ONEWORLD OUTLOOK
China’s New Law Promises, But Will It Deliver?

In a historic move, China has passed its first comprehensive law aimed at supporting and
safeguarding the country’s private sector — a pivotal shift as Beijing seeks to revive
economic growth and rebuild fragile entrepreneurial confidence. Approved on April 30, the
new legislation sets out to clarify the legal status of private businesses, ensure fair
competition, and protect the rights of entrepreneurs, all while reinforcing the overarching
authority of the Communist Party.

Private enterprises have long been instrumental to China’s economic miracle, contributing
more than 60% of GDP and 80% of urban employment. Yet, they have often operated in the
shadow of state-owned enterprises (SOEs), which receive preferential treatment in lending,
procurement, and market access. The new Private Enterprise Law, by codifying equal
treatment and reaffirming private sector development as a long-term national goal, signals a
major policy course correction.

A Push for Fairer Competition

Central to the new law is the effort to level the playing field between SOEs and private firms.
The legislation introduces new language to curb discriminatory practices and eliminate
unofficial barriers. It mandates that industrial policy must not breach competition principles
and calls for the removal of hidden monopolies and local protectionism. Regulatory
standards, the law insists, must apply uniformly to all businesses, with selective enforcement
explicitly prohibited.

These promises are supported by China’s updated 2025 Negative List for Market Access,
which designates sectors reserved for state control while expanding opportunities elsewhere
for private firms. Outside those strategic industries, private businesses are to be granted the
same market rights as their state-run counterparts. The law also bans exclusionary practices
in public procurement and bidding — common complaints among private entrepreneurs.
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Tackling Arbitrary Crackdowns

Beyond competition, the law attempts to address one of the most pressing concerns of
Chinese business owners: the abuse of legal authority by cash-strapped local governments.
In recent years, entrepreneurs — particularly in wealthier provinces such as Guangdong,
Zhejiang, Jiangsu, and Shanghai — have been targeted for arrest under questionable legal
pretenses, often to seize assets or extract revenue.

This phenomenon, dubbed “profit-driven enforcement,” stems from deep financial stress at
the local level, exacerbated by China’s real estate crisis. Reports suggest that since 2023,
over 10,000 entrepreneurs in Guangdong alone have been detained by out-of-province police
forces. Critics argue this practice undermines rule of law and investor trust.

To curb such abuses, the new legislation includes specific articles prohibiting cross-
jurisdiction crackdowns, arbitrary arrests, and asset seizures without due process. These
measures aim to reassure business owners that they will be treated as legitimate legal
entities, not targets of fiscal desperation.

Contract Enforcement and Payment Protections

The law further tackles the issue of contractual breaches by public entities. Several articles
stipulate that government agencies and SOEs must honor payment obligations, and may not
alter contracts arbitrarily due to personnel changes or local planning revisions. The move
comes after growing frustration over delayed payments and unjustified contract cancellations
that have severely impacted private sector cash flow.

Still, doubts linger. Financially distressed local governments have often ignored contractual
commitments in the past, raising questions about whether the law will be enforced or simply
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add to the list of unheeded directives.

Political Loyalty Still Required

Despite the positive reforms, the law also reinforces the ideological boundaries within which
private enterprises must operate. It clearly states that all private sector development must
adhere to the leadership of the Communist Party and uphold China’s socialist system. Articles
2 and 5 emphasize the political responsibilities of private business leaders, requiring them to
actively support party leadership and contribute to the construction of a “modern socialist
country.”

This ideological tether has drawn criticism from analysts who argue that meaningful
economic liberalization is difficult when political loyalty is a precondition for market
participation. “It's a paradox,” said one policy observer. “The state wants private enterprise
to thrive, but only within limits it defines — and those limits remain ideological and political.”

Implementation Is Key

While the law represents a long-overdue acknowledgment of private enterprise’s role in
China’s future, its real-world impact will depend on enforcement. With no concrete penalties
outlined for violations, skeptics warn the law may remain more aspirational than actionable.

China’s economy continues to face serious challenges. Despite official GDP growth claims of
5% for 2024, independent estimates place it closer to 2%. Unemployment remains stubbornly
high, and domestic consumption is sluggish. Reports have emerged of the government
pressuring large companies like JD.com to absorb unsold inventory from struggling
manufacturers, further dampening business confidence.
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In short, while the new Private Enterprise Law is a welcome development for many in China’s
business community, its success will hinge not on the strength of its language but on the
consistency of its application. The message from Beijing is clear: private enterprise is
essential — but only so long as it aligns with the Party’s political and economic vision.
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