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China Issues New Foreign Investment Restrictions 
(The 2007 Foreign Investment Industrial Guidance Catalogue)

China’s National Development and Reform Com-
mission and the Ministry of Commerce jointly pro-
mulgated the new Foreign Investment Industrial 
Guidance Catalogue (2007 Amendment) (the “New 
Catalogue”) on October 31, 2007. The New Cata-
logue will replace the existing catalogue (the “2004 
Catalogue”) on December 1, 2007, and bring dra-
matic changes to the way industries are categorized 
as “encouraged,” “permitted,” “restricted,” or “pro-
hibited” for foreign investment.

Overview
While the New Catalogue covers a great deal of 
ground, it is possible to draw some broad observa-
tions when comparing it with the 2004 Catalogue. 
Consistent with China’s WTO commitments, the New 
Catalogue relaxes restrictions on foreign investments 
in commercial services, fi nance, and various forms of 
manufacturing, but greatly expands restrictions on 
foreign investments in real estate, which is consis-
tent with recently announced government policies. In 
addition, the government clearly wishes to promote 
energy effi ciency and environmentally friendly pro-
duction in manufacturing, while tightening its control 
over publishing, media, and the Internet. 

Like its predecessor, the New Catalogue continues 
to classify industries according to whether foreign 
investment is encouraged, restricted, or prohibited 
– any industry not so classifi ed is permitted.

Since China has fulfilled most of its WTO ob-
ligations to date, the New Catalogue lacks the 
appendix to the 2004 Catalogue, which primar-
ily set forth the timetable for China to fulfill its 

•

WTO obligations. One outstanding WTO obli-
gation is that the limit on foreign ownership in 
domestic and international basic telecommuni-
cations business should be raised from 35% to 
49% no later than December 11, 2007.  

The New Catalogue is more detailed and compre-
hensive, especially for certain manufacturing in-
dustries. For example, shipbuilding related busi-
nesses are expanded from four to eight businesses 
in the encouraged category, covering more types 
of ships and related equipment.  
 
The New Catalogue encourages foreign invest-
ments in the manufacturing industry for high 
and new technologies, and for the production 
of advanced materials, such as research and 
development for automobiles and their engines 
and key components. For certain conventional 
manufacturing industries where domestic en-
terprises have fully mastered the technology 
- the dairy industry for example - foreign invest-
ment is no longer encouraged.  

The New Catalogue encourages foreign invest-
ments in clean energy production, renewable 
energy research and development, and environ-
mental protection industries, while restricting or 
prohibiting foreign investments in high energy-
consuming and pollution-generating projects. It 
adds, for example, development and production 
of green foods, and production of environmen-
tal friendly materials for automobiles and mo-
torcycles to the encouraged category. China no 
longer encourages, and in fact prohibits, certain 

•

•
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foreign investments in scarce or non-renewable 
minerals. Coal mining and exploitation of alumi-
num, for example, have been shifted from the en-
couraged to the permitted category.   

The New Catalogue further relaxes restrictions 
in commercial services and finance industries. 
Certain outsourced services, such as call cen-
ters, data processing, and human resources, 
as well as modern logistics, have been added 
as encouraged industries. In addition, China no 
longer prohibits foreign investments in the com-
modities business, which now appears in the re-
stricted category and is subject to control by the 
Chinese party in a given investment.   

In view of China’s rapidly increasing trade sur-
plus and foreign exchange reserves, the export-
oriented policy has been repealed. 

•

•

One prevailing theme in the New Catalogue is 
the government’s intention to safeguard China’s 
economic sovereignty. A number of industries 
under the New Catalogue are limited to equity 
joint ventures and/or cooperative joint ven-
tures, which means that wholly foreign-owned 
enterprises are not allowed. Design and pro-
duction of high-speed trains is an example. 
Wholly foreign-owned enterprises are also not 
allowed in certain other industries.   

It should also be noted that although the New 
Catalogue is intended as a comprehensive 
guideline for foreign investments across all in-
dustries, it must be read in conjunction with in-
dustry specific laws, regulations, and rules.

•

•

Affected Industries 
We highlight some of the major changes below:

Real Estate

Wholesale 
& Retail

Finance

Development of ordinary 
residential housing

Secondary real estate market, and 
housing agencies and brokerage 
companies

Construction and operation of 
golf courses

Wholesale and retail sales of 
ordinary commodities

Wholesale and retail sales of books, 
newspapers, and magazines

Commercial companies involved in 
commodities transactions and sales 
agents, merchandise leasing com-
panies, foreign trade companies, 
carriage agencies, and advertising 
agencies

Commodities companies

Encouraged

Permitted

Restricted

Encouraged

Restricted

Restricted

Prohibited

Permitted

Restricted

Prohibited

Permitted

Permitted

Permitted 

Restricted 
(limited to minority-stake 

foreign investment)

    Sector Industry 2004 Catalogue New Catalogue
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Transportation 

Publishing, 
Media & 
Recreation

Manufacturing

Comprehensive maintenance of 
infrastructure of express railways, 
special railway lines for passenger 
transportation, and inter-city rail-
ways 

General distribution of audio and 
video products and electronic 
publications

Radio broadcasts and television 
channels (frequencies), news web-
sites, web services for audio and 
video programs, Internet cafes, and 
Internet cultural operations

Radio and television program pro-
duction companies, film produc-
tion companies, and cinema chain 
companies

Projects for radio and television 
programs production and projects 
for film production

Business operation of entertain-
ment and recreation sites

Manufacturing of clothing by com-
puter-integrated manufacturing sys-
tem, organically macromolecular 
materials, new-style diagnosis re-
agents, optical fibers for laser treat-
ment, hydrogen energy equipment, 
rocket technology for civilian use, 
and total biodegradation materials

Design, manufacturing, and main-
tenance of ordinary watercrafts

Construction and operation of elec-
tric power transmission line systems

Manufacturing of complete motor-
cycles

Permitted 

Prohibited

Permitted 
(but in fact prohibited 
or restricted by other 

regulations)

Restricted

Restricted 
(limited to minority-stake 

foreign investment)

Permitted

Permitted

Permitted

Prohibited 

Encouraged 
(limited to minority-stake 

foreign investment)

Encouraged 
(limited to minority-stake 

foreign investment) 

Permitted

Prohibited

Prohibited

Restricted 
(limited to cooperative 

joint ventures)

Restricted

Encouraged

Restricted

Restricted 
(limited to minority-stake 

foreign investment)

Permitted

    Sector Industry 2004 Catalogue New Catalogue
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A more general question arises for those industries 
that find themselves in different categories under the 
New Catalogue. It is widely known that industries in 
the encouraged category enjoy certain benefits like 
tax exemption for equipment importation, and lower 
level authority review and approval. It can be expect-
ed that approvals for foreign investment in industries 
that have been moved from prohibited or restricted 
to permitted or encouraged may become easier to 
obtain. However, it is possible that foreign investors 
will not be able to benefit immediately from such 
changes, as bureaucratic implementation of the New 
Catalogue will take time. 

For those industries that were permitted under the 
2004 Catalogue but are restricted under the New 
Catalogue, we believe that the New Catalogue will 
block or restrict newcomers to these industries but 
not existing market players. Nevertheless, existing 
investments in industries that have been degraded to 
restricted may face difficulties in obtaining approv-
als for expansion, transfer of equity to other foreign 
investors, substantial operational changes, etc. It re-
mains to be seen whether more detailed rules will be 
promulgated to clarify issues relating to foreign in-
vestments in such industries.


