings of revocation applications has
become a new trend. Many of the filings are driven
purely by profit-seeking motives rather than genuine
trademark use concerns.

In its recent guidelines, CNIPA requires all applicants
to submit preliminary evidence of non-use, placing
an unjust burden for those who have a legitimate
reason to request the revocation of a prior trademark
which constitutes an obstacle to their own trademark
application.

Recommendation

* Replace the requirement to submit preliminary
evidence of non-use, imposed on the applicants
requesting the revocation of a trademark based on
non-use, with a requirement to justify their interest in
filing the request.

2.2 Avoid Citing Article 10.1.7 of the Trademark
Law as an Alternative to Article 11 When
Refusing the Registration of a Trademark

ap

Concern

The increase in instances of the CNIPA refusing trademark
applications based on absolute grounds is causing
significant issues for legitimate trademark applicants.

Assessment
From 2022 to 2023, trademark applications dropped
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by four per cent' while trademark registrations fell
by 29 per cent.?” This gap is due to a change in the
trademark examination practice when citing grounds of
the Trademark Law.”’

Examiners are increasingly citing absolute grounds
under Article 10% (for example, ‘being deceptive’) to
refuse the registration of trademarks. This has serious
consequences because when a trademark is rejected
on such absolute grounds, it becomes illegal and its use
is prohibited.

Previously, refusals were mostly based on Article 11
(lacking distinctiveness or descriptiveness). In such
cases, the sign could not be registered initially, but
its use was still permitted. The applicant could later
refile the trademark and argue that it had acquired the
necessary distinctiveness through use.

The above change of examination practice harms
legitimate applicants by denying both registration and
lawful use of their marks.

Recommendation

» In cases where lack of distinctiveness and descriptiveness
is the primary issue, Article 11 should be cited as the basis
for refusal, rather than Article 10.1.7.

2.3 Facilitate the Registration of New Trademarks
Refused on Relative Grounds by Allowing a
Joint Adjudication of All Conflicts Between the
Applied and Cited Trademarks, or Accepting
Coexistence Agreements O

Concern

Procedures resulting from trademark refusals based
on relative grounds are time-consuming and costly for
trademark applicants while carrying no penalties for
bad-faith trademark registrants.

16 The new guidelines went into effect officially on 26™ May 2025. See: The
Trademark Office has revised and improved the Guidelines for Revocation of
Applications for Registered Trademarks that Have Not Been Used for Three
Consecutive Years, CNIPA, 30" May 2025, viewed 13" June 2025, <https://www.
cnipa.gov.cn/art/2025/5/30/art_55_199891.html>

17 Trademark Law of the People’s Republic of China, National People’s Congress
(NPC), 30" July 2019, viewed 8" May 2025, <https:/Avww.gov.cn/guoqging/2020-12/24/
content_5572941.htm>

18 Absolute grounds for refusal refer to reasons for rejecting a trademark
application that are based on the intrinsic characteristics of the mark itself,
such as whether it is distinctive, descriptive, misleading or contrary to public
order, regardless of who is applying or whether similar trademarks exist. These
grounds are typically set out in Articles 10 and 11 of China’s Trademark Law.

19 Ibid.

20 National Intellectual Property Administration 2023 Annual Report, CNIPA, 3*
September 2024, viewed 8" May 2025, <https://www.cnipa.gov.cn/col/col3430/
index.html>

21 Trademark Law of the People’s Republic of China, NPC, 24" December 2020,
viewed 8" May 2025, <https://www.gov.cn/guoqing/2020-12/24/content_5572941.
htm>

22 Article 10 prohibits the use of trademarks that may mislead the public, damage
public interest or social morality, or improperly use official symbols such as
national flags, emblems or names of government institutions. See: /bid.

23 Article 11 restricts the registration of trademarks that lack distinctiveness, such
as those consisting only of generic terms or directly descriptive features — unless
they have acquired distinctiveness through use. See: Ibid.
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Assessment

When a trademark application is refused by the
examiner on account of one (or more) prior ‘cited’
trademark(s), the applicant is often obliged to file a
request for review while challenging the validity of the
cited trademark(s). Suspension of the review process
during the procedure or procedures against the cited
trademark(s) is often refused, which forces the applicant
to continue with registration before the courts to keep
the application ‘alive’. In the meantime, the trademark
applicant must challenge the prior trademarks
by initiating separate procedures (oppositions or
invalidation). It is only after these procedures have
been completed and the prior ‘obstacle’ trademarks
eliminated that the new trademark application can
proceed to registration.

These procedures are conducted in accordance with
the Administrative Procedure Law,* which does not
provide for the possibility of claiming compensation for
costs against the losing party. In certain cases, these
procedures could be avoided altogether by friendly
negotiation leading to a coexistence agreement, but
such agreements are currently not accepted.

If a trademark owner agrees that its trademark can
coexist with another trademark without risk of confusion,
it means that their interests are not threatened by
such coexistence, nor are the interests of the public.
Therefore, there should be no grounds to refuse the
registration of a trademark that has been consented to,
in a ‘letter of consent’, by a prior trademark owner.

Recommendations

* Revise the Trademark Law to reflect that when a
trademark application is refused on the grounds of
pre-existing trademarks that have been registered
for a period exceeding three years, the trademark
applicant may file a review against this refusal
by requesting the registrants of the pre-existing
trademarks to submit proof of their trademarks’ use.

* Revise the Trademark Law to include that any
disputes raised by the applicant of a new trademark
against the holders of pre-existing trademarks—in
the context of a refusal of the new application—shall
be settled concurrently with the review of the appeal
against the trademark application’s refusal.

24 Administrative Procedure Law of the People’s Republic of China, NPC, 27"
June 2017, viewed 13" June 2025, <https://www.spp.gov.cn/spp/fl/201802/
t20180207_365256.shtml>
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» Provide that when a trademark is invalidated on the
grounds of bad faith, the court shall have the power
to order the owner of the invalidated trademark to
pay the legal costs incurred by the applicant of the
invalidation.

» Accept letters of consent.

2.4 Allow People’s Courts to Accept Claims
Filed Against a Registered Trademark and
Suspend the Case Until the Trademark has
been Invalidated QP

Concern

The 2008 ruling by the SPC, which prevents legal
action against registered trademarks, constitutes a
significant barrier to fighting against bad-faith trademark
applications.”

Assessment

Because of this prohibition, the plaintiff must first
request invalidation of the litigious trademark, while
the registrant of the said trademark is still allowed to
claim that it has the ‘right to use’ for the duration of the
invalidation procedure. Trademark registration does
not confer a right to use the trademark, but only the
right to prevent others from using it. The draft revision
of the law even specifies that the acts of infringement
committed before the invalidation shall only be taken
into consideration when calculating damages if bad
faith is proved. Therefore, the result of the prohibition
to sue a registered trademark for infringement is that
registration is equivalent to an authorisation to infringe.

The plaintiff should be allowed to act without waiting
for the invalidation and the court should be allowed to
accept the case and suspend the procedure until the
invalidation procedure has been completed.

Recommendation

* Allow People’s Courts to accept a claim against a
registered trademark and to suspend the case until
the completion of the invalidation procedure for the
trademark in question.

25 Provisions on the Trial of Cases Civil Disputes over Trademark Conflicts with
Prior Rights, The People’s Court Press, 18" February 2008, viewed 19" April
2025, <http://gongbao.court.gov.cn/Details/5394144fe9f15cc7b5f6e50b3d6317.
html>



2.5 Allow for the Registration of 3D Trademarks
and Recognition of Well-known Trademarks,
Ensuring Full Implementation of the Law in
Practice

Concern

Applications based on Articles 8 and 13 of the
Trademark Law® are almost systematically refused,
although they allow, in principle, to register a three-
dimensional (3D) sign as a trademark (Article 8) or an
unregistered or registered trademark to be recognised
as ‘well known’ (Article 13).

Assessment

When a product’'s shape becomes so widely recognised
by the public and linked to its producer, the shape fulfils
the primary function of a trademark — distinguishing the
goods of one enterprise from another.”” Therefore, it
should be admissible for registration as a 3D trademark
under Article 8 of the Trademark Law.?®

However, the registration of such shapes as a 3D
trademark is systematically refused. The reasoning
behind these refusals is that the producer is unable to
demonstrate that the shape alone (for example, a bottle
without any other sign of identification, or a single lock
without the bag®) has acquired through use the level
of distinctiveness required for being approved as a
trademark.

Such an argument implies that to acquire the required
distinctiveness for the shape, the producer should

26 Trademark Law of the People’s Republic of China, NPC, 30" July 2019, viewed
8™ May 2025, <https://www.gov.cn/guoqing/2020-12/24/content_5572941.htm>
27 Stated in Article 15 of the Agreement on Trade-related Aspects of Intellectual

Property Rights. See: The Agreement on Trade-Related Aspects of Intellectual
Property Rights (TRIPS), WTO, viewed 8" May 2025, <https://www.wto.org/

english/docs_e/legal_e/31bis_trips_04_e.htm#2>

28 Article 8 of the Trademark Law stipulates that any sign capable of distinguishing
the goods or services of one entity from those of another may be registered
as a trademark. Eligible signs include words, figures, letters, numbers, three-
dimensional shapes, combinations of colours, sounds, and combinations
thereof. The key requirement is that the sign must possess distinctiveness and
be capable of being recognised and remembered by the public as identifying
the source of goods or services. See: Trademark Law of the People’s Republic
of China, NPC, 30" July 2019, viewed 8" May 2025, <https://www.gov.cn/
guoqing/2020-12/24/content_5572941.htm>

29 For example, the Hermes Birkin bag features a highly distinctive metal lock. If
an applicant wishes to register only the shape of the lock as a three-dimensional
trademark, rather than the entire design of the handbag, they must demonstrate
that the lock alone has acquired distinctiveness through extensive use. In other
words, consumers should be able to identify the Hermés brand just by seeing
the shape of the lock, without the need for a brand name, logo or other design
elements. If the applicant cannot prove that the shape itself is distinctive enough
to indicate the source of the product, the application is likely to be rejected,
because the shape alone lacks the ability to function as a trademark and
distinguish the origin of the goods.
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market its products without any identification, which is
contrary to any commercial common sense.

As to whether or not a trademark can be considered
‘well known’, while in theory the People's Court can
recognise a trademark as well known when duly
justified by the trademark owners, it has become nearly
impossible to obtain such recognition by the CNIPA in
recent years.

Recommendation

* Ensure the registration of 3D trademarks and
recognition of well-known trademarks by the CNIPA
as provided by the existing Trademark law.

3. Access to Law

3.1 Specify That When the Circumstances for
Punitive Damages in Litigation are Met, the
Amount Shall be Decided Without Regard
for the Amount of Damage Claimed by the
Plaintiff, and Amend Article 211 of the Civil
Procedure Code Accordingly ©F

Concern

The essence of punitive damages, which is the
equivalent of a penalty, is often misconstrued as being
part of the compensation claim.

Assessment

Punitive damages are a Common Law concept, whereby
the court, or a jury, may award damages for an amount
in excess of the actual prejudice justified and claimed by
the plaintiff. Even though they are paid to the plaintiff, the
punitive damages are a penalty for bad behaviour, not
the compensation of a prejudice. However, in civil law
jurisdictions like China, judges are typically constrained
from awarding damages that exceed the plaintiff's claim.
Article 211 of the Civil Procedure Code stipulates that
the People’s Court should conduct a re-trial if the original
judgment or ruling has omitted or exceeded a claim,
leading courts to view punitive damages as additional
and thus cap them at the amount claimed. This limitation
often prevents courts from imposing the full penalty they
deem appropriate, as they are constrained by the plaintiff's
stated claim amount.

Recommendation

* Grant courts full discretion to award punitive
damages within legal limits, regardless of the

Intellectual Property Rights Working Group 81

»
®
o
=
o
H]
=
£
)
==
o
=
N
o
3
=
[
@
1]
c
@
»




7]
@
S
7]

=
]

S
=
<)
]

=
o

=
s

s
c
o

2
©
@

(7>

European Chamber
Rk R 2

damages claimed by the plaintiff, and amend Article
211 of the Civil Procedure Code accordingly.

3.2 Make All Court Decisions Publicly Available

Concern

The number of published court decisions has been
decreasing for years, which is not in line with China’s
overall goal of creating a more transparent legal
environment.

Assessment

The number of published court decisions on IP-related
cases has been declining over the past few years,
particularly for patent-related cases. According to the
annual white paper Intellectual Property Protection by
Chinese Courts, published by the SPC, the number
of patent-related cases accepted by the courts at all
levels below the SPC steadily increased from 23,235
cases in 2018 to 40,846 cases in 2022, an increase of
approximately 75 per cent. Similarly, the total number of
IP-related cases decided by the courts also increased
by around 70 per cent, from 319,651 cases in 2018
to 543,379 cases in 2022.*° However, the number of
published court decisions for patent-related cases
available on official or commercial databases has
dropped significantly. For instance, China Judgements
Online, a SPC-operated platform, went from 20,672
cases in 2017 to 11,098 cases in 2022.°" Likewise,
PKULAW.COM, a major commercial database, has
reported a decline from 20,181 cases in 2018 to 12,428
cases in 2022.%**% The reduction in the publication of
court decisions may impede transparency in the legal
system, which is of critical importance for guiding future
IP litigation and reinforcing legal certainty within the
business community. No updated statistics have been
published since 2022.

Recommendation

* Improve the openness and transparency of China’s
court system by ensuring all court decisions are
publicly available.

30 Intellectual Property Protection by Chinese Courts (2018), The People’s Court
Press, 29" June 2023, viewed 19" April 2024, <https://www.beijingeastip.com/
type-publications/intellectual-property-protection-chinese-courts-2018/>

31 Ibid.

32 Court Decisions from Beijing Peking University Yinghua Technology Co Ltd,
PKULAW, viewed 19" April 2024, <https://home.pkulaw.com/about?name=%E5
%85%AC%E5%8F %B8%E4%BB%8B%E7%BB%8D>

33 For more details, please refer to the Legal and Competition Working Group
Position Paper 2025/2026.
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3.3 Rectify Arbitrary Charges in IP Criminal Cases
and lllegal Charging of Law Enforcement
Costs

Concern

Local police in multiple jurisdictions continue to require IP
rights holders to bear enforcement costs, contradicting
state-funded law enforcement principles and creating
financial and ethical burdens that discourage legitimate
criminal remedies.

Assessment

Local police departments in multiple jurisdictions continue
to demand that IP rights holders bear expenses such
as travel costs for investigative activities, storage and
transportation fees for seized counterfeit goods, forensic
appraisal fees for criminal evidence and detention-
related costs for suspects. Such practices violate the
principle of ‘state-funded law enforcement’®* and impose
financial burdens and ethical risks on complainants,
discouraging rights holders from pursuing legitimate
criminal remedies.

Recommendations

« Strengthen existing legal frameworks, introducing
specific provisions that prohibit the transfer of law
enforcement costs to complainants and impose
penalties on law enforcement agencies that violate
these provisions.

» Enforce the principle of state-funded law enforcement
and ensure that all law enforcement activities related
to IP protection are fully funded; this includes covering
all costs associated with investigations, storage,
transportation, forensic appraisals and detention.

» Establish a robust oversight mechanism to monitor
and ensure compliance with the principle of state-
funded law enforcement. This could include regular
audits, inspections, and the establishment of a
complaint mechanism for IP rights holders to report
any violations.

34 Measures on the Payment of Litigation Costs, State Council, 19" December 2006,
viewed 9" June 2025, <https://www.gov.cn/flfg/2006-12/29/content_483682.htm?>



4. Online IP Protection

4.1 Enhance Regulation to Optimise the Baseline
Responsibilities of Internet Platform Enterprises
with Regard to Addressing IP Infringement
Concerns §P

Concern

Online IP infringement remains widespread, with some
platforms taking insufficient action to address the
problem and facing little accountability.

Assessment

The existing legal framework requires that e-commerce
platforms collaborate with IP rights owners, yet it
lacks specific guidance on how to implement this
collaboration effectively. While some platforms adopt
proactive measures—such as filtering infringing links
and targeting malicious actors—others are far less
engaged, resulting in persistent intellectual property
rights (IPR) infringement on their platforms.

Large platforms, equipped with advanced technology
and substantial resources, are well-positioned to
take decisive action to protect IP and foster a better
online environment. However, certain platforms
exploit counterfeit products to bolster their business,
utilising their algorithm to facilitate the sale of such
items to domestic customers. These same platforms
do not offer the same number of counterfeit products
on their overseas subsidiaries’ platforms, suggesting
that a higher level of compliance is achievable. The
current regulatory environment does not provide
adequate oversight to prevent such conduct by platform
operators.

Recommendations

* Issue regulations, guidelines and standards to
develop baseline requirements and standardised
best practices for platform operators to follow in
combating online IP infringement.

* Mandate that each platform operator conduct an
annual self-assessment regarding the scope and
seriousness of IP infringement on its platform, evaluate
the effectiveness of its IP protection measures, and
submit these assessments to the relevant regulatory
authority.

* Provide better and more rapid escalation and
remedial measures if platform operators fail to
combat IPR infringement.

« Enhance penalties for platform operators that fail
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to meet the baseline requirements for effectively
managing IPR infringement.

4.2 Strengthen the Supervision of Counterfeit
Posting, IP Infringement and Novel Forms of
Online Infringement @B

Concern

There is insufficient monitoring and prevention of IP
infringement under the current regulations, which
renders complaints by rights holders ineffective.

Assessment

When IP rights owners encounter difficulties in combating
online infringement, there are limited channels available
for escalating or reporting the issue to competent
authorities. IP rights owners often must take legal
action against specific links or sellers, whereas large
platforms are seldom held liable. Current regulations
primarily focus on the liability of individual sellers, and
platform operators can often avoid responsibility by
demonstrating that they have fulfilled basic notice-and-
takedown obligations.

Administrative authorities should play a more significant
role in overseeing and regulating the operations of
major platforms. They could assess and address new
forms of infringement, evaluate the performance and
effectiveness of platforms’ efforts and encourage them
to enhance their initiatives. This proactive approach
could drive the creation of a cleaner online market.

Recommendations

» Establish a dedicated regulatory body, task force
or coordination committee under the supervision of
the Cyberspace Administration of China, the CNIPA
and the SAMR to oversee and safeguard online IP
protection.

* Release annual reports detailing the IPR initiatives
undertaken by online platforms and their effectiveness,
based on the data provided in the annual submissions
of these platform operators.

* Launch campaigns to combat online IPR infringement
and to raise public awareness about the significance of
IPR protection.
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5. Trade Secrets
5.1 Clarify and Specify the Standards for Proving
a Trade Secret is Protectable

Concern

The stringent standards for proving a trade secret
protectable in administrative and criminal enforcement
make it challenging for companies to defend themselves
in trade secret infringement cases.

Assessment

China’s legal framework offers civil, administrative and
criminal protection for trade secret cases. However, in
practice, rights holders face a high threshold in proving
that a trade secret is ‘not known to the public’®*® when
filing administrative complaints or initiating criminal
cases with authorities such as the SAMR or the Public
Security Bureau.

In 2025, significant progress was made in the
determination of what constitutes trade secret
infringement. On 24" April, the SPC and the Supreme
People’s Procuratorate jointly issued a judicial
interpretation clarifying what constitutes improper
means (e.g. theft, electronic intrusion) and ‘serious
circumstances’, and standards for calculating losses
and illegal gains.*® The next day, the SAMR released
the draft Provisions on Trade Secret Protection for
public consultation.®” While both documents list
conditions under which information may be considered
‘generally known’, the criteria for determining whether
information is ‘not readily accessible’ remain unclear.

Recommendations

» Clarify and specify the standards for proving a trade
secret is protectable, particularly for proving a trade
secret is ‘not known to the public’.

5.2 Clarify the ‘Prima Facie Evidence’ Standard
for Proving Trade Secret Infringements

Concern
The lack of clarity regarding the ‘prima facie evidence’

35 ‘Not known to the public’ means that the information is neither generally known
nor readily accessible to persons within the relevant field.

36 Judicial Interpretation on the Application of Law in Handling Criminal Cases
Involving IP Infringement, 24™ April 2025, viewed 30" April 2025, <https://www.
court.gov.cn/zixun/xiangqing/463291.html>

37 SAMR’s Public Consultation Announcement on the Draft Regulations on Trade
Secret Protection, 25" April 2025, viewed 6" May 2025, <https://www.samr.gov.
cn/hd/zjdc/art/2025/art_0eb6d32af2e3486e98a8543d5447a314.html>
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standard increases the evidentiary burden on trade
secret owners.

Assessment

Article 32 of the Anti-unfair Competition Law elaborated
on the transfer of the burden of proof, through which, as
long as a right holder provides ‘prima facie evidence’,
the burden can be shifted to the defendant. However,
the definition of what constitutes ‘prima facie evidence’
has yet to be clarified and is currently subject to
different interpretations among different courts and
judges.

Recommendation

» Clarify the criteria for establishing ‘prima facie evidence’
and unify the interpretations among different courts and
judges.

6. Geographical Indications (Gls)
6.1 Enact a Law that Provides Effective Protection
for Registered Gl Products @B

Concern

The amendments to the Measures for the Protection
of Geographical Indications (Measures)®® still lack a
provision for rights enforcement and make it difficult
for Gl product owners to protect their rights through
administrative actions.

Assessment

The 2020 Civil Code of China, which absorbed the
2017 General Provisions of the Civil Law of China,
includes Gls among IP rights for the first time.** The
effective enforcement of such rights can only be
achieved through the enactment of specific legislation,
upon which the CNIPA and the People’s Courts can
base their decisions. However, unlike other IP rights—
such as trademarks, patents and trade secrets, which
are governed by specific laws—there is currently no
specific law dedicated to Gls. A Gl law could potentially
mirror provisions from the Trademark Law regarding
the enforcement of trademarks, including the powers
of the local offices of the SAMR to confiscate and
destroy infringing products, impose sanctions and
classify serious infringements as criminal offences. A
draft regulation issued in 2020 proposed some of these

38 Measures for the Protection of Geographical Indication Products, CNIPA, 29"
December 2023, viewed 30" April 2025, <https://www.cnipa.gov.cn/art/2024/1/2/
art_526_189473.html>

39 Civil Code of the People’s Republic of China, 1* June 2020, viewed 17" June
2024, <https://www.court.gov.cn/zixun/xiangqing/233181.html>
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measures, but unfortunately, these provisions were
omitted in the latest Measures promulgated by the
CNIPA on 29" December 2023.

Recommendations

» Enact specific legislation concerning the registration
and protection of Gls.

» Direct the SAMR to issue regulations delineating the
powers of administrative enforcement authorities,

which should include enforcing Gl rights through the
ability to confiscate and destroy infringing products
and impose sanctions.
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Abbreviations

3D Three-dimensional

CNIPA China National Intellectual Property
Administration

Gl Geographical Indication

IP Intellectual Property

IP5 Intellectual Property 5

IPR Intellectual Property Rights

NPC National People’s Congress

SAMR State Administration for Market
Regulation

SPC Supreme People’s Court
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Inter-chamber Small and Medium-sized Enterprise
Working Group

1. Ensure Reasonable Payment Terms and Enforce Timely Payments for Small

and Medium-Sized Enterprises (SMEs) QD

» Implement effective industry supervision measures to ensure that state-owned enterprises
(SOEs), their subsidiaries 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.

» Ensure that SOEs sign contracts with SMEs that have reasonable payment terms.

» Improve legal debt collection procedures.

» Provide debt collection support or funds for SMEs to collect their debts through legal action.
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2. Reduce the Financial Burden of SMEs to the Greatest Extent Possible,
Including Through Measures Like Cutting Education and Healthcare Expenses
for Foreign National Employees @B
» Accelerate the processing of SMEs’ applications for tax incentives.

» Reduce the cost of living for foreign nationals, including education and healthcare (especially
commercial insurance) expenses.

» Extend the Individual Income Tax (lIT) subsidy policies to more regions and expand eligibility to
include a broader range of skilled professionals.

» Improve the Greater Bay Area IIT subsidy policy’s transparency by providing clear, publicly
accessible guidelines, and streamline application procedures through digital platforms.

3. Provide European SMEs in China with Better Access to Financing @B

* Increase foreign SMEs’ access to government incentives and funding instruments from local
administrations.

* Enhance the implementation of lending strategies to assist all SMEs—both European and
Chinese—operating in China, particularly those that face challenges due to lack of collateral.

» Enhance the transparency and availability of information in English and in Chinese linked to
access to financing, including in areas like standards and criteria to obtain loans from domestic
Chinese banks.

» Publish specialised credit risk assessment procedures or systems for providing both local and
international SMEs with loans, while strengthening the financing guarantee system.

» Relax foreign exchange debt quota requirements to remove regulatory obstacles that limit SMEs’,
especially foreign-invested enterprises’ (FIEs’), access to credit financing.

» Encourage financial institutions to leverage data exchange platforms to make lending decisions,
provide financing solutions to SMEs based on accounts receivable and establish new
mechanisms to provide capital and collect returns.

» Develop a regulatory framework that encourages alternative financing channels for SMEs, such
as fintech and non-banking financial institutions (NBFIs), while limiting potential financial risks.
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4. Promote Coordination Among Different Administrative Departments
and Improve the Transparency, Clarity and Integrity of All Relevant
Regulations for SMEs @b
» Implement ‘one-stop’ service desks in provincial/regional administrative departments to support
all SMEs, both foreign and Chinese, in fulfilling their multiple registration and regulatory
obligations, as well as matters related to their daily operations.

» Establish a regular policy briefing mechanism in English to enhance communication channels
and ensure timely updates.

 Continue efforts to alleviate administrative burdens for SMEs by reducing the number of
government approvals required, simplifying the remaining approval and filing procedures and
carrying out more administrative processes online.

» Develop mechanisms that allow FIEs in general, and SMEs in particular, to raise their issues
and concerns with the relevant local government authorities.

» Facilitate work permit and residence permit applications to support foreign companies in
attracting and retaining recent graduates and foreign employees.

» Update the qualification criteria for assessing senior talent in order to better match the
expertise of foreign professionals, while taking practical action, such as allocating preferential
housing quotas to foreign national employees with families.
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5. Promote the Value of Intellectual Property Rights (IPR) Protection and
Enforcement Mechanisms at the Business, Local Government, Court and
China National Intellectual Property Administration Levels Q)

» Update the E-commerce Law to better protect IPR holders and regulate infringements.

» Engage local enforcement agencies, customs authorities and courts to take effective action
against counterfeiting.

» Strengthen the powers of the State Administration for Market Regulation (SAMR) to ensure
forced technology transfers will not take place.

« Strengthen consistency of intellectual property (IP) enforcement during trade fairs.

» Expand specialised IP courts to more cities and enable faster resolution of IP infringement
cases.

* Increase the SAMR’s power to enforce the EU-China Geographic Indications (GI) Agreement.

* Issue specific regulations for the protection of foreign Gls.

EU SME Projects in China Implemented by the business environment in China.' Another notable EU
European Chamber SME project in China is the China Intellectual Property
The EU SME Centre (Phase Four) started in July 2022  (IP) SME Helpdesk, which supports European SMEs in
and will run until 2025. Its main objectives are: assisting ~ Protecting and enforcing their intellectual property rights
European small and medium-sized enterprises (SMEs) (IPR) in or with relation to the Chinese mainland, Hong
to establish and develop a commercial presence in the ~Kong, Macao and Taiwan, through the provision of free
. . . 2

Chinese market by providing European Union (EU) information and services.
value-added support services; improving corporate
synergies and increasing best practice-sharing at the

X X X L 1 About EU SME Centre, EU SME Centre, viewed 22" April 2025, <https://www.
national and regional EU business association level; eusmecentre.org.cn/the-centre>
and strengthening advocacy efforts on behalf of the 2 China IP SME Helpdesk, European Commission, viewed 21% April 2025, <https:/

i ) intellectual-property-helpdesk.ec.europa.eu/regional-helpdesks/china-ip-sme-
European business community to help create a better helpdesk_en>
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Recent Developments

China’s Economic Slowdown and its Impact on SMEs
and Foreign Business Sentiment

In 2024, the Chinese economy continued to develop,
albeit at a slower pace, with gross domestic product
(GDP) growth at five per cent according to Chinese
government figures.® In the first quarter of 2025, China’s
GDP expanded 5.4 per cent.’

Data from the China Association for SME’s SME
Development Index (SMEDI) indicates that smaller
players in China continue to struggle. Although the
SMEDI registered a few spikes throughout 2024 and
early 2025, resulting from support policies, the average
for 2024 (89.05) remained not only below the 100-point
threshold that divides stagnation and low vitality from
positive business performance, but also lower than 2019
levels (92.85).°

Meanwhile, European business sentiment deteriorated
further in 2024 on a number of metrics. According to
the European Business in China Business Confidence
Survey 2025 (BCS 2025), 73 per cent of respondents
reported that doing business in China had become more
difficult.® Investor sentiment was particularly low for small
and medium-sized enterprise (SME) respondents, with
one in four indicating that they do not view China as a
top-10 investment destination. SMEs were also less likely
than larger companies to expand their China operations
in 2025, with 34 per cent of small company respondents
indicating their willingness to do so compared to 42
per cent of large companies. Competitive pressure
derived from both economic headwinds and industry
development continues to be keenly felt by European
companies in China. According to a survey conducted

3 Full Text: Report on the Work of the Government, State Council, 12" March 2025,
viewed 3" June 2025, <https://english.www.gov.cn/news/202503/12/content_
WS67d17f64c6d0868f4e8f0c10.html>

4 China's GDP expands 5.4 pct year on year in Q1, State Council, 16" April 2025,
viewed 3" June 2025, <https:/english.www.gov.cn/archive/statistics/202504/16/
content_WS67ff43ccc6d0868f4e8f1bed.html>

5 The SME Development Index is a composite index reflecting the economic
performance of SMEs. It is compiled based on surveys of 3,000 SMEs across eight
major industries, with scores ranging from 0 to 200 (with numbers between 100 and
200 indicating expansion). It serves as a comprehensive indicator of SMEs’ economic
conditions. See: China's SME Development Index rises sharply in Q1 2025, CASME,
10™ April 2025, viewed 25" April 2025, <https://www.ca-sme.org/content/Content/
index/id/95412>

6 European Business in China Business Confidence Survey 2025, European Union
Chamber of Commerce in China, 28" May 2025, viewed 3 June 2025, <https://
www.europeanchamber.com.cn/en/publications-archive/1278/Business_Confidence_
Survey_2025>
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throughout April and early May 2025 to gather data
for this position paper (Information Gathering Survey
2025/2026), approximately 50 per cent of respondents
listed competition from Chinese companies as either a
‘significant’ or ‘critical’ challenge.’

Policy Priorities and Support Measures

Throughout the second half of 2024, the Chinese
Government rolled out a series of policies and regulations
aiming to address some of the structural issues in the
economy. Of particular note was the Chinese yuan
(CNY) 300-billion increase in the amount allocated for
China’s consumer goods trade-in programme in August
2024, and a series of policies announced throughout
September and November 2024, including a debt swap
programme and measures to support the property
sector.®

In the 2025 Government Work Report, boosting consumption
and investment were identified as the top priorities,
and initiatives were announced like the extension
of the consumer trade-in programme; measures to
strengthen the annual leave system and increase the
supply of social support services; and the earmarking
of CNY 735 billion of the central government budget
for investment.® SMEs are specifically mentioned in
the context of promoting the development of small
players using advanced technologies to develop niche
products, as well as in the context of fostering the digital
transformation of SMEs.

Several follow-up policies were rolled out after the
publication of the Government Work Report, further
fleshing out some of the abovementioned overarching
goals. Of particular note is the March 2025 Action Plan
for Boosting Consumption, which includes measures
such as increasing wages and preventing late payments
to SMEs, expanding social welfare subsidies and
services, strengthening consumer and employee rights,

7 This survey was conducted throughout April and early May 2025. It had a total of
95 respondents, 50 of whom were identified as SMEs. See: Survey Key Findings:
Information Gathering Survey for the 2025/2026 Inter-Chamber SME WG Position
Paper, EU SME Centre, 26" May 2025, viewed 3™ June 2025, <https://www.
eusmecentre.org.cn/publications/survey-findings-2025-2026-information-gathering-
sme-position-paper/>

8 Unlocking Domestic Demand Key to Reviving Growth Momentum in China — World
Bank Economic Update, World Bank, 26™ December 2024, viewed 24" April 2025,
<https://www.worldbank.org/en/news/press-release/2024/12/26/unlocking-domestic-
demand-key-to-reviving-growth-momentum-in-china-world-bank-economic-update>

9 Full Text: Report on the Work of the Government, State Council, 12" March 2025,
viewed 22™ April 2025, <https://english.www.gov.cn/news/202503/12/content_
WS67d17f64c6d0868f4e8f0c10.html>



and promoting big-ticket consumption for products like
10
cars.

Key Recommendations

1. Ensure Reasonable Payment Terms and
Enforce Timely Payments for Small and
Medium-sized Enterprises (SMEs) OB

Concern

Non-fulfilment of maximum contractual payment terms,
non-negotiable payment terms and late/non-payments
from clients are increasingly negatively impacting the
operations of European SMEs.

Assessment

Late Payments and Unreasonable Payment Terms
Usually, SMEs have limited bargaining power compared
to larger players during payment negotiations with
clients, often resulting in onerous contractual payment
terms being imposed. In addition, many customers
simply do not comply with these terms and pay late.
Since access to financing remains limited in China for
foreign SMEs, any disruptions to their cash flow will have
a disproportionately negative impact on their operations.
According to the Information Gathering Survey 2025/2026,
37 per cent of SME respondents list late payments and
other cashflow issues as a ‘significant’ or ‘critical’ issue,
compared to 25 per cent of respondents from larger
companies; 40 per cent of SME respondents indicate that
they experience late payments from private companies;
while 22 per cent report late payments from state-owned
enterprises and 20 per cent from local governments.™

In China, most industries lack guidelines to ensure that
market players respect contractual payment terms,
and so enterprises set a maximum payment term to
be included in contracts. Unlike in the European Union
(EU), Chinese law in the past had limited provisions on
late payments (existing ones are mostly referred to the
Supreme Court’s Interpretation on the Adjudication of

10 The General Office of the Central Committee of the Communist Party of China and the
General Office of the State Council Issue the 'Action Plan for Boosting Consumption’,
Central People's Government of the People's Republic of China (gov.cn), 16" March
2025, viewed 22™ April 2025, <https://www.gov.cn/zhengce/202503/content_7013808.
htm>

11 Survey Key Findings: Information Gathering Survey for the 2025/2026 Inter-
Chamber SME WG Position Paper, EU SME Centre, 2°" May 2025, viewed 3" June
2025, <https://www.eusmecentre.org.cn/publications/survey-findings-2025-2026-
information-gathering-sme-position-paper/>

e
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Contract Disputes and the Civil Procedure Law).'**"

Debt collection services are available but are often not
practical given the time and, most importantly, the high
costs involved.

The working group has been encouraged by the
developments in China’s regulatory framework for tackling
late payments since the publication on 1% July 2020 of the
State Council's Regulations on Ensuring Payments to Small
and Medium-sized Enterprises (Regulations)." In October
2024, the Communist Party of China Central Committee
and the State Council published the Guidelines on
Resolving Overdue Payments to Enterprises, which
mandates stricter enforcement against payment delays
to SMEs, especially by government projects and large
enterprises, through measures such as enhanced
audit oversight. The amended Regulations were then
published in March 2025, with the entry into force date
set for 1% June 2025. The updated document requires
large and listed enterprises to include information
related to overdue payments to SMEs in their annual
reports and the National Enterprise Credit System,
and it details specific credit penalties associated with
payment delays.” As of late April 2025, there were
97,934 creditors registered on the Ministry of Industry
and Information Technology’s dedicated platform for
reporting late payments, with 342,916 reports recorded
on the website." The working group calls on the Chinese
authorities at the national and local level to effectively
and swiftly enforce these and other measures to prevent
and address late payments.

Recommendations

« Implement effective industry supervision measures
to ensure that state-owned enterprises (SOEs),
their subsidiaries and private sector players respect
contractual payment terms when dealing with SMEs.

12 Supreme Court’s Interpretation on the Adjudication of Contract Disputes, Hualv.com,
8" January 2019, viewed 22™ April 2025, <https://www.66law.cn/laws/131741.aspx>

13 The major flaw is that while the debtor may not dispute the debt, they may refuse to
pay and then bring a claim that does not have to be substantiated in order for the court
to dismiss the case, which leaves the creditor to pursue their claim through regular
court proceedings. See: Civil Procedure Law of the People's Republic of China (2023
amendment), Peking University, viewed 22™ April 2025, <https://www.pkulaw.com/en_
law/3ce82ch92ee006b6bdfb.html>

14 Regulations on the Protection of Payments to Small and Medium-sized Enterprises,
State Council, 14™ July 2020, viewed 22" April 2025, <http:/Awww.gov.cn/zhengce/
content/2020-07/14/content_5526768.htm>

15 Regulations on the Protection of Payments to Small and Medium-sized Enterprises,
State Council, 17" March 2025, viewed 22" April 2025, <https://www.gov.cn/
gongbao/2025/issue_11966/202504/content_7017465.html>

16 Registration (Complaints) Platform for Defaulting on Payments to SMEs, viewed 28"
April 2025, <https://sme-dj.miit.gov.cn/#/>
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» Set a maximum payment term that is lawfully allowed
to be included in contracts.

» Ensure that SOEs sign contracts with SMEs that have
reasonable payment terms.

» Improve legal debt collection procedures.

» Provide debt collection support or funds for SMEs to
collect their debts through legal action.

2. Reduce the Financial Burden of SMEs to
the Greatest Extent Possible, Including
Through Measures Like Cutting Education
and Healthcare Expenses for Foreign
National Employees @

Concern

It is increasingly challenging for European SMEs to
shoulder the financial burdens associated with doing
business in China.

Assessment

European SMEs report that actions taken by the Chinese
Government to reduce the financial burden on small
businesses have generally yielded positive results.
The working group welcomes the extension of multiple
preferential tax policies for small businesses to the end
of 2027, including corporate income tax, value-added
tax, ‘six taxes and two fees’, and individual income
tax."” However, three persistent operational challenges
are highlighted by small European companies. The first
is frequent policy changes in combination with limited
official communication channels, which creates barriers
for SMEs in terms of access to information. The second
is that delays are still experienced in the processing of
applications. Third, foreign SMEs face higher operational
costs due to factors such as the application of stricter
compliance standards and discrepancies in suppliers’
pricing, which result in reduced competitiveness in the
market for European small players.

European businesses were encouraged by the four-
year extension of the individual income tax benefits for
foreign nationals. It will be important that there is an early
indication that this policy will continue beyond the 2027
deadline to help them plan accordingly. At the local level,

17 The ‘six taxes and two fees’ include resources tax, urban maintenance and
construction tax, property tax, urban land use tax, stamp tax (excluding stamp tax
for securities trading), and arable land occupation tax, along with surcharges for
education and local education. See: Zhou, Q, China Extends Multiple Tax Incentives
for Small Businesses to the End of 2027, China Briefing from Dezan Shira and
Associates, 2™ August 2023, viewed 22™ April 2025, <https:/www.china-briefing.com/
news/china-extends-multiple-tax-incentives-for-small-businesses-to-the-end-of-2027/>
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the working group welcomes the extension of the Income
Tax Subsidy Policy for High-end and Critical Skills Talent
in the Guangdong-Hong Kong-Macao Greater Bay Area
(GBA IIT Subsidy Policy)."® However, there have been
a number of issues in the implementation stage that
have hindered its effectiveness. These include a lack
of transparency on eligibility criteria and inconsistent
information across different cities; complex application
processes; the narrow scope of the policy in terms of
potential beneficiaries; and delayed implementation in
different cities.

In addition, a lack of quality education for children at an
affordable price and lack of quality healthcare facilities
are still issues, especially for senior-level foreign
employees who are more likely to bring their children."
Meanwhile, SMEs in Tianjin report that providing high-
end commercial health insurance is necessary for them
to attract and retain foreign employees, but rising costs
have made this an increasingly significant financial
burden.

Recommendations

* Accelerate the processing of SMEs’ applications for
tax incentives.

* Reduce the cost of living for foreign nationals, including
education and healthcare (especially commercial
insurance) expenses.

» Extend the Individual Income Tax (lIT) subsidy policies
to more regions and expand eligibility to include a
broader range of skilled professionals.

* Improve the Greater Bay Area IIT subsidy policy’s
transparency by providing clear, publicly accessible
guidelines, and streamline application procedures
through digital platforms.

3. Provide European SMEs in China with
Better Access to Financing OB

Concern

European SMEs operating in China still struggle to
access financing, an obstacle that prevents them from
reaching their full potential and limits their ability to
further contribute to China’s economy.

18 Notice of the Ministry of Finance and The State Administration of Taxation on the
Continuation of the Implementation of the Individual Income Tax Preferential Policies
in the Guangdong-Hong Kong-Macao Greater Bay Area, Guangdong Provincial Tax
Service, State Taxation Administration, 18" August 2023, viewed 28™ April 2025,
<https://guangdong.chinatax.gov.cn/gdsw/zjfg/2023-08/29/content_2cffb276964a468e
974bddfb58307816.shtml>

19 For senior foreign national employees with children, it is important to ensure the
continuity of their children’s study paths.
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Assessment

According to the most recent data, China’s micro, small
and medium-sized enterprise (MSME) financing gap
stands at 19.7 per cent as a share of GDP, while the
number of financially constrained enterprises represents
42 per cent of enterprises of the same size.”® While
China has registered improvements in access to
financing, particularly in terms of supply and volume of
financing, SMEs in China—especially foreign ones—still
face more challenges in this regard compared to larger
companies.”’

A key first step to facilitate SMEs’ access to financing
is ensuring the accessibility and availability of relevant
information. For instance, in loan application processes,
encouraging the disclosure of eligibility criteria to
applicants from the outset would increase transparency,
enhance the efficiency of the process and ensure that,
if rejected, companies can better prepare for future
applications.

Another common issue is that foreign SMEs in China
lack guidance in English and major EU languages for
the latest relevant policies. For instance, although the
State Council issued in April 2024 the Implementation
Plan for Coordinated Development of Financing Credit
Service Platforms to Enhance Financing Accessibility
for Small and Medium-sized Enterprises, and set up a
national online platform for financing SMEs in China (the
National Integrated Financing Credit Service Platform),
the lack of information in foreign languages and/or
insufficient dissemination means that a limited number
of foreign SMEs will be aware of this platform and
therefore use it.”*** Increasing the number of English-

20 The SME Finance Forum is a network of 300+ members and affiliates with a coverage
spanning 190+ countries. The members are primarily financial services providers such
as banks, fintechs, non-banking financial institutions, development finance institutions,
credit guarantee companies, and microfinance institutions. The affiliates consist of
policy advocacy groups, academia, SME and banking associations, training providers
and non-profit organizations. The SME Finance Forum was established in 2012 by
the G20 and is managed by the IFC with a core objective to scale financial services
for SMEs. As the leading SME finance network globally, the forum steers industry
innovations, supports replication of best practices, recognises global champions,
drives thought leadership, convenes influential stakeholders and fosters global
knowledge transfer. See: MSME Finance Gap, SME Finance Forum, March 2025,
viewed 27" April 2025, <https://www.smefinanceforum.org/data-sites/msme-finance-
gap>

21 MSME Finance Gap: An updated Estimation and Evolution of the Micro, Small and
Medium Enterprises (MSME) Gap in Emerging and Developing markets, International
Finance Centre, March 2025, viewed 27" April 2025, <https://www.smefinanceforum.
org/data-sites/msme-finance-gap>

22 Implementation Plan for Coordinated Development of Financing Credit Service
Platforms to Enhance Financing Accessibility for Small and Medium-sized Enterprises,
State Council, 2" April 2024, viewed 24" April 2025, <https://www.gov.cn/zhengce/
content/202404/content_6943103.htm>

23 National Integrated Financing Credit Service Platform, NDRC, viewed 12" May 2025,
<https://xyd.creditchina.gov.cn/>
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language materials would help raise awareness among
SMEs of these services. Similarly, major Chinese banks
could expand and further integrate these and other
services into their digital platforms to facilitate access to
information for foreign industry players.

Finally, trade fairs are an avenue to enhance information
availability for foreign SMEs. As these are often initial
entry points for European SMEs looking to do business
in China, further strengthening the presence of lenders
in these fairs can contribute to a smoother and more
efficient flow of information at these events.

Public Financing

Public funding programmes and subsidies are open
to qualifying foreign-invested enterprises (FIEs) in
China. However, European companies’ access to these
opportunities remains limited, particularly for SMEs.
According to the Chamber’s and EU SME Centre’s April
and May 2025 survey, limited access to government
incentives and funding was listed as a challenge
linked to access to financing by 36 per cent of SME
respondents.” Data from past Chamber reports also
shows that access to government support for research
and development (R&D) in particular remains limited
for small players compared to bigger companies.”® For
instance, companies in South China state that local R&D
funds have high thresholds and are complicated to apply
for. Instead, they can sometimes obtain subsidies for
good performance, or acquire ‘high and new technology
enterprise’ status from the relevant local government.

Private Financing

While regulators have in the past years stepped up
their efforts to expand access to financing for small
businesses through measures like encouraging the
handing out of inclusive loans, SMEs are generally
considered high-risk/low-return clients.?

For foreign SMEs, financing options are considerably
more limited despite the theoretical availability of

24 Survey Key Findings: Information Gathering Survey for the 2025/2026 Inter-
Chamber SME WG Position Paper, EU SME Centre, 26" May 2025, viewed 3" June
2025, <https://www.eusmecentre.org.cn/publications/survey-findings-2025-2026-
information-gathering-sme-position-paper/>

25 China’s Innovation Ecosystem: The Localisation Dilemma, European Chamber,
4" April 2024, viewed 27" April 2025, <https://www.europeanchamber.com.cn/
en/publications-archive/1077/China_s_Innovation_Ecosystem_the_localisation_
dilemma>

26 The outstanding balance of inclusive loans to small and micro enterprises reached
33.3 trillion yuan by the end of 2024, Government of the People’s Republic of China
(gov.cn), 21% February 2025, viewed 24" April 2025, <https://www.gov.cn/lianbo/
bumen/202502/content_7004928.htm>
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funds back in their home countries. Access to loans
from Chinese banks is the top challenge linked to
access to financing for European SMEs, according to
the Information Gathering Survey 2025/2026.*" For
example, bank loans for FIEs are generally obtained
against guarantees from banks outside of China, which
typically require further risk assessment by European
headquarters. In addition, foreign exchange loans, which
should be easier for FIEs to access, are limited by the
so-called ‘borrowing gap’ — the difference between the
total amount invested and the registered capital.”®

Other Types of Financing

According to an April 2025 survey by Tencent on the
business conditions and digital transformation of MSMEs,
in the first quarter of 2025, 52.6 per cent of surveyed
companies used non-bank financing channels compared
to 36.8 per cent that used banking channels.”® This
showcases the importance of alternative financing
channels for SMEs.

In this context, non-banking financial institutions (NBFIs)
play a key role as a source of alternative financing
for SMEs. According to a report by the China Leasing
Business Association, in 2024, SMEs accounted for
82.21 per cent of all lessees, with micro and small
companies representing 65.97 per cent.*
relevance of NBFIs to SME financing, developing a
regulatory framework that contributes to the improvement
of the operating conditions for all NBFls, including
European and foreign players, can help enhance small
companies’ access to financing.*'

Given the

One area in which China excels globally, and which
could potentially ease the financing difficulties of
SMEs operating in the country, is alternative online
financing. Several studies have shown the benefits
of digital financing and financial technology (fintech)

27 Survey Key Findings: Information Gathering Survey for the 2025/2026 Inter-
Chamber SME WG Position Paper, EU SME Centre, 26" May 2025, viewed 3" June
2025, <https://www.eusmecentre.org.cn/publications/survey-findings-2025-2026-
information-gathering-sme-position-paper/>

28 For more information on funding limitations for foreign banks, please refer to Key
Recommendation 1.1 of the Banking and Securities Sub-working Group Position
Paper 2025/2026.

29 Research Report on Business Conditions and Digital Transformation of Micro, Small
and Medium Enterprises (Q1 2025), Tencent Research Institute, 24" April 2025,
viewed 25" April 2025, <https://news.qg.com/rain/a/20250424A06HNR00>

30 Overview of Financial Leasing Registrations in 2024, China Leasing Business
Association, 13" March 2025, viewed 24™ April 2025, <https://www.clba.org.cn/
newsinfo/8125878.html>

31 For more information on steps the government could take to support NBFls, please
refer to the Non-banking Financial Institutions Working Group Position Paper
2025/2026.
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solutions, both on their own and integrated into the
traditional banking system, in terms of easing the financing
constraints of small businesses in China.**** In this
context, relaxing some of the restrictions linked to cloud
and data localisation, and further facilitating cross-border
data transfers for foreign financial institutions would
contribute to improving the integration of digital solutions
in banking.34 This could, in turn, have a beneficial impact
downstream and enhance foreign SMEs’ access to
financing.

Recommendations

* Increase foreign SMESs’ access to government incentives
and funding instruments from local administrations.

+ Enhance the implementation of lending strategies
to assist all SMEs—both European and Chinese—
operating in China, particularly those that face
challenges due to lack of collateral.

« Enhance the transparency and availability of
information in English and in Chinese linked to access
to financing, including in areas like standards and
criteria to obtain loans from domestic Chinese banks.

» Publish specialised credit risk assessment procedures
or systems for providing both local and international
SMEs with loans, while strengthening the financing
guarantee system.

* Relax foreign exchange debt quota requirements
to remove regulatory obstacles that limit SMEs’,
especially foreign-invested enterprises' (FIEs'), access
to credit financing.

» Encourage financial institutions to leverage data
exchange platforms to make lending decisions,
provide financing solutions to SMEs based on
accounts receivable, and establish new mechanisms
to provide capital and collect returns.

» Develop a regulatory framework that encourages
alternative financing channels for SMEs, such as
fintech and non-banking financial institutions (NBFIs),
while limiting potential financial risks.

32 Gan, S, Shang, Q, Sun, R, and Zu, A, How does digital finance affect financing
constraints of SMEs? Evidence from China, Taylor and Francis, 23" January 2025,
viewed 24" April 2025, <https://www.tandfonline.com/doi/full/10.1080/00036846.2025.
2453248>

33 Ming, L, Wu, Y, Yang, S, and Yang, X, Fintech and large banks for SME financing:
Evidence from China, Wiley, 9" January 2025, viewed 25" April 2025, <https://
onlinelibrary.wiley.com/doi/10.1111/acfi.13395>

34 For more information, please refer to Key Recommendations 3.1 and 3.2 of the
Banking and Securities Sub-working Group Position Paper 2025/2026.
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4. Promote Coordination Among Different
Administrative Departments and Improve
the Transparency, Clarity and Integrity of
All Relevant Regulations for SMEs Q)

Concern

Despite recent policy developments, China’s regulatory
and licence approval system—particularly at the
implementation level—is still extremely burdensome
for international SMEs in China, which limits their
development.

Assessment

Thanks to a number of measures aimed at improving
the business environment rolled out over the past few
years, foreign SMEs have reported advances in areas
such as a reduction in the time required for registering
or closing operations. On 6" September 2024, the
National Development and Reform Commission
(NDRC) announced the newest version of the Special
Administrative Measures on Foreign Investment Access
(2024) (Negative List), which came into effect on 1%
November 2024. It removed all investment restrictions
in the manufacturing industry in order to channel more
foreign investment to advanced manufacturing and high-
end technologies.®

Positive measures have also been introduced to facilitate
travel to China by foreign citizens. In particular, the
working group welcomes the visa-free policy launched
by China’s Ministry of Public Security in December 2023,
which allows up to 30-day stays in China without a visa
for citizens from selected countries. This significantly
reduces the administrative burden on foreign companies
whose employees are eligible. As of April 2025, 32
European countries are included in the visa-free policy.*

Despite this positive development in terms of short-
term travel to China, 30 per cent of SME respondents
to the Information Gathering Survey 2025/2026 list
talent attraction and retention as a significant or critical
challenge.®” Attracting international talent is still a
challenge for European companies due to China’s visa

35 The Special Administrative Measures for Foreign Investment Access (Negative List),
NDRC, 6" September 2024, viewed 22™ April 2025, <https://zfxxgk.ndrc.gov.cn/web/
iteminfo.jsp?id=20435>

36 List of Countries with Unilateral Visa-Free Access to China, State Council, viewed 22™
April 2025, <https://www.nia.gov.cn/n741440/n741577/c1731154/content.html>

37 Survey Key Findings: Information Gathering Survey for the 2025/2026 Inter-
Chamber SME WG Position Paper, EU SME Centre, 26" May 2025, viewed 3" June
2025, <https://www.eusmecentre.org.cn/publications/survey-findings-2025-2026-
information-gathering-sme-position-paper/>
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and work permit policies, which vary across regions and
cities. In particular, younger foreign professionals face
difficulties obtaining work permits.

There is also still room for improvement in terms of
increasing the transparency, predictability and efficiency
of administrative procedures both at the national
and local levels. For example, although business
registration processes established at the national level
have generally improved, the time required to set up a
business is still relatively long. This process is especially
difficult for smaller enterprises and can create additional
costs, such as having to pay for office rental while
licence applications are still pending. Another example
of areas to improve at the local level is the case of
Guangdong Province, where the incorporation process
for domestic companies can be done online, while
FIEs are still required to file the documents in person at
the local Administration for Market Regulation (AMR).
More widespread implementation of ‘one-stop’ service
desks (such as those set up by the Chengdu Municipal
Government and promoted by the Tianjin Municipal
Government) and digitalising administrative procedures
could help in this regard.*®

Recommendations

* Implement ‘one-stop’ service desks in provincial/
regional administrative departments to support all
SMEs, both foreign and Chinese, in fulfilling their
multiple registration and regulatory obligations, as well
as matters related to their daily operations.

» Establish a regular policy briefing mechanism in
English to enhance communication channels and
ensure timely updates.

» Continue efforts to alleviate administrative burdens for
SMEs by reducing the number of government approvals
required, simplifying the remaining approval and filing
procedures and carrying out more administrative
processes online.

» Develop mechanisms that allow FIEs in general, and
SMEs in particular, to raise their issues and concerns
with the relevant local authorities.

» Facilitate work permit and residence permit applications
to support foreign companies in attracting and retaining
recent graduates and foreign employees.

» Update the qualification criteria for assessing senior
talent in order to better match the expertise of foreign

38 Southwest China Position Paper 2021/2022, European Union Chamber of Commerce
in China, 20" April 2022, viewed 25" April 2024, <https://www.europeanchamber.com.
cn/en/publications-archive/971/Southwest_China_Position_Paper_2021_2022>
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professionals, while taking practical action, such
as allocating preferential housing quotas to foreign
national employees with families.

5. Promote the Value of Intellectual Property
Rights (IPR) Protection and Enforcement
Mechanisms at the Business, Local
Government, Court and China National
Intellectual Property Administration
Levels O

Concern
Ineffective IPR enforcement continues to limit the impact
of recent positive changes to China’s IPR legislative

environment.*

Assessment

China’s intellectual property (IP) landscape has
significantly improved in recent years as the country
reviewed and updated its major IP laws to bring
the IP system more in line with international norms.
Nonetheless, according to the European Chamber’s
BCS 2025, 40 per cent of respondents reported they
had experienced intellectual property rights (IPR)
infringements, with 57 per cent indicating this had
taken place in the past two years.*’ Challenges linked
to IPR protection also differ for companies depending
on their size. For instance, according to the Information
Gathering Survey 2025/2026, the high cost of IPR
protection is the top issue for SME respondents, while it
is the fifth for larger companies.*’

Trademarks

On the trademark front, the proposed draft amendments
to the Trademark Law, put forward in January 2023,
would further strengthen the law on bad-faith trademark
applications by broadening the definition of malicious
trademark applications, thus providing rights owners
with additional means to challenge bad-faith trademark
applications.* The proposed amendments also allow

39 For more information on intellectual property issues affecting European businesses,
please refer to the Intellectual Property Rights Working Group Position Paper
2025/2026.

40 European Business in China Business Confidence Survey 2025, European Union
Chamber of Commerce in China, 28" May 2025, viewed 3" June 2025, <https:/
www.europeanchamber.com.cn/en/publications-archive/1278/Business_Confidence_
Survey_2025>

41 Survey Key Findings: Information Gathering Survey for the 2025/2026 Inter-
Chamber SME WG Position Paper, EU SME Centre, 26" May 2025, viewed 3" June
2025, <https://www.eusmecentre.org.cn/publications/survey-findings-2025-2026-
information-gathering-sme-position-paper/>

42 Draft Amendments to the Trademark Law, CNIPA, 13" January 2023, viewed 22™
April 2025, <https://www.cnipa.gov.cn/art/2023/1/13/art_75_181410.html>
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a prior rights holder to challenge a bad-faith trademark
registration and request its transfer. The transfer of
malicious trademarks to the rights holder will save the
rights holder enforcement costs. However, in recent
practice, the China National Intellectual Property
Administration (CNIPA) has refused to approve the
transfer of bad-faith trademarks and has not provided a
systematic solution for the right holder.

In addition, the rules forbidding trademark agencies
from engaging in trademark squatting have been further
strengthened by the Provisions on Supervision and
Administration of Trademark Agency.*” Full implementation
will be key to ensuring the additional amendments are
successful at tackling bad-faith trademark applications.
In addition, the CNIPA further reduced administrative
and litigation burdens on rights holders by allowing the
suspension of certain trademark cases upon request.*

Copyright and Patents

Copyright and patent protection have also been
strengthened by amendments to the Copyright Law and
the Patent Law,****® both of which became effective in
June 2021. These amendments significantly adjust the
amount of damages infringers must pay, modifications
similar to those implemented in the Trademark Law
and the Civil Code. Regardless, there is still room
for improvement, as in large-scale infringements, the
damages granted by the courts generally do not cover
the actual losses suffered by enterprises. The calculation
of statutory damages often seems arbitrary to many
European companies, which they report makes it difficult
for them to accurately carry out risk assessment and
management.*’

43 Provisions on Supervision and Administration of Trademark Agency, CNIPA, 1%
November 2023, viewed 22™ April 2025, <https://sbj.cnipa.gov.cn/sbj/zcwj/202211/
t20221110_23355.html>

44 Explanation to the Guidelines for Suspension of Cases Examined by the Trademark
Review and Adjudication Board, CNIPA, 13" June 2023, viewed 22™ April 2025,
<https://sbj.cnipa.gov.cn/sbj/ssbj_gzdt/202306/t20230613_27700.html>

45 Copyright Law, National People’s Congress (NPC), 19" November 2020, viewed 22™
April 2025, <http://www.npc.gov.cn/npc/c2/c30834/202011/£20201119_308796.html>

46 Decision of the Standing Committee of the National People's Congress on Amending
the Patent Law of the People's Republic of China, NPC, 18" October 2020, viewed
22™ April 2025, <http://www.gov.cn/xinwen/2020-10/18/content_5552102.htm>

47 "It is difficult for the right holder to prove his rights by means of litigation, which
leads to the absolute dominant position in the application of statutory compensation
rules. However, the scope of the amount of compensation awarded in the statutory
compensation rules is determined by judicial discretion, which is uncertain for the
protection of the rights and interests of the right holder. Although the loss rules and the
benefits rules are feasible in theory, few cases apply to them because the right holder
cannot obtain the relevant evidence. The loss rules, which require the right holder
to collect evidence, are expensive for small and medium enterprises.” See: Zhang,
J, China’s Patent Law has Changed: How to understand and apply infringement
damages under the new rules, Swiss Chinese Law Review Journal, 19" April
2021, viewed 22" April 2025, <https://scla.world/understanding-and-applying-the-
infringement-damages-article-of-chinas-2020-patent-law/>



E-commerce

China’s E-commerce Law, which came into effect on
1°' January 2019, strengthens IPR enforcement on
e-commerce platforms.48 However, the notice-and-
take-down procedures allow bad-faith online sellers to
provide a statement of not having committed an offence.
While not negative per se, such statements mandate the
platforms to end the measures taken against the seller
unless the claimant starts administrative or legal actions
within 15 days, which imposes significant costs on
rights holders. Moreover, the draft amendments include
a provision allowing sellers to provide a guarantee to
the platforms for the amount of the estimated sales, to
temporarily avoid restrictions imposed by the platforms
while the notice-and-take-down procedure is pending.*
In practice, this significantly reduces the efficiency of the
procedure during special sale promotions, when sales
numbers are impossible to estimate, but are likely to be
extraordinarily high. With e-commerce expanding rapidly
in China, e-commerce platforms have become one of
the most popular targets for IP infringers, raising the
necessity for related legislation that can better protect rights
holders. The working group therefore recommends that
all e-commerce platforms take more proactive measures,
such as blacklisting infringers and banning them from
selling on the platforms, using artificial intelligence to detect
and remove listings of fake products, and imposing fines
on infringers. Some platforms have implemented these
measures, but such measures are not yet mandatory. The
proposed amendments to the E-commerce Law will need
to address these and other key issues. Furthermore, local
AMRs should be given the power to proactively enforce the
envisioned rules.

Counterfeiting

Despite improvements to China’s IP system, counterfeiting
in general remains a major issue. According to the
European Commission’s Directorate-General for Taxation
and Customs Union and the EU Intellectual Property
Office, China remained the originator of the majority of
fake goods entering the EU in 2023, with more than 67
per cent of the volume of IPR-infringing goods entering
the EU coming from China.”

48 E-Commerce Law, NPC, 31* August 2018, viewed 15" April 2025, <http://www.npc.
gov.cn/zgrdw/npc/Ifzt/rlyw/2018-08/31/content_2060827.htm>

49 Public Consultation on the Decision on Amending the E-commerce Law of the
People's Republic of China (Draft), State Council, 5" September 2021, viewed 15"
April 2025, <https://www.gov.cn/xinwen/2021-09/05/content_5635537.htm>

50 Report on the EU enforcement of intellectual property rights: results at the EU border
and in the EU internal market 2023, DG TAXUD and EUIPO, November 2024, viewed
22™ April 2025, <https://euipo.europa.eu/tunnel-web/secure/webdav/guest/document_
library/observatory/documents/reports/2024_EU_Detentions/2024_EU_Enforcement_
of_IPRs_FullR_en.pdf >
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Forced Technology Transfers

On the political front, there have been several high-level
statements regarding the protection of IP in China,*'
and, more concretely, the condemnation of unfair
technology transfers. Yet, in practice, policy guidance,
legal instruments and practices (including joint venture
requirements and equity caps), authorisation or licensing
procedures in different sectors requiring extensive
documentation, and insufficient protection of IPR or trade
secrets, continue to compel technology transfers.*

IP Protection Mechanisms in Trade Fairs

When encountering IPR infringements during trade fairs
in China, the IPR owners can seek assistance directly
from the IP complaint centres organised by the trade
fairs. However, there are inconsistencies in the way
IPR infringements are handled. Different trade fairs
have different rules on when and whether European
companies should provide notarised and certified
copies of their business licence. It is also unclear which
documents should be provided in relation to copyright
infringement. Consistency in IP enforcement at different
trade fairs in China would make it easier for IPR owners
to deal with potential infringements.

IP Courts and IP Infringement Procedures

Starting in 2014, China set up specialised IP courts
in Beijing, Shanghai and Guangzhou to resolve IP
disputes. With the rapid development of innovation in
China, there has been an increase in IP-related disputes
in different provinces. If the IP dispute takes place in
other cities, or the defendant is not located in one of
the abovementioned three cities, it is unlikely that the
IP court system can be utilised. Consideration should
therefore be given to establishing IP courts in more
cities. In addition, although the Hague Convention on
Abolishing the Requirement of Legalisation for Foreign
Public Documents, which China joined in 2023, cuts the
amount of time foreign companies need to prepare to
participate in litigation, it still takes a long time to resolve
IP infringement cases.”

51 14" Five-Year Plan for the National Economic and Social Development and the
Long-Range Objectives Through the Year 2035, National Development and Reform
Commission, 23" March 2021, viewed 22™ April 2025, <https:/www.ndrc.gov.cn/xxgk/
zcfb/ghwb/202103/P020210313315693279320.pdf>

52 Commission releases its Report on Intellectual Property Rights in Third Countries,
European Commission, May 2023, 22™ April 2025, <https:/policy.trade.ec.europa.
eu/news/commission-releases-its-report-intellectual-property-rights-third-
countries-2023-05-17_en>

53 China joins Apostille Convention — no legalization for public documents, HFG Law &
Intellectual Property, 14™ March 2023, viewed 27" April 2025, <https:/Awww.hfgip.com/
news/china-joins-apostille-convention-no-legalization-public-documents>
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Geographical Indications (Gls)

The EU-China Agreement on Gls, which came into force
in March 2021, was an important step for the protection
of Gls within the China market. However, some EU Gls
may be excluded from acquiring protection because of
their generic names (for example, claims outside of the
EU that ‘feta’ has become the generic name for a white
cheese aged in brine) or prior trademarks.* These two
exceptions can potentially endanger the success of
future EU Gl registrations. Furthermore, the proposed
amendments to the Trademark Law allowing exceptions
against claims of trademark infringement based on the
use of names of geographical locations and generic
names further exacerbate the fears of EU rights holders.
Therefore, strengthening the State Administration for
Market Regulation’s (SAMR’s) powers to enforce the
EU-China GI Agreement will be crucial to the success
of the initiative.®® On 1* February 2024, the Regulations
on the Protection of Geographical Indication Products
came into force.*®* However, these do not include
overseas Gls, meaning the CNIPA will need to issue an
additional provision or regulation.

Recommendations

* Update the E-commerce Law to better protect IPR
holders and regulate infringements.

+ Engage local enforcement agencies, customs
authorities and courts to take effective action against
counterfeiting.

» Strengthen the powers of the State Administration
for Market Regulation (SAMR) to ensure forced
technology transfers will not take place.

» Strengthen consistency in intellectual property (IP)
enforcement during trade fairs.

* Expand specialised IP courts to more cities and
enable faster resolution of IP infringement cases.

* Increase the SAMR’s power to enforce the EU-China
Geographic Indications (Gl) Agreement.

* Issue specific regulations for the protection of foreign
Gls.

54 Gls identified as potentially problematic include: Perigord, Szegedi teliszalami/
Szegedi szalami, Prosciutto Toscano, Fontina, Munster, Nurnberger Bratwurste,
Jambon de Bayonne and Beaufort. See: Hu, W, Dinner for three: EU, China and
the US Around the geographical indications table, Centre for European Policy
Research, April 2020, viewed 22™ April 2025, <https://www.ceps.eu/wp-content/
uploads/2020/04/P12020-07_EU-China-and-the-US-around-the-geographical-
indications-table.pdf>

55 For more information on Gl rights enforcement, please refer to the Intellectual
Property Rights Working Group Position Paper 2025/2026.

56 Regulations on the Protection of Geographical Indication Products, CNIPA, 2™
January 2024, viewed 22™ April 2025, <https://www.cnipa.gov.cn/art/2024/1/2/
art_3324_189481.html>

Abbreviations

AMR Administration for Market Regulation

BCS Business Confidence Survey

CNIPA China National Intellectual Property
Administration

CNY Chinese Yuan

EU European Union

FIE Foreign-invested Enterprise

Fintech Financial Technology

GDP Gross Domestic Product

Gl Geographical Indication

P Intellectual Property

IPR Intellectual Property Rights

T Individual Income Tax

MSME Micro, Small, and Medium-sized
Enterprises

NBFI Non-banking Financial Institution

NDRC National Development and Reform
Commission

NPC National People’s Congress

R&D Research and Development

SAMR State Administration for Market
Regulation

SME Small and Medium-sized Enterprise

SMEDI SME Development Index

SOE State-owned Enterprise
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Legal and Competition Working Group

Key Recommendations

1. Continue to Strengthen the Rule of Law to Foster a Predictable Legal

System for Foreign Investors OB

+ Continue to advance the rule of law and implement a fair competition review (FCR) system to
support investor confidence.

» Improve legal predictability by publishing regulatory updates in advance.

« Enhance legislative quality by enforcing consistent laws and regulations across all levels of
government to provide a stable and predictable legal environment for businesses.

« Standardise enforcement to eliminate discretionary application and ensure equitable,
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transparent and impartial implementation of laws nationwide.

» Ensure prompt, comprehensive and correct enforcement of judicial decisions and arbitral
awards by disclosing the trial process, judgment documents and enforcement proceedings,
and setting up effective communication channels among interested parties.

* Enhance compliance with terms and deadlines in court and administrative procedures.

+ Standardise the public consultation process.

+ Continue to publish all judicial decisions to enhance the transparency and predictability of the
system.

* Recognise and support the contributions of both domestic and foreign legal professionals to
the development of a reliable legal environment and to promote foreign direct investment in
China.

+ Ensure equal treatment for foreign-invested enterprises in the commercial sector by
eliminating discriminatory restrictions and guaranteeing fair access to all legally permitted
business activities.

2. Establish a More Comprehensive Legal Framework to Manage Risks Brought
by Rapid Technological Advancements, such as Artificial Intelligence (Al), and
Promote Data Exchange between China and Europe @B
Build a More Comprehensive Legal Framework
» Establish a dedicated governance body and framework on Al ethical guidelines that

ensure policy development and enforcement is risk-based and centred on transparency,
accountability, fairness, non-discrimination and adherence to international norms.

» Clarify rules on data ownership and control, establish mechanisms for obtaining informed
consent for data usage, and ensure that data used to train Al models is secure and respects
privacy by tailoring data protection and privacy laws to challenges specifically related to Al.

Promote Data Exchange Between China and Europe

» Align key data protection laws, such as on anonymisation, cross-border data flows and
personal information rights, through bilateral agreements to streamline secure data exchange.

+ Foster China-Europe collaboration on harmonising Al regulatory standards by fostering China-
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Europe collaboration between companies and research institutions to align key areas such
as algorithm transparency, safety and ethics and encourage joint research and development
initiatives.

+ Establish mutual recognition frameworks for Al certifications between China and Europe to
enable automatic recognition of certified products and services across regions, facilitate cross-
border Al deployment, and reduce business compliance burdens.

3. Eliminate Restrictions on the Legal Services that Foreign Law Firms Can

Provide Q@

» Allow foreign law firms to fully practice Chinese law in commercial areas through the
employment of individuals who are qualified and licensed to do so.

» Allow lawyers in foreign law firms to fully represent their clients before Chinese Government
authorities if they have the proper powers of attorney, particularly in non-judicial or
administrative proceedings.

» Ensure consistent and transparent implementation and enforcement of laws and regulations
pertaining to foreign investment.

» Establish channels for dialogue between foreign legal professionals and supervising authorities
to foster mutual understanding and promote modernisation of the legal system.

» Streamline the registration procedures, including reducing the time required for registration
and requirements for foreign lawyers.

» Allow foreign law firms to establish themselves in China using the same legal forms as
domestic law firms.
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4. Enforce the Anti-monopoly Law (AML) in China without Political Influence
to Ensure Fair Treatment of All Businesses
» Ensure that geopolitical factors do not influence AML enforcement by the State Administration
for Market Regulation (SAMR) and its local counterparts, and implement safeguards to ensure
this does not occur.

5. Continue to Strengthen the FCR System
+ Continue thorough implementation of the FCR policy.
» Refine the system for complaints by market players.

6. Ensure that Shareholders of Limited Liability Companies are not Coerced
into Exceeding their Legal Obligations Through Exit Bans on Legal

Representatives or Principals OB
» Ensure that restrictions on personal freedom are never improperly used, in order to protect the
integrity of the limited liability system.
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Recent Developments

From January to November 2024, Chinese courts
published over 8.1 million new court cases on the China
Judgments Online platform, representing a significant
67.3 per cent year-on-year increase.' The Supreme
People’s Court (SPC) also released a five-year reform
plan,? one aim of which is to improve the mechanisms
for publicising judicial information.®> While these recent
efforts to enhance judicial transparency in China
represent a welcome step forward, foreign investors still
face significant challenges in navigating the Chinese
legal environment. Remaining inconsistencies in the
enforcement of laws and judicial proceedings, as well
as limited access to comprehensive case information,
continue to hinder the ability of European businesses to
verify their compliance with complex regulations across
multiple jurisdictions.

Although the European Commission’s 2025 Omnibus
package has eased many compliance requirements
under the Corporate Sustainability Due Diligence
Directive,* European investors’ need for legal certainty
in China remains pressing. The inherent lack of legal
certainty in China’s legal system and the extent to which
companies will be able to carry out reasonable due
diligence continues to leave businesses questioning
their ability to meet evolving compliance obligations in
both the EU and China.

Reassuring foreign investors

On 8" September 2024, the National Development
and Reform Commission (NDRC) and the Ministry
of Commerce (MOFCOM) jointly issued the Special
Administrative Measures for Foreign Investment Market
Access.’ These measures reduce the number of areas
of the economy which are off-limits to foreign investors

1 Over 8.1 million new judgment documents published online in Jan-Nov in
2024: China’s top court, Global Times, 27" December 2024, viewed 16" April
2025, <http://en.people.cn/n3/2024/1227/c90000-20259267.html>

2 The Sixth Five-year Reform Outline of the People’s Courts, Supreme People’s
Court of China, 27" December 2024, viewed 16" April 2025, <https://ipc.court.
gov.cn/zh-cn/news/view-3793.html>

3 More court judgments available for public search in China, State Council,
27" December 2024, viewed 16" April 2025, <http://english.scio.gov.cn/
pressroom/2024-12/27/content_117632400.html>

4 Questions and answers on simplification omnibus | and I, European Union
Commission, 26" February 2025, viewed 16" April 2025, <https://ec.europa.
eu/commission/presscorner/detail/en/qanda_25_615>

5 Gliuck, U, and Munzinger, M, New Negative List 2024 - China abolishes
all restrictions on foreign investment in the manufacturing sector, 18"
September 2024, viewed 27" April 2025, <https://cms.law/en/chn/news-
information/new-negative-list-2024-china-abolishes-all-restrictions-on-
foreign-investment-in-the-manufacturing-sector>
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from 31 to 29. As a result, all restrictions on access to
the manufacturing sector have been removed.

On 22™ February 2025, the Chinese State Council
released the 2025 Action Plan for Stabilising Foreign
Investment.® emphasising the further opening of specific
sectors following the current ongoing trial programmes.
A positive aspect of the plan is its call to clearly define
‘domestic product’ for government procurement and to
ensure foreign firms manufacturing in China receive
equal access.” This could benefit foreign companies
that have localised production to meet ‘Made in
China’ standards.? However, excluding imports from
procurement may worsen trade imbalances with China’s
key partners. The Legal and Competition Working
Group looks forward to concrete action that can create
a more predictable, transparent and fair business
environment.

Revised Company Law

A significantly revised version of the Company Law
entered into force on 1% July 2024.° Right before its
effective date, on 29" June 2024, the SPC issued a
judicial interpretation, in which Article 88 shall apply
retroactively to all transfers of equity interests, including
those that took place before the implementation of the
new Company Law."

The revised Company Law presents several requirements
for businesses, including updates to capital contribution
rules for limited liability companies (LLCs); new due
diligence requirements; and the requirement to have
an employee representative on the board of directors
of companies with more than 300 employees, unless

6 2025 Action Plan for Stabilising Foreign Investment, State Council, 22"
February 2025, viewed 16" April 2025, <https://english.www.gov.cn/
news/202502/22/content_WS67b9044dc6d0868f4e8efdff.html>

7 Article 17 says that the NDRC and the MOFCOM will speed up developing
and issuing relevant documents to specify the standards of domestic
products in government procurement and ensure that products produced
by enterprises of different ownerships within China participate equally in
government procurement activities. See: Ibid.

8 The ‘Made in China’ standards focus on ensuring that products genuinely
manufactured and substantially transformed within China, with significant
domestic content and key processes localised, qualify as domestic products
for government procurement purposes, thereby supporting local industry and
foreign investors who produce locally.

9 Company Law of the People’s Republic of China, Xinhua, 29" December
2023, viewed 19" April 2024, <http://www.news.cn/politics/20231230/e6964c
1620e04f3294989df81581389f/c.html>

10 Supreme People's Court Issues Judicial Interpretation on the Temporal Effect
of Applicable Company Laws, Information Bureau of the Supreme People’s
Court, 30" June 2024, viewed 15" May 2025, <https://www.court.gov.cn/
fabu/xiangqing/436481.html>
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the company already has a board of supervisors with
an employee representative. It also includes new
allowances for certain companies to have no supervisor;
the option for an audit committee in lieu of a supervisory
board or individual supervisors for LLCs; and greater
freedom to choose which personnel can serve as legal
representatives.

Private Economy Promotion Law

On 30" April 2025, the National People’s Congress
Standing Committee released the Private Economy
Promotion Law."

First introduced in October 2024, the bill emphasises
promoting the private sector, ensuring fair competition,
improving the investment and financing environment,
supporting technological innovation, providing regulatory
guidance, optimising services, strengthening rights
protection and enhancing legal responsibilities.” The
working group looks forward to a thorough enactment
and implementation in practice, which would benefit EU
companies in China by ensuring a fair and transparent
business environment.

Key Recommendations

1. Continue to Strengthen the Rule of Law
to Foster a Predictable Legal System for
Foreign Investors &P

Concern

Unpredictable policy changes and inconsistent
enforcement concern European investors, who demand
a stable legal framework, fair dispute systems and
equal treatment with local companies.

Assessment

China has made significant progress in improving its
legal system since joining the World Trade Organization
in December 2001. However, there are still challenges
in relation to the predictability, consistency, transparency
and impartiality of the system in certain areas of

11 See the Compliance and Business Ethics Working Group Position Paper
2025/2026 for more information.

12 Private Economy Promotion Law of the People’s Republic of China, Standing
Committee of the National People’s Congress, 30" April 2025, viewed 15"
May 2025, <https://www.gov.cn/yaowen/liebiao/202504/content_7022018.
htm>

13 Questions and answers on the draft of the Private Economy Promotion Law,
Bureau of Private Economy, 10™ October 2024, viewed 27" April 2025,
<https://www.ndrc.gov.cn/xwdt/xwfb/202410/t20241010_1393551.html>
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trade and investment. Such features are fundamental
for further developing the economy and supporting
domestic and foreign investor confidence.

1) On fairness, equality and non-discrimination

A level playing field for foreign-invested enterprises
(FIEs)

China’s ambition to create a fair and united market was
outlined in the Opinions on Accelerating the Establishment
of a Unified Domestic Market (Opinions), and the various
measures to promote the confidence of foreign investors
that were issued in both 2024 and 2025.""%"® These
documents acknowledge that improvements are needed
in specific areas and sectors. Fully implementing
them would help ensure a level playing field and non-
discriminatory market access for FIEs, but would require
the elimination of policies hindering fair competition
in public procurement, standards formulation and
participation in industry dialogues.

Standardise enforcement of laws and regulations
Despite significant improvements, European companies
still encounter regional inconsistencies in the application
and enforcement of laws and regulations. Discretionary
enforcement, often shaped by local political or
economic priorities, creates fragmentation and legal
uncertainty. These inconsistencies are compounded
by unannounced policy shifts which disrupt business
planning and increase compliance risks. The working
group expects the government to continue standardising
all judicial and administrative proceedings to create
a more predictable, transparent and impartial legal
system. To achieve this, the authorities will need to
reduce the adoption and application of ambiguous and
open-ended clauses in legislation, publish details on
enforcement and related decision-making processes,
and enhance and expand existing law enforcement
monitoring and reporting systems.

2) On legal certainty
Inconsistencies within laws and regulations

Consistency within the legal framework is fundamental
for planning business operations and exercising legal

14 Opinions on Accelerating the Establishment of a Unified Domestic Market,
State Council, 10™ April 2022, viewed 23" April 2024, <http://www.gov.cn/
xinwen/2022-04/10/content_5684388.htm>

15 Ibid.

16 Ibid.



rights. However, stipulations in Chinese legislation are
often inconsistent with or even contradictory to their
upper-level laws or regulations. Stricter and timelier
enforcement of the Legislation Law and the associated
legislative review would reduce contradictions and
inconsistencies within laws and regulations."” This
is essential for creating a stable and coherent legal
environment for companies.

Enforcement of judgments and awards

Despite reforms, challenges remain in the effective
enforcement of judicial rulings and arbitral awards,
as the People’s Courts and the winning parties in
proceedings are often not provided with adequate
means to follow up on enforcement proceedings.
Enhancing the transparency of the trial process and
judgement documents, ensuring enforcement timelines
and procedures for post-judgment action are clear and
setting up effective communication channels among the
interested parties would strengthen confidence in the
finality and effectiveness of legal remedies in China.

Procedural justice

Clearly stipulated terms and deadlines in court and
administrative procedures are crucial for companies
navigating complex disputes. Uncertainty in judicial
and administrative proceedings not only increases
litigation costs, but also discourages companies from
seeking timely redress. The working group hopes that
measures will be taken by the relevant authorities to
ensure stricter adherence to terms and deadlines and
make remedial mechanisms available to resolve non-
compliance issues.

Public consultation

Public consultation' is a crucial element in the lawmaking
process, as it facilitates the resolution of potential
problems in the practical implementation of laws
before their official promulgation, thereby ensuring
better legislation. Efforts have been made to improve
transparency through the work of the Ministry of
Justice (MOJ) and other ministries and commissions
to maintain their public consultation website. However,

17 The Legislation Law (amended in March 2015) requires amendment or
repeal of lower-level laws/regulations that contradict with upper-level ones
(Art. 96) and provides a legislative review process for consistency checking
(Articles 68, 72 and Chapter 5): The Legislation Law of the People’s Republic
of China, Xinhua, 14" March 2023, viewed 18" April 2024, <https://www.gov.
cn/xinwen/2023-03/14/content_5746569.htm>

18 See the Compliance & Business Ethics Position Paper 2025/2026 for more
information.
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there are still many occasions—especially at the
municipal level and below—when a period of at least
30 days for public consultation on draft regulations is
not strictly implemented as required by the Legislation
Law." Legislators should strictly enforce the stipulated
period or timeline, while also improving transparency
by publishing major contributions received from
stakeholders, together with feedback from regulators on
the stakeholders’ comments, in a manner similar to that
on the European Commission website.”

Access to judicial procedures and decisions
China’s constitution prescribes that all court cases will
be heard in public, except in special circumstances.”'
However, to attend trials that are available to the public,
foreign nationals must go through a lengthy approval
process that often prevents them from attending in
practice. The working group suggests that—as is
common practice in European jurisdictions—foreign
nationals be given full public access to commercial and
civil hearings in the People’s Courts without the need to
pre-register or receive special authorisation.

Similarly, while European businesses welcome the
publication of court judgments and improvements to the
websites of the SPC and local courts,?* only a limited
number of decisions are ‘approved for publication’.
Similarly, the working group fully supports the SPC’s
intention to ensure that business secrets and other
potentially confidential bits of information are removed
before the publication of judgments. However, this
process should be driven by the requests of the involved
parties and be reasonably quick. The working group
recommends that, in principle, all judgments across
China be published in a single, publicly accessible
database within a short timeframe after judgments
have been made. Judicial decisions and precedents
are crucial in both common law and civil law systems
not only for the academic study of the law, but also

19 The Legislation Law of the People’s Republic of China, Xinhua, 14" March
2023, viewed 18" April 2024, <https://www.gov.cn/xinwen/2023-03/14/
content_5746569.htm>

20 Have Your Say on Europe and its policies, Directorate-General for Communication,
European Commission, viewed 23" April 2024, <https:/have-your-say.ec.europa.
eu/index_en>

21 Constitution of the People’s Republic of China, State Council, 20" November
2019, viewed 18" April 2024, <https://english.www.gov.cn/archive/
lawsregulations/201911/20/content_ WS5ed8856ec6d0b3f0e9499913.html>

22 People’s courts’ decisions database, SPC, viewed 23" April 2024, <https:/
rmfyalk.court.gov.cn>

23 Beijing courts, 2025, Beijing High People’s Court, viewed 23 April 2024,
<https://bjgy.bjcourt.gov.cn/index.shtml>
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for the establishment of a transparent and predictable
system for businesses. This holds particularly true in
the enforcement of China’s Anti-monopoly Law (AML),
where detailed, factual and even economic analysis
on a case-by-case basis is fundamentally important. It
is therefore crucial that all judgements are published
in a timely manner so that companies may inform
themselves of their rights and obligations.

3) Promote the role of domestic and foreign lawyers,
and enhance personnel mobility and exchange

Legal professionals—including private practice lawyers
and in-house counsels, as well as domestic and
foreign lawyers—play a pivotal role in enhancing and
strengthening the rule of law, both domestically and
internationally. As global legal challenges become
more complex, it is increasingly important to foster
international legal cooperation and to ensure that
foreign lawyers are able to act on behalf of European
investors in China within reasonable parameters. This
will help companies navigate the legal system more
effectively and reduce misunderstandings that could
lead to disputes.

Recommendations

» Continue to advance the rule of law and implement a
FCR system to support investor confidence.

* Improve legal predictability by publishing regulatory
updates in advance.

+ Enhance legislative quality by enforcing consistent
laws and regulations across all levels of government
to provide a stable and predictable legal environment
for businesses.

» Standardise enforcement to eliminate discretionary
application and ensure equitable, transparent and
impartial implementation of laws nationwide.

* Ensure prompt, comprehensive and correct
enforcement of judicial decisions and arbitral awards
by disclosing the trial process, judgment documents
and enforcement proceedings, and setting up
effective communication channels among interested
parties.

+ Enhance compliance with terms and deadlines in
court and administrative procedures.

» Standardise the public consultation process.

» Continue to publish all judicial decisions to enhance
the transparency and predictability of the system.

* Recognise and support the contributions of both
domestic and foreign legal professionals to the
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development of a reliable legal environment and to
promote foreign direct investment in China.

* Ensure equal treatment for foreign-invested
enterprises in the commercial sector by eliminating
discriminatory restrictions and guaranteeing fair
access to all legally permitted business activities.

2. Establish a More Comprehensive Legal
Framework to Manage Risks Brought
by Rapid Technological Advancement,
such as Al, and Promote Data Exchange
between China and Europe QP

Concern

The rapid advancement of artificial intelligence (Al)
and other emerging technologies outpaces China's
fragmented legislative framework, which lacks both
a comprehensive legal framework and a nationwide
system for business data exchange between Chinese
and European businesses.

Assessment

The rapid advancement of Al and its associated
technologies has raised concerns about how current
legal frameworks, particularly in China, address the
emerging challenges of regulating Al, data privacy and
cross-border data flow. At the centre of these concerns
are issues related to national security, intellectual
property rights and the risk of misuse of Al technologies.
These technologies, particularly when used in areas
like facial recognition, deep learning and big data
analytics, can infringe on privacy rights and lead to
potential discrimination, bias, and other unintended
consequences and existing regulations may no longer
be sufficient to address these new challenges.

Regulations and issues in China

The development of Al technologies involves significant
data collection, processing and analysis, which carries
significant implications for privacy, security and public
trust. China has been particularly proactive in regulating
data usage within its borders, through policies such as
the Data Security Law (DSL),** the Personal Information

24 Data Security Law of the People's Republic of China, National People’s
Congress, 10" June 2021, viewed 27" April 2025, <http://www.npc.gov.cn/
englishnpc/c2759/c23934/202112/t20211209_385109.html>



Protection Law (PIPL),”® and the Cybersecurity Law.”®
However, these ambitious regulations have raised
concerns about their ability to balance innovation with
rights to privacy and the cross-border aspects of Al
development.

For instance, the DSL, implemented in September
2021, establishes comprehensive regulations on
data collection, processing and storage.” The law
classifies data into different categories based on its
importance to national security, with restrictions on the
export of data deemed critical. Similarly, the PIPL was
introduced to safeguard citizens’ personal information,
providing a framework for data privacy and protection.”®
The Regulations to Promote and Standardise Cross-
border Data Flows,* which came into force on 22™
March 2024, aim to provide some clarity by increasing
data volume thresholds for compliance, expanding
exemptions and streamlining approval processes for
data transfers out of China, but concerns remain.

Conflict with EU laws

As Al becomes integral to national defence, healthcare,
finance and other critical sectors, the risk of data
leakage or misuse increases. China's stringent data
export controls, which limit the transfer of sensitive
data outside its borders, are often viewed as a way
to protect national security. However, these controls
could potentially hinder international collaboration,
particularly with Western markets such as the EU,
which also has its own regulatory frameworks for Al
and data protection. Notably, this includes the General
Data Protection Regulation,* applicable since 25"
May 2018, and the Al Act,”" which entered into force
on 1% August 2024. The latter will have far-reaching
implications for all businesses that place Al systems

25 Personal Information Protection Law of the People's Republic of China,
the National People’s Congress of the People’s Republic of China, 29"
December 2021, viewed 27" April 2025, <http://en.npc.gov.cn.cdurl.cn/2021-
12/29/c_694559.htm>

26 Cyber Security Law of the People’s Republic of China, Xinhua, 7" November
2016, viewed 27" April 2025, <https://www.gov.cn/xinwen/2016-11/07/
content_5129723.htm>

27 Ibid.

28 Ibid.

29 Regulations to Promote and Standardise Cross-Border Data Flows, Cyberspace
Administration of China, 22 March 2024, viewed 27" April 2025, <https:/Awww.
cac.gov.cn/2024-03/22/c_1712776611775634.htm>

30 General Data Protection Regulation, intersoft consulting, 25" May 2018,
viewed 27th April 2025, <https://gdpr-info.eu/>

31 High-level summary of the Al Act, EU Atrtificial Intelligence Act, 27" Feb
2024, viewed 27™ April 2025, <https://artificialintelligenceact.eu/high-level-
summary/>
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on the EU market, including Chinese companies.
Even companies operating outside of the EU may fall
within the scope of the legislation if their Al systems
are used in the EU or affect individuals located there.
These challenges underscore the need for enhanced
regulatory cooperation and dialogue between Chinese
authorities and their European counterparts.

Opportunities for improvement

To enhance the mutual benefits of business collaboration
between China and the EU—where efficient data flow is
essential—it is imperative to reassess China's current
legislative framework on Al and data export controls.
This evaluation should ensure that existing laws are
adequate for maintaining competitiveness in the
global Al landscape by establishing ethical guidelines,
adopting a risk-based approach to Al regulation and
enhancing data privacy protections. While China's data
export controls aim to secure sensitive information, they
can hinder cross-border collaboration in Al research
and development, particularly with regions like Europe
that have different regulatory approaches.

Recommendations

Build a More Comprehensive Legal Framework

» Establish a dedicated governance body and
framework on Al ethical guidelines that ensure policy
development and enforcement is risk-based and
centred on transparency, accountability, fairness, non-
discrimination and adherence to international norms.

» Clarify rules on data ownership and control, establish
mechanisms for obtaining informed consent for data
usage, and ensure that data used to train Al models
is secure and respects privacy by tailoring data
protection and privacy laws to challenges specifically
related to Al.

Promote Data Exchange Between China and Europe

* Align key data protection laws, such as on
anonymisation, cross-border data flows and personal
information rights, through bilateral agreements to
streamline secure data exchange.

» Foster China-Europe collaboration on harmonising
Al regulatory standards by fostering China-Europe
collaboration between companies and research
institutions to align key areas such as algorithm
transparency, safety and ethics and encourage joint
research and development initiatives.

» Establish mutual recognition frameworks for Al
certifications between China and Europe to enable
automatic recognition of certified products and
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services across regions, facilitate cross-border
Al deployment, and reduce business compliance
burdens.

3. Eliminate Restrictions on the Legal
Services that Foreign Law Firms Can
Provide Q2

Concern

Foreign law firms in China face restrictive market
access rules that limit their capacity to deliver the
necessary cross-border legal services, compounded
by prohibitions on locally qualified lawyers practising in
foreign firms.

Assessment

While the registration and management of foreign law
firms and lawyers by the MOJ is a step in the right
direction,* significant restrictions remain on the scope
of legal services that foreign firms can provide. These
include restrictions in the areas of foreign investment
and business law, especially in the commercial area.
Moreover, foreign law firms continue to face constraints
on employing Chinese-licensed lawyers. These
limitations hinder the capacity of foreign law firms to
provide integrated cross-border legal services, weaken
talent development and diminish China’s attractiveness
as a global legal hub.

A more reciprocal approach to access in the field of
business law—where foreign law firms operating in
China are granted comparable rights to those enjoyed
by Chinese firms in Europe—would demonstrate a
strong commitment to fair competition and mutual
benefit. This is particularly relevant as China seeks to
further attract European investment and strengthen
legal alignment in emerging sectors such as green
finance, digital trade and Al governance.

1) Employment of Chinese-licensed lawyers by
European law firms and foreign partners of Chinese
firms

When European law firms in the Chinese mainland hire
licensed People’s Republic of China (PRC) lawyers,
those individuals’ qualifications and licences to practice
PRC law in non-contentious areas are suspended.

32 Procedure for practice approval of representatives of foreign law firms in
China, MOJ, 27" June 2019, viewed 3'd June 2025, <http://en.moj.gov.
¢n/2019-06/27/c_384695.htm>
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At the same time, foreign lawyers are not allowed to
become partners of Chinese law firms. Removing these
restrictions would provide faster, more cost-effective and
more efficient access to legal advice for both Chinese
and foreign clients, both locally and internationally.
It would also broaden the career prospects of both
PRC and EU lawyers, allowing them to grow and gain
expertise in local and international environments —
benefiting cross-border investors from both China and
the EU and advancing China’s broader goals of legal
modernisation and business environment optimisation.

Given China’s growing participation in bilateral and
multilateral agreements with high-standard legal
provisions, legal professionals need exposure to both
local and international frameworks. Integrated team
structures within firms would significantly enhance
talent development, reduce legal fragmentation, and
help harmonise regulatory interpretation in areas like
sustainability disclosures, digital governance and data
security.

As environmental, social and governance requirements,
carbon disclosure regulations, and digital economy
legislation grow increasingly complex and globally
intertwined, cross-border investors urgently need
coherent and seamless legal services that can interpret
both Chinese and international rules. Restrictive legal
service access hinders such compliance and increases
legal and operational risks for multinational businesses.

2) Participation of lawyers from foreign law firms in
Chinese government meetings

Lawyers from foreign law firms, including PRC-licensed
lawyers, have occasionally been permitted to appear,
participate and represent their clients before Chinese
government authorities and other public, non-judicial
authorities on a case-by-case basis. However, the lack
of transparent and inconsistently enforced access and
representation rights for lawyers working in foreign law
firms reduces the quality of information exchanged with
Chinese authorities and limits the sharing of experience
by foreign law firms with European investors.

This does not promote trust among foreign investors
towards Chinese authorities and can result in
misunderstandings that lead to European investors
having difficulties in finalising, or even postponing,
business decisions for the Chinese market.



This issue is especially relevant in newer regulatory
fields such as Al governance, carbon trading
compliance and cross-border data transfers, where
legal obligations remain fluid and require continual
dialogue between regulators and legal counsel. Allowing
foreign law firm lawyers to participate consistently and
transparently in such engagements would improve
investor confidence and promote more legally robust
ecosystems for innovation.

3) Developing relationships and dialogues with
supervising authorities

In almost all jurisdictions, lawyers and firms are
registered as ‘special professionals’, with stricter codes
of conduct and special requirements for practice.
For registered lawyers and representatives of firms
registered in the EU, it is essential to have guidance
from and dialogue with EU supervisory authorities at the
central level.

In a similar spirit, registered lawyers and representatives
of EU firms operating in China would like to have
exchanges with the MOJ and other competent
departments at the central level in China. They would
also benefit from the creation of open channels that
enable exchanges among professionals who are practising
law in different areas, including private practitioners, in-
house counsels, and public administration and legislative
bodies, either foreign or Chinese.

As legal norms evolve in areas like sustainability, anti-
greenwashing enforcement, Al ethics and cybersecurity,
continuous legal-regulatory dialogue becomes essential.
International law firms are often early observers
of cross-border trends and can share comparative
insights from jurisdictions like the EU, where regulatory
enforcement is maturing rapidly. Institutionalising these
exchanges in China could promote mutual learning,
build regulatory foresight and contribute to the legal
modernisation process.

4) Access to joint venture (JV) firms

Since the introduction of pilot joint operation schemes in
2015, China has made some progress in exploring new
models of cooperation between Chinese and foreign
law firms. Nonetheless, the actual progress and overall
impact of these pilot programmes remain minimal. The
current ‘one office, two brands’ model under the joint

European Business in China Position Paper
el EhERys 2025/2026

operation framework does not allow for full integration of
resources and expertise, and the number of successful
JV registrations remains small compared to foreign law
firms established in China.

In light of these limitations, the focus should shift
toward expanding the scope of services that foreign
law firms may provide directly, especially in the areas of
commercial law. Enabling foreign firms to operate with
greater flexibility would allow them to better meet the
legal needs of both Chinese and international clients
engaged in cross-border transactions. At the same
time, such measures would align with China’s broader
commitments to improving the business environment
and promoting legal certainty for foreign investors.

Consideration should be given to starting to allow
qualified foreign lawyers to become partners in Chinese
law firms at the local level in pilot locations.

5) Registration procedures and requirements

The registration process for a new foreign lawyer in
China can take several months, as it involves local
and central registration. Additionally, the requirements
for a chief representative to have at least three years
of foreign bar registration and six months of domicile
in the PRC are more stringent than the immigration
requirements for foreign representatives working
in other sectors. Foreign-owned law firms are also
required to have at least two foreign representatives to
fulfil establishment procedures.

Compared with other professional sectors that support
foreign investment (such as consulting, audit and
engineering), the onboarding procedures for foreign
legal professionals remain disproportionately slow and
resource-intensive. Streamlining these procedures—
especially for lawyers supporting international arbitration,
digital trade and climate-related finance—would
enhance China’s attractiveness as a regional hub for
legal services.

Consideration could also be given to creating a fast
track or digitalised registration pathway for lawyers from
jurisdictions with bilateral legal cooperation agreements
or comparable professional standards.

Moreover, the working group would like to see foreign
law firms in China allowed to adopt the same legal
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forms as domestic Chinese law firms, rather than being
limited to opening representative offices. Given the
many special regulations imposed on representative
offices, this limitation hinders their development and
restricts their operational flexibility.

Recommendations

» Allow foreign law firms to fully practice Chinese law
in commercial areas through the employment of
individuals who are qualified and licensed to do so.

» Allow lawyers in foreign law firms to fully represent
their clients before Chinese government authorities if
they have the proper powers of attorney, particularly
in non-judicial or administrative proceedings.

» Ensure consistent and transparent implementation
and enforcement of laws and regulations pertaining
to foreign investment.

» Establish channels for dialogue between foreign legal
professionals and supervising authorities to foster
mutual understanding and promote modernisation of
the legal system.

« Streamline the registration procedures, including
reducing the time required for registration and
requirements for foreign lawyers.

» Allow foreign law firms to establish themselves in
China using the same legal forms as domestic law
firms.

4. Enforce the AML in China without Political
Influence to Ensure Fair Treatment of All
Businesses

Concern

There is a risk that the enforcement of the AML in China
could be influenced by geopolitical considerations
amid increasing restrictions on cross-border trade,
which would undermine the Chinese Government’s
commitment to transparent and fair competition among
all market players.

Assessment

Globally, enforcement of competition rules such as the
AML is subject to detailed, fact-specific and technical
analysis. The AML has established a comprehensive
and suitable framework for competition law enforcement.
The State Administration for Market Regulation (SAMR),
together with its provincial counterparts, has grown
to become a mature and responsible competition law
enforcer.

106 Legal and Competition Working Group

However, as governments around the world leverage
their regulatory toolbox to address broader geopolitical
and trade objectives, the Legal and Competition
Working Group believes it is essential that the SAMR
prioritises a business-centric approach in enforcing
the AML. Competition law enforcement must continue
to revolve around the well-established principles of
competition law enforcement, which are shared by the
international competition law community. Geopolitical
considerations should not be included in such technical
analysis.

Recommendation

» Ensure that geopolitical factors do not influence AML
enforcement by the SAMR and its local counterparts,
and implement safeguards to ensure this does not
occur.

5. Continue to Strengthen the FCR System

Concern

Despite the recognised value of the fair competition
review (FCR) system, its robust implementation by
the SAMR and stakeholders may be hindered by the
pressures and uncertainties of the current complex
geopolitical environment.

Assessment

In 2022, the FCR system was incorporated into the
AML framework and in August 2024, the State Council
issued formal regulations on the FCR.* This integration
underscored the FCR’s importance to both national
and international stakeholders, reinforcing its role as a
key policy to promote transparent and fair competition,
benefiting all market players, including EU companies
operating in China.

However, the evolving geopolitical landscape and
increasing cross-border trade restrictions pose
challenges to the sustained momentum of FCR
implementation. These external pressures may reduce
the incentives for the SAMR and other stakeholders to
vigorously enforce the FCR policy, risking a slowdown
in progress despite its clear economic benefits.

To address this, the working group recommends that
the thorough implementation of the FCR policy be

33 The Regulations on Fair Competition Review, State Council, 6" June 2024,
viewed 27" April 2025, <https://www.gov.cn/zhengce/zhengceku/202406/
content_6957050.htm?xxgkhide=1>



maintained and strengthened. Additionally, mechanisms
should be established to facilitate market players’ ability
to file complaints or provide feedback on governmental
rules or practices that may undermine fair competition,
ensuring confidentiality to protect complainants’
identities when requested. These steps would enhance
market transparency and fairness, fostering a more
competitive business environment overall.

Recommendations
» Continue thorough implementation of the FCR policy.
» Refine the system for complaints by market players.

6. Ensure that Shareholders of Limited Liability
Companies are not Coerced into Exceeding
their Legal Obligations Through Exit Bans
on Legal Representatives or Principals @P

Concern

Legal representatives and principals can be prevented
from leaving China due to unsettled civil cases, which
can coerce shareholders into making payments
exceeding their registered capital obligations under the
Company Law to have the exit ban lifted.

Assessment

Several provisions under the Chinese regulations allow

courts to restrict individuals with unsettled civil cases

from leaving China. During civil procedures, foreigners

who meet the following three conditions will be subject

to an exit ban; *33%%7

1) The person must be party to an unsettled civil or
commercial case or the legal representative or

3

5

Guiding Opinions of the Supreme People's Court on Further Improving
the Trial of Foreign-Related Civil and Commercial Cases in Border Areas,
Supreme People's Court, 8" December 2010, viewed 3" April 2025, <https://
www.court.gov.cn/fabu/xiangqing/2481.html>

3

o

Interpretation of Supreme People's Court on Certain Issues concerning the
Application of Enforcement Procedures under the Civil Procedure Law,
Supreme People’s Court, National Laws and Regulation Database, 29"
December 2020, viewed 3" April 2025, <https://flk.npc.gov.cn/detail2.htm|?Z
mY4MDgxODE30OWY1ZDIOODAXNzImYTRjMGN]YjA00TI%3D>.

Law on Administration of Embarkation and Disembarkation, China Consular
Affairs, 30" June 2012, viewed 3 April 2025, <http://cs.mfa.gov.cn/wgrlh/
fifg/201307/t20130701_961407 .shtml>

37 Several Provisions on Lawfully Restricting the Entry and Exit of Aliens and

3

o

Chinese Citizens, Supreme People's Court, Supreme People's Procuratorate,
Ministry of Public Security and PKU Law, 10" March 1987, viewed 3" April
2025, <https://www.pkulaw.com/chl/ade2bf2e1b59757bbdfb.htm|?keyword=
%E5%85%B3%E4%BA%8E %E4%BE%9D%E6%B3%95%E9%99%90%ES5
%88%B6%E5%A4%96%ES5%9B%BD %E4%BA%BA%ES%92%8C%E4%B8
%AD%ES5%9B%BD%E5%85%AC%E6%B0%91%ES5%87 %BA%ES5%A2%83
%E9%97%AE%EI%A2%98%ET7%IA%84%E8%8B%A5%ES5%B9%B2%ES
%AT%84%ES5%AE %9A&way=listView>
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principal of the party in the event of a legal person;
2) The party may evade litigation or evade the
performance of legal obligations; and,
3) Failure to impose an exit ban may make the case
difficult to adjudicate or impossible to enforce.

In civil enforcement procedures, if the company subject
to enforcement refuses to comply with the obligations
set forth in the judgment, the same exit ban may be
imposed on its legal representative or principal. The exit
ban can be lifted if the company provides an adequate
and effective guarantee.

Exit bans may also be imposed on the legal representatives
and principals of companies in bankruptcy proceedings or
with unsettled tax obligations.**%

While exit bans are a serious consequence for both
Chinese and foreign nationals, they disproportionately
impact foreign nationals. Under an exit ban, foreign
nationals are more likely to be deprived of seeing family
or be otherwise negatively impacted by being unable
to return to the country of their nationality. When the
personal freedom of one of their employees is restricted
due to an unsettled civil case, shareholders are rushed
to settle the civil case and coerced into assuming
payment or other obligations that might exceed their
liability under the limited liability system. This effectively
shifts the balance of negotiating power, raises concerns
about doing business in China, undermines the limited
liability system—which is the basis for all economic
activity—and overshadows other efforts by the Chinese
Government to attract foreign investment and talent.

Recommendation

» Ensure that restrictions on personal freedom are
never improperly used, in order to protect the
integrity of the limited liability system.

38 Enterprise Bankruptcy Law of the People's Republic of China, National
People's Congress, 27" August 2006, viewed 3" April 2025, <https://
english.www.gov.cn/services/doingbusiness/202102/24/content_
WS6035f009c6d0719374af97ad.html>

39 Law of the People's Republic of China on the Administration of Tax Collection,
National People's Congress, 24" April 2015, viewed 3 April 2025, <http://
lawinfochina.com/display.aspx?id=19781&lib=law>
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Abbreviations
Al Artificial Intelligence
AML Anti-monopoly Law
DSL Data Security Law
FCR Fair Competition Review
FIE Foreign-invested Enterprise
Jv Joint Venture
LLC Limited Liability Company
MOJ Ministry of Justice
PIPL Personal Information Protection Law
PRC People’s Republic of China
SPC Supreme People’s Court
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Research and Development Working Group

Key Recommendations

1. Support Green and Sustainable Technology Research and Development
(R&D) to Accelerate Progress Towards Realising Carbon Neutrality and
China's other Environmental Goals ¢ Qb
» Increase dialogues and strategic partnerships between government, academia and business, and
promote social and technological innovation on low-carbon and circular technologies, especially at
universities, in collaboration with industry, start-ups, and social and public organisations.

» Create a supportive regulatory environment for new technologies and overall technology
openness.

» Guarantee freedom of research by facilitating the creation of regulatory sandboxes for pilots in low-
carbon, circular and sustainable technologies, and their scale-up and commercialisation.

» Provide an attractive catalogue of measures to support the long-term development of green, low-
carbon and circular technologies.

» Provide more transparency for China's carbon technology roadmap and R&D programmes.

» Close the financial gap that is caused by economies of scale differences between established
traditional solutions and new green alternatives.
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2. Create an Ecosystem that Supports Multinational Corporations' Digital
Innovation in China @P
» Simplify data transfer regulations and increase access to open data resources.
» Publish a list of open databases that foreign enterprises can access and clarify whether foreign-
invested enterprises (FIEs) can establish and manage their public databases independently.

3. Strengthen the Protection of R&D—Including Intellectual Property (IP)-
related Aspects—to Develop a World-class Innovation Environment Qb

» Consult with universities, foreign and national research institutions, and Chinese and international
companies' R&D departments, when drafting innovation and intellectual property rights (IPR)
protection policies.

» Increase technical expertise and standardise judgements in IP cases related to innovation and
R&D by centralising jurisdiction in top-tier locations with access to highly competent relevant legal
and scientific authorities.

» Enhance the enforcement of IPR legislation to prevent compelled technology transfers or
technology transfer difficulties.

» Allow the co-ownership of IP between the parent company and local affiliates (or ownership of the
parent company) in R&D projects funded by the Chinese Government.

4. Encourage FIEs to Contribute to R&D in China by Optimising the Financial

Incentives Framework and Improving International R&D Cooperation O
» Establish a common, reciprocal, transparent and efficient mechanism to facilitate EU-China R&D

B Research and Development Working Group 109
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cooperation with the participation of European companies based in China.
» Give fair notice about R&D funds and grant applications, allowing an appropriate response period

for all stakeholders.

* Remove restrictions that hinder FIEs from applying for China's High and New Technology Enterprise

status.

» Develop comprehensive regulations based on local governments' best practices that encourage the

development of foreign-funded R&D centres.

+ Explore further the role of FIEs in maintaining economic stability, enhancing global competitiveness
and contributing to low-carbon sustainable development in China.

5. Create an Ecosystem that Supports the Mobility of International Talent to

and from China QP

« Streamline the regulatory framework for talent acquisition.
+ Establish clear, inclusive criteria for foreign intern recruitment.
» Expand visa accessibility for qualified young professionals from European institutions.

Recent Developments

Over the past year, the Chinese Government introduced
a series of policies and guidelines, aimed at boosting
investment in research and development (R&D) and
attracting R&D activities to China. These include tax
reductions, incentives for researchers, and subsidies
from both central and local governments.

In 2025, the government released circulars on R&D
expense tax deductions for the integrated circuits
and software industry,” as well as the industrial
machine tools industry.” These complement the 2023
Implementation Guidance on Additional Deduction of
R&D Expense Policy.***

1 Circular of the National Development and Reform Commission and Other
Departments on the Formulation of the List of Integrated Circuit Enterprises or
Projects and Software Enterprises Enjoying Additional Deduction of R&D Expense
Policy in 2025, State Taxation Administration, 27" March 2025, viewed 21 April
2025, <https://fgk.chinatax.gov.cn/zcfgk/c100013/c5239410/content.html>

2 Circular of the Ministry of Industry and Information Technology National Development
and Reform Commission, Ministry of Finance, and State Taxation Administration on
the Formulation of the List of Industrial Machine Tool Enterprises Enjoying Additional
Deduction of R&D Expense Policy for the Year 2024, State Taxation Administration,
5" March 2025, viewed 21% April 2025, <https://fgk.chinatax.gov.cn/zcfgk/c100013/
c5238774/content.html>

3 Super deduction is a tax scheme that permits businesses to deduct more than 100
per cent of their eligible expenses from their taxable income. As such, the super-
deduction is effectively a subsidy for certain costs.

4 Execution Guidance on Additional Deduction of R&D Expense Policy (Ver. 2.0),
Ministry of Science and Technology, 7" July 2023, viewed 25" April 2024, <https://
www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/zcjd/202307/t20230707_186911.
html>
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On 22"™ February 2025, the State Council released
20 measures in the 2025 Action Plan for Stabilising
Foreign Investment (Plan).’ The Plan aims to enhance
the environment for foreign-invested enterprises
(FIEs'") activities in China in key high-tech sectors
such as telecommunications, healthcare and
biopharmaceuticals, which are R&D-intensive sectors.
The working group welcomes this support for foreign-
funded R&D activities and looks forward to detailed
implementation guidelines.

The State Council’s Action Plan for Special Action on
Patent Conversion and Utilisation (2023—-2025),° aims to
promote the industrialisation of patents, boost the real
economy and optimise the domestic innovation eco-
system by taking advantage of the new National Patent-
intensive Product Registration and Recognition Platform
and tapping into the advantages of China's market size.
As a result, in the first 10 months of 2024, there were
92,000 foreign invention patents authorised in China,
up 5.3 per cent year-on-year, and 121,000 trademark
registrations, up 13.1 per cent year-on-year.”

5 2025 Action Plan for Stabilising Foreign Investment, State Council, 22™ February
2025, viewed 21 April 2025, <https://english.www.gov.cn/news/202502/22/content_
WS67b9044dc6d0868f4e8efdff.html>

6 Action Plan for Special Action on Patent Conversion and Utilisation (2023-2025),
State Council, 19" October 2023, viewed 25" April 2025, <https://www.gov.cn/
zhengce/content/202310/content_6910281.htm>

7 Li, S, As of the end of October, the number of valid domestic invention patents
reached 4.66 million - a new breakthrough in the construction of a strong intellectual
property country, Economic Daily, 30" November 2024, viewed 21* April 2025,
<https://www.gov.cn/lianbo/bumen/202411/content_6990221.htm>



On 21°% December 2023, the National People's
Congress revised the Implementing Rules for the Patent
Law of the People's Republic of China. This revision
adds a patent term compensation system to the fourth
amendment of the Patent Law; a special chapter has
also been included on specific provisions. The revised
law aims to provide the legal framework to address
the needs of innovative entities and solve practical
problems.8 In 2024, around 1.05 million invention
patents were granted in China, an increase of 13.5 per
cent year-on-year.® On 5" January 2024, the State Data
Bureau and 16 other departments released the Three
Year Action Plan on 'Data X' (2024-2026) with the
aim of accelerating the utilisation of data resources in
12 key areas. The plan contains details on supporting
technological innovation with scientific data, focussing
on biological breeding, new material creation, drug
R&D and other fields, and accelerating technological
innovation and industrial upgrading through the
integration of digital intelligence.™

On 1% March 2024, the Shanghai Municipal Government
published the Plan for the Enhancement of Foreign-
funded R&D Centres in Shanghai," with the aim of
elevating Shanghai's status as a centre for international
science and technology innovation. As of February
2025, there were 597 foreign-invested R&D centres in
Shanghai, making the city the top destination for foreign
R&D centres in China."

8 Implementing Rules for the Patent Law of the People's Republic of China (Revised
2023), China National Intellectual Property Administration, 21* December 2023,
viewed 25" April 2024, <https://www.cnipa.gov.cn/art/2023/12/21/art_98_189197.
html>

9 Briefing by the State Council Information Office on the progress of intellectual
property rights work in 2024, State Council, 15" January 2025, viewed 22" April
2025, <https://www.gov.cn/lianbo/fabu/202501/content_6998991.htm>

10 Three Year Action Plan on “Data X” (2024-2026), Cyberspace Administration of

China, 5" January 2024, viewed 24" April 2025, <https://www.cac.gov.cn/2024-

01/05/c_1706119078060945.htm>

Circular of the General Office of Shanghai Municipal People's Government on

the Issuance of the Plan for the Enhancement of Foreign-funded R&D Centres in

Shanghai, Shanghai Municipal Government, 12" March 2024, viewed 21* April

2025, <https://www.shanghai.gov.cn/nw12344/20240312/8496fe67c56f4dc4b60ee5

dc7810d698.html>

12 A new batch of regional headquarters of multinational corporations and foreign-
funded R&D centres were awarded certificates! Foreign investors: China market
is becoming more and more important, China (Shanghai) Pilot Free Trade Zone
Administration, 21* March 2025, viewed 21 April 2025, <https://www.pudong.gov.
cn/china-shftz/qydt/20250321/803669.html>
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Key Recommendations

1. Support Green and Sustainable
Technology R&D to Accelerate Progress
Towards Realising Carbon Neutrality
and China's other Environmental Goals

¥ Qb

Concern

Current economic incentives in China prioritise gross
domestic product-boosting technologies rather than
those focussed on sustainability, which undermines
efforts to promote environmental protection and achieve
national decarbonisation goals.

Assessment

The Chinese Government has stated its commitment to
advance economic, ecological and social sustainability,
as reflected in its published policies and strategic
roadmaps,” such as the overarching policy document
that outlines the principles and tasks to achieve the
‘30/60° goals.™ However, more targeted support in
sustainability-related sectors is needed for emerging
green technologies to bridge the financial gap with
established traditional industries. This gap largely
results from differences in economies of scale, which
disadvantage new sustainable solutions compared to
mature conventional options.

While China has vowed to achieve global leadership in
green innovation, incentives need to be applicable to
the wider R&D sector to help accelerate the transition
towards a greener economy, where domestic and
foreign entities could jointly play a pioneering role.

To realise this potential, the R&D Working Group
encourages the introduction of further detailed
implementation guidelines and dialogue with relevant
government departments. This would enable FIEs
to take a more active part in science and technology
innovation for decarbonisation, thereby contributing to
China’s dual carbon goals.

13 China's Progress Report on Implementation of the 2030 Agenda for Sustainable
Development (2023), Centre for International Knowledge on Development,
18" October 2023, viewed 12" May 2025, <https://www.mfa.gov.cn/web/
ziliao_674904/zt_674979/dnzt_674981/qtzt/2030kcxfzyc_686343/yw/202310/
P020231018367257234614.pdf>

14 Working Guidance for Carbon Dioxide Peaking and Carbon Neutrality in Full and
Faithful Implementation of the New Development Philosophy, National Development
and Reform Commission, 27" October 2021, viewed 3" June 2025, <https://en.ndrc.
gov.cn/policies/202110/t20211024_1300725.html>
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The working group welcomes the establishment of
various national and local incentives and funding
programmes for low-carbon technologies R&D. Given
that significant investment is required in these areas,
additional public funding and tax incentives can
encourage companies to increase R&D and accelerate
the application of breakthrough low-carbon, circular
and clean technologies. It is recommended that China
provide more transparency and open access for
European Union (EU) companies to such R&D funding
programmes.

The ongoing EU-China cooperation on climate change,
the EU-China flagship initiative on climate change
and biodiversity, and various bilateral cooperation
mechanisms between EU countries and China on the
R&D of decarbonisation technology are also welcomed.
The working group recommends that the EU and China
further enhance intergovernmental collaboration and
establish a better platform for commercial cooperation
in these areas.

Recommendations

* Increase dialogues and strategic partnerships between
government, academia and business, and promote
social and technological innovation on low-carbon
and circular technologies, especially at universities, in
collaboration with industry, start-ups, and social and
public organisations.

» Create a supportive regulatory environment for new
technologies and overall technology openness.

» Guarantee freedom of research by facilitating the
creation of regulatory sandboxes for pilots in low-
carbon, circular and sustainable technologies, and
their scale-up and commercialisation.

* Provide an attractive catalogue of measures to
support the long-term development of green, low-
carbon and circular technologies.

* Provide more transparency for China's carbon
technology roadmap and R&D programmes.

» Close the financial gap that is caused by economies
of scale differences between established traditional
solutions and new green alternatives.

2. Create an Ecosystem that Supports
Multinational Corporations’ Digital
Innovation in China @P

Concern
China's current data and information technology (IT)

112 Research and Development Working Group B

regulations and divergence from global standards
hinder the operations of multinational corporations
(MNCs).

Assessment

China has achieved notable breakthroughs in artificial
intelligence (Al) and digitalisation, as the development
of DeepSeek illustrates. Despite these advancements,
China's digital R&D ecosystem still faces policy hurdles,
particularly regarding data access and localisation
requirements.

China's digital R&D landscape presents substantial
market opportunities for MNCs, yet companies face
multiple regulatory challenges, including limited access
to open data sources, mandatory in-country storage of
critical data, and complicated cross-border data transfer
processes. These regulatory challenges result in high
compliance costs and risks, thereby disincentivising
MNCs from investing in local digital R&D activities.

In January 2024, the State Data Bureau and 16 other
departments released the Three Year Action Plan on
'Data X' (2024-2026) with the aim of accelerating the
utilisation of data resources in 12 key areas. The plan
includes measures to promote the "sharing of science
data" and "provide high-quality data resources" for
R&D to companies in a number of industries including
pharmaceuticals and advanced materials."” However,
no clear guidelines exist on how FIEs can access and
use such data resources.

In March 2024, China released the Rules to Facilitate
and Regulate Cross-border Data Transfer, which has
relaxed, to some extent, regulatory restrictions on
non-sensitive data by non-sensitive data processors
with scenario-based and volume-based exemptions.'
Nevertheless, enterprises in industries such as
healthcare, information and communications technology,
and other key sectors are still subject to regular security
audits and backup requirements.

The main reason for these audits and requirements
is ambiguous regulatory definitions and the absence
of clear sector-specific guidelines, which further

15 The Three Year Action Plan on ‘Data X’ (2024-2026), Cyberspace Administration
of China, 5" January 2024, viewed 24" April 2025, <https://www.cac.gov.cn/2024-
01/05/c_1706119078060945.htm>

16 Rules to Facilitate and Regulate Cross-border Data Transfer, Cyberspace
Administration of China, 22" March 2024, viewed 30" April 2025, <https://www.cac.
gov.cn/2024-03/22/c_1712776611775634.htm>



complicates compliance. It leaves many companies
uncertain about whether their data is subject to strict
export controls. The subjective threshold for triggering
security assessments (such as biometric data versus
employment records) also contributes to compliance
uncertainty and hesitancy.

Exemption mechanisms, such as the 'Negative List' in
several pilot free trade zones, the conditional exemptions
in the Greater Bay Area’s 'Data Hub','” and the Lingang
"White List'in Shanghai,' are steps in the right direction,
but their scope remains limited and implementation is
inconsistent across regions.

Furthermore, China's data rules are not fully aligned
with global and regional frameworks, such as the
Comprehensive and Progressive Agreement for Trans-
Pacific Partnership, the General Data Protection
Regulation, or the Asia-Pacific Economic Cooperation
Cross-Border Privacy Rules. As a result, MNCs are
often required to maintain parallel compliance systems,
creating inefficiencies for companies in managing
several systems, impeding their strive for innovation
and ultimately their competitiveness.

European businesses acknowledge the Chinese
Government’s objective of safeguarding national data
security. Yet, the current regulatory environment raises
legitimate concerns among businesses, particularly
that implementing these measures may impede cross-
border R&D-related data flows and increase operational
costs.™

Therefore, the working group recommends that China
publish a list of open databases that foreign enterprises
can access and introduce a more holistic exemption
of cross-border data transfer requirements to facilitate
cross-border R&D-related data flows. Simplifying
these regulations and increasing access to open data
resources can help foster a better eco-system for
MNCs' digital innovation in China.

17 Facilitation Measure of “Standard Contract for the Cross-boundary Flow of Personal
Information within the Guangdong-Hong Kong-Macao Greater Bay Area (Mainland,
Hong Kong), Digital Policy Office of the Government of the Hong Kong Special
Administrative Region of the People’s Republic of China, viewed 30" April 2025,
<https://www.digitalpolicy.gov.hk/en/our_work/digital_infrastructure/mainland/cross-
boundary_data_flow/>

18 Hu, X, Lingang Debuts Cross-border Data ‘White List’ The first batch of 11 scenarios
covering intelligent connected vehicles, public funds, and biomedicine, which
received a lot of attention from multinational corporations and are highly welcomed,
Jiefang Daily, 18" May 2024, viewed 12" May 2025, <https://www.shanghai.gov.cn/
nw4411/20240518/9ad0a4be255642f2a179c0f413bbd3c6.html>

19 For more information, please see the Cybersecurity Sub-working Group Position
Paper 2025/2026.
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Recommendations

« Simplify data transfer regulations and increase
access to open data resources.

» Publish a list of open databases that foreign enterprises
can access and clarify whether FIEs can establish
and manage their public databases independently.

3. Strengthen the Protection of R&D—
Including IP-related Aspects—to Develop a
World-class Innovation Environment @D

Concern

European companies are still struggling to protect
their intellectual property rights (IPR) related to R&D
in China, which discourages them from investing in
cutting-edge technological innovation.

Assessment

To further encourage European companies to invest
in cutting-edge technology in China, it is important to
understand the differences between IPR strategies in
European countries and China. The core question is
how to protect IPR related to R&D while maintaining a
positive environment for innovation without overregulation.

To address this issue, China introduced a new Patent
Law, which went into force on 1% June 2021,%* and
a revised Science and Technology Progress Law,
officially promulgated on 24" December 2021.”' This
was followed by the revised Implementing Rules for the
Patent Law on 21* December 2023.”” These legislative
actions aim to establish and improve China's intellectual
property (IP) system, boosting social awareness of and
protecting IPR, and encourage independent innovation.
Tasked with optimising their respective business
environments, many local governments are carrying out
their own actions to strengthen IP enforcement.

To further China's goal of creating a better innovation
environment, the function, value and impact of the
patent system needs to be adjusted to balance the
needs of existing IP holders with those of new market

20 Patent Law of the People's Republic of China (2020 Revision), National People’s

Congress, 19" November 2020, viewed 16" April 2025, <http:/www.npc.gov.cn/npc/

¢2/c30834/202011/t20201119_308800.html >

Science and Technology Progress Law of the People's Republic of China, Ministry

of Science and Technology, 24" December 2021, viewed 16" April 2024, <http://

www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/flfg/202201/t20220118_179043.

html>

22 Implementing Rules for the Patent Law of the People's Republic of China (Revised
in 2023), China National Intellectual Property Administration, 21* December 2023,
viewed 25" April 2024, <https://www.cnipa.gov.cn/art/2023/12/21/art_98_189197.
html>
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entrants. Fostering R&D in new technologies, such
as biotechnology and Al, requires that the related IP
legal framework and patent system can swiftly and
strategically respond to the challenges that arise.
Consulting with experts from the private sector,
academics and scientific communities can help
realise these changes effectively. For instance, the
interpretation of the revised Patent Law should be
strengthened before being actively communicated to
local governments and enforcement authorities, with
widely accepted practical case studies and rulings
supporting the revisions. This will help ensure the
quality of judgements in IPR-related cases across
jurisdictions.

More complex cases require a higher level of judicial
and technical competence to provide the best outcome.
Although China has established several specialised
IP courts, courts outside Tier 1 cities without this high
degree of expertise may require a different approach,
like holding court cases or hearings remotely via video
link. A more centralised system for adjudication could
expand the range of IPR cases that can be heard,
alleviate pressure in technologically complex cases and
standardise IPR rulings at the national level. In addition,
establishing a complete expert hearing system would
also improve the court system's ability to hear IP-related
cases, while promoting the progress of IP-related cases
nationwide.

For FIEs, IPR protection is expensive, time-consuming
and offers only low compensation to victims. Due to
courts excessively applying the "statutory compensation”
standard to determine the amount of compensation, rights
holders often lose more than they gain both because of
the cost of providing proof and the length of the trial period.
At the same time, the concept of punitive damages is still
unclear.? Another issue is a defendant's ability to suspend
litigation by initiating the invalidity confirmation procedure.

Technology transfers from FIEs to "indigenous" Chinese
companies and vice versa also continue to be an issue.
On 2™ March 2019, the State Council repealed three
controversial articles within the Technology Import

23 For more information, please see: Intellectual Property Rights Working Group
Position Paper 2024/2025, European Union Chamber of Commerce, 11" September
2024, viewed 10" July 2025, <https://www.europeanchamber.com.cn/en/
publications-archive/1239/Intellectual_Property_Rights_Working_Group_Position__
Paper_2024_2025>
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and Export Administrative Regulation,* a positive
development in controlling compelled technology
transfer from a legal perspective. However, repealing
these articles does not automatically mean that
compelled technology transfers are not still taking
place. It remains of significant concern to the working
group that European companies are still being
compelled to transfer technology to maintain market
access — as reported by 17 per cent of respondents
to the European Chamber's Business Confidence
Survey 2024.%° Additional measures may be deemed
necessary to address the core problem, as modern
transfers are compelled by means of market access
rather than unnecessary administrative requirements.
There is therefore still a clear need to further optimise
IPR-related legislation. Integrating international
companies' feedback can help in this respect,”® while
also encouraging investment in R&D, which will boost
China's innovation capacity.

The process for transferring IP from Chinese firms to
foreign parties has become progressively tighter, with
transfers being strictly reviewed if they are deemed to
affect national security or core technology in strategic
fields.?” New IP produced by projects that receive
Chinese state funding requires: 1) approval from the
relevant government authorities if IP is to be transferred
or exclusively licensed to non-Chinese entities,
including international project partners that contribute
background IP; and 2) that the first licensed user of
the newly produced IP is in China. A certain degree of
relaxation of such restrictions can incentivise FIEs to
participate in China's innovation projects, as IP owned
by FIEs could prove essential background IP in some
projects. For example, enterprises are not eligible for
China's High and New Technology Enterprise (HNTE)
benefits without self-owned IP rights, due to the patent
requirement.”®

24 Administrative Decree No. 709, State Council, 18" March 2019, viewed 23" April
2024, <http://www.gov.cn/zhengce/content/2019-03/18/content_5374723.htm>

25 European Business in China Business Confidence Survey 2025, European Union
Chamber of Commerce in China, 28" May 2024, viewed 1% August 2025, <https://
www.europeanchamber.com.cn/en/publications-business-confidence-survey>

26 For more information, please see the Intellectual Property Rights Working Group
Paper 2024/2025, 11" September 2024, viewed 10" July 2025, <https://www.
europeanchamber.com.cn/en/publications-archive/1239/Intellectual_Property
Rights_Working_Group_Position_Paper_2024_2025>.

27 External Transfer of Intellectual Property Rights Measures (Trial Implementation),
State Council, 29" March 2018, viewed 23" April 2024, <https://www.gov.cn/
zhengce/content/2018-03/29/content_5278276.htm>

28 Measures for the Administration of Recognition of High-tech Enterprises, Ministry
of Science and Technology, 28" April 2008, viewed 6" July 2024, <http://www.
most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/gfxwij/gfxwj2010before/200811/
t20081129_65744.html>



Recommendations

» Consult with universities, foreign and national research
institutions, and Chinese and international companies'
R&D departments, when drafting innovation and IPR
protection policies.

* Increase technical expertise and standardise judgements
in IP cases related to innovation and R&D by centralising
jurisdiction in top-tier locations with access to highly
competent relevant legal and scientific authorities.

» Enhance the enforcement of IPR legislation to prevent
compelled technology transfers or technology transfer
difficulties.

» Allow the co-ownership of IP between the parent
company and local affiliates (or ownership of the parent
company) in R&D projects funded by the Chinese
Government.

4. Encourage FIEs to Contribute to R&D
in China by Optimising the Financial
Incentives Framework and Improving
International R&D Cooperation O

Concern

FIEs face significant challenges in acquiring HNTE
status and accessing public funding and grants for
R&D.

Assessment

China has well-developed incentives to stimulate
innovation, including 'strategic support' (long-term
structural incentives like HNTE status and a super
deduction scheme for reducing costs) and 'tactical
support' (focussed grants for projects with a definite
scope and target). HNTE status—one of the most
important criteria—was revised in 2016 by the Ministry
of Science and Technology, the Ministry of Finance and
the State Taxation Administration.” Although specific
requirements were relaxed, such as the minimum R&D
expense ratio and the level of academic qualifications of
technical personnel, those relating to IP ownership were
tightened, with the applicant needing to own the core IP
of their product or service within China. Although FIEs
run some of China's largest R&D operations, in many
cases, their core technologies were initially developed
outside of China thus they lack IP ownership within
China. This situation leads to significant difficulties
for FIEs in meeting the requirements to acquire and

29 Criteria for High and New Technology Enterprises, Ministry of Science and
Technology, 8" June 2020, viewed 21 April 2024, <https://www.gov.cn/fuwu/2020-
06/08/content_5518015.htm>

European Business in China Position Paper
st bhEpss 20252026 3

maintain HNTE status. Moreover, even if FIEs are willing
to reregister patents in China, patent priority will only be
granted if applicants submit the relevant applications
within 12 months of the date when the patent was first
filed, and only if the country in which it was first filed
has an agreement signed or an international treaty
with China. Applicants must also submit examination
information from the country of origin within a prescribed
time limit, or the application will be deemed withdrawn.
This results in increased operating costs for FIEs and
raises the risk of infringement. Given these challenges,
the working group recommends that the authorities
agree to accept globally registered patents as part of
the HNTE application process.

Frameworks allowing international R&D cooperation
between China and other countries exist in abundance,
for example, the EU-China Research and Innovation
Co-Funding Mechanism,* through which academic
and industry members from Europe and China
have jointly developed innovative technologies of
common interest. However, there has been a lack of
coordination between the Chinese Government and the
EU regarding funding, project timelines and approval
processes. FIEs often face opaque or unclear application
information and procedures for relevant programmes.
R&D cooperation between the EU and China has great
potential; for example, in the fields of agriculture, food
and biotechnology, climate change, circular economy
and biodiversity, the two sides share the same goals.
Strengthening scientific research cooperation between
the EU and China would help to integrate existing
resources and encourage researchers on both sides.
China and the EU are also important trading partners to
each other. Strengthening relevant scientific research
cooperation would facilitate quicker commercialisation
of research results. To further promote international
R&D cooperation, China and the EU should also hold
open discussions on establishing a common, reciprocal,
transparent and efficient mechanism.

The State Council's Several Measures on Further
Encouraging Foreign Investment to Establish R&D
Centres® and the Opinions on Further Optimising the

30 China and EU Sign New Round of Joint Research Funding Agreement, Ministry of
Science and Technology, 26™ April 2022, viewed 28" April 2024, <http://www.most.
gov.cn/kjbgz/202204/t20220426_180342.html>

31 Several Measures on Further Encouraging Foreign Investment to Establish R&D
Centres, Ministry of Science and Technology, 19" January 2023, viewed 17"
April 2024, <https://www.most.gov.cn/xxgk/xinxifenlei/fdzdgknr/fgzc/zcjd/202301/
t20230119_184334.html>
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Foreign Investment Environment and Increasing the
Attractiveness of Foreign Investment, released in 2023,
are positive developments for R&D centres in China.*
The measures directly address some of the concerns
the working group has had for many years, and, since
their release, member companies have reported some
improvements when applying for related projects. Local
R&D support mechanisms have also been greatly
simplified, such as the Programme of Collaborative
Innovation with Foreign-funded R&D Institutions
under the 2023 Shanghai Action Plan for Science,
Technology and Innovation.*® While there is still room
for improvement compared to the treatment given to
'domestic champions', it is encouraging to see such
support mechanisms for FIEs. The working group hopes
to see similar initiatives expanded throughout China in
the long-term.

Recommendations

» Establish a common, reciprocal, transparent and
efficient mechanism to facilitate EU-China R&D
cooperation with the participation of European
companies based in China.

* Give fair notice about R&D funds and grant
applications, allowing an appropriate response period
for all stakeholders.

* Remove restrictions that hinder FIEs from applying
for High and New Technology Enterprise status.

» Develop comprehensive regulations based on local
governments' best practices that encourage the
development of foreign-funded R&D centres.

» Explore further the role of FIEs in maintaining
economic stability, enhancing global competitiveness
and contributing to low-carbon sustainable development
in China.

5. Create an Ecosystem that Supports the
Mobility of International Talent to and
from China @b

Concern
International enterprises struggle to attract and retain
global research talent—especially in emerging fields—

32 Opinions on Further Optimising the Foreign Investment Environment and Increasing
the Attractiveness of Foreign Investment, State Council, 13" August 2023, viewed
25" April 2024, <https://www.gov.cn/zhengce/content/202308/content_6898048.
htm>

33 Programme of Collaborative Innovation with Foreign-Funded R&D Institutions
under the 2023 Shanghai Action Plan for Science, Technology and Innovation, S&T
Commission of Shanghai Municipality, 21 March 2023, viewed 17" April 2024,
<https://www.shanghai.gov.cn/gwk/search/content/20f388085f014ce68365d211
5b078920>
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hindering knowledge transfer, cross-border innovation
and local development of cutting-edge technologies.

Assessment

The Chinese Government has introduced a range of
policies to support R&D development through foreign
talent acquisition.* While these initiatives reflect
China's efforts to facilitate international collaboration,
challenges remain for European companies navigating
the multi-agency regulatory framework. At the local
level, this framework involves the Human Resources
and Social Security Bureau, the Science and
Technology Commission’s Talent Service Office, and the
Foreign Expert Office — each with distinct procedures,
requirements and timelines. The lack of coordination
among these agencies often leads to administrative
delays, inconsistent interpretations of policies, and
increased compliance burdens, making it difficult for
European companies to efficiently manage talent
acquisition, visa processing and R&D approvals.

Recent policy developments in 2024 and 2025—
such as expanded visa-free arrangements for several
European countries and streamlined application
procedures—show progress in facilitating international
mobility.*> Nevertheless, regulations related to the
recruitment of R&D talent require further clarification
and refinement. For example, the qualification criteria
for hiring foreign interns, particularly the definition of a
‘well-known domestic enterprise’, remain unclear and
potentially restrictive for European enterprises.

Additionally, the current talent acquisition system
tends to favour narrowly defined categories, such
as graduates from leading global institutions, highly
accomplished senior experts and new graduates.
While this approach maintains high standards, it risks
excluding mid-career professionals and emerging
talent from European institutions that could significantly
contribute to China’s innovation ecosystem.

34 Across China, in major first and second-tier cities, action plans have been released
to facilitate foreign investment, which place emphasis on foreign-invested R&D
centres and talent acquisition. In Beijing, see: Circular of Beijing Municipal Bureau
of Economy and Information Technology on the Issuance of Beijing Municipal Action
Plan for Promoting High-level Opening-up of High Precision Industries to the World
(2025), Beijing Bureau of Economy and Information Technology, 23 May 2025,
viewed 30" May 2025, <https:/www.beijing.gov.cn/zhengce/zhengcefagui/202505/
t20250528_4101014.html>; In Shanghai, see: Circular of the General Office of
Shanghai Municipal People's Government on the Issuance of the Shanghai Foreign-
funded R&D Centre Enhancement Plan, General Office of Shanghai Municipal
Government, 12" March 2024, viewed 30" May 2025, <https://www.shanghai.gov.
cn/nw12344/20240312/8496fe67c56f4dc4b60ee5dc7810d698.html>

35 For more information, please see the Human Resources Working Group Position
Paper 2025/2026.
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Recommendations
+ Streamline the regulatory framework for talent

acquisition.

» Establish clear, inclusive criteria for foreign intern

recruitment.

» Expand visa accessibility for qualified young professionals
from European institutions.

Abbreviations

Al Artificial Intelligence §
EU European Union %
FIE Foreign-invested Enterprise 5
HNTE High and New Technology Enterprise g
IP Intellectual Property ?,.,.
IPR Intellectual Property Rights @
MNC Multinational Corporation 5
R&D Research and Development
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Standards and Conformity Assessment Working Group

Key Recommendations

1. Enhance Transparency in China’s Standardisation System by Properly
Notifying Mandatory and de Facto Mandatory Standards to World Trade
Organization Technical Barriers to Trade (WTO/TBT) and by Providing
More Information to Industry Players &P

» Ensure transparency with regard to information sharing on important standards, the allocation
of standardisation projects to Technical Committees (TCs), disclosure of financial information,
participation or sponsorship fees, membership requirements and set-up processes for expert
groups.

» Provide timely feedback on applications to join TCs, increasing the availability of information
on application criteria and reasoning behind decisions.

* Increase communication with relevant industries when mandatory standards are proposed to
understand the challenges and whether they are feasible.

» Ensure proper notification of all mandatory standards that may impact market access, and
increase the scope to cover all mandatory market access requirements.

» Follow the same notification procedure for mandatory standards when recommended national
standards, industry standards or social organisation standards must be implemented as
mandatory.

2. Ensure All Relevant Stakeholders Have Equal Access to and Participation
Rights in Standardisation Work &P

» Grant fair access for interested stakeholders to all standardisation development organisations,
including social organisations.

» Ensure equal, open and extensive industry involvement in all types of standardisation work.

* Allow commercial organisations that meet accreditation requirements to participate in market
surveillance.

3. Continue to Optimise China’s Standardisation System by Ensuring a
Predictable Policy and Regulatory Framework with Clear, Well-defined
and Reasonable Processes, Backed by Effective Enforcement &P
Mandatory standards and certification schemes
» Continue to limit the scope of technical regulations and mandatory standards to issues related

to protection of the environment, health and safety (EHS), in accordance with the WTO/ TBT
Agreement.

» Optimise the synchronisation of mandatory standards, compulsory certification schemes
and administrative licensing schemes, and ensure all mandatory type-approval schemes for
market access are based only on national mandatory standards.

» Introduce reasonable transition periods for mandatory standards in a transparent manner and
adopt European best practices on transition periods in more industries.

» Avoid different implementation dates for national mandatory standards at both the local and
national levels.

118 Sstandards and Conformity Assessment Working Group m
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» Ensure that when establishing transition periods for standards impacting several industries, due
consideration is given to the impacts on all industries affected.

* Avoid referring to recommended standards in mandatory standards.

* Avoid implementing recommended standards as mandatory standards, and provide sufficient
transition periods when recommended standards must be implemented as mandatory.

Social organisation standards

» Develop and implement proper procedures to facilitate the transformation of social organisation
standards into national and industry standards.

» Set up an inclusive, public consultation process prior to the adoption of social organisation
standards to improve their quality and enhance their subsequent application.

Market surveillance

* Avoid referring to recommended standards in law enforcement and market surveillance, and
limit market surveillance to mandatory requirements.

* Increase the number of consumer product categories to be checked in the market, especially
for consumer products not covered by mandatory certification or energy labelling requirements.

» Limit the number of testing samples and the number of checks for large equipment and high-
value products.

» Ascertain the veracity of health-related and other product claims by companies in order to
prevent consumer fraud and mitigate safety issues.

» Conduct checks on products used in engineering projects to ensure they meet mandatory
requirements.

» Intensify follow-up market checks, and develop processes and penalties that serve as effective
deterrents.

» Guarantee the right to appeal and due process for all companies in cases of disputes.

» Ensure proportionality in the adjudication of penalties and consistency across jurisdictions.

» Provide diverse channels for reporting non-compliance of consumer products.

Strengthen International Standardisation Work and Increase Harmonisation

of Domestic and International Standards and Conformity Assessment

Schemes, Particularly in Areas Linked to the Green and Digital Transitions

ap

» Continue participating in international standard-setting activities and increase the adoption rate
of identical international standards.

» Support the recognition of test reports at both the national and international levels.

* Ensure China’s unified green development standards and conformity assessment schemes are
harmonised with international practices to minimise companies’ financial risks under various
carbon tariff plans.

» Support the mutual recognition of green certificates.

* Improve coordination among different ministries and departments on artificial intelligence (Al)
standardisation and governance, and engage with other governments and relevant actors to
develop international standards and boost harmonisation.

» Cooperate with international stakeholders to develop international standards and boost
harmonisation in the fields of digital transformation of quality infrastructure, digital product
labelling, the internet of things and data-driven industrial transformation.

» Specify in the Product Quality Law that digital labelling and user manuals for products will be
allowed.

m Standards and Conformity Assessment Working Group 119
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Quality and Safety Services Sub-working Group

1. Ensure Equal and Fair Treatment in Government Procurement Activities for

Foreign-invested Testing, Inspection and Certification (TIC) Agencies &P
» Promote market-orientated reforms of government-affiliated TIC agencies and provide equal

access to government procurement activities for foreign-invested TIC agencies to encourage

fair competition.

» Remove all conditions unrelated to the capabilities required to perform a bid in the qualification

process.

» Further regulate government procurement by establishing a fair, transparent, impartial and

efficient management system.

2. Allow Foreign-invested TIC Agencies to Provide Container Inspection

Services P

» Encourage fair market competition by allowing foreign-invested TIC agencies to provide
statutory inspection services for domestic and foreign containers.

3. Create the Conditions to Allow Foreign-invested TIC Agencies to Fully
Contrlbute to China’s 30/60 Goals s* QP

Provide more policy guidance to facilitate foreign-invested agencies’ contribution to China’s

30/60 goals, and ensure equal market access for foreign-invested TIC agencies.
» Create a platform for foreign-invested TIC agencies and Chinese stakeholders to jointly

contribute to China’s 30/60 goals.

4. Allow TIC Companies to Benefit from Relevant Industrial Support Policies

at All Levels

» Revise the Strategic Emerging Industries Classification and establish a sub-category under
the ‘High-technology Services’ section titled ‘Testing, Inspection and Certification’ to reflect the

sector’s advanced development needs.

» Build a dedicated policy support framework for the TIC sector.
- Create an annual National Quality Infrastructure special fund with priority funding for smart

laboratory equipment upgrades.

- Introduce accelerated depreciation subsidies for testing equipment.

- Extend an immediate value-added tax rebate on TIC service revenues, to support its
development as one of the science and technology service industries, modelled on the
research and development super-deduction policy.

Recent Developments

According to the Standardisation Administration of
China’s (SAC’s) National Public Service Platform for
Standards Information, at the time of writing China
had released 2,138 national standards (of which
154 were mandatory), 4,023 industry standards and
11,433 local standards. As of late April 2025, 104,500

120 standards and Conformity Assessment Working Group m

social organisation standards were publicised on the
platform (of which 104,472 were in effect). Meanwhile,
as of February 2025, there were 563,045 enterprise
standards.’

1 Monthly Statistical Report on Enterprise Standard Declaration Data (February
2025), Enterprise Standards Information Public Service Platform, 5" March 2025,
viewed 22" April 2025, <https://www.qybz.org.cn/user/monthlyDetail/5be67d2c67
8644a3a4b40d763c40c5c9>



Since early 2025, several key guiding documents
linked to standardisation have been published. These
include the State Administration for Market Regulation’s
(SAMR’s) and other ministries’ Guiding Opinions on
Strengthening Supervision of Standard Formulation
and Implementation, which provides guidance linked
to strengthening the formulation, implementation and
supervision of the various categories of standards.?
Another relevant document linked to standardisation
work in key industries is the Ministry of Industry and
Information Technology’s (MIIT’s) Circular on the
Issuance of the Key Points of Industry and Information
Technology Standard Work in 2025. It encourages the
development of more than 1,800 industry standards
in 2025, the establishment of more than five new
technical committees (TCs) for emerging and future
industries, support for the development of more than
100 international standards led by Chinese players, and
achieving an 88 per cent adoption rate of international
standards.®

According to the SAMR’s Key Legislative Tasks for
2025, in addition to the entry into force of the Measures
for the Adoption of International Standards, other key
pieces of legislation relevant to the Standards and
Conformity Assessment Working Group include the
Certification and Accreditation Regulations.”

Key Recommendations

1. Enhance Transparency in China’s
Standardisation System by Properly
Notifying Mandatory and de Facto Mandatory
Standards to World Trade Organization
Technical Barriers to Trade (WTO/TBT) and
by Providing More Information to Industry
Players P

Concern

Enhanced transparency in China’s standardisation system
at all levels is needed to reduce unnecessary obstacles to
trade, and increase openness and inclusiveness.

2 Guiding Opinions on Strengthening Supervision of Standard Formulation and
Implementation, National Standardization Administration, 2nd January 2025,
viewed 22™ April 2025, <https://www.sac.gov.cn/xxgk/zcwj/art/2025/art_6428bd84
e733412{85158f3e73046bbc.html>

3 Circular on the Issuance of the Key Points of Industry and Information Technology
Standard Work in 2025, MIIT, 8" April 2025, viewed 22" April 2025, <https://wap.
miit.gov.cn/zwgk/zewj/wjfb/tz/art/2025/art_02f418da5c244531b408b1eac63f1cf8.
html>

4 The State Administration for Market Regulation (SAMR) outlines its key legislative
tasks for 2025, SAMR, 21 March 2025, viewed 22™ April 2025, <https://www.
samr.gov.cn/xw/zj/art/2025/art_f4c6c21f93eb4e418bd5333ddd847a5b.html>
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Assessment

Unclear access procedures and the lack of information
remain the main barriers preventing European companies
from participating in standardisation activities in China.’
In some cases, applications for TC membership go
unanswered, which means that applicants do not know
what the criteria for approval are or why they have not
been considered. The lack of such feedback means that
they are unable to better prepare for future applications.

Availability of information is also essential for companies
to be able to adopt important (particularly mandatory)
standards. More outreach efforts by relevant authorities
would help companies understand the key contents of
these standards before implementing them.

The need to improve transparency also applies to
China’s engagement with international bodies like the
World Trade Organization (WTO). Government bodies
of signatory countries and regions to the WTO Technical
Barriers to Trade (TBT) Agreement are obliged to
notify other WTO members about proposed technical
regulations and conformity assessment procedures at
an early stage to avoid unnecessary and/or protectionist
obstacles to trade. While the working group recognises
the progress made by China, there have still been many
cases in which either no notification was given or the
information was incomplete.

Currently, many mandatory market access schemes
in China have still not been notified to the WTO even
though they affect market access for the products
they cover, and there are still instances of voluntary
standards acting as de facto mandatory market access
barriers that are also not being notified to the WTO. The
working group has also noted that in cases when such
notice has been given to the WTO, the implementation
date is not always indicated. The working group
recommends that Chinese authorities further improve
their notification framework and ensure that the WTO/
TBT public notices contain all required information,
including the implementation date of the standard.

Recommendations
* Ensure transparency with regard to information
sharing on important standards, the allocation of

5 Siloing and Diversification: One World, Two Systems, European Union Chamber
of Commerce in China, 9" January 2025, viewed 22™ April 2025, pp. 32-37,
<https://lwww.europeanchamber.com.cn/en/publications-archive/1272/Siloing_
and_Diversification_One_World_Two_Systems>
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standardisation projects to TCs, disclosure of financial
information, participation or sponsorship fees,
membership requirements and set-up processes for
expert groups.

» Provide timely feedback on applications to join TCs,
increasing the availability of information on application
criteria and reasoning behind decisions.

* Increase communication with relevant industries when
mandatory standards are proposed to understand the
challenges and whether they are feasible.

» Ensure proper notification of all mandatory standards
that may impact market access, and increase
the scope to cover all mandatory market access
requirements.

» Follow the same notification procedure for mandatory
standards when recommended national standards,
industry standards or social organisation standards
must be implemented as mandatory.

2. Ensure All Relevant Stakeholders Have
Equal Access to and Participation
Rights in Standardisation Work &P

Concern

Although it has been stipulated in numerous pieces
of Chinese legislation—including the Foreign
Investment Law—that all relevant stakeholders shall
be granted equal access to and participation rights in
standardisation work, there is still a substantial gap in
implementation.

Assessment

The Foreign Investment Law, the National Standardisation
Development Outline and other relevant regulations
and guidelines commit to ensuring open, inclusive
and transparent standardisation processes for all
stakeholders.®®” However, according to a survey
conducted in late 2024 for the European Chamber’s
report Siloing and Diversification: One World, Two
Systems, over a quarter of respondents reported no
change to their access to standardisation and six
per cent noted a deterioration.® For those reporting

6 Foreign Investment Law of the People’s Republic of China, NDRC, 24" February
2021, viewed 13" June 2025, <https://en.ndrc.gov.cn/policies/202105/
t20210527_1281403.html>

7 National Standardisation Development Outline, State Council, 10" October
2021, viewed 22" April 2024, <https://www.gov.cn/zhengce/2021-10/10/
content_5641727.htm>

8 Siloing and Diversification: One World, Two Systems, European Union Chamber
of Commerce in China, 9" January 2025, viewed 22™ April 2025, pp. 32-37,
<https://www.europeanchamber.com.cn/en/publications-archive/1272/Siloing_
and_Diversification_One_World_Two_Systems>
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access issues, the barriers are increasingly indirect.’ In
addition to those linked to transparency and availability
of information mentioned in Key Recommendation 1,
Chamber members report other issues, such as an
inability to become a top drafter for a standard and
being blocked by competitors that are already part of
the standardisation body.

In addition, as industrial supply and value chains
become increasingly intertwined, standards and
regulations developed in a given industry may have
an impact on companies up and downstream of
their respective supply chains. A new challenge to
participation resulting from this is companies being
unable to engage in standardisation bodies that are not
directly under the scope of their industry focus, even
when standards developed might still have an impact
on them.

The Chinese Government should continue to step
up its efforts to promote foreign-invested enterprises’
(FIEs’) equal participation in domestic standardisation
activities. This includes encouraging interested
stakeholders (regardless of nationality and size) to be
involved in pilot and demonstration projects involving
social organisation standards; providing feedback on
major standardisation strategies; and allowing FIEs to
hold the secretariat of a TC, lead the drafting of Chinese
standards, participate in or lead China’s international
standardisation activities in certain technical fields, and
access incentive policies from government at all levels.
In addition, the behaviour of groups developing social
organisation standards—such as associations, industry
alliances and federations—should be supervised to
ensure fair and equal access, and participation rights,
for all stakeholders.' In addition, industry players
should be allowed to participate in standardisation
bodies not directly under their industry scope to ensure
that potential impacts are pre-empted and addressed.

Finally, the working group believes that, provided they
meet the accreditation requirements, FIEs should

9 Ruhlig, T, The Shape of Things to Come: The Race to Control Technical
Standardisation, European Union Chamber of Commerce in China and the
Swedish Institute of International Affairs, 2" December 2021, viewed 22™ April
2025, <https://www.europeanchamber.com.cn/en/publications-standardisation-
report>

10 For more sector-specific information on European businesses’ access to
and participation in standardisation activities in China, please refer to Key
Recommendation 4 of the 2025/2026 Rail Working Group Position Paper; Key
Recommendation 4.2 of the 2025/2026 Cosmetics Working Group Position
Paper; and Key Recommendation 2 of the 2025/2026 Information Communication
Technology Working Group Position Paper.



also be given the same opportunities as domestic
organisations to participate in market surveillance,
including conducting product sampling and other
activities.

Recommendations

» Grant fair access for interested stakeholders to all
standardisation development organisations, including
social organisations.

» Ensure equal, open and extensive industry involvement
in all types of standardisation work.

* Allow commercial organisations that meet
accreditation requirements to participate in market
surveillance.

3. Continue to Optimise China’s Standardisation
System by Ensuring a Predictable Policy
and Regulatory Framework with Clear, Well-
defined and Reasonable Processes, Backed
by Effective Enforcement &P

Concern

More work needs to be done by regulators to ensure a well-
defined, predictable and streamlined standardisation
system, in terms of both policy design and implementation.

Assessment

Mandatory standards and certification schemes
Firstly, looking at scope, the WTO/TBT Agreement
allows countries to take necessary measures to
fulfil legitimate objectives, such as ensuring national
security, preventing deceptive practices and protecting
the environment, health and safety. In recent policy
documents, Chinese regulators reiterate their
commitment to limiting the scope of mandatory
standards to these objectives." This should be done by
rescinding mandatory industry standards or converting
them to either recommended or mandatory national
standards, such as with the updates to the Network
Critical Equipment and Security-specific Product
Catalogue."”

11 Guiding Opinions on Strengthening Supervision of Standard Formulation and
Implementation, National Standardization Administration, 2" January 2025,
viewed 22™ April 2025, <https://www.sac.gov.cn/xxgk/zcwj/art/2025/art_6428bd84
€733412f85158f3e73046bbc.html>

12 Network Critical Equipment and Security-specific Product Catalogue, Ministry
of Industry and Information Technology, 4" July 2023, viewed 22™ April 2025,
<https://www.miit.gov.cn/jgsj/waj/wjfb/art/2023/art_9080a8689c584 16eaf56f88649
€242d3.html>
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Secondly, according to the Standardisation Law, many
products must comply with mandatory standards." In
addition, other regulations require certain products to
comply with specific mandatory certification schemes
and individual administrative licensing schemes.
However, the lack of coordination between these
regulations and the ministries that formulate them
results in overlapping testing requirements, which leads
to additional costs for manufacturers and can even
delay product launches. Improved coordination among
relevant authorities would help to eliminate these
overlaps or conflicts and could ensure these schemes
are only based on mandatory standards. It would also
reduce waiting times for companies to access the latest
technologies and increase manufacturing efficiency.

Thirdly, a reasonable transition period is essential for
companies to be able to properly dispose of products
manufactured under an old standard and to be fully
prepared for the implementation of a new standard. The
working group recommends adopting best practices
such as taking the implementation date of the new
mandatory standard as the time at which production is
switched, rather than the time to switch products being
sold, or combining the grace period with an additional
transition period for sales.

The working group has observed that in some cases,
the officially released standard specifies a shorter
transition period than the previous draft. This can result
in a variety of problems, including insufficient lead time
for companies to comply with mandatory requirements
and subsequent delays in the import of affected
products. To avoid these issues, greater consistency
and predictability in standard setting are required. In
addition, given that the green and digital transitions
will result in increasing cross-pollination of different
industries and sectors, the working group recommends
that when establishing transition periods for standards,
due consideration is given to the implications for all
industries that may be impacted.

Working group members have also reported that the
implementation dates of certain regulations differ at the

13 Standardisation Law of the People’s Republic of China (PRC), National People’s
Congress, 4" November 2017, viewed 22™ April 2025, <http://www.npc.gov.cn/
zgrdw/npc/xinwen/2017-11/04/content_2031446.htm>
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local and national levels." This creates uncertainty for
companies when they try to make product adaptation
plans. The working group therefore recommends
enforcing consistent implementation dates throughout
China.

Finally, in the past few years, some recommended
standards have been directly adopted as de facto
mandatory requirements without relevant stakeholders
being clearly notified or given a sufficient transition
period. The result is that recommended standards
become market access requirements. If recommended
standards are utilised, the working group recommends
that sufficient industry research and the same
notification procedure for mandatory standards
be carried out before implementation, and that a
reasonable transition period be provided.

a) Social organisation standards (also known as
association/group standards)

In several fields related to emerging technologies, such
as intelligent connected vehicles, standards can be first
developed as social organisation standards and then
tested through pilot and demonstration projects before
being adopted as national standards. The working group
supports this approach as, when properly implemented
(with full participation of all interested stakeholders
during the testing stage) it can ensure there is sound
validation of the corresponding technical specifications;
can help authorities identify potential problems linked
to the standard in advance; and can allow sufficient
preparation period for companies to make relevant
plans and adjustments.

The working group also recommends that authorities
ensure that processes related to the transformation
of social organisation standards into mandatory
or recommended national standards, or industry
standards, are conducted in a fair, open and transparent
way, and that sufficient feedback and transition periods
are provided to industry.

Finally, despite the government’s increasing adoption of
social organisation standards—as well as those related

14 An example is the implementation date of Emission Regulation (CN6) in Beijing
(1% January 2020) and at the national level (1° July 2023): Beijing implements
National VI motor vehicle emission standards ahead of schedule, Beijing
Municipal Government, 28" June 2019, viewed 22" April 2025, <https://www.
beijing.gov.cn/zhengce/zcjd/201907/t20190701_99924.html>; Announcement
on Matters Relating to the Implementation of National VI Emission Standard
for Motor Vehicles, Ministry of Ecology and Environment, 8" May 2023, viewed
22" April 2025, <https://www.mee.gov.cn/xxgk2018/xxgk/xxgk01/202305/
t20230509_1029448.html>
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to decarbonisation efforts—for areas key to industrial
development, an inclusive, public consultation process
would improve their quality and subsequent application
by engaging a broader range of stakeholders in their
development.

b) Market surveillance

While the working group recognises that product quality
surveillance and inspection in China is becoming
more standardised and systematic, in practice, market
surveillance activities do not strictly follow the principle
that only mandatory market access requirements need
to be checked. In fact, voluntary requirements defined in
various recommended national or industry standards—
which are more similar to performance standards—are
often checked. This happens more in provincial, city or
county-level surveillance.

In addition to such instances of overreach, cases of
insufficient surveillance are also common, which can
have negative spillover effects in terms of product
quality and safety. For instance, requirements not
covered by mandatory certification are often overlooked,
and it is difficult to check for non-compliance without
professional testing tools. Under such circumstances,
government surveillance plays a key role. However,
in China, the working group has noticed that such
surveillance checks are insufficient. For example,
although the mandatory standard GB 24906-2010
establishes safety requirements for lightbulbs, these
are overlooked by the market surveillance authority
because lightbulbs are not under the scope of the China
Compulsory Certification (CCC) scheme.™ The working
group recommends avoiding market surveillance of
voluntary requirements while strengthening market
surveillance of professional mandatory certification.

Moreover, authorities should take into consideration that
for certain products, especially for large equipment or
high-value products, the high number of required testing
samples and the sample fees resulting from market
surveillance are usually burdensome for enterprises.

In addition, while the Product Quality Law requires
all companies to state which standards their products
are compliant with, checking that manufacturers are

15 Standard number: GB 24906-2010, National Standardisation Full Text Disclosure,
SAC, 30" June 2010, viewed 23" April 2025, <https://openstd.samr.gov.cn/bzgk/
gb/newGblInfo?hcno=CE96FF0C3C824C9ACAE3F331B3CF82FB>



in fact compliant is often overlooked.'® There is also
room for improvement when it comes to spot checks.
For consumer products, the industry recommends that
spot checks focus on the origin of the supply chain
(e.g. raw materials safety) since many issues cannot be
identified on a final product. Moreover, there are also
many quality issues with products used in engineering
projects, which is a significant issue given that the
quality of the entire project is potentially dependent on
such products being compliant with relevant mandatory
standards and requirements. Finally, industry observes
instances of performance/safety features of products
sold in the market differing from the samples sent for
testing.

Many of the above issues highlight the need to
allocate more resources for compliance checks.
One way of addressing this could be, as mentioned
in Key Recommendation 2, allowing FIEs and
other commercial organisations meeting relevant
accreditation requirements to conduct activities linked
to market surveillance. Meanwhile, the authorities could
also consider developing diverse channels to identify
more non-compliant products on the market such as
developing online platforms that allow consumers and
other relevant stakeholders to report non-compliant
products on the market. This practice has provided
positive results in international markets like India.

In cases of disputes, companies should have the right
to appeal. Authorities should ensure such processes
are open and transparent, and extend the appeal period
for cases that may require thorough research and
investigations. The working group further recommends
that the appeal process not be linked to penalties.

In addition, more proportionality is needed when it
comes to penalty adjudication for different types of
non-compliance, as well as consistency for penalty
adjudication in different jurisdictions. Currently,
companies can receive the same penalties for products
not conforming to voluntary requirements as for products
violating mandatory standards, and the severity of the
penalty for the same issue is not consistent, varying at
the provincial, city and county levels.

16 For example, some of these claims are related to consumer health (e.g.,
companies using labels advertising the health benefits of their products without
linking these claims to proven scientific findings or relevant standards) and may
therefore mislead consumers.
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Recommendations

Mandatory standards and certification schemes

» Continue to limit the scope of technical regulations
and mandatory standards to issues related to
protection of the environment, health, and safety
(EHS), in accordance with the WTO/ TBT Agreement.

» Optimise the synchronisation of mandatory standards,
compulsory certification schemes and administrative
licensing schemes, and ensure all mandatory type-
approval schemes for market access are based only
on national mandatory standards.

 Introduce reasonable transition periods for mandatory
standards in a transparent manner and adopt
European best practices on transition periods in more
industries.

» Avoid different implementation dates for national
mandatory standards at both the local and national
levels.

* Ensure that, when establishing transition periods
for standards impacting several industries, due
consideration is given to the impacts on all industries
affected.

* Avoid referring to recommended standards in
mandatory standards.

» Avoid implementing recommended standards as
mandatory standards, and provide sufficient transition
periods for cases when recommended standards
must be implemented as mandatory.

Social organisation standards

» Develop and implement proper procedures to facilitate
the transformation of social organisation standards
into national and industry standards.

» Set up an inclusive, public consultation process prior
to the adoption of social organisation standards to
improve their quality and enhance their subsequent
application.

Market surveillance

* Avoid referring to recommended standards in law
enforcement and market surveillance, and limit market
surveillance to mandatory requirements.

» Increase the number of consumer product categories
to be checked in the market, especially for consumer
products not covered by mandatory certification or
energy labelling requirements.

» Limit the number of testing samples and the number
of checks for large equipment and high-value
products.

» Ascertain the veracity of health-related and other
product claims by companies to prevent consumer
fraud and mitigate safety issues.
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» Conduct checks on products used in engineering
projects to ensure that they meet mandatory
requirements.

* Intensify follow-up market checks, and develop
processes and penalties that serve as effective
deterrents.

» Guarantee the right to appeal and due process for all
companies in cases of disputes.

» Ensure proportionality in the adjudication of penalties
and consistency across jurisdictions.

» Provide diverse channels for reporting non-compliance
of consumer products.

4. Strengthen International Standardisation
Work and Increase Harmonisation of
Domestic and International Standards
and Conformity Assessment Schemes,
Particularly in Areas Linked to the Green
and Digital Transitions @B

Concern

International harmonisation of standards and conformity
assessment schemes is key not only to facilitating
international trade but also to advancing the green and
digital transitions.

Assessment

a) International standards"

Key policy documents like the Standardisation Law and
the National Standardisation Development Outline have
consistently pointed towards the Chinese Government’s
willingness to increase its participation in international
standardisation activities and to adopt international
standards. The working group recommends that the
authorities continue to increase the issuance and the
identical adoption rate of international standards, which
fell slightly in 2024." The authorities should also clarify
the methodology of the calculations used to establish
the adoption rate of international standards to enhance
transparency and accountability.

The working group recommends that the authorities
promote an international mutual recognition mechanism

for standardisation work, actively adopt internationally
influential standards and ensure compatibility between
national and international standards. Such actions can
help build a predictable regulatory environment that
will attract foreign investment to China by reducing
entry costs. In this regard, the inclusion of wording on
increasing the adoption of international standards and
mutual recognition in recently published guidelines and
regulations was a welcome development.'®2%#*'

b) Conformity assessment schemes

There are various unified testing and certification
schemes for different products in China. Some
of them adopt the same technical standards as
international certification systems, for example, the
CCC for explosion-proof products and equipment for
potentially explosive atmospheres. However, European
companies still find that some test reports issued by
testing laboratories are not accepted by other testing
laboratories for identical tests of the same product. This
means manufacturers have to re-test their products,
which wastes company resources and ultimately results
in delayed product launches, increased costs and
reduced efficiency.

Ensuring nationwide recognition of test reports for the
same technical qualifications would avoid product test
repetition and facilitate business at both national and
international levels. This would require certain testing
requirements to be clearly defined, to ensure testing
equivalence across China. The procedures already
established for existing international certification bodies
could act as models for China to follow in this regard.

c) Green and low-carbon transition

Globally, companies are utilising different methods
to calculate their organisational and product carbon
footprints. Different policy and standardisation
frameworks are also being developed in different
jurisdictions and internationally, which can lead to

17 For more sector-specific recommendations on the adoption of international
standards, please see Key Recommendation 4.2 of the 2025/2026 Cosmetics
Working Group Position Paper; Key Recommendations 2.1 and 2.2 of the
2025/2026 Auto Components Working Group Position Paper; and Key
Recommendation 4 of the 2025/2026 Rail Working Group Position Paper.

18 See the graph ‘Percentage of adopted international standards vs national
standards (2010-2024) in the Recent Developments section. This graph was
developed by collecting data on national standards published on the SAC's
National Public Service Platform for Standards Information. See: National Public
Service Platform for Standards Information, SAC, viewed 23 April 2025, <https://
std.samr.gov.cn/>
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19 Management Measures for the Adoption of International Standards, SAMR, 21
April 2025, viewed 22" April 2025, <https://www.samr.gov.cn/xw/zj/art/2025/art_cc
eebd5bd7014018a221eff040da3f62.html>

20 Guiding Opinions on Strengthening Supervision of Standard Formulation and
Implementation, National Standardization Administration, 2™ January 2025,
viewed 22™ April 2025, <https://www.sac.gov.cn/xxgk/zcwj/art/2025/art_6428bdg4
€733412f85158f3e73046bbc.html>

21 Circular on the Issuance of the Key Points of Industry and Information Technology
Standard Work in 2025, MIIT, 8" April 2025, viewed 22™ April 2025, <https://wap.
miit.gov.cn/zwgk/zcwj/wifb/tz/art/2025/art_02f418da5c244531b408b1eac63f1cf8.
html>



inconsistencies and inefficiencies.?

In China, the policy and regulatory framework for
decarbonisation and carbon footprint accounting
continued to develop in 2024 and 2025.”° As of April
2025, the national public service platform for standards
information shows that four national standards for
product carbon footprints have been issued and four
more are about to be implemented, while in 2024 and
early 2025, two industry standards were published
out of a total of six.?* As of mid-June 2025, 459 social
organisation standards for product carbon footprints
have been released, up from 180 in April 2024.%°

In the European Union (EU), the Commission proposed
in March 2025, as part of its Omnibus package,
a simplification of the Carbon Border Adjustment
Mechanism, which requires non-EU companies to
pay a carbon tariff for certain emission-intensive
products when they enter the EU to compensate for
the difference between carbon prices in their country
of origin and the EU’s Emissions Trading System.*
In addition, other regulations, such as the Batteries
Regulation and the Ecodesign for Sustainable Products
Regulation, also put forward clear requirements for
the carbon footprint and recycled raw materials of an
increasingly wide range of products.?’*?

22 Internationally, the /SO 14064-1 Specification with guidance at the organisation
level for quantification and reporting of greenhouse gas emissions and removals
and the ISO 14067 Greenhouse gases Carbon footprint of products Requirements
and guidelines for quantification set guidelines at the organisation and product
level. Specification with Guidance at the Organization Level for Quantification
and Reporting of Greenhouse Gas Emissions and Removals, International
Organization for Standardization (ISO), 2018, viewed 23 April 2025, <https://
www.iso.org/standard/66453.html> ; ISO 14067:2018 Greenhouse gases —
Carbon footprint of products — Requirements and guidelines for quantification,
International Organization for Standardization, 2018, viewed 23" April 2025
<https://www.iso.org/standard/71206.html>

23 Some of the major policies and regulations rolled out throughout 2024 and 2025
include the following: Notice on Further Strengthening the Action Plan for the
Construction of Carbon Peak and Carbon Neutrality Standard Measurement
System (2024-2025), SAMR, 8" August 2024, viewed 23" April 2025, <https://
www.samr.gov.cn/zw/zfxxgk/fdzdgknr/jls/art/2024/art_ee06c4728b4245e1943b63f
0cb391b92.html>; Guidelines for Developing Product Carbon Footprint Accounting
Standards, MEE, 2™ January 2025, viewed 23" April 2025, <https://www.mee.gov.
cn/xxgk2018/xxgk/xxgk03/202501/t20250106_1099994 .html>

24 National Standards Advanced Query, SAC, viewed 23" April 2025, <https:/std.
samr.gov.cn/gb/search/gbAdvancedSearch?type=std>

25 National Social Organisation Standards Information Platform, viewed 23" April
2025, <https://lwww.ttbz.org.cn/>

26 CBAM: new Commission proposal will simplify and strengthen, European Commission,
26" February 2025, viewed 23" April 2025 <https://taxation-customs.ec.europa.eu/news/
cbam-new-commission-proposal-will-simplify-and-strengthen-2025-02-26_en>

27 Batteries, European Commission, viewed 22™ April 2025 <https://environment.
ec.europa.eu/topics/waste-and-recycling/batteries_en>

28 Ecodesign for Sustainable Products Regulation, European Commission, viewed
22" April 2025, <https://commission.europa.eu/energy-climate-change-environment/
standards-tools-and-labels/products-labelling-rules-and-requirements/sustainable-
products/ecodesign-sustainable-products-regulation_en>
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Because of these rapid, and often complex, developments
in such an important area, it would make sense for
China and the EU to actively promote the harmonisation
and mutual recognition of product carbon footprint
accounting standards, carbon footprint databases, rules
and certification systems, to facilitate international trade
and minimise businesses’ financial risks.*

d) Green certificates

The Green Electricity Certificate (GEC) is the basic
certificate for renewable electricity consumption, and
the Chinese Government has been developing the
regulatory framework surrounding GECs in the past
years.® The working group supports the convergence
of green certificates with carbon emission accounting
methods, carbon footprint management and carbon
market management, and recommends aligning the
issuance, measurement and trading frameworks of
Chinese GECs with international standards, as well
as accelerating the global recognition/acceptance of
GECs.”

e) Digital transition

As the digital transformation accelerates globally,*
deeper integration of digital technology and the real
economy will increasingly become an important
economic growth point. At present, a wide variety of
stakeholders from industry, civil society and academia
are actively promoting the development of a data
space to promote the flow of information between
participants across the entire supply chain. In order to
achieve international interoperability of the data space,
the working group recommends that China actively
participates in the formulation of international data
space standards and rules, promotes the harmonisation
of standards, and ensures there is a balance between
data governance and data development and utilisation.

29 For more information on international harmonisation and mutual recognition of
standards and carbon footprint of products (CFP) certification for hydrogen, please
refer to Key Recommendation 2.1. of the 2025/2026 Energy Working Group
Position Paper.

30 Notice on Strengthening the Convergence of Green Power Certificates and
Energy Conservation and Carbon Reduction Policies to Vigorously Promote Non-
Fossil Energy Consumption, NDRC, 27" January 2024, viewed on 22™ April 2025,
<https://www.gov.cn/zhengce/zhengceku/202402/content_6929877.htm>

31 For more information on international harmonisation and mutual recognition of
standards linked to green certificates please refer to Key Recommendation 1.1. of
the 2025/2026 Energy Working Group Position Paper.

32 For more information on the international harmonisation of standards linked to
digital and emerging technologies and data, please refer to Key Recommendations
1, 2 and 3 of the 2025/2026 Information and Communication Technology Working
Group Position Paper.
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The evolving regulatory framework for commercial
cryptography in China has sparked international
stakeholder attention regarding its potential impact
on open-market industries. While recognising the
importance of cybersecurity and domestic innovation,
industry concerns focus on unnecessary compliance
burdens that could emerge should requirements
expand beyond critical sectors.* Foreign businesses
hope to see clear, proportional rules that maintain
interoperability with global ecosystems, facilitate
inclusive standard-setting participation and prevent
overlapping evaluations with existing cybersecurity
reviews.

Meanwhile, there is insufficient coordination and
harmonisation between domestic standards and
international standards in artificial intelligence (Al). For
example, in areas such as data privacy and algorithm
transparency, there are differences in risk assessment
requirements between the EU and China, which may
affect the compliance costs of multinational companies.
Although China has taken the leading role in the
formulation of international standards in some areas
of Al, such as Al terminals and large model platforms,
there is still a lack of coordination in terms of developing
a global Al ethical framework.* Industry recommends
that the EU and China explore at the bilateral and
multilateral levels the potential harmonisation of
standards in the above-mentioned areas linked to Al.

The digitalisation of quality infrastructure is currently
being actively explored, including in the realm of the
digitalisation of standards, conformity assessment,
metrology and product identification. If properly
harnessed, this can contribute positively to cost
reduction and efficiency increases, as well as the low-
carbon development of society overall. However, to
ensure that international trade can continue without
disruption, interoperability between different countries’
and regions’ digital quality infrastructure is essential.
The working group therefore recommends that China
and the EU establish a long-term communication
and cooperation mechanism on this topic, at both the

33 An example is the development of dual standards for cryptographic algorithms
(e.g., SM series versus international norms). ShangMi or SM ( &% ) are a series
of cryptographic algorithms developed by the Chinese Government for use in
secure communications, data protection and national security applications.

34 China Academy of Information and Communications Technology Successfully
Establishes International Standards for Big Model Platforms, Generative Artificial
Intelligence Applications and Automated Machine Learning Platforms at ITU,
CWW, 21°" August 2023, viewed 23" April 2025, <https://www.cww.net.cn/
article?id=581626>
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government and expert level, and jointly promote the
formulation and coordination of international standards
and rules.

Finally, as global industry players advance the
implementation of digital solutions and services into
their products, the working group recommends that
Chinese regulators incorporate international trends on
digital labelling into the Chinese context. A first step
could be to clarify in the final version of the Product
Quality Law that these practices will be allowed.

Recommendations

» Continue participating in international standard-setting
activities and increase the adoption rate of identical
international standards.

» Support the recognition of test reports at both the
national and international levels.

» Ensure China’s unified green development standards
and conformity assessment schemes are harmonised
with international practices to minimise companies’
financial risks under various carbon tariff plans.

» Support the mutual recognition of green certificates.

» Improve coordination among different ministries and
departments on Al standardisation and governance,
and engage with other governments and relevant
actors to develop international standards and boost
harmonisation.

» Cooperate with international stakeholders to develop
international standards and boost harmonisation in the
fields of digital transformation of quality infrastructure,
digital product labelling, the internet of things and
data-driven industrial transformation.

» Specify in the Product Quality Law that digital labelling
and user manuals for products will be allowed.
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Abbreviations
Al Artificial Intelligence
CCC China Compulsory Certification
EHS Environment, Health and Safety
EU European Union
FIE Foreign-invested Enterprise
GEC Green Electricity Certificate
MIT Ministry of Industry and Information
Technology "
SAC Standardisation Administration of a
China s
SAMR State Administration for Market §
Regulation g
TBT Technical Barriers to Trade ?,_,,
TC Technical Committee z
WTO World Trade Organization 5
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Quality and Safety Services Sub-working Group

Recent Developments

Regulatory Developments

In September 2024, the National Certification and
Accreditation Administration (CNCA) issued the Action
Plan for High-level Opening-up of Certification and
Accreditation (2024-2030), aimed at deepening mutual
recognition of testing, inspection and certification (TIC)
results in China and overseas markets; establishing
‘green channels’ for cross-border regulatory and
standards acceptance; streamlining requirements for
foreign TIC companies; and promoting international
cooperation in certification and accreditation.’

Since the CNCA'’s introduction of industry-specific
accreditation standards in March 2012, the Chinese
authorities have approved over 500 related industry
standards.” To enhance end-to-end oversight, in
March 2025, the State Administration for Market
Regulation (SAMR) replaced the original Procedures
for the Development and Revision of Accreditation
Standards with the more comprehensive Regulations
on Management of Accreditation Industry Standards.
The new measure tightens prohibitions on drafting
inappropriate standards, mandates evaluation of
implementation outcomes and clarifies enforcement
responsibilities.?

TIC Policies on Carbon Peaking and Carbon Neutrality
In January 2025, the SAMR and several other ministries
published the first Pilot List for Product Carbon
Footprint Label Certification, launching China’s national
certification system for carbon footprints. Twenty-five
provinces and municipalities will pilot certification for 10
product categories that are critical to industries under
strong pressure to reduce emissions, such as transport

1 Action Plan for Accelerating High-Level Opening-Up of Certification and
Accreditation (2024-2030), CNCA, 14" September 2024, viewed 22™ April 2025,
<https://www.cnca.gov.cn/zwxx/tz/2024/art/2024/art_c6a114779f604bac861aa45
69d5b47db.html>

2 Regulations on the Management of Accreditation Industry Standards Revised
and Published, SAMR, 28" March 2025, viewed 7" July 2025, <https://www.gov.
cn/lianbo/bumen/202503/content_7016115.htm>

3 Announcement of the State Administration for Market Regulation on Issuing the
Regulations on the Management of Accreditation Industry Standards, SAMR,
27" March 2025, viewed 22™ April 2025, <https://www.cnca.gov.cn/zwxx/gg/zjgg/
art/2025/art_e47d66dd1e2f49568305c0ea60a1f93f.html>
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equipment manufacturing, energy infrastructure and
electronics.*

This pilot reflects a broader government-led, low-carbon
industrial transformation and aligns closely with the
European Union’s (EU’s) Carbon Border Adjustment
Mechanism, which simplifies carbon-footprint verification
for exports to the EU. In the Selection Results for Pilot-
participating Bodies, which accompanies the Pilot List
for Product Carbon Footprint Label Certification, the
sub-working group is encouraged to see several foreign-
invested accreditation companies included, indicating
that China is committed to opening its certification
market.’ In March 2025, the CNCA further solidified
this framework by issuing the General Implementation
Rules for Product Carbon Footprint Label Certification
(Trial).®

Building on the 2024 rollout of the validation of
China Certified Emission Reduction projects and the
verification of emissions reduction quantities, the CNCA
in March 2025 began accrediting a second cohort
of validation and verification bodies, expanding both
the industries covered and the number of authorised
companies.” The sub-working group welcomes these
efforts to broaden and deepen policies for voluntary
greenhouse gas reduction projects and will continue to
monitor forthcoming regulatory updates.

4 Notice of the State Administration for Market Regulation and Other Ministries on
Publishing the Pilot List for Product Carbon Footprint Label Certification, SAMR,
7" January 2025, viewed 22" April 2025, <https://www.cnca.gov.cn/zwxx/
tz/2024/art/2025/art_a7a908bf7f2d475daef8ee3d3274af71.html>

5 Notice of the Secretariat of the National Certification and Accreditation
Administration on the Selection Results for Pilot-Participating Bodies under the
Product Carbon Footprint Label Certification Scheme, CNCA, 7™ January 2025,
22" April 2025, <https://www.cnca.gov.cn/zwxx/tz/2024/art/2025/art_5605cfc80d
754086a57c426e2b7632ce.html>

6 Announcement of the National Certification and Accreditation Administration
on Issuing the General Implementation Rules for Product Carbon Footprint
Label Certification (Trial), CNCA, 20" March 2025, viewed 22™ April 2025,
<https://www.cnca.gov.cn/zwxx/gg/2025/art/2025/art_5fc5d46ee1fc4ae7bbfbd5
5b11572496.html>

7 Announcement on the Qualification Approval for the Second Batch of China
Certified Emission Reduction Reduction Project Validation and Emission
Reduction Verification Bodies, CNCA, 18" March 2025, viewed 22™ April 2025,
<https://www.cnca.gov.cn/zwxx/gg/2025/art/2025/art_683ed655d3cd4304b2c41
38f8ee64573.html>



Key Recommendations

1. Ensure Equal and Fair Treatment in
Government Procurement Activities for
Foreign-invested TIC Agencies §pP

Concern

Certain unreasonable conditions set in government
procurement activities and insufficient marketisation of
government-affiliated TIC agencies constitute invisible
barriers that exclude foreign-invested TIC agencies
from obtaining equal and fair treatment during the
procurement process.

Assessment

China has stated its commitment to and has achieved
notable results in establishing a government
procurement system that provides equal and fair
treatment for domestic enterprises and foreign-invested
enterprises (FIEs).® In line with both the Plan for
Deepening the Reform of the Government Procurement
Mechanism and the Notice by the General Office of the
State Council on Focussing on Enterprises’ Concerns
and Further Promoting the Implementation of Policies
to Optimise the Business Environment,®'° the Ministry
of Finance (MOF) issued the Notice on Promoting
Fair Competition in Government Procurement and
Optimising the Business Environment in July 2019."
The notice requires relevant government authorities
to eliminate any practices and regulations that restrict
fair competition in the field of government procurement
and refrain from publishing government procurement
tenders that have not undergone a fair competition
review process.

On 26" October 2021, the MOF released the Notice on
the Implementation of Policies Relating to the Equal
Treatment of Domestic and Foreign Enterprises in

8 China Commits to Establishment of Government Procurement System Ensuring
Fair Competition, Gov.cn, 29" October 2019, viewed 22" April 2025, <https:/
www.gov.cn/xinwen/2019-10/29/content_5446385.htm>

9 Central Committee for Deepening Overall Reform adopted the Plan for
Deepening the Reform of the Government Procurement Mechanism, China
Government Procurement Network, 15" November 2018, viewed 22" April 2025,
<http://www.cgpnews.cn/articles/46544>

10 Notice of the State Council General Office on Focussing on Enterprises’
Concerns and Further Promoting the Implementation of Policies to Optimise
the Business Environment, State Council General Office, 8" November 2018,
viewed 22" April 2025, <http://www.gov.cn/zhengce/content/2018-11/08/
content_5338451.htm>

11 Notice of the Ministry of Finance on Promoting Fair Competition in Government
Procurement and Optimising the Business Environment, MOF, 30" December
2019, viewed 22" April 2025, <http://www.mof.gov.cn/gkml/caizhengwengao/
wg201901/wg201908/201912/t20191230_3452065.htm>
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Government Procurement Activities," which requires
equal access and opportunities in government
procurement for both domestic and foreign enterprises.
This includes ensuring equal access to bidding
information and setting reasonable requirements and
evaluation criteria for suppliers. As a result, more
third-party TIC agencies have had the opportunity
to participate in government quality sampling and
inspection activities.

The Chinese authorities introduced a series of policies
and regulations in the past two years aimed at further
addressing unfair market competition in government
procurement activities. In both the Opinions on Further
Optimising the Foreign Investment Environment
and Increasing Efforts to Attract Foreign Investment
issued in August 2023, and the Action Plan for Solidly
Promoting High-level Opening to the Outside World
and Making Greater Efforts to Attract and Utilise
Foreign Investment issued in March 2024,"*'* FIEs’
equal access to the bidding and tendering process
of government procurement activities has been
emphasised. One of the ways this is supposed to
happen is through regular investigations into cases
of prominent discriminatory practices in government
bidding and tendering processes. In addition, in
March 2024, the National Development and Reform
Commission (NDRC) issued guidelines that prohibit
discrimination based on ownership in government
procurement activities."

The sub-working group expects tangible progress to
be made under the guidance of the above regulatory
developments in the near future. However, in
practice, some local governments still adopt terms
or conditions that could exclude suppliers or restrict
competition in bidding processes. Public bidding and
competitive negotiation are the two statutory methods
of government procurement most commonly adopted

12 Notice on the Implementation of Policies Relating to the Equal Treatment of
Domestic and Foreign Enterprises in Government Procurement Activities,
MOF, 13" October 2021, viewed 22™ April 2025, <http://www.gov.cn/zhengce/
zhengceku/2021-10/26/content_5644953.htm

13 Opinions of the State Council on Further Optimising the Foreign Investment
Environment and Increasing Efforts to Attract Foreign Investment, State Council,
13™ August 2023, viewed 22" April 2025, <https://www.gov.cn/zhengce/
zhengceku/202308/content_6898049.htm>

14 Action Plan for Solidly Promoting High-level Opening to the Outside World and
Making Greater Efforts to Attract and Utilise Foreign Investment, State Council
General Office, 19" March 2024, viewed 22" April 2025, <https://www.gov.cn/
zhengce/content/202403/content_6940154.htm>

15 Review Rules for Fair Competition in Tendering and Bidding, NDRC, 25"
March 2024, viewed 22" April 2025, <https://zfxxgk.ndrc.gov.cn/web/iteminfo.
jsp?id=20360>
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by the Chinese authorities. Comparatively speaking, the
process of competitive negotiation is less contentious,
as it relies solely on prices to determine winning
bids, with the tender price eventually being publicly
announced. However, the public bidding process
involves a comprehensive scoring method in which
price accounts for only a portion of the score. Other
factors taken into consideration under the bidding
system include: 1) enterprises’ experiences in sampling
and inspection services carried out by administrations
for market regulation at the national and provincial
level; 2) experience in developing national or industry
standards; 3) recommendations or awards received;
and 4) year-end performance reviews. Foreign-invested
TIC agencies face a disadvantage across all these
dimensions. Government outsourcing of sampling
and inspection services was only recently opened
nationwide to the private sector, meaning that foreign-
invested TIC agencies have not had enough time
to accrue relevant sampling and inspection service
experience in China.' Foreign-invested TIC agencies
have also not had sufficient opportunities to participate
in the development of national or industry standards.
Moreover, awards, commendations and performance
assessments are only available for government-affiliated
agencies and do not directly relate to the capabilities of
bid participants.

In addition, the incomplete marketisation of government-
affiliated TIC agencies presents a significant barrier to
foreign-invested TIC agencies. Due to the presence of
vested interests in certain government departments,
their affiliated TIC agencies hold an inherent
advantage in government procurement activities. This
manifests itself in preferential treatment, intentional
or unintentional, from relevant government agencies
during the selection of service providers. In numerous
provinces, including those that are economically
prosperous and are home to third-party TIC agencies,
government procurement activities such as product
quality sampling remain closed to third-party TIC
agencies without government affiliation via public

16 Despite several local governments outsourcing third-party inspection services
since 2013, it was not until the introduction of the Administrative Measures
on Food Safety Sampling Inspection (Measures), approved by the SAMR
during the 2019 11" Administration Affair Meeting on 30" July 2019, which
came into effect on 1st October 2019, that sampling and inspection services
were officially opened to private inspection agencies. Article 11, Chapter 3 of
the Measures clearly states that market regulatory and administrative entities
may independently perform sample tests or authorise a service provider to
do so. See: Order of the State Administration for Market Regulation (No. 15),
SAMR, 8" August 2019, viewed 22" April 2025, <https://www.gov.cn/gongbao/
content/2019/content_5453439.htm>
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bidding. This illustrates a lack of transparency throughout
the entire procurement process that continues to
disadvantage foreign-invested TIC agencies.

Recommendations

» Promote market-orientated reforms of government-
affiliated TIC agencies and provide equal access
to government procurement activities for foreign-
invested TIC agencies to encourage fair competition.

» Remove all conditions unrelated to the capabilities
required to perform a bid in the qualification process.

* Further regulate government procurement by
establishing a fair, transparent, impartial and efficient
management system.

2. Allow Foreign-invested TIC Agencies to
Provide Container Inspection Services

ap

Concern

Foreign-invested TIC agencies are unable to provide
statutory inspection services for domestic containers
due to market access restrictions.

Assessment

In China, containers are currently subject to statutory
surveys managed by the Ministry of Transport (MOT)
and the China Maritime Safety Administration. The
latter delegates the qualification of statutory surveys
of containers solely to the China Classification Society
(CCS)—a secondary public interest institution—which
then subcontracts the work to its subsidiary, the CCS
Certification Company. Pursuant to the Regulations of
the People’s Republic of China Governing the Survey
of Ships and Offshore Installations and the Vessel
Inspection Administration Regulations,"*'® foreign-
invested ship inspection agencies registered in China
are only permitted to inspect containers owned by
foreign businesses (i.e., foreign export containers). In
other words, foreign-invested TIC agencies registered
in China are not permitted to conduct legal inspections
on containers owned by Chinese organisations.

The sub-working group recommends that China open
up the container inspection market to ship inspection
agencies from all signatories to the International

17 Regulations of the People's Republic of China Governing Survey of Ships and
Offshore Installations, State Council, 2" March 2019, viewed 9" May 2025,
<http://www.gov.cn/gongbao/content/2019/content_5468917.htm>

18 Order of the Ministry of Transport (2016 No. 2), MOT, 22™ January 2016, viewed
9" May 2025, <http://www.gov.cn/gongbao/content/2016/content_5070757.htm>



Convention for Safe Containers (Convention),"” and
grant foreign-invested TIC agencies authorisation to
provide inspection services for containers owned by
Chinese businesses, for the following reasons:

1) To meet the principle of reciprocity

The relevant authorities neither restrict Chinese TIC
agencies registered in EU Member States to only
inspecting containers owned by non-EU companies, nor
do they prohibit them from inspecting containers owned
by Member State companies. The sub-working group
therefore recommends that China lift restrictions on the
business scope of European TIC agencies in China
based on the nationality of the container owners, in line
with the principle of reciprocity.

2) To meet the principle of mutual recognition of the
Convention

According to the Convention, once an inspection agency
obtains the necessary qualification to survey containers
from one contracting state, then all contracting
states must accept the qualification of the agency in
question, as well as the inspection process and results
it provides. However, such mutual recognition is not
observed in the Chinese market, with European TIC
agencies restricted to inspecting only containers owned
by foreign businesses. This violates the principle of
mutual recognition under the Convention.

3) To conform to the 'pre-establishment national
treatment plus negative list' administrative system

Article Four of China’s Foreign Investment Law
stipulates that the ‘pre-establishment national treatment
plus negative list’ administrative system be applied
to foreign investments.?® The article requires equal
treatment for foreign and domestic investors at the
initial stage of market access for industries not included
on the Negative List for Foreign Investment (Negative
List).”" In addition, Article Six of the Regulation on
the Implementation of the Foreign Investment Law
stipulates that domestic enterprises and FIEs shall
be treated equally by the authorities with respect to
government funding arrangements, land supply, tax

19 International Convention for Safe Containers, International Maritime Organization,
6" September 1977, viewed 9" May 2025, <https://www.imo.org/en/About/
Conventions/Pages/International-Convention-for-Safe-Containers-(CSC).aspx>

20 Foreign Investment Law, National People’s Congress, 20" March 2019, viewed
9" May 2025, <https://www.gov.cn/xinwen/2019-03/20/content_5375360.htm>

21 Special Administrative Measures for the Access of Foreign Investment (Negative
List) (2024), NDRC and Ministry of Commerce, 6" September 2024, viewed
9" May 2025, <https://www.gov.cn/gongbao/2024/issue_11606/202409/
content_6976935.html>
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reductions, certification, standard setting, project
applications and human resource policies.”” The ‘pre-
establishment national treatment plus negative list’
system for foreign-invested agencies must be strictly
adhered to, and its implementation closely monitored
to ensure a fair and equitable business environment for
FIEs operating in China.

4) To adopt international practices to avoid monopolistic
behaviours

The statutory inspection of containers is a charged
service provided by third parties. The service fees are
adjusted in accordance with market prices based on
supply and demand. In most jurisdictions around the
world, enterprises are at liberty to choose inspection
services from international classification societies that
have the qualifications required by the Convention
for statutory inspection services. When administrative
measures specify that only a single organisation can
provide such services, there is a risk of a monopoly
given the lack of competition and the price adjustment
mechanism for inspection fees. This not only limits the
freedom of choice of Chinese container owners, but
also disincentivises government-affiliated TIC agencies
in China from improving their services or technical
capabilities.

5) To mitigate financial burdens on Chinese container
owners

According to the Agreement Conceming the International
Carriage of Dangerous Goods by Road (Agreement),
when a Chinese enterprise seeks to export containers
of hazardous cargo to the EU, it is required to seek
certification from an EU agency operating in China.”
In this scenario, EU ship inspection agencies are
authorised to provide inspection services to Chinese
containers. However, a separate certificate issued
by the CCS, the sole officially recognised agency for
conducting such services in China, is also mandatory
for the export of these containers from China to the EU,
as stipulated by the Vessel Inspection Administration
Regulations.” The requirement for dual certification
arises from China’s non-signatory status to the
Agreement, which directs EU-domiciled agencies

22 State Council Order No. 723, State Council, 31* December 2019, viewed 9" May
2025, <http://www.gov.cn/zhengce/content/2019-12/31/content_5465449.htm>

23 About the ADR: Agreement Concerning the International Carriage of Dangerous
Goods by Road, United Nations Economic Commission for Europe, 30"
September 1957, viewed 9" May 2025, <https:/unece.org/about-adr>

24 Order of the Ministry of Transport (2016 No. 2), MOT, 22" January 2016, viewed
9" May 2025, <http://www.gov.cn/gongbao/content/2016/content_5070757.htm>
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to conduct inspections of containers transporting
hazardous materials. Restricting EU-domiciled ship
inspection agencies in China from inspecting Chinese-
owned containers doubles the operational costs for
Chinese businesses, as two inspection agencies must
carry out a procedure that could otherwise have been
completed by one. It also adversely affects China’s
international shipping business and impedes the
advancement of projects such as the Belt and Road
Initiative.

Recommendation

* Encourage fair market competition by allowing
foreign-invested TIC agencies to provide statutory
inspection services for domestic and foreign
containers.

3. Create the Conditions to Allow Foreign-
invested TIC Agencies to Fully Contribute
to China’s 30/60 Goals ¢ TP

Concern

While foreign-invested TIC agencies can make
important contributions to China achieving its 30/60
goals,25 their current involvement in related work is
significantly below potential, especially in terms of
collaboration with state-owned enterprises.

Assessment

Foreign-invested TIC agencies’ contributions towards
China’s carbon peaking and carbon neutrality goals are
well below potential.® The primary cause of this stems
from the absence of specific policies and regulations
governing the participation of foreign-invested TIC
agencies in such efforts. On top of this, foreign-invested
TIC agencies operating in China encounter many de
facto market access barriers and unfair c:ompetition,27
despite the fact that they have the potential to play a
pivotal role in realising China’s 30/60 goals.

First, these agencies possess advanced testing and
inspection technologies and extensive certification
expertise in the field of carbon peaking and carbon
neutrality, having accrued years of related experience

25 China’s 30/60 goals refer to its dual targets of peaking carbon emissions before
2030 and achieving carbon neutrality by 2060.

26 More information on foreign-invested TIC agencies’ contribution to China’s 30/60
goals can be found in Key Recommendation 1 of the Carbon Market Working
Group Position Paper 2025/2026.

27 For more information on market access restrictions and unfair market competition
encountered by foreign-invested TIC agencies, please refer to Key Recommendation
1 of this position paper.
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in their home markets, which are comparatively more
advanced in decarbonisation. Such technologies and
experience enable them to provide more precise and
efficient solutions that could be instrumental in aiding
companies in the Chinese market to accurately identify
and manage carbon emissions, thereby fostering green,
low-carbon development.

Second, foreign-invested agencies play a crucial
role in advocating for alignment with international
standards. As the challenge of global climate change
increases, the requirements and standards for carbon
emissions are being increasingly tightened worldwide.
Foreign-invested TIC agencies are more attuned to
international standards, and thus extremely well placed
to facilitate Chinese companies to comprehend and
conform with international regulations and standards
for carbon peaking and carbon neutrality, which in turn
would augment their competitiveness in the global
marketplace.

Finally, the engagement of foreign-invested agencies
would catalyse the internationalisation of China’s
carbon peaking and carbon neutrality endeavours.
Collaboration with foreign-invested agencies enables
China to gain global insights, bolster international
cooperation and exchanges, and thus collectively
address the challenges posed by global climate change
together with the international community. Given that
many foreign-invested agencies registered in China
boast a long-standing history and extensive credibility
worldwide, the reports and certificates they issue are
readily acknowledged by stakeholders globally. This
would help to establish a global consensus on Chinese
market players’ achievements in carbon neutrality,
thereby expediting their internationalisation process.

Recommendations

» Provide more policy guidance to facilitate foreign-
invested agencies’ contribution to China’s 30/60
goals, and ensure equal market access for foreign-
invested TIC agencies.

» Create a platform for foreign-invested TIC agencies
and Chinese stakeholders to jointly contribute to
China’s 30/60 goals.



4. Allow TIC Companies to Benefit from
Relevant Industrial Support Policies at
All Levels

Concern

Currently, the TIC industry is largely excluded from
key industrial support policies, undermining their
contribution to the development of many industries to
which they provide services.

Assessment

The TIC industry has come to play an integral role in
the modernisation of China’s industrial ecosystem.
It serves as a critical component of China’s National
Quality Infrastructure (NQI) system, ensuring product
compliance throughout the entire lifecycle, contributing
to the formulation of technical standards and guarding
against market malpractices.”® These services are
embedded across all stages of manufacturing — from
research and development (R&D) to production and
distribution.

The sub-working group acknowledges the recent
development plans introduced by central and local
authorities in China aimed at advancing the TIC
industry. These initiatives reflect China’s efforts to both
enhance its quality certification systems and establish

28 NQI consists of metrology, standards and conformity assessment (including
certification, accreditation, inspection, and testing), which constitutes the
integrated technical system that underpins a country’s economic and social
development. The concept of NQI was first introduced in the Export Strategy
Innovation report published jointly by the United Nations Conference on Trade
and Development (UNCTAD) and the World Trade Organization (WTO) in 2005.
In 2018, a group of 10 international organisations—including the United Nations
Industrial Development Organization (UNIDO) and the International Organization
for Standardization—expanded the scope of NQI in their joint publication
Quality Policy: A Technical Guide, defining it not only as a technical framework,
but also encompassing policy and legal frameworks, market supervision, and
public services. See: Commentary II: The Most Frequently Mentioned Term in
the Outline for Building a Quality Powerhouse is This One, Sichuan Provincial
Administration for Market Regulation, 13" February 2023, viewed 24" April 2025,
<https://scjgj.sc.gov.cn/scjgj/gzyj/2023/2/13/201ce9c1add04fa39d944b3f83c48
6e3.shtml>; Innovations in Export Strategy: A strategic approach to the quality
assurance challenge, International Trade Centre UNCTAD/WTO, 10" May 2005,
p.1, viewed 7" July 2025, <https:/intracen.org/sites/default/files/uploadedFiles/
intracenorg/Content/Exporters/Exporting_Better/Quality_Management/
Redesign/Innovations_in_Export_Strategy_QualityAssuranceWeb.pdf>; Quality
Policy Technical Guide, UNIDO, 16™ June 2018, p.23, viewed 7" July 2025,
<https://www.unido.org/sites/default/files/files/2018-06/QP_TECHNICAL _
GUIDE_08062018_online.pdf>
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itself as a ‘quality powerhouse’.*

Despite these advances, the mechanisms supporting
the TIC sector remain underdeveloped. For example,
in June 2024, four ministries, including the MOF,
issued guidelines to instruct local financial authorities
to collaborate with commercial banks to issue fiscal
interest-subsidised loans to promote equipment
upgrades in key industries.*® However, the subsequent
implementation guidelines in major TIC hubs excluded
the TIC sector from eligibility for these subsidies,
thereby impeding the renewal of laboratory equipment
within the industry.®’

Simultaneously, China’s high-end equipment sectors—
encompassing critical components, infrastructure
manufacturing, smart manufacturing and green
technologies—are experiencing rapid growth, increasing
the demand for comprehensive accreditation and testing
services. The absence of targeted support exacerbates
the disparity between the TIC sector’s capabilities and
industrial demands, leading to prolonged compliance
processes, elevated innovation costs for manufacturers
and limitations on the development of emerging
business models. This gap presents significant
challenges to efforts to modernise supply chains,
enhance foundational industrial capacities and advance
the manufacturing sector.

29 Notice of the State Administration for Market Regulation on Issuing the 14th
Five-year Development Plan for Certification, Accreditation, Inspection, and
Testing, SAMR, 29" July 2022, viewed 9" May 2025, <https://www.samr.gov.cn/
zw/zfxxgk/fdzdgknr/rzjgs/art/2023/art_6b55306125704c99b7db2fccd11825e4.
html>; How We Will Carry Out Certification and Testing Work in 2025, Beijing
Municipal Administration for Market Regulation, 28" February 2025, viewed 9"
May 2025, <https://scjgj.beijing.gov.cn/zwxx/scjgdt/202502/t20250228_4022439.
html>; Notice of the Shanghai Administration for Market Regulation on Issuing
the Action Plan (2025-2027) for Promoting the High-Quality Development of the
Testing, Inspection, and Certification Sector, Shanghai Municipal Administration
for Market Regulation, 18" April 2025, viewed 9" May 2025, <https://www.
shanghai.gov.cn/nw12344/20250418/f516c686fea84c69aa17ef341c1a1e88.
html>

30 Notice on Implementing the Fiscal Interest Subsidy Policy for Equipment
Renewal Loans, State Council, 21* June 2024, viewed 9" May 2025, <https:/
www.gov.cn/zhengce/zhengceku/202406/content_6959323.htm>

31 Notice on the Implementation Plan for Expanding Large-Scale Equipment
Renewal and the Replacement of Used Consumer Goods in Shanghai (2025),
Shanghai Municipal Development and Reform Commission and Shanghai
Municipal Finance Bureau, 27" January 2025, viewed 9" May 2025, <https://
www.shanghai.gov.cn/gwk/search/content/9dad9ab838c14b7988593d453b
ccedd4>; Notice on Soliciting Public Comments on the draft Implementation
Plan for Providing Interest Subsidies on Equipment Purchase and Upgrade
Loans in Key Sectors to Accelerate the Development of New Quality Productive
Forces, Beijing Municipal Development and Reform Commission, 21° March
2025, viewed 9" May 2025, <https://fgw.beijing.gov.cn/zmhd/dczj/yjgg/202503/
t20250321_4041202.htm>; Notice on the Implementation of Fiscal Interest
Subsidies for Equipment Renewal Loans, Guangdong Provincial Department
of Finance, Guangdong Development and Reform Commission, Guangdong
Branch of the People’s Bank of China, and Guangdong Bureau of the National
Financial Regulatory Administration, 30" August 2024, viewed 9" May 2025,
<https://www.gd.gov.cn/gdywdt/zwzt/yjhx/zcwj/content/post_4485677.html>

m Quality and Safety Services Sub-working Group 135

»
®
o
=
o
H]
=
£
)
==
o
=
N
o
3
=
[
@
(7]
c
@
»




7]
@
S
7]

=
]

S
=
<)
]

=
o

=
s

s
c
o

2
©
@

(7>

European Chamber
Rk R 2

Therefore, the sub-working group recommends embedding
the TIC industry in the national-level strategic industrial
catalogue to underscore its role in supporting China’s
industrial transformation. Accordingly, the sub-working
group also calls for a dedicated policy support system
to fully unlock the sector’s potential.

Specifically, government-led financial measures—
such as industrial support funds, direct subsidies and
tax rebates—should be incorporated into the policy
support framework for the TIC sector. While China
has broadened depreciation incentives across all
manufacturing industries and introduced a value-
added tax super-deduction for R&D-focussed advanced
manufacturers, TIC services—essential for technology
transfer, quality assurance and production safety—
remain largely excluded.*® To acknowledge the TIC
sector as a core component of the science and
technology services industry, the sub-working group
urges extending these established financial incentives
to qualified TIC enterprises.

Recommendations

» Revise the Strategic Emerging Industries Classification
and establish a sub-category under the ‘High-
technology Services’ section titled ‘Testing, Inspection
and Certification’ to reflect the sector’s advanced
development needs.

» Build a dedicated policy support framework for the

TIC sector.

- Create an annual National Quality Infrastructure
special fund with priority funding for smart
laboratory equipment upgrades.

- Introduce accelerated depreciation subsidies for
testing equipment.

- Extend an immediate value-added tax rebate on
TIC service revenues, to support its development
as one of the science and technology service
industries, modelled on the research and
development super-deduction policy.

32 Announcement on Expanding the Applicability of Accelerated Depreciation
Policies for Fixed Assets, MOF and State Taxation Administration (STA),
23" April 2019, viewed 10" June 2025, <https://www.gov.cn/zhengce/
zhengceku/2019-10/16/content_5440614.htm>; Guide to R&D Super-Deduction
Policy, STA, 12" April 2024, viewed 10" June 2025, <https://www.chinatax.gov.
cn/chinatax/n810356/n3010387/c5222730/content.html>
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Abbreviations

CCs China Classification Society

CNCA National Certification and Accreditation
Administration

EU European Union

FIE Foreign-invested Enterprise

MOF Ministry of Finance

MOT Ministry of Transport

NDRC National Develo<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>