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1.  Introduction

The theme of China Development Report for South-South Cooperation 2014 is to 

investigate the investment relationship between China and other developing countries. 

The relationship includes not only the one-way inward FDI from and outward FDI to 

other developing country but also the two-way investment between China and the South. 

Here at the very beginning we are going to make some basic specifications regarding the 

report. 

1.1 Classification for Developing Country
“Developing country” is a concept relative to developed one without unique and 

clear definition. The World Trade Organization (WTO), International Monetary Fund 

(IMF), and United Nations Conference on Trade and Development (UNCTAD) have 

slightly different definitions and classifications based upon their membership and statistic 

requirements.  

According to the World Bank standard of per capita GNP in 1995, WTO classifies 

the developing country into three groups: one is the 49 least developed countries, 29 

of them are WTO members, whose per capita GNP is less than US$ 765; two is those 

countries, mainly located in south America and Middle East, whose per capita GNP is 

less than US$ 1000; and the third group is “other developing countries” which belong 

to neither of the above two. In general, OECD countries are developed ones while all 

non-OECD countries are developing countries. However, WTO does not provide any 

definite classification standard for the third group.  In fact, whether a country is treated 

as developing country or not depends solely on the negotiation of WTO accession. For 

example, China is a developing country but actually was not treated as when it joined 

WTO. By 2013, there are 160 member economies in WTO, in which about over 120 

members are developing countries or economies. 

There are 189 member economies in IMF statistics of World Economic Outlook 
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issued in April 2014, including 36 developed and 153 developing countries or economies. 

In these 189 countries or economies, Hong Kong and Taiwan is not the member of 

IMF but included, while Somalia is excluded because of the absence of statistic data. 

If Somalia is Included, there are totally 154 developing countries or economies in IMF 

classification. Currently, there are 6 member countries of United Nations that are not 

the member of IMF. They are Andorra, Cuba, Liechtenstein, Monaco, Nauru, and North 

Korea, among which Cuba, Nauru, and North Korea are treated as developing countries.

In the classification of UNCTAD, all member countries or economies are included. 

This is different from that of IMF because of the difference in membership. According 

to UNCTAD Statistic Handbook 2014, there are totally 164 developing countries or 

economies, in which 49 in Central America, 55 in Africa, 21 in Oceania, and 39 in Asia 

(See Annex 1). This underlies the classification in the report. In spite of developing ones, 

there are 17 transition economies in the classification of the Handbook that enriches the 

data sorts.

The definition and classification about the developing country in this report is based 

upon UNCTAD Statistic Handbook 2014. However, there are two specifications at the 

outset: 

First, to make the comparison, we refer the country group excluding “Four Asian 

Tigers”, which are South Korea, Singapore, Taiwan province of China, and Hong Kong, 

Special Administrative Region of China, as the small sample, otherwise referred as the 

big sample.

Second, we put the transition economies into the scope of study even though they are 

not developing countries, regarding their close trade and investment tie with China and 

apparent difference from traditional developed countries. 

In particular, both Hang Kong and Macao are Special Administrative Regions of 

China, and Taiwan is a province of China. They are all under the authority of People’s 

Republic of China. However, they are independent custom entities in WTO. For this 

reason, they treated as developing economies in the UN statistics. So when using the 

concept of developing country or “Four Asia Tigers”, we include them as independent 

economies but not as countries without specification.  
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1.2 The Importance of South-South Investment Cooperation
There are three basic economic fields in South-South cooperation that are 

international trade, investment, and development assistance, in which the investment 

cooperation among and especially between China and other developing countries play an 

important role. This is shown in the following three aspects.

First of all, the South-South investment has increased the bilateral trade between 

China and other developing countries.  Just as the investment is the cause of trade in 

most cases, the South-South trade cooperation has a close relation with that of investment 

cooperation. Nowadays, China ranks first in the international trade and at same time is 

the biggest capital inflow country in the developing world. As a matter of fact, the fast 

growth of China’s foreign trade is caused significantly by the foreign direct investment. 

According to the statistics, the FDI in China has been growing at a high speed since 1992, 

at same time China’s export and import has also experienced fast expansion and kept at 

two-digital growth rate. 

In theory, the investment may either create or substitute the trade. However, the 

actual South-South trade and investment relationship between China and other developing 

countries should be revealed by the empirical evidence. According to domestic studies 

(Zhang Peng, 2008) A, it is in general complementary during the period of over 30 years 

but has shown a slow down trend after 1992. This is closely related to the change of FDI 

in China. In this report, we will investigate the South-South trade-investment relationship 

between China and other developing countries from the perspective of both inward and 

outward FDI (OFDI) in order to provide an overall understanding of its importance on 

South-South cooperation.

Secondly, the South-South investment cooperation has deepened the international 

division of labor between China and other developing countries. Compared with inflow 

FDI, China’s OFDI has been growing at a faster speed in last 10 years, and this makes 

China become one of the three largest capital outflow countries in the world by the end 

of 2012. Following the trend, China will change from a net capital inflow country to a 

A Zhang Peng. Study on the Relationship between FDI and China’s Foreign Trade, Economic Science Press, 2008.
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net outflow country. This will provide a great momentum for South-South cooperation. 

One of the opportunities comes from the industrial cooperation between China and other 

developing countries or international industry shift from China to the South.

In past 30 years, China has greatly expanded the labor-intensive production based 

upon the cheap labor and open market and are called as “world factory”. However, 

with the wage increase and the legislation improvement on labor protection, the labor 

cost has significantly increased. China has gradually lost its comparative advantage in 

some traditional labor-intensive production, which will have to shift to other developing 

countries in Asia and Africa with lower labor cost; furthermore, the accumulated 

production capacity in some capital-intensive manufactures has also encountered slow 

demand growth in the world and need to find new market. This will obviously stimulate 

the outward FDI to other developing countries. On the other hand, most developing 

countries carry out the open trade and investment policy and will utilize the FDI to 

promote domestic economic development. So China’s industry upgrade is consistent 

with the economic development effort in developing countries. Therefore, the South-

South investment cooperation will stimulate China’s industrial capital to flow in other 

developing countries and promote bilateral industrial cooperation according to the change 

of international division of labor. 

Thirdly, the South-South investment cooperation especially of industrial cooperation 

in manufactures will impose positive impacts on employment, environment, and poverty 

elimination in both China and other developing countries. In both theory and practice, 

the bilateral investment in the South cannot be solely explained by the doctrines of 

monopolistic and internalization advantage. There are two features in South-South 

investment. One is that most of FDI from the South and China’s OFDI to the South 

are non-manufacturing investment infrastructure and services sectors; and most of the 

Southern manufactured investments are labor-intensive in final products or processing 

activities in international production chain dominated by developed countries. This 

features the Southern investment relatively less negative environment effects and positive 

impacts on the employment, which are pro poor by increasing the income of unskilled 

labor.  So, the investment cooperation among the South will not only drive the growth 
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but also result in social development by reducing the poverty and the environmental 

deterioration. Of cause, suitable and proper FDI policy is very important to actually reach 

these goals.

1.3 Main Contents of the Report
The South-South investment cooperation include both China’s OFDI to other 

developing countries and the inward FDI from the South. Each of them will impose 

impacts on both the host and home country. This frames the basic structure of the 

report.  Combining the FDI and OFDI together, the report also investigates the two-way 

investments between China and developing countries in order to more deeply reveal the 

bilateral capital relationship. Furthermore, taking into account the fact that China is the 

biggest FDI inflow country in developing world and it has accumulated some sharing 

experiences and lessons, there is one chapter in this report specifically on the change of 

China in FDI policy. In the last, it provides the main conclusions and possible strategic 

choices for China on South-South investment cooperation.

The first part of the report (including Chapter 2 to Chapter 5) focus on the issues of 

China’s OFDI in other developing countries that has been arising great attention in the 

international community. Chapter 2 depicts the features of China’s OFDI according to 

existing statistics. Up to now, there have been massive case studies on the issue both in 

the world and domestic China. However, what these case studies, with very diversified 

results, give is mainly the fragmented information. One purpose of the report is to 

provide as far as possible general and overall empirical evidence on China’s investment 

in developing countries based upon the accessible statistic data, in which readers may get 

some more reliable conclusions rather than individual case study result. 

Chapter 3 and 4 deal with the impacts of China’s OFDI on domestic economy and 

other developing countries respectively. It is found that China’s outward investment 

has induced the export in goods and labor services, and contributed to the upgrade of 

domestic industrial structure. It has also had some positive impacts on other developing 

countries by improving infrastructure, increasing employment, and alleviating poverty. 
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It also has imposed impacts on environmental protection. However, China’s OFDI to 

other developing countries encounters both opportunity and challenge domestically and 

internationally. Chapter 5 focuses on these hot topics. 

Part Two, looks at the impacts of FDI from other developing countries on China’s 

economy. The developing countries take a very important position in China’s total FDI 

inflow and have exerted some trade, employment, and environmental influences on. It 

makes a kind of country-industry impacts analysis according to FDI data classified by 

both country and industry so as to provide overall assessments in the report regarding the 

fact that FDI has different impacts when it comes from different country and flow into 

different industries. In this part we do not discuss the impacts of FDI on home country, as 

it goes beyond the bilateral relationship between China and developing countries. 

Chapter 8 and 9 constitute Part Three. Chapter 8 investigates the two-way investment 

between China and developing countries as a whole, and some of them such as “Four 

Asian Tigers”, ASEAN, and BRICS countries. Chapter 9 introduces the experiences and 

lessons that China has had in FDI policy. As it is well-known, China is not only a big 

country in FDI inflow but also a big one in OFDI. Under this situation, what the two-way 

investment between China and other developing countries are and how it affects China’s 

economy have become a question that we need to pay attention and deeply investigate. 

Regarding the experience and lessons that China has had, one of the most important that 

other developing countries may share is that the government should make and adjust its 

FDI policy according to its national conditions and requirements. In this way, we can use 

the FDI to promote the economic development but at same time to reduce its negative 

impact as much  as possible. However, this is always a challenge for all developing 

countries.

In the last part of the report, we conclude the studies and put forward some policy 

suggestions for China to carry out the investment cooperation between China and 

other developing countries and strategic choices for China’s OFDI to other developing 

countries in manufacturing industry. Nowadays, there are many critiques on China’s 

OFDI in developing counties. One of the reasons for this is that most of the investments 

are in mining and energy resources industries and infrastructure sector, there is not much 
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in manufacturing that would induce more comprehensive economic development in 

the host countries. It might bring some changes for this by carrying out the investment 

cooperation in the manufacture industry. If going out, what manufacture industry should 

go, where to go, and how to go would become very important questions to answer. There 

is a rather brief discussion in this part. 

We would like to state that this is an outcome of collective efforts by many domestic 

experts. Every expert undertakes relatively independent part of the report according to the 

general outline. However, when making the argument, they have to touch upon the same 

issues from different points of view. These results are overlapping. We keep these for 

readers to approach the issues from different perspectives. 



2. China’s OFDI to Other Developing 
Countries

With the steady increase of China’s GDP per capita, encouragement of the “going 

out” policy, Chinese enterprises are more motivated to invest abroad. China has recently 

accelerated its outward foreign direct investment (OFDI). In 2012 China’s OFDI reached 

US$87.8 billion, becoming world’s third largest foreign investor. This chapter will 

focus on the characteristics of China’s OFDI in developing countries. We selected 103 

developing countries (regions) which accept FDI from China as our sample according 

to UNCTAD Statistics Handbook 2013. We will also take 13 transition economies into 

consideration because China have much investment links with Russia, Ukraine, Belarus 

and so on. So our sample will contain 126 economies in total.

2.1 Aggregate Investment and Trends

2.1.1 Aggregate Investment

1. Overview of China’s OFDI

Foreign direct investment is an important driving force of technological progress 

and economic growth. For a long period, China has been the important destination of the 

FDI. But with the development, it has become necessary for China to invest abroad in 

order to maintain rapid economic growth. Before the 21st century, China’s OFDI flow was 

below US$5 billion every year and after that it kept an increasing trend and the its stocks 

has accounted for a greater share in the global total also. We can find in the Figure 2.1.1-

1 that, in 2003, China accounted for only 0.33% of the global FDI stocks but it rose to 

2.14% in 2012. The flows of China’s OFDI also accounted for greater share in the global 

total although there was a small decline in both 2007 and 2011. In 2003, China accounted 
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for only 0.49% of global FDI flows; then it had been increasing until 2009 and kept at 

more than 4% for later three years. After a slight decline, it reached 6.52% in 2012 which 

is 2.1% more than previous year. This makes China the third largest foreign investor in 

the world.
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Figure 2.1.1-1 Share of China in Global OFDI

Source：UNCTAD database(www.unctad.org/fdistatistics)

Actually, China’s OFDI has been growing during the 10 years since 2003 with an 

average annual growth rate of 41.6%. In 2003 and 2004, China’s OFDI flows were only 

US$2.9 billion and US$5.5 billion, while at the same time, the USA’s OFDI flows were 

US$53.1 billion and US$135.8 billion respectively. So China’s OFDI was relatively much 

smaller. In 2005, it exceeded US$10 billion for the first time and increased to US$20 

billion in 2006. After a double-digit growth rate, China’s OFDI flows exceeded US$50 

billion in 2008 with active participation in international investment cooperation. In 2009, 

the global economy went into recession because of the financial crisis, which provided 

an opportunity for China to expand its oversea investment. In this year, China’s OFDI 

flows reached US$56.5 billion. In 2010, China’s OFDI flows surpassed the traditional 

FDI powers like Japan (US$56.26 billion) and UK (US$11.02 billion) for the first time. 

It continued an upward trend in the following year and finally became one of the three 

largest foreign investors in the world in 2012 even under the uncertainty of European debt 

crisis, which made the global OFDI flows fall by 17%. 
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Table 2.1.1-1 Flows and Stocks of China’s OFDI
US$ millions

Year Flows Stocks Year Flows Stocks

2003 2855 33222 2008 55910 183971

2004 5498 44777 2009 56530 245755

2005 12261 57206 2010 68811 317211

2006 21160 75026 2011 74654 424781

2007 26510 117911 2012 87804 512585

Source：UNCTAD database (www.unctad.org/fdistatistics)

2. China’s OFDI Flows to Developing Economies

China’s OFDI capital flows are mainly concentrated in Hong Kong, China, the 

Cayman Islands and other developing economies, while investment to developed 

countries are relatively small. There are 13 developing economies among the top 20 of 

China’s OFDI destinations in 2012. Figure 2.1.1-2 shows the characteristics of China’s 

OFDI flows and its share in developing countries total. We can learn that developing 

economies are main destinations of China’s OFDI. Although share has bounced around 

during the years but developing countries accounted for more than 80% of China’s total 

OFDI flows from 2003 to 2012, close to 95% in some years.
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Figure 2.1.1-2 The Value and Share of China’s OFDI Flows to Developing Economies

Source：Compiled according to China’s Foreign Direct Investment Bulletin
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Table 2.1.1-2 shows the value and growth rate of China’s OFDI flows to developing 

economies in detail. In 2003 China’s OFDI flows to developing economies were US$ 

2.6 billion, the value exceeded US$10 billion in 2005 and reached US$74.2 billion in 

2012, which accounted for 10.6% of total FDI accepted by developing countries. China’s 

OFDI to developing countries have maintained a relatively high growth rate, except for 

the negative growth in 2009 for the financial crisis. China’s OFDI to developed countries 

have been increasing in recent years, so the share of China’s OFDI to developing 

countries has declined, but the share was still above 80%.

Table 2.1.1-2 China’s OFDI flows to Developing Economies
in US$ millions，％

Year Value Growth Rate Share Year Value Growth Rate Share

2003 2647.92 — 92.76 2008 53120.99 123.54 95.01 

2004 5169.26 95.22 94.02 2009 49573.61 -6.68 87.69 

2005 11539.68 123.24 94.12 2010 57934.41 16.87 84.19 

2006 17164.36 48.74 81.12 2011 61230.35 5.69 82.02 

2007 23763.49 38.45 89.64 2012 74195.55 21.17 88.10 

Source：Compiled according to China’s Foreign Direct Investment Bulletin

Note: The share refers to how much China’s OFDI flows to developing economies accounted for in China’s 

OFDI flows to the world.

3. China’s OFDI Stocks to Developing Countries

We can see China’s OFDI to developing countries in Figure 2.1.1-3, which shows 

both the value and growth rate from 2003 to 2012. We can find that its share in the total is 

more than 95% at the beginning of the 21st century. Then it tends to decline because of the 

expansion of China’s OFDI to developed countries but still remains high at around 90%.
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Figure 2.1.1-3 The Value and Share of China’s OFDI Stocks to Developing Economies

Source：Compiled according to China’s foreign direct investment bulletin

Table 2.1.1-3 shows the value and growth rate of China’s OFDI stocks to developing 

economies in detail. China’s OFDI stocks to developing economies increased from US$ 

31.67 billion in 2003 to US$ 459.03 billion in 2012, which accounted for 10.6% of total 

FDI accepted by developing economies. Meanwhile, the share of China’s OFDI stocks 

to developing economies in total FDI accepted increased from 1.5% in 2003 to 5.9% in 

2012. 

Table 2.1.1-3 China’s OFDI Stocks to Developing Economies
 in US$ millions，％

Year Value Growth Rate Share Year Value Growth Rate Share

2003 31667.86 — 95.32 2008 173374.89 57.99 94.24 

2004 42660.37 34.71 95.27 2009 227776.77 31.38 92.68 

2005 54435.5 27.60 95.16 2010 287940.32 26.41 90.77 

2006 71120.69 30.65 94.80 2011 379885.3 31.93 89.43 

2007 109737.18 54.30 93.07 2012 459033.52 20.83 90.18 

Source：Compiled according to China’s Foreign Direct Investment Bulletin

Note: The share refers to how much China’s OFDI stocks to developing economies accounted for over the total 

stocks to the world.
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2.1.2 Trends of China’s OFDI

1. The Overall OFDI

We can learn from the figure 2.1.2-1 that China’s OFDI flows kept rising during the 

period obviously. The value of flows in 2012 is 29 times of that in 2003. But the growth 

rate fluctuated conspicuously. It was 123% in 2005, 110% in 2008, and fell to 1.1% in 2009 

after the rapid expansion, and finally kept at about 10%~20%.

100000

80000

60000

40000

20000

0
2003

Fl
ow

s(
in

 U
S$

 m
ill

io
ns

)

pcrcent(%
)

2004 2005 2006 2007 2008 2009 2010 2011 2012
0
20
40
60
80
100
120
140

year
flows growth rate

Figure 2.1.2-1 The Value and Growth Rate of China’s OFDI Flows

Source：UNCTAD database (www.unctad.org/fdistatistics)

Figure 2.1.2-2 shows the value and growth rate of China’s OFDI stocks in detail, which 

have grown at more than 20% from 2003 to 2012. The value of stocks increased from US$ 

33.2 billion in 2003 to US$ 512.6 billion in 2012, which increased 14-fold. In particular, the 

growth rate in 2007 and 2008 were more than 50%.
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Figure 2.1.2-2 The Value and Growth Rate of China’s Overall OFDI Stocks

Source：UNCTAD database (www.unctad.org/fdistatistics)
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2. China’s OFDI to Developing Countries

Figure 2.1.2-3 shows the total amount and growth rate of China’s OFDI flows to 

developing economies. The average annual growth rate was 51.8% from 2004 to 2012, 

much larger than the over all flows to the world. In the early 21st century, China’s OFDI 

mainly flew to developing countries and peaked in 2008. The value of stocks exceeded 

US$50 billion in the peaking year, which accounted for 95% of the total. The OFDI 

declined for the worldwide economic recession after 2009, but the total amount kept 

steady upward trends.
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Figure 2.1.2-3 China’s OFDI Flows to the South

Source：Compiled according to China’s foreign direct investment bulletin

China has always been the main destination of foreign direct investment and started 

OFDI later than developed economies. The total value of the China OFDI stocks is much 

smaller than that of developed economies but has been keeping steady upward trends. 

It exceeded US$ 100 billion in 2007 and reached US$459 billion in 2012. The annual 

growth rate remained more than 20%, although there existed some fluctuations. The 

average growth rate of China’s OFDI stocks to the South was 35.1% from 2004 to 2012. 

Figure 2.1.2-4 shows the value and growth rate of China’s OFDI stocks to the South in 

detail. 
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Figure 2.1.2-4 China’s OFDI Stocks to the South

Source：Compiled according to China’s Foreign Direct Investment Bulletin

2.2 China’s OFDI by Country

2.2.1 Overall Country

1. China’s OFDI to the World

China’s OFDI is widely distributed around the world, but it mainly concentrates 

in Asia and Latin America countries and regions. Hong Kong China is the largest 

destination. The British Virgin Islands and the Cayman Islands also get a significant 

proportion of China’s OFDI. Only a small share of the investments went into developed 

countries. There were only six developed economies among the top 20 destinations of 

China’s OFDI stocks in 2012. Table 2.2.1-1 shows the value and share of top 20 host 

economies.

Table 2.2.1-1 Top 20 Host Economies, 2012
US$ billions, %

No Economies Stocks Share（%）

1 China, Hong Kong 306.372 57.6

2 British Virgin Islands 30.851 5.8

3 Cayman Islands 30.072 5.7
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No Economies Stocks Share（%）

4 United States of America 17.08 3.2

5 Australia 13.873 2.6

6 Singapore 12.383 2.3

7 Luxembourg 8.978 1.7

8 England 8.934 1.7

9 Kazakhstan 6.251 1.2

10 Canada 5.051 0.9

11 Russian Federation 4.889 0.9

12 South Africa 4.775 0.9

13 France 3.951 0.7

14 Bermuda 3.373 0.6

15 Germany 3.104 0.6

16 Indonesia 3.098 0.6

17 Myanmar 3.094 0.6

18 Republic of Korea 3.082 0.6

19 Mongolia 2.954 0.6

20 Macao, China 2.929 0.5

Total 475.093 89.3

Source：China’s Foreign Direct Investment Bulletin 2012.

2. China’s OFDI to Developing Economies

Table 2.2.1-2 shows the value and share of top 20 host economies in developing 

economies. Investments flowed to Hong Kong, China, British Virgin Islands and Cayman 

Islands accounted for more than 80% of China’s total OFDI. Although investments to 

other economies have increased, their shares were still at a low level.  

Continued
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Table 2.2.1-2 Top 20 Host Economies in the South, 2012
Unit: US$ 10 thousand

No Economies Stocks (millions） share（%）

1 Hong Kong, China 30637245 66.50

2 British Virgin Islands 3085095 6.70

3 Cayman Islands 3007200 6.53

4 Singapore 1238333 2.69

5 Kazakhstan 625139 1.36

6 Russian Federation 488849 1.06

7 South Africa 477507 1.04

8 Indonesia 309804 0.67

9 Myanmar 309372 0.67

10 Republic of Korea 308190 0.67

11 Mongolia 295403 0.64

12  Macao, China 292927 0.64

13 Cambodia 231768 0.50

14 Pakistan 223361 0.48

15 Thailand 212693 0.46

16 Iran 207046 0.45

17 Venezuela 204276 0.44

18 Zambia 199811 0.43

19 Nigeria 194987 0.42

20 Lao People’s Democratic 
Republic 192784 0.42

Total 42741790 92.77

Source：Compiled according to China’s Foreign Direct Investment Bulletin
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2.2.2 Main Host Countries

1. Mainland’s OFDI to Hong Kong

Hong Kong, China accepted the most of the mainland’s OFDI in both flows and 

stocks. Many of mainland’s OFDI and major merger and acquisition projects are realized 

by reinvestment in Hong Kong. We can learn from Figure 2.2.2-1 that the share of 

China’s OFDI flows and stocks to Hong Kong accounted for more than 40% of that to the 

south, up to 70% in some individual years. 
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Figure 2.2.2-1 Share of China’s OFDI to Hong Kong

Source：Compiled according to China’s Foreign Direct Investment Bulletin

Mainland China’s OFDI flows to Hong Kong exceeded US$10 billion in 2007 and 

reached US$51.24 billion in 2012. It kept high annual growth rate except in 2009 and 

2011. The average growth rate was 64.2% from 2004 to 2012. The share of Mainland’s 

OFDI to Hong Kong also kept upward trends, reaching 19.9% in 2012. Details can be 

seen in Figure 2.2.2-1.
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Figure 2.2.2-2 Value and Growth Rate of Mainland’s OFDI to Hong Kong

Source：Compiled according to China’s Foreign Direct Investment Bulletin
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Mainland China’s OFDI stocks to Hong Kong have also kept upward trends. The 

average growth rate was 33.6% from 2004 to 2012. The OFDI stocks recorded the growth 

rate more than 60% in 2007 and 2008. Although the growth rate declined in recent three 

years, the stocks increased by US$10 billion every year. The share of Mainland’s OFDI 

stocks to Hong Kong accounted for more than 10% in 2008 and up to 21.54% in 2012 of 

the total FDI accepted by Hong Kong, which still keeps increasing. Details can be seen in 

Table 2.2.2-1.

Table 2.2.2-1 China’s OFDI Stocks to Hong Kong 
Unit: US$ million, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 24632.26 — 5.71 2008 115845.28 68.43 13.27

2004 30392.89 23.39 6.18 2009 164498.94 42.00 16.55

2005 36507.08 20.12 6.42 2010 199055.57 21.01 17.12

2006 42269.91 15.79 5.40 2011 261518.52 31.38 22.08

2007 68781.32 62.72 5.61 2012 306372.45 17.15 21.54

Source：Compiled according to China’s Foreign Direct Investment Bulletin and UNCTAD Database

Note: The share refers to Mainland’s OFDI Stocks to Hong Kong over the total of the later.

2. China’s OFDI to British Virgin Islands and Cayman Islands

China’s OFDI to Latin America is mainly concentrated in the famous tax havens—

Virgin Islands and Cayman Islands. This two islands are famous offshore financial 

centers, they have attracted many Chinese companies registered there for the advantages 

of low tax rate，simple registration procedure，transnational operation and access to 

avoid trade barriers. But these companies’ business was mostly at home without entity 

in the two islands. In addition, many Chinese companies registered there and then back 

to China as FDI to get preferential policies. So we can’t regard China’s OFDI to British 

Virgin Islands and Cayman Islands as China’s OFDI to the South. Due to the lack of 



China Development Report on South-South Cooperation 2014

20

detailed data, this report will just attribute them to our sample. China’s OFDI to British 

Virgin Islands and Cayman Islands have experienced a period of rapid growth before 2006. 

The value and share of China’s OFDI to the two islands declined with the less preferential 

policies and more strict crackdown of overseas tax evasion.The share of China’s OFDI flows 

to the two islands over China’s OFDI flows to the South was only 4.1%, far less than that in 

2005 and 2006. Figure 2.2.2-3 shows the share of China’s OFDI flows to the two islands over  

China’s OFDI flows and stocks to the South in detail.
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Figure 2.2.2-3 Share of China’s OFDI to British Virgin Islands and Cayman Islands

Source：Compiled according to China’s Foreign Direct Investment Bulletin

The value of China’s OFDI flows to British Virgin Islands and Cayman Islands 

fluctuated significantly; its share is gradually less than that to American’s but still large 

among the developing economies. They ranked second and third largest host economies 

of China’s OFDI flows respectively in 2012. The growth rate of China’s OFDI to the two 

islands declined after the recorded growth in 2005 and even become negative in 2012. 

China’s OFDI to British Virgin Islands and Cayman Islands declined significantly in 

recent years.
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Figure 2.2.2-4 The Value and Growth Rate of China’s OFDI Flows to British Virgin Islands and Cayman Islands

Source：Compiled according to China’s Foreign Direct Investment Bulletin

China’s OFDI stocks to British Virgin Islands and Cayman Islands kept steady 

upward trends except small negative growth in 2009. The average growth rate was 37% 

from 2004 to 2012. The stocks value to the two islands were more than US$10 billion in 

2005 and reached US$60.92 billion in 2012. Figure 2.2.2-5 shows the value and growths 

rate of China’s OFDI stocks to British Virgin Islands and Cayman Islands in detail.
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Figure 2.2.2-5 The Value and Growth Rate of China’s OFDI Stocks to British Virgin Islands and Cayman Islands

Source：Compiled according to China’s Foreign Direct Investment Bulletin
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3. China’s OFDI to Russian 

Investment relationship between Russia and China is one of the most closely among 

the transition economies. Russia ranked sixth largest host economies of China’s OFDI 

stocks in 2012. We can learn from Figure 2.2.2-6 that the share of China’s OFDI flows 

and stocks to Russia over the total to the south has kept upward trends. Share of flows and 

stocks set the record of 2.6% and 1.3% respectively. It remained at about 1% after 2008, 

and reached 1.06 in 2012.
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Figure 2.2.2-6 Share of China’s OFDI to Russian Federation

Source：Compiled according to China’s Foreign Direct Investment Bulletin

China’s OFDI flows to Russia almost kept upward trends except negative growth in 

2007 and 2009 because of the economic crisis. The investment rebounded in 2010 and the 

growth rate reached 63.0%. The average growth rate was 24.7% from 2006 to 2012. The 

value of China’s OFDI flows to Russia exceeded US$100 million and reached US$784 

million in 2012. The details can be found in Figure 2.2.2-7. 
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Figure 2.2.2-7 The Value and Growth Rate of China’s OFDI Flows to Russian Federation

Source：Compiled according to China’s Foreign Direct Investment Bulletin

The value of China’s OFDI stocks to Russia was relatively small; it exceeded US$1 

billion until 2007. But the stocks kept upward trends, the annual growth rate was more 

than 50% before 2007, declined after 2007 and still kept more than 20%. Figure 2.2.2-8 

shows the value and growth rate of China’s OFDI stocks to Russia in detail.
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Figure 2.2.2-8 Value and Growth Rate of China’s OFDI Stocks to Russian Federation

Source：Compiled according to China’s Foreign Direct Investment Bulletin
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2.3 China’s OFDI by Region

2.3.1 OFDI Divided by the Continent

1. The Total OFDI by Continent

Regional distribution of China’s OFDI is unbalanced. Investment was mainly 

concentrated in the Asia and Latin America, which accounted for more than 80% of 

China’s total OFDI flows, the share of stocks even reached more than 90% in 2003, 

2004 and 2005. Most of China’s OFDI flowed to the Asia, they mainly go to Hong Kong 

China, Indonesia, South Korea, Singapore, Kazakhstan, Mongolia, Laos etc. The average 

share of China’s OFDI flows and stocks to the Asia account for 60% and 70% of the 

total respectively from 2003 to 2012. In addition, most of them flowed to Hong Kong, 

accounting for 79.1% of China’s total OFDI flows to Asia. China’s OFDI to the Latin 

America mainly went to British Virgin Islands and Cayman Islands. The investment kept 

high-speed growth before 2006 and then declined substantially. The share of flows fell to 

7% in 2012 from 52.7% in 2005; share of stocks also fell to 12.8% from 26.3% during the 

same period. The share of China’s OFDI to Africa, Europe, North America and Oceania 

were relatively small, although investment value have been keeping upward. OFDI to 

Europe mainly flowed to Germany, Russia, Luxembourg, and the UK etc. OFDI to North 

America mainly flowed to Canada and the United States. OFDI to Africa mainly flowed 

to Angola, Congo, Nigeria, Zambia, and Zimbabwe etc. OFDI to Oceania mainly flowed 

to Australia, New Zealand, Fiji, and Samoa etc.

Table 2.3.1-1 China’s OFDI Flows by Region
%

Year Asia Latin America Europe Africa Oceania North America

2003 52.7 36.4 5.1 2.6 1.2 2.0

2004 54.8 32.1 2.9 5.8 2.2 2.3

2005 36.6 52.7 3.2 3.2 1.7 2.6

2006 43.5 48.0 3.4 2.9 0.7 1.5
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Year Asia Latin America Europe Africa Oceania North America

2007 62.6 18.5 5.8 5.9 2.9 4.2

2008 77.9 6.6 1.6 9.8 3.5 0.7

2009 71.5 13.0 5.9 2.5 4.4 2.7

2010 65.2 15.3 9.8 3.1 2.7 3.8

2011 60.9 16.0 11.1 4.3 4.4 3.3

2012 73.8 7.0 8.0 2.9 2.8 5.6

Source：Compiled according to China’s Foreign Direct Investment Bulletin 

Table 2.3.1-2 China’s OFDI Stocks by Region
%

Year Asia Latin America Europe Africa Oceania North America

2003 80.1 13.9 1.5 1.5 1.4 1.7

2004 74.8 18.5 1.5 2.0 1.2 2.0

2005 71.6 20.0 2.2 2.8 1.1 2.2

2006 63.9 26.3 3.0 3.4 1.3 2.1

2007 67.2 20.9 3.8 3.8 1.6 2.7

2008 71.4 17.5 2.8 4.2 2.1 2.0

2009 75.5 12.4 3.5 3.8 2.6 2.1

2010 71.9 13.8 5.0 4.1 2.7 2.5

2011 71.4 13.0 5.8 3.8 2.8 3.2

2012 68.5 12.8 7.0 4.1 2.8 4.8

Source：Compiled according to China’s Foreign Direct Investment Bulletin

2. China’s OFDI to the Developing Economies by Region 

China’s OFDI to the developing economies are widely distributed on every 

continent, but most of the investment flowed to Asia, and then to America, Africa, and 

Continued
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Oceania. Table 2.3.1-3 shows the value, growth rate and share of China’s OFDI to the 

developing economies by region in 2012. The stocks share of Asia was 77.54%, total 

share of the four continents reached 97.18%, so China’s OFDI to the developing 

economies mainly flowed to the four continents and only a few flowed to the 

transition economies in the Europe.

Table 2.3.1-3 China’s OFDI to the Developing Economies by Region, 2012

Region
Value（US$ millions） Growth Rate（%） Share（%）

Flows Stocks Flows Stocks Flows Stocks

Asia 6117708 35592829 36.56 18.69 82.45 77.54

Africa 238905 2259639 -24.74 40.67 3.22 4.92

American 616856 6650492 -48.31 20.61 8.31 14.49

Oceania 18236 106602 45.83 37.80 0.25 0.23

Total 6991705 44609562 16.47 19.96 94.23 97.18

Source：Compiled according to China’s Foreign Direct Investment Bulletin

(1) Asia

Asia ranked the largest recipient of China’s OFDI. China’s OFDI to Asia spread all 

over the East Asia, South Asia, Southeast Asia and West Asia; among them Hong Kong 

and economies in Southeast Asia have most part of the investment. We can learn from the 

Table 2.3.1-4 that China’s OFDI stocks to developing economies in the Asia have kept 

high growth rate since 2003 and their share in China’s OFDI to the south was more than 

70%. However, China’s OFDI in Asia fluctuated wildly and kept high growth rate except 

2009, which exceeded 100% in 2004, 2007 and 2008. The share of China’s OFDI flows to 

developing economies in Asia over the total to the south has extended continuously, up to 

82.45% in 2012. 
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Table 2.3.1-4 China’s OFDI Flows to the Asia
US$ million, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 1491.19 — 56.32 2008 42833.61 164.82 80.63

2004 2988.04 100.38 57.80 2009 39978.49 -6.67 80.64

2005 4350.1 45.58 37.70 2010 43961.72 9.96 75.88

2006 7543.03 73.40 43.95 2011 44799.5 1.91 73.17

2007 16174.35 114.43 68.06 2012 61177.08 36.56 82.45

Source：Compiled according to China’s Foreign Direct Investment Bulletin

Table 2.3.1-5 China’s OFDI Stocks to the Asia
US$ million, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 26447.44 — 83.52 2008 129087.71 65.73 74.46 

2004 33284.39 25.85 78.02 2009 182866.8 41.66 80.28 

2005 40535.46 21.79 74.47 2010 224668.44 22.86 78.03 

2006 47377.65 16.88 66.62 2011 299893.08 33.48 78.94 

2007 77891.96 64.41 70.98 2012 355928.29 18.69 77.63 

Source：Compiled according to China’s Foreign Direct Investment Bulletin

（2）America

America ranked second largest recipient of China’s OFDI after Asia, which mainly 

flowed to the Cayman Islands and the British Virgin islands in Caribbean. Investment 

accepted by Mexico in Central America, Argentina and Brazil in South America also 

have increased. We can learn from Table 2.3.1-6 that China’s OFDI flows to developing 

countries in America fluctuated wildly and suffered negative growth in several years. 

Its share in total South fell and was below 10% in 2012. This is mainly because the 

significant decline of China’s OFDI flows to the Cayman Islands and the British Virgin 

islands. Meanwhile, China’s OFDI stocks to developing countries in America kept steady 

upward trends except the negative growth in 2009.
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Table 2.3.1-6 China’s OFDI Flows to the America
US$ millions, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 1038.01 — 39.20 2008 3678.82 -25.03 6.93

2004 1761.09 69.66 34.07 2009 7407.95 101.37 14.94

2005 6458.69 266.74 55.97 2010 10538.27 42.26 18.19

2006 8504.15 31.67 49.55 2011 11933.46 13.24 19.49

2007 4906.79 -42.30 20.65 2012 6168.56 -48.31 8.31

Source：Compiled according to China’s Foreign Direct Investment Bulletin

Table 2.3.1-7 China’s OFDI Stocks to the America
US$ millions, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 4610.19 — 14.56 2008 32229.61 30.54 18.59

2004 8263.25 79.24 19.37 2009 30582.88 -5.11 13.43

2005 11463.93 38.73 21.06 2010 43852.72 43.39 15.23

2006 19682.31 71.69 27.67 2011 55141.11 25.74 14.52

2007 24689.71 25.44 22.50 2012 66504.92 20.61 14.50

Source：Compiled according to China’s Foreign Direct Investment Bulletin

（3）Africa

China’s OFDI to the Africa spreads all over the East, central, West, North and South 

Africa. More than 40 countries accepted more than US$1 million investment from China. 

But the value was relatively small in contrary to other continents. The share of China’s 

OFDI flows to the Africa is both small and decreasing, reaching only 3.22% in 2012. 

China’s OFDI flows to Africa fluctuated wildly because of the great change of investment 

in South Africa, which reached US$4807.86 million from US$454.41 million in 2008 

and then back to US$41.59 million in 2009. However, China’s OFDI stocks to the Africa 

keeps stable, the share in China’s OFDI total stocks to the South has been around 4% 

since 2008.  
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Table 2.3.1-8 China’s OFDI Flows to Africa
US$ millions, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 79.21 — 2.99 2008 5490.08 932.40 10.34

2004 318.3 301.84 6.16 2009 1440.29 -73.77 2.91

2005 391.26 22.92 3.39 2010 2094.42 45.42 3.62

2006 1573.49 302.16 9.17 2011 3174.34 51.56 5.18

2007 531.78 -66.20 2.24 2012 2389.05 -24.74 3.22

Source：Compiled according to China’s Foreign Direct Investment Bulletin 

Table 2.3.1-9 China’s OFDI Stocks to Africa
US$ millions, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 491.19 — 1.55 2008 7786.24 206.10 4.49

2004 898.92 83.01 2.11 2009 9266.61 19.01 4.07

2005 1591.03 76.99 2.92 2010 12939.48 39.64 4.49

2006 4444.71 179.36 6.25 2011 16063.65 24.14 4.23

2007 2543.7 -42.77 2.32 2012 22596.39 40.67 4.93

Source：Compiled according to China’s Foreign Direct Investment Bulletin 

(4) Oceania

The value of China’s OFDI to developing countries in the Oceania was small 

and mainly concentrated in Fiji, Papua New Guinea and Samoa etc. It takes a share of 

about 2% in China’s OFDI total flows to the South in recent three years even though 

it fluctuates somehow. The investment stocks in the region experienced a high growth 

rate and expanded nearly 30 times from 2003 to 2007. Although the growth rate 

declined after 2008, the stocks still increased averagely at 27%. Therefore, its share 

in China’s OFDI total stocks to the South steadily increased and reached 0.23% in 

2012 from 0.04% in 2003.
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Table 2.3.1-10 China’s OFDI Flows to Oceania
US$ millions, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 0.72 — 0.03 2008 53.25 -77.82 0.10

2004 2.02 180.56 0.04 2009 39.57 -25.69 0.08

2005 8.99 345.05 0.08 2010 128.6 224.99 0.22

2006 35.93 299.67 0.21 2011 125.05 -2.76 0.20

2007 240.09 568.22 1.01 2012 182.36 45.83 0.25

Source：Compiled according to China’s Foreign Direct Investment Bulletin

Table 2.3.1-11 China’s OFDI Stocks to Oceania
US$ millions, %

Year Value Growth Rate Share Year Value Growth Rate Share

2003 11.44 — 0.04 2008 383.95 17.02 0.22

2004 6.45 -43.62 0.02 2009 454.89 18.48 0.20

2005 22.11 242.79 0.04 2010 566.65 24.57 0.20

2006 86.76 292.40 0.12 2011 773.62 36.53 0.20

2007 328.11 278.18 0.30 2012 1066.02 37.80 0.23

Source：Compiled according to China’s Foreign Direct Investment Bulletin

2.3.2 OFDI Divided by Economy

1. Four Asian Tigers

More than 70% of China’s OFDI flowed to Four Asian Tigers, especially to Hong 

Kong, China. The investment had already exceeded US$10 billion in 2007, and after 

a small decline in 2009 it continued to expand from 2010. Regarding the share in the 

China’s OFDI total, the value of flows has kept upward trends over the time and reached 

a record of 42.03% in 2008; while the stocks steadily increased and reached 13.69% 

in 2012. So China has played an important role of FDI in Four Asian Tigers. Table 

2.3.2-1 shows the value, growth rate and share of China’s OFDI flows and stocks to 

Four Asian Tigers over their total FDI in recent years.
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Table 2.3.2-1 China’s OFDI to Four Asian Tigers
US$ millions, %

Flows Stocks

Year Value Growth Rate Share Value Growth Rate Share

2006 7090.4 — 7.23 43687.36 — 3.50

2007 14186.7 100.08 11.28 71439.54 63.52 3.97

2008 40288.1 183.99 42.03 120030.48 68.02 8.32

2009 37279.98 -7.47 40.98 170574.19 42.11 10.33

2010 38919.38 4.40 26.13 205780.11 20.64 10.53

2011 39276.6 0.92 24.50 273733.24 33.02 13.69

2012 53812.47 37.01 37.28 321973 17.62 13.93

Source：Compiled according to China’s Foreign Direct Investment Bulletin and UNCTAD database

2. BRICS Countries

China’s investment in BRICS features itself as short time, small scale, and fast 

growth. China’s OFDI to BRICS has increased 19.75 times in flows and 6.91 times in 

stocks from 2005 to 2008. It shows the momentum of rapid growth although it only takes 

a share of 3.03% and 0.76% respectively. With deepening cooperation, more and more 

China’s OFDI will flow to BRICS countries. Table 2.3.2-2 shows the value, growth rate 

and share of China’s OFDI flows and stocks to BRICS over the total.

Table 2.3.2-2 China’s OFDI to BRICS
US$ millions, %

Flows Stocks

Year Value Growth Rate Share Value Growth Rate Share

2003 46.3 — 0.20 159.56 — 0.05

2004 101.9 120.09 0.25 266.82 67.22 0.07

2005 277.05 171.88 0.62 673.86 152.55 0.14

2006 508.55 83.56 0.67 1253.62 86.04 0.19

2007 1005.17 97.65 0.82 2433.57 94.12 0.24

2008 5327.35 429.99 3.03 5325.97 118.85 0.76

2009 481.2 -90.97 0.46 5109.39 -4.07 0.48
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Flows Stocks

Year Value Growth Rate Share Value Growth Rate Share

2010 1513.96 214.62 1.33 8343.99 63.31 0.54

2011 1008.12 -33.41 0.61 9552.54 14.48 0.64

2012 440.62 -56.29 0.30 10988.85 15.04 0.70

Source：Compiled according to China’s Foreign Direct Investment Bulletin and UNCTAD database

3. Association of Southeast Asian Nations (ASEAN)

China starts to invest in ASEAN early and in large scale. ASEAN countries accounts 

for about 10% of China’s total OFDI to Asia. The value of flows to ASEAN exceeded 

US$10 billion in 2008 and then experienced some fluctuation. Its share in total increased 

continually and reached the record of 5.65% in 2009. Regarding the value of stocks, its 

annual growth rate has been more than 30% since 2003 taking a share of 2.14% in 2012. 

Table 2.3.2-3 shows the value, growth rate and share of China’s OFDI flows and stocks to 

ASEAN from 2003 to 2012.

Table 2.3.2-3 China’s OFDI to ASEAN
US$ millions, %

Flows Stocks

Year Value Growth Rate Share Value Growth Rate Share

2003 119.32 — 0.40 586.95 — 0.18

2004 195.56 63.90 0.49 955.7 62.82 0.25

2005 157.71 -19.35 0.36 1256.15 31.44 0.29

2006 335.75 112.89 0.53 1763.38 40.38 0.32

2007 968.08 188.33 1.13 3953.17 124.18 0.55

2008 2484.35 156.63 4.92 6486.99 64.10 0.86

2009 2698.1 8.60 5.65 9571.42 47.55 1.09

2010 4404.64 63.25 4.50 14350.21 49.93 1.29

2011 5905.24 34.07 5.42 21461.7 49.56 1.79

2012 6100.44 3.31 5.48 28237.54 31.57 2.14

Source：Compiled according to China’s Foreign Direct Investment Bulletin and UNCTAD database

Continued
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4. Transition Economies

China’s OFDI to transition economies were small and mainly goes to Russia, 

Kyrgyzstan and Kazakhstan, accounting for less than 5% of China’s total OFDI flows. It 

fluctuates in growth rate with a decline in 2009 and then accorded 5.03% in 2012.China’s 

OFDI stocks to transition economies were small but kept upward trends, exceeding US$10 

billion in 2012 and took a share of 1.51% in the total. Table 2.3.2-4 shows the value, growth 

rate and share of China’s OFDI flows and stocks to transition economies in the total.

Table 2.3.2-4 China’s OFDI to Transition Economies
US$ millions, %

Flows Stocks

Year Value Growth Rate Share Value Growth Rate Share

2003 38.79 — 0.22 107.6 — 0.07

2004 99.81 157.31 0.35 207.36 92.71 0.11

2005 330.64 231.27 1.08 822.97 296.88 0.32

2006 549.47 66.18 0.98 1430.27 73.79 0.38

2007 868.77 58.11 1.01 2382.69 66.59 0.37

2008 1065.23 22.61 0.91 3887.38 63.15 0.95

2009 707.31 -33.60 1.02 4605.59 18.48 0.76

2010 1211.4 71.27 1.68 5913.03 28.39 0.79

2011 1198 -1.11 1.28 8013.84 35.53 1.08

2012 4278.5 257.14 5.03 12421.89 55.01 1.51

Source：Compiled according to China’s Foreign Direct Investment Bulletin and UNCTAD database

2.4 China’s OFDI by Industry
China’s OFDI is widely distributed among all industries and concentrated in few 

of them. In 12 industries the OFDI flows are over US$ 1billion in 2012. It amounts to 

US$26.74 billion for leasing and business services industries accounting for 30.4%; 

US$13.54 billion for mining industries including oil and gas, non-ferrous metal, coal 
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mining and dressing, ferrous metals mining and dressing and so on, accounting for 15.4%; 

US$13.05 billion for wholesale and retail industries accounting for 14.8%; US$10.07 

billion for financial industries accounting for 11.5%, exceeding US$10 billion for the first 

time; US$8.67 billion in manufacturing industries accounting for 9.9%; and US$3.25 

billion in construction industries accounting for 3.7%. In the same year, in 7 industries in 

which the value of stocks reached US$10 billion and above in 2012. They were leasing 

and business services industries, financial industries, mining industries, wholesale and 

retail industries, manufacturing industries, transportation industries, and construction 

industries. Its total value of stocks was US$491.3 billion, accounting for 92.4% of 

China’s total OFDI. In detail, US$175.7 billion went to leasing and business services 

industries, accounted for 33%; US$96.45 billion to financial industries, accounting for 

18.1%; US$74.78 billion to mining industries, accounting for 14.1%; US$68.21 billion to 

wholesale and retail industries, accounting for 12.8%; US$34.14 billion to manufacturing 

industries, accounting for 6.4%; US$29.23 billion to transportation industries, accounting 

for 5.5%; US$12.86 billion to construction industries, accounting for 2.4%.

The key industries of China’s OFDI to different countries are different. China’s 

OFDI to British Virgin Islands mainly flowed to business service industries, while 

more than 95% of China’s OFDI to Russian Federation flowed to agriculture, hunting, 

forestry and fisheries, leasing and business services, manufacturing, mining, construction, 

wholesale and retail etc. The investment to real estate fluctuated the most.

Table 2.4-1 China’s OFDI to Russian Federation by Industry
%

Industry
2009 2010 2012

Flows Stocks Flows Stocks Flows Stocks

Agriculture, hunting, forestry and fisheries 20.0 24.6 31.8 26.8 30.0 26.2

Leasing and business services 3.7 8.3 35.5 16.8 23.3 18.3

Manufacturing 16.1 12.2 12.3 11.6 22.2 12.5

Real estate 49.5 32.1 0.2 17.1 0.2 11.2

Mining 6.0 10.1 8.6 9.9 13.5 15.5

Construction 1.1 3.2 4.3 6.9 8.0 6.9
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Industry
2009 2010 2012

Flows Stocks Flows Stocks Flows Stocks

Wholesale and retail 1.7 3.5 5.2 3.9 5.9 4.9

Finance 0.4 3.4 1.4 2.9 -3.8 2.8

Total 98.5 97.4 99.3 95.9 99.3 98.3

Source：China’s Foreign Direct Investment Bulletin

China’s OFDI to ASEAN mainly flows to electric, heating, gas and water production 

and supply sectors, mining industries, wholesale and retail, leasing and business services 

sectors, and manufacturing industries etc. There are great fluctuations in the investment in 

wholesale and retail, and financial sectors.

Table 2.4-2 China’s OFDI to ASEAN by Industry
%

Industry
2009 2010 2012

Flows Stocks Flows Stocks Flows Stocks

Electric, water production and supply 13.0 19.4 18.0 19.3 17.7 18.1

Mining 17.3 9.5 20.4 12.8 28.1 14.3

Wholesale and retail 33.6 17.1 3.9 13.1 11.2 12.6

Leasing and business services 5.6 10.9 3.5 8.2 7.2 12.0

Manufacturing 10.2 15.5 11.0 13.3 16.2 11.9

Finance 5.3 7.0 24.5 12.3 1.5 9.1

Construction 6.8 7.1 7.9 8.1 9.9 7.9

Transportation/warehousing and the postal service 2.3 7.0 1.9 5.9 1.5 7.4

Agriculture, hunting, forestry and fisheries 4.1 3.6 3.8 3.7 4.9 3.5

Total 98.2 97.1 94.9 96.7 98.2 96.8

Source：China’s Foreign Direct Investment Bulletin

China’s OFDI to Hong Kong China mainly flows to leasing and business services, 

financial services, wholesale and retail, mining, transportation/warehousing and the postal 

service etc. The investment share of these industries keep stable over the years.

Continued
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Table 2.4-3 China’s OFDI to Hong Kong by Industry
%

Industry
2009 2010 2012

Flows Stocks Flows Stocks Flows Stocks

Leasing and business services 39.2 28.2 44.4 30.8 42.6 39.0

Finance 21.1 24.2 16.3 22.7 16.1 20.3

Wholesale and retail 13.7 18.6 15.1 17.9 19.7 16.0

Mining 16.7 13.3 2.1 10.3 5.8 8.6

Transportation/warehousing and the postal service 4.8 7.9 13.1 9.4 2.5 7.2

Manufacturing 1.7 3.1 2.7 2.6 4.9 3.3

Real estate 1.4 2.4 3.4 3.0 3.1 2.4

Total 98.6 97.7 97.1 96.7 94.7 96.8

Source：China’s Foreign Direct Investment Bulletin

2.5 Form of China’s OFDI
The Greenfield Investment and the Merger and Acquisition (M&A) are two ways that 

China invests in developing countries. There are more Greenfield investments judging the 

number of the projects; however, the M&A dominates the investment judging the value. 

Table 2.5 Number and Value of China’s Greenfield OFDI and M&As
US$ millions

M&As Greenfield Investment

Number Value Number Value 

2003 107 1576.26 106 13603.37

2004 115 633.23 96 7335.50

2005 119 6104.27 130 8709.41

2006 122 12213.96 126 16489.86

2007 166 1558.60 222 32764.68

2008 162 35833.51 280 47016.10
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M&As Greenfield Investment

Number Value Number Value 

2009 197 23443.68 337 25495.60

2010 269 30524.40 355 20683.84

2011 269 37111.50 437 40140.09

2012 296 37930.32 352 19226.73

2013 288 50195.03 314 19295.38

Source：Compiled according to UNCTAD database

2.5.1 Greenfield OFDI
We can learn from Table 2.5 that the number of China’s Greenfield OFDI has 

increased annually. It reached 314 in 2013 from 106 in 2003. However, its value 

fluctuated greatly. It amounted to more than US$40 billion in 2008 and 2011 and then 

decreased to less than US$20 billion in 2012 and 2013. Greenfield OFDI is widely used 

in China’s foreign direct investment and mainly in the way of establishing subsidiaries 

and branches. Most of China’s overseas enterprises are distributed in Asia, such as Hong 

Kong Special Administration Region, Singapore, Vietnam, Laos, Indonesia, South Korea, 

Thailand, and Cambodia, etc. 

2.5.2 Mergers and Acquisitions

Table 2.5 shows that the value and number of China’s cross-border mergers and 

acquisitions are increasing over time. The number reached 288 in 2013 from 107 in 2003, 

and the value in 2013 expanded four times than that in 2003, except some declines in 

2004 and 2007.

After the fifth wave of international M&A, China’s cross-border M&A had expanded 

with regard to both the fields and value. Most of these M&A are under taken by state-

owned enterprises but showed a declined trend in the total. According to China’s Foreign 

Direct Investment Bulletin, M&A accounted for 18% of the total OFDI in 2003. In the 

following years, it in turn amounted to US$6.5 billion and accounted for 53% in 2005; 

Continued
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US$8.25 billion and 39% in 2006; US$6.3 billion and 23.8% in 2007; US$30.2 billion 

and 54% in 2008; US$19.2 billion and 34% in 2009; and US$29.7 billion and 43.2% in 

2010. These M&A investments covered mining, manufacturing, electric power generation 

and supply, professional and technical services, and financial services etc. In 2012, M&A 

amounted to US$27.6 billion that covered ten fields such as mining, entertainment, 

electricity product and supply, manufacturing, transportation, construction and financial 

services and so on.

China’s M&A often happens in developed countries. For example, China Cheng 

Tong bought 100% stock of Greenwood International Trade Center for US$266 million 

as wholly owned subsidiary on June 22, 2010. Shandong Heavy Industry Group got 75% 

controlling interest of the giant global luxury yachts Ferretti Group; Sany Heavy Industry 

acquired German Putzmeister etc. There are also some successful cases in developing 

economies. In august 2009, Gansu Jinchuan Group Co., LTD acquired 51% stake of 

Zambia’s Munali Nickel Mine; Chinese Niobium Industry Holding Co., LTD bought 15% 

stock of CBMM US$1.95 million on September 1, 2011.

2.6 A Brief Summary
China’s OFDI has expanded quickly with rapid economic growth and “Going Out 

Strategy” in the past years and China has become one of the world’s most important 

outward investor. On one hand, both China’s OFDI flows and stocks have reached the 

historical record of US$87.8 billion and US$512.5 billion respectively in 2012 and still 

keep increasing; On the other hand, most of China’s OFDI has flowed to developing 

economies although the investment to developed countries has increased as well. At the 

same time, it shows different profiles in different countries, regions, and industries.

Firstly, the regional distribution of China’s OFDI was unbalanced. More than 80% 

of China’s OFDI flowed to Asia and Latin America. Asia is the biggest destination of 

China’s OFDI. The investment mainly flows to Hong Kong, China, Singapore, Indonesia, 

Kazakhstan, South Korea, Mongolia, Laos, etc. In Latin American, it mainly invests 

in British Virgin Islands and Cayman Islands. The investment to Africa, Europe, North 
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America and Oceania has been increasing, but with a small share in the total.

Secondly, China’s OFDI is widely distributed around the world, but they mainly 

concentrated in a few economies. Hong Kong, China ranks first in both the flows and 

stocks. Both British Virgin Islands and Cayman Islands have been also one of the most 

important destinations, but it declined in 2012. China’s OFDI to developed economies 

were small, but investment to America has been increased, it ranked second host 

economy. 

Thirdly, China’s OFDI is widely distributed among all industries and the 

key industries in different economies are different. For example, in British Virgin 

Islands it mainly goes to business service industries. In Russia it concentrates on 

agriculture, hunting, forestry and fisheries industries, leasing and business services, and 

manufacturing industries. In ASEAN there is much investment in electric, heating, gas 

and water production and supply. For Hong Kong, China,leasing and business services, 

financial services, wholesale and retail industries are key industries.



3. The Impact of China’s OFDI 
on Domestic Economy

China’s OFDI to the South has an important impact on China’s domestic economy, 

which is reflected in its effect on trade, industrial structure, technology and employment. 

Generally speaking, OFDI will promote foreign trade, improve trade composition, renew 

industrial/product life cycle, and facilitate industrial restructuring or upgrading in the 

home country. It may also enhance home country’s technological level via technology 

spillover effect, and promote employment through labor mobility.

3.1 OFDI to the South and China’s Foreign Trade
International trade and OFDI are two basic ways for a country to participate in 

international division of labor. On one hand, after an enterprise invests in a foreign 

country and starts its operations/sales there, it may directly sell products/goods locally, 

which will replace part of the home country export to the host country. On the other hand, 

it may expand home country export as some capital-intensive products or intermediate 

products may be increased due to OFDI activities. At present, with a sterner foreign trade 

environment and an increasing OFDI momentum in China, the relations between China’s 

OFDI and foreign trade is becoming a hot topic for many scholars.

In fact, the topic has been a focus for both theoretical and empirical researches. In 

theoretical researches, Mundell (1957), who is the first to probe into the area, proves that 

trade and investment are actually replaceable with each other under factor proportion 

theory. His point of view is also supported by internalization theory and the eclectic 

theory of international production. However, Kojima (1987) points out that the two are 

complimentary in his marginal industry expansion theory. Helpman and Krugman (1985) 

think that under asymmetric factor endowments and increasing returns to scale, it will 

be difficult for multinational corporations (MNCs) to reach external deals over certain 
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special assets, which will result in large numbers of internal deals and an increase in the 

export of the home country. However, most of the scholars tend to agree that there is a 

contingency relationship between the two, which is usually determined by many factors, 

such as the investment types, motives, forms and returns (both long-term and short-term) 

as well as the high specialization of the investor in particular industries.  

3.1.1 An Analysis of OFDI’s Impact on Home Country Export
OFDI may promote or replace foreign trade as discussed previously. In this section, 

we will probe into the mechanisms through which OFDI affects foreign trade from the 

perspective of investment motives, forms and duration. 

1. Trade Scale Effect of Investment Motives 

Based on its motives, OFDI may be divided into four types, i.e. market-seeking, 

resource-seeking, efficiency-seeking and technology-seeking. In fact, investment motives 

are non-negligent factors in the study of OFDI’s trade effect.

（1）Trade Effect of Market-Seeking OFDI 

Market-seeking OFDI may be further divided into three types, which are trade 

replacing, market consolidation/expansion and new-market-seeking. Trade replacing 

OFDI is invested by home country exporters to avoid trade barriers, which, of course, 

will replace its trade with the host country. Market consolidation/expanding OFDI usually 

refers to the setting up of trade offices or international sales network in the host country 

to expand the enterprise’s presence there. New-market-seeking OFDI aims to find new 

overseas market through direct investment in a foreign country (usually no or little sales 

before) so as to expand the total international market share of the investing enterprise. 

With the increase in investment scales and the stabilization of sales network, the third 

type (new-market-seeking OFDI) would produce a positive effect on home country’s 

foreign trade.  

（2）Trade Effect of Resource-Seeking OFDI

Since resource-seeking OFDI aims to seek resources for its home country, it will 

increase the home country’s import in general. Meanwhile, it may increase the export of 
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extracting equipment (and other related products) and processed/finished goods (using 

these raw materials imported) at the same time, which will result in a positive effect on 

home country’s export.

（3）Trade Effect of Efficiency-Seeking OFDI

Efficiency seeking OFDI, also known as production-costs-oriented OFDI, aims to 

reduce production costs (including transportation costs). To this end, production bases or 

factories are usually established in resource-abundant or labor-cheap countries, which will 

result in an increase in the home country’s export as most of the specialized production 

equipment, some raw materials and intermediate products would usually be supplied 

from the home country. Meanwhile, as the name indicates, such OFDI will enjoy lower 

production costs in the host country, the investor may sell products manufactured overseas 

back to its home country again, which will increase home country import accordingly.

（4）Trade Effect of Technology-Seeking OFDI

Technology-seeking OFDI may have a reverse technology spillover effect, which 

will help enhance home country’s technology level, sharpen its export competitiveness 

and increase its export volume. Meanwhile, technology-seeking OFDI may promote the 

import of new and high technologies by home country after technology or knowledge-

intensive products are produced overseas and sold back. However, it may also reduce such 

import for new and high technologies or products by home country as such technologies 

or products may be sold to home country via internal transactions.  

To sum up, OFDI’s pro-trade effect is usually demonstrated in the procurement 

of capital-intensive equipment, special raw materials, parts and intermediate products 

from home country while its anti-trade (trade-replacement) effect is usually reflected in 

the direct production and sales of products in the host country, which will (1) replace 

export of similar products if the total demand is stable; (2) further replace export of 

similar products as host country enterprises may learn to produce such products through 

the spillover effect of technologies; (3) replace export of certain intermediate products 

as overseas subsidiaries may procure them from host country market. In reality, an 

enterprise will usually have multiple investment motives, which makes it hard to pinpoint 

the exact trade effect of OFDI. Generally speaking, China’s OFDI to the South is usually 



3. The Impact of China’s OFDI on Domestic Economy

43

seeking for market, resources and low production costs. There are, of course, also some 

OFDI seeking for technologies, which, however, is very rare as most of such technology-

seeking OFDI is flowing to the North.

2. Trade Effect of Investment Forms

How to make the investment will affect the trade effect of OFDI. Helpman 

(2004) proves that horizontal FDI is substitute with foreign trade while vertical FDI is 

complementary. Traditional FDI theory usually divides FDI into horizontal and vertical 

ones, with horizontal FDI referring to investment between countries with similar 

endowment and technology levels. When an MNC sets up a subsidiary or factory in the 

host country, it will reduce host country’s import demand for such products, and therefore 

reduce home country’s export in scale. In addition, as horizontal investment demands 

little of intermediary products, it is not easy to generate trade from this perspective. 

Therefore, such horizontal investment is generally trade substitute or anti-trade. Under 

the current deteriorating trade environment, Chinese enterprises may make more export-

oriented investment in the developing countries to circumvent anti-dumping and anti-

subsidy measures taken against China, which will be trade substitute in nature. 

Vertical FDI refers to investment between countries with different endowment 

of production factors. MNCs deploy their different production capacities in different 

countries based on their respective comparative advantages, which enhances their 

production efficiency and promotes home country export. Most of China’s investment 

goes to Asia, Africa and Latin America, which are usually developing areas with relatively 

backward technological level. Vertical in nature, such investment usually generates 

trade due to technological gaps as it may increase export of equipment, technologies and 

intermediary products from China to these areas. 

Export-platform FDI is a new investment model in economic globalization, which 

aims to sell products manufactured in the host country back to the home country or to 

a third country. In fact, it is a sub-type under the market-seeking investment. If it only 

involves trade between the host country and the home country, it would promote trade 

just as vertical FDI does. However, if it involves the home country and the economic 
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blocs to which the host country belongs, it may be hard to say exactly what kind of trade 

effect (substitute or complementary) FDI may exert as it is usually closely related with 

home country trade scale.

3. Trade Effect of Other Factors

First of all, OFDI’s effect on export is often affected by the duration of an 

investment, which will exert different impacts on host country foreign trade pending on 

its different lengths. Generally speaking, newly established overseas subsidiaries tend 

to procure more capital-intensive products including machinery, equipment and raw 

materials from the home country, and increase home country export in scale. However, as 

time goes on, these subsidiaries may get more adapted to host country environment, and 

will procure more parts and materials locally, and thus decrease its trade-generating effect 

for home country. Wang Changyi (2013) discovers a long and stable equilibrium between 

China-ASEAN investment and trade, where FDI is complementary with export while 

substitute with import. In a short term, China’s FDI to ASEAN is substitute with trade. 

Xiang Benwu (2009) discovers that the relationships between China’s FDI with its import 

and export are both in equilibrium in the long run.

Secondly, OFDI’s impact on export is related to investment sectors. When OFDI 

goes into a sunrise industry, the overseas production of an MNC will generally replace 

home country export as it will reduce local demand for home country export, and 

sometimes, overseas subsidiaries may sell back such products to the home country due to 

their low production costs, which of course is also replaceable with home country export 

in nature. When OFDI goes into a sunset industry, it often takes the form of marginal 

industrial transfer, which will be complementary with home country export as an MNC 

will usually export its outdated equipment and machinery to its overseas subsidiaries 

to renew product cycle and earn extra capital returns by taking advantage of the cheap 

production factors in the host country. 

Meanwhile, OFDI in natural resources, manufacturing and service industries are 

also having different impacts on home country export. While OFDI for natural resources 

would usually increase home country import, OFDI in manufacturing is generally seeking 
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for low production costs and a worldwide sales network, which often greatly increases 

trade in intermediate products despite the decrease in finished products, and promotes 

home country export as a result. Since many types of services are not tradable, the 

relationship between OFDI and trade in the service sector is rather complicated. In other 

words, whether OFDI in services would generate effect on trade depends on whether 

such services are tradable or not. OFDI in non-tradable services whose production and 

consumption must be carried out in the same space simultaneously will have little effect 

on trade while OFDI in tradable services will generally decrease home country export 

of such services and create export of derivative products. Generally speaking, OFDI in 

manufacturing and services are complimentary with home country trade in these sectors. 

Yu Yi (2009) discovers through his VAR model that Chinese OFDI is having a substitute 

effect on the export of primary products and the import of finished products while having 

a complementary effect on the import of primary products and the export of finished 

products.

Thirdly, trade policies and exchange rate may also affect OFDI’s impact on trade. 

Generally speaking, a country’s trade protectionism policy is having a very important 

impact on OFDI’s trade effect as tariff and non-tariff barriers in trade will force MNCs 

to set up more subsidiaries in an economically closed country. In history, it is not rare for 

many developing countries to use tariffs, quotas and other trade barriers to force MNCs 

to make FDI and expand production in their countries. A WTO research shows that OFDI 

in Latin American countries, where trade protectionism is practiced and where economies 

are rather close, OFDI’s trade effect is often highly substitutable. This is not surprising as 

the major purpose of such OFDI is to jump over the trade barriers by local production and 

sales, which will substitute home country’s export of such products to the host country.

Exchange rate fluctuations may also affect an MNC’s decision-making in the long 

term. If home country currency keeps depreciating (or being underestimated for a long 

period), it would enjoy an advantage in export. If other factors remain unchanged, foreign 

exchange depreciation will increase export and decrease OFDI; however, if home country 

currency appreciates, OFDI will increase to replace the more costly export. Therefore, 

exchange rate that is favorable for OFDI would usually decrease home country export, 
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and vice versa.

3.1.2 China’s OFDI to the South and Its Impact on Trade
International trade has always been an important way for China to participate in 

South-South Cooperation (SSC). As a very important trade partner of many countries, 

China’s foreign trade has expanded quickly in recent years, with its trade with the other 

developing countries increasing rapidly despite its small scale. In 2010, China-South 

trade rebounded (after a temporary slump during the financial crisis) with a rate even 

higher than that in the pre-crisis period. Compared with its international trade, China’s 

OFDI started at a much later time. However, with the implementation of the “going-out 

strategy”, China’s OFDI quickly grows into a heavy weight global player from scratches. 

In 2009, China’s OFDI ranked first in the South, and in 2010, its annual OFDI volume 

began to surpass some traditional Northern players (such as Japan and UK) and ranked 

the third in world. 

Figure 3.1.2 shows the China-South OFDI and trade (import and export) data 

between 2003 and 2012, in which it could be seen that they remained a rapid increasing 

momentum except in 2009. Though China’s OFDI remains small in scale compared 

with its trade, we still could not help wondering whether OFDI has facilitated the trade 

growth of China in a deteriorating global trade environment. As discussed previously, 

theoretically speaking, OFDI is having both a substitute and complementary effect over 

trade, and therefore, we must determine its trade effect through empirical analysis.
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Figure 3.1.2 China-South OFDI and Trade
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3.1.3 Econometric Analysis
Despite the many researches over OFDI and trade relationship in the North, there 

are few researches studying on China’s OFDI to the South and its effect on Chinese 

trade. Zhang Chunping (2012) discovers that there are great differences in China’s OFDI 

contingent on its destinations, such as resource-abundant countries, developed economies, 

emerging markets and the other developing countries. Wang Yingxin (2003) discovers 

in his research about the different relations between China’s OFDI and trade due to the 

investment sectors. In consideration of their discoveries, it is necessary to go into details 

on this issue instead of giving a general conclusion. In addition, as OFDI and trade could 

be substitute or complimentary theoretically, it is more of an empirical issue to look into 

the actual relationship between the two in this case. So far, empirical analyses have been 

rather contradictory with one another. In this section, we will have a detailed analysis of 

the relationship between China’s OFDI and trade in different developing countries using 

econometric models.

To test OFDI’s trade effect, this section carries out a regressive analysis through 

the construction of a dynamic panel data model, to which controlled variables that may 

affect trade scales are added. To reduce multi-collinearity of variables and equation 

heteroscedasticity, the model adopts the form of logarithm as follows：

 

The dependent variable EXP in the model refers to China’s export to the host 

country, and the explanatory variable GDP refers to the gross domestic production, which 

represents market scale. PGDP refers to GDP per capita, representing potential market 

opportunities. Subscript i represent host country and t represents year. a i represent non-

observable regional effect, which aims to control specific regional effect that does not 

change with time. g t explain time-related effect that is not changing with regions (which 

is not included in the regressive model). e it represent a random stat disturbance. In 

consideration of the possible end ogeneity of dynamic items and random errors, as well as 

the possible existence of certain non-observable individual effect and variables, we adopt 
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GMM to make an estimate over the dynamic panel data model. 

In the past, most researches identified only some developing countries as the sample 

time series data. In this report, in order to have a comprehensive analysis over OFDI and 

trade relationship, we select all the developing countries as a big sample and carry out a 

regressive analysis basing on panel data, whose cross-section contains three dimensional 

data, i.e. countries, time series data and variable indicators. By doing so, we may simulate 

a more real behavior and carry out a more in-depth analysis than those adopting only a 

time series data. Meanwhile, in consideration of regional differences, we have got rid of 

the regression analysis over the “Four Asian Tigers”, ASEAN and Africa in the model. 

The report also provides the relationship between China-North OFDI and trade, which 

could be compared with that between China and the South. 

Table 3.1.3-1 OFDI’s Impact on Export

Explanatory 
variable Big sample Small sample ASEAN Africa Developed 

countries

1exp−
0.3723

（17.15***）
0.2967

（9.45***）
0.7237

（1.96**）
0.4339

（51.96***）
0.1841

（16.00***）

ofdi 0.0024
（0.47）

0.0025
（0.37）

0.0569
（0.151）

0.0102
（9.04***）

0.0129
（4.61***）

gdp 0.0051
（2.87***）

0.8034
（2.43**）

0.8509
（1.97**）

1.9307
（8.56***）

1.2804
（29.24***）

pgdp 1.2163
（21.77***）

0.3057
（0.94）

0.0590
（4.12***）

0.8291
（3.28***）

0.0007
（0.55）

c -0.9362
（-2.18**）

-1.4699
（-2.15**）

-1.7868
（-0.39）

-4.9897
（-15.31***）

-4.8782
（-12.02***）

Sargan 0.0023 0.0018 0.9437 0.2921 0.0722

AR（1） 0.0014 0.0011 0.0272 0.0108 0.01275

AR（2） 0.0887 0.1053 0.2757 0.3689 0.2084

Wald Value 0.0000 0.0000 0.0000 0.0000 0.0000

Note: ***, ** and* indicates a significant variable at the level of 1%, 5% and 10% respectively. Sargan test’s 

zero hypothesis assumes that there is no relationship between instrumental variables and residual error, i.e. the 

model does not have an over-identification problem. Zero hypothesis in AR（2）assumes that there is no two-

order correlation with the residue error.
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From the regression results, it could be seen that the significance level of estimated 

coefficients in Wald test is significant at 1%, indicating a significant linear relationship 

in the model as a whole, where all variables could explain its impact on export to some 

degree. Meanwhile, it also shows that previous export volume, GDP and GDP per capita 

all have a positive effect on export, which is similar with the past researches and therefore 

will not be further elaborated in this paper.

From the regression results based on big and small samples, we could see that 

China’s OFDI has a positive correlation with China’s export, indicating that OFDI has 

promoted home country export. This may be explained from two perspectives. On one 

hand, large quantities of OFDI in sales and after sales service have expanded overseas 

demand and promoted home country export; and on the other hand, the vertical division 

of labor within MNCs may have increased the export of intermediate products, which 

results in the increase of home country export. However, the small regression coefficient 

(1% increase in OFDI amount only results in 0.0024% in export) indicates the effect 

is really weak, which is closely related to the OFDI scale of China. The small scale of 

China’s OFDI (compared with FDI to China despite its quick increase), together with the 

lagging trade effect of OFDI, has made it hard to see its impact on trade in a short term. In 

addition, having no other comparative advantages but cheap labor, most Chinese overseas 

enterprises are small in scale and low-ended in the industrial value chain with little core 

technologies, which makes it hard for them to generate too much effect on trade. It could 

be said that with the expanding of China’s OFDI in scale, its effect on trade may be 

demonstrated slowly in a long period.

The regression results of ASEAN and Africa show that Africa excels the average 

sample in elasticity and significance. This could be explained by the fact that most of 

China’s investments in Africa are large-scale infrastructure projects, which usually 

promote home country export in equipment. Meanwhile, the transfer of marginal 

industries to Africa does not decrease China’s export; instead, it promotes export in 

machinery, equipment, raw materials and intermediate products, which are losing 

comparative advantages in China. As a result, China’s OFDI to Africa is complementary 

with export and favorable for China. The regression results of China’s OFDI to the 
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developed countries using this model show that OFDI promotes home country export in 

general, which is consistent with the past researches that technology-seeking OFDI will 

enhance the competitiveness of the home country and promote export.

Table 3.1.3-2 OFDI’s Impact on Import

Explanatory 
Variable Big Sample Small Sample ASEAN Africa Developed 

Countries

1−imp 0.4779
（34.37***）

0.2093
（26.33***）

0.2786
（41.26***）

0.7183
（683.9***）

0.8589
（43.94***）

ofdi 0.1133
（9.44***）

0.1382
（5.78***）

-0.6029
（-10.5***）

0.0389
（14.86***）

0.01545
（2.93***）

c 6.0319
（31.48***）

12.4864
（55.95***）

22.0563
（24.53***）

3.2479
（84.72***）

2.2062
（7.80***）

Sargan 0.0009 0.1455 1.0000 0.2414 0.0064

AR（1） 0.0068 0.0022 0.0029 0.0114 0.0005

AR（2） 0.0504 0.2231 0.0148 0.9148 0.0255

Wald Value 0.0000 0.0000 0.0063 0.0003 0.0000

Note: ***, ** and* indicates a remarkable variable at the level of 1%, 5% and 10% respectively. 

From the regression results, it could be seen that China’s OFDI has remarkably 

promoted China’s import except ASEAN. In the big sample regression, every 1% increase 

in OFDI will result in 0.11% in import. This could be explained by the fact that much 

of the China’s OFDI is resource seeking in nature, which will expand China’s import 

of energy and mineral resources. In addition, China’s OFDI to the North also increases 

China’s import for high technologies from these countries. 

Among China’s OFDI to ASEAN, much of the investment to Singapore and 

Indonesia is technology-seeking, which promotes technological progress of Chinese 

enterprises and reduces import of products from these countries. Meanwhile, to avoid 

trade barriers, many Chinese investors are selling products in the host country or a third 

country market rather than selling them back to China.  

To sum up, China’s OFDI has certain impact on Chinese trade scale, which is, 
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however, quite weak. This may be explained by the comparatively small scale of 

China’s OFDI as a whole. Therefore, we propose to further expand China’s OFDI to the 

developing countries, which are abundant with energy and mineral resources (with some 

of them having cheaper labor and land resources). As most of them have a great demand 

for Chinese light industrial products, machinery, electronics and telecommunication 

goods, China’s OFDI in these areas will help China get more resources, export more 

machinery and intermediate products, and facilitate industrial upgrading in China.  

3.1.4 Some Hot Issues

1. Enterprise Heterogeneity

This section studies the relations between OFDI and trade at the national level. 

It does not distinct vertical and horizontal investment, nor does it carry out any 

microanalysis due to the unavailability of data in sub-sectors. An additional sub-sector 

and microanalysis may make the result more useful, of which, unfortunately we do not 

have much data. Theoretically speaking, HFTM theory studies the relationship from 

the perspective of enterprise heterogeneity. Helpman，Melitz and Yeaple（2004）

have put trade and FDI into a uniform analysis framework, and studied the differences 

of enterprises in selecting trade or FDI as a way to enter the international market. Its 

basic conclusion is that enterprises with highest production efficiency will select FDI; 

enterprises with medium efficiency will select export; enterprises with low efficiency will 

choose to produce domestically and those with lowest efficiency will be eliminated by the 

market. This theory of self-selection is already supported by the development experiences 

of the industrial countries (as well as the emerging industrial countries); however, it is not 

always the case in the developing countries.

Chinese scholars have discovered that China’s export efficiency are more of a 

learning effect instead of a self-selection effect. Indeed, paradoxes are found in their 

research results. Gao Yue and Li Ronglin (2009) have established a model where 

productive stages may be arbitrarily segmented, which shows that enterprises with highest 

productivity would choose horizontal FDI. Gao Weiguo (2009) has founded a model that 
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shows enterprises with highest productivity tend to choose a mixed FDI model. Current 

literature has few researches on OFDI and trade relations from enterprise heterogeneity 

in China. Jiang Guanhong (2014) has once studied OFDI’s effect on export using the data 

of Chinese industrial enterprises, and discovered great differences. In fact, one of the 

results of his research shows that OFDI in trade and business services is found to have 

the most significant effect on China’s export. It is important to carry out researches from 

the perspective of enterprise heterogeneity, study their favorite OFDI forms and work out 

their impact on China’s trade based on China’s own conditions.  

2. Coexistence of Gradient and Reverse Gradient OFDI

Judging from the direction of OFDI flows, China’s OFDI has both gradient OFDI 

that flows to Africa and reverse gradient OFDI that flows to Russia, ROK and Singapore. 

Only when comparative advantages of different industries are given to full play could 

both trade and industrial structure be optimized. On one hand, through gradient OFDI, 

backward industrial capacities of China are transferred overseas, which is favorable to 

attract more domestic resources to new industries or industries with more comparative 

advantages in China; and on the other hand, reverse gradient OFDI may bring back scarce 

strategic assets to China, which is also favorable for China’s industrial upgrading in the 

long run.

With internationalization of enterprises, the international division of labor would 

be changing, too. A country’s geographic distribution of product import and export may 

get more diversified due to the coexistence of gradient and reverse gradient OFDI, which 

could be described in two ways: (1) Geographic distribution of product import and export 

would be more diversified; (2) Export of new industrial products or products with more 

comparative advantages will usually be increased.

Co-existence of gradient and reverse gradient OFDI provides a feasible way for 

China to upgrade its trade composition. Gradient OFDI shall be promoted to eliminate 

backward production capacity while reverse gradient OFDI shall be carried out to seek 

for strategic assets and expand overseas market. Gradient OFDI will leave necessary 

resources and room for the new industries or industries with comparative advantages 
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to grow and provide support for reverse gradient OFDI at the same time. Some labor 

intensive technologies of China may be more suitable for the other developing countries 

with a similar economic development level than those Northern technologies, whose 

transfer through gradient OFDI to the other developing countries will maximize the 

values of these technologies, and change the current practice of solely relying on export 

to gain access into the international market. Lin Yifu thinks that China must transfer its 

industries to Africa, which will bring values for China’s infrastructure investment and 

promote African modernization at the same time. We agree to his opinions.

3. Theory of Political Economy on OFDI

OFDI is affected by host country policies in addition to macro and micro (enterprise)

factors, which leads to the theory of quid pro quo investment, i.e. to invest in host 

country to defuse its trade protective measures. This theory was first proposed by Jagdish 

Bhagwati in 1985, which was further elaborated by him and other economists later into a 

comparatively mature theory.

There are three circumstances where quid pro quo investment may occur: (1) 

Investment incurred by inter-governmental relations, where home country government 

may invest in the host country to eliminate the latter’s resentment over the former’s trade 

surplus and defuse the latter’s protectionist trade policies. This kind of investment aims to 

reduce the “supply of protectionism” by the host country, or we could say such investment 

mainly affects host country government’s manner in trade policies. (2) Investment 

induced by inter-enterprise relations, where under an oligopoly market, home country 

enterprises may use such investment to reduce oligopoly enterprises’ resentment in the 

host country and increase its possibilities of entering the host country market. By doing 

so, the possibilities of such oligopoly enterprises in lobbying the host country government 

to take protectionist measures would be reduced. Obviously, under such circumstances, 

quid pro quo investment is induced by enterprises. (3) Investment to reduce “protectionism 

demand”. This means an enterprise may invest in the host country to reduce “demands for 

protectionism” instead of reducing “supply of protectionist policies” by the government.

Quid pro quo investment describes an inter-temporal relationship between trade and 
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investment. In the first period, OFDI may lead to reductions in trade, and in the second 

period, it will bring more trade. Therefore, it could be used to deal with trade protectionist 

policies of different countries to give full play to the trade effect of OFDI. Chinese 

enterprises sometimes will face anti-dumping measures and other trade protectionist 

policies in some developing countries, which may be defused or eliminated before hand 

through quid pro quo investment. It would ensure China’s export and promote industrial 

development and employment in the host country at the same time. Therefore, quid pro 

quo investment remains an area to be further studied by Chinese scholars.

3.2 OFDI and China’s Industrial Upgrade
One of the important objectives of the China’s “going-out strategy” is to promote 

domestic industrial upgrading through OFDI. In theory, OFDI could promote home 

country industrial upgrading through industrial transfers, industrial linkage and intra-

industrial competition. China is a big developing country with an open and complete 

industrial system, which makes it possible to transfer its marginal industries to the other 

developing countries and seek new and high technologies from the developed countries 

at the same time. In addition, OFDI’s forward industrial linkage is also important in 

promoting industrial upgrading.

Industrial upgrading refers to the improvement in industrial structure and the 

increase in production quality and efficiency. It contains product upgrading (innovation 

on traditional products) and industrial chain upgrading (transformation from low-end 

manufacturing to more high value-added production). As a big developing country with 

a full and open industrial system, China’s manufacturing industry has already fitted 

well into the global value chain, and therefore, China’s industrial upgrade will also 

be “international” in nature. China’s FDI, trade and industrial restructuring shall be 

considered as a whole, and among this, industrial transfers in the basic form of OFDI 

shall be the key issue to be explored. 

China’s OFDI motives are multiple in nature to seek for market, technology, strategic 

assets and resources. Most of them, however, are seeking for market and resources, with 
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an eye on strategic assets at the same time. OFDI with different motives all have a certain 

impact on China’s industrial upgrade through a certain mechanism. 

Generally speaking, China’s OFDI’s impact on domestic industrial upgrading are 

mainly three folds：

1. Transfer of China’s excessive production capacity in traditional industries overseas 

may enable the use of residual production factors to develop high and new industries；

2. Technology-seeking OFDI will increase R&D and management level and promote 

domestic industrial upgrading through adverse technology spill over effect and the 

process of “learning by doing”；

3. OFDI may facilitate the formation of a competition and linkage mechanism for 

industrial restructuring through the enhancement of industrial efficiency. 

Meanwhile, OFDI may also promote host country’s industrial upgrading through 

direct and indirect mechanism. Direct effects result from the investment under the motives 

of seeking low cost production factors, key technologies and core assets, avoidance of 

trade barriers, expansion of overseas market and enhancement of corporate efficiency. 

Indirect effects include those of industrial transfer, linkage, competition and the effect of 

technological progress, in which the investment may promote host country’s industrial 

upgrading through changing the trade composition and demand-supply situation. 

3.2.1 Possibilities and Conditions for Industrial Transfer
The industrial upgrading through industrial transfer is becoming a normal 

phenomenon in the international context. Classical industrial transfer theory includes 

Lewis’s labor-intensive industry transfer theory, Kojima’s marginal industrial transfer 

theory, Vernon’s product life cycle theory and Dunning’s eclectic theory of international 

production, etc. They probe into the reasons of industrial transfer from the product, 

enterprise and industrial prospective respectively. New economic geography based on 

the classical theory of Krugman (1991) Aunveils the micro mechanism through which 

decreasing transportation costs have affected industrial concentration, expansion and 

APaul Krugman,1991, Increasing Returns and Economic Geography, Journal of Political Economy, 
Vol.99, No.3.
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transfers, providing a provoking explanation over industrial transfers in the real world 

where incomplete competition and scale economy co-exist. All these theories could be 

used to analyze the transfer of China’s manufacturing industries to the other developing 

countries. 

1. Basic Conditions and Rules in International Industrial Transfer

Generally speaking, most of the manufacturing industries transferred from China 

to other developing countries belongs to labor-intensive industries, whose transfer could 

not be carried out without high economic and social development and mature industrial 

development. Conditions need for industrial transfer include the following:

(1) Industrial development gaps. Due to different production factors, resource 

endowment and policies, dominant industries of different countries would have big 

development gaps, which will enable labor-intensive industries from economies with a 

sound structure to transfer to comparatively more backward countries. Industrial transfer 

under such circumstances will not only promote industrial restructuring in the developed 

areas, but it would also help backward areas to “take off” through receiving such 

manufacturing industries.

(2) Flow of factors, which is the second important condition for industrial transfer. 

Scale economy in new industries will not foster without the free flow of labor, capital, 

and technologies. Labor-intensive industry transfer is also determined by the free flows of 

such factors. Generally speaking, industries will flow to those areas with fewer barriers. 

Both global trade and investment rules and national policies affect the flow of factors. 

Trade liberalization and investment facilitation and the opening-up of many developing 

countries have greatly reduced barriers to the flow of factors.

 (3) Factor costs. Rising costs of land (rental), labor, raw materials and energy will 

often directly lead to industrial transfers. For labor-intensive industries, costs of labor are 

often the most important factor for enterprises to consider when selecting locations.

 (4) Status in international division of labor. International division of labor is a 

dynamic process. With the expansion of international trade, earlier manufacturing states 

tend to focus on product quality and corporate efficiency after going through a relatively 
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more complete industrial life cycle. In these countries, production process is relatively 

more complete, their technologies are usually more advanced and their management 

levels are usually much higher. However, for developing countries with a very backward 

manufacturing industry, their manufacturing industry is usually incomplete in system 

and limited in scale. With economic development as the top agenda, these countries have 

great potentials for development, whose cheap labor resources are also creating favorable 

conditions to receive transferred manufacturing industries.

International industrial transfers usually have the following rules: (1) transferring 

to the neighboring area. From the world economic map, it could be seen that labor-

intensive industries tend to transfer to the neighboring areas. For example, the coastal 

areas of China enjoy great comparative advantages for the development of labor-intensive 

industries, which has “taken off” by taking the opportunity of labor-intensive industrial 

transfers. Meanwhile, due to the similarity in culture, management and living styles 

with the Southeast Asian countries, the China’s labor-intensive industries concentrating 

in the coastal areas will be transferred to the Southeast Asian countries after industrial 

upgrading, which is actually the second round of labor-intensive industrial transfer. (2) 

Transferring to areas with industrial clusters or scales. In consideration of raw materials, 

labor and industrial chains, some enterprises will transfer part of their industries to areas 

with mature industrial clusters or relatively complete industrial chains to lower their 

production costs and maximize their profit. This will multiply the interests of both areas 

as a complete industrial chain and may give better play to scale economy.

2. Opportunity for Manufacturing Transfer 

Either from development experiences or from theoretical analysis, it is now mature 

for China to transfer its manufacturing industries to other developing countries. There are 

several reasons.

Firstly, manufacturing industry in China has developed very quickly in the past, 

which has made China a global player in the area. From 2005 to 2010, the average 

GDP growth rate of China’s manufacturing industry was as high as 11.9%. After 2000, 

manufacturing industrial values increased by billions (in absolute amount) to about RMB 
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70 trillion in total scale, contributing about one third China’s total GDP. With its overall 

production capacity, complete and full industrial chain, China’s manufacturing industry 

has now enjoyed a sharp competitive edge in lower and medium level technologies. 

In 2010, China’s manufacturing products accounted for 19.8% in the global total, 

which surpassed the USA as the leading manufacturer. China has kept the leading position 

ever since then. According to standard international industrial classification, China takes 

a lead in 7 categories among the total of 22. In the 500 major industrial products, China 

ranks first in steel, cement, automobile and other 220 products. Statistics show that 

44.7% of world crude steel and 40% of world electrolytic aluminum are produced in 

China. China provides about 48.4%, 70.6% and 90.6% of color TVs, mobiles and PCs 

respectively and accounts for 42% of the world ship building capacity. Its production 

of automobiles increased from 5.7049 million in 2005 to 18.419 million in 2011 and its 

revenue from software and IT surpassed RMB 1.88 trillion the same year. Meanwhile, 

export of manufactured goods has accounted for 90% of China’s total export, which 

has a dominant role in China’s foreign trade. Due to the long term capital input and 

accumulation in the manufacturing industry, China has replaced the USA as the leading 

manufacturer of the world. According to a research of the China Chamber of Commerce 

for the Import and Export of Machinery and Electronic Products, which had tracked about 

113 key machinery and electronic products globally, China ranked first in 58 products 

and second in 9 products in 2011, among which, laptops, copy machines, microwaves 

and kitchenware had all accounted for more than half of the global market share, 

reaching 70.4%, 50.2%, 61.5% and 67.4% respectively A. Country Intelligence: Report 

of China issued by the US HIS Global Insight in November 2011, which showed that 

China’s manufacturing industry (both heavy and light) were increasing all the time due 

to its cheap labor advantages. SOEs had dominated the heavy manufacturing industries 

while the Pearl River Delta, Yangtze River Delta and Bohai-Rim Areas had become 

the biggest manufacturing bases in China, which attracted a large number of domestic 

and foreign investors in many fields, such as paper-making, chemistry, equipment and 

A Hu Chi: Latest Assessment on the Transformation and Upgrading of Manufacturing Industries: 
Achievements, Problems and Policy Recommendations, Review of Economic Research, 2014, the 15th Issue.
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semiconductors. The 2013 Global Manufacturing Competitiveness A issued by Deloitte 

(UK) and US Global Competitiveness and Bench-marking Network showed that China 

was the champion in manufacturing in 38 countries (regions) with a full mark (10 points) 

in “Global Competitiveness Index”, and predicted that China would still remain number 

one in the next 5 years. 

Secondly, China’s manufacturing costs have kept increasing, which will weaken its 

low cost advantages gradually. In recent years, as a result of high economic growth and 

a variety of other factors, the costs of manufacturing has been rising all the time, which 

has encroached upon the profit margins of enterprises. Among all the rising costs, more 

expensive labor is the most important factor. According to the 2012 Chinese Business 

Survey Report B issued by the Chinese Entrepreneur Survey System, among the problems, 

“rising labor costs” was the top headache for the Chinese businesses, accounting for 

75.3% of all the respondents. In fact, for three years, this had been the top concern of all 

entrepreneurs. Statistics show that since the late 1990s, nominal salaries in China had 

been surging significantly, which averaged about 13% annually for urban residents (SOEs, 

collective enterprises and private enterprises in order of incremental amounts). In June 

2012, the State Council issued the National Human Right Action Plan (2012-2015), which 

proposed to establish a normal salary increase mechanism and gradually increase the 

minimum wage with a proposed target annual growth rate of 13%. Internationally, Boston 

Consulting Group estimated that China’s labor costs were 30% lower in 2005, which, 

however, were narrowed to 16% at end of 2012. The latest report by KPMG pointed out 

that the minimum wage level of China is already 4 times as high as that in South Asia and 

Southeast Asia, which has forced some enterprises (such as textile industry or other low-

end manufacturing industries) to recruit workers from outside China or even Asia. More 

expensive labor is actually a result of market forces, which is normal in the factor market. 

As the rising labor costs would surely dampen China’s competitiveness, according to the 

marginal industrial expansion theory of Kojima, China would have to transfer some of its 

A http://www2.deloitte.com/global/en/pages/manufacturing/topics/global-competitiveness-manufacturing.
html

B http://www.ceoinchina.com/Item/16736.aspx
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marginal industries to other developing countries with cheaper labor resources through 

OFDI.  

Thirdly, excessive Chinese production capacity needs to be transferred. High 

growth of manufacturing industries directly results in excessive production capacities. 

The latest statistics show that China has an excessive production capacity in virtually 

all manufactured goods, with an insufficient utilization of its production capacities. 

Steel, cement, flat glass, coal chemistry, poly-crystalline silicon, electrolytic aluminum, 

shipbuilding and bean oil extracting are particularly problematic. At the end of 2012, 

the production capacity utilization rate of Chinese steel, cement, electrolytic aluminum, 

flat glass and ship building industries were 72%, 73.7%, 71.9%, 73.1% and 75% 

respectively, which were significantly lower than the international level. To make things 

worse, in the aforementioned industries, backward production capacities accounted for 

about 15%~20%. An IMF report even estimated that the current Chinese production 

capacity utilization rate is only 60% A. Therefore, with the transformation of economic 

development mode in China and the unfolding world economic restructuring, China can 

consider having its excessive production capacities “going-out” through OFDI so that it 

could make full use of the “markets and resources both at home and abroad”. By doing 

so, Chinese enterprises may get better access to advanced technologies and resources, 

internationalize its operations, circumvent trade barriers and expand their overseas 

market. Meanwhile, it would also promote domestic industrial upgrading (and economic 

development mode transformation) by reducing excessive production capacities.

Fourthly, manufacturing industrial upgrading is the basis for the overall upgrading 

of the China’s economy, which is to change the past extensive economic development 

mode and restructure the economy so that quality, efficiency, employment, environmental 

protection and resource saving could all be addressed in a rational way. Manufacturing 

industrial upgrading remains a key to this problem. In fact, due to the government’s 

efforts in this regard, China’s manufacturing industries are making good progress in 

upgrading and also having a more important role in the global economy. China has 

A http://www.imf.org/external/pubs/ft/scr/2012/cr12195.pdf
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fostered new comparative advantages in some high tech and high value-added products 

while keeping its competitive edge in the traditional labor-intensive industries (such as 

textiles, cases and bags, shoes, etc.). From 2008 (the US financial crisis) to 2011 (EU debt 

crisis), China’s manufacturing industry had been adjusting itself to adapt to the shrinking 

overseas demand and a sluggish world economy by restructuring and transformation 

in accordance with the 12th Five-Year Plan. It had made much progress and become 

more high-ended in the value chain and more environmental friendly. In fact, Chinese 

government has continued to provide preferential policies for the manufacturing of high 

value-added equipment, high technological and energy-efficiency products and new 

materials. It has also set up four indicators, namely, internal structural improvement, IT 

application level, production-supportive services and R&D input ratio to evaluate the 

progress in manufacturing upgrading.

Fifthly, under the current international division of labor, China has become the center 

of Asian manufacturing. Since 1980s, Japan started to transfer part of its labor intensive 

industries to China and other East Asian Countries based on its “Flying Geese Model” 

and fostered an industrial division of labor in East Asia. After that, China began to emerge 

among the Asian countries as the key intermediate products trade center with its better 

infrastructure, human skills and cheaper labor forces. From 2005 to 2012, half of the parts 

of Chinese exported machinery and electronic products and transportation equipment 

were imported from East Asia. With trade and investment integration, cooperation and 

competition among Asian countries are also becoming more intensified. Though the other 

Asian countries are making good progress in trade basing on its cheaper labor resources, 

none of them could replace China yet. China’s economic cooperation with them through 

industrial transfer may lift its status in the value chain and consolidate its current central 

status in the Asian production network. 

Lastly, global trade and investment facilitation policies are providing a sound 

environment for China’s OFDI. Globalization has made trade and investment more 

liberalized in recent years. While TPP, TTIP and TISA are very important processes in 

the formulation of new trade and investment rules, China has also initiated the process on 

RCEP, China-ROK-Japan FTA and other bilateral FTAs, and started direct negotiations 



China Development Report on South-South Cooperation 2014

62

with big countries over trade rules. According to Doing Business 2014 issued by WB, 

business-operating environment of the developing countries for SMEs in terms of laws 

and administrative rules are improved significantly, which is favorable for the flow of 

China’s OFDI. 

3.2.2 Effective Analysis on Manufacturing Transfers
China’s manufacturing is transferring to the other developing countries mainly 

for market and resources, which also means that most of China’s OFDI is providing 

technologies and capital to the other developing countries. At present, China’s OFDI 

has formed its own regional pattern and sector features. By the end of 2013, 15,300 

Chinese investors had set up about 25,400 enterprises in foreign countries, which are 

scattered in 184 countries(regions), with an annual OFDI flow of US$107.84 billion 

and an accumulated capital of US$ 660.48 billion.A China’s accumulated OFDI are 

mainly concentrating in Asia and Latin America (accounting for 80%), with those in 

Asia focusing on textiles, shoes, clothing, electronic products and other labor-intensive 

industries. China’s manufacturing in Latin America are comparatively more advanced 

in technologies, which satisfies demand for such technologies of the host country and 

provides vast market and cooperative ties for Chinese enterprises.

1. Expansion Effect of International Market

Product upgrading is the micro-level basis for industrial upgrading, which is a 

continuous matching process of the products with consumers’ demands. During this 

process, products become more value-added and the market share is also expanding. 

OFDI-supported electronic industry has done a good job overseas in expanding market by 

products upgrading, among which, Haier Group is the best example. Through its overseas 

market expansion, we will have a good estimation of the great potentials enjoyed by 

China’s manufacturing industry in industrial transfer.

Haier started making overseas FDI in 1996 and has been a pioneer and best player 

A  Ministry of Commerce: Chinese OFDI Statistics Bulletin, 2013, (http://www.fdi.gov.
cn/1800000121_33_4266_0_7.html).
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in the “going-out” process. By 2012, overseas Chinese brand products production had 

only accounted for about 2.9% of the total and, among them, it accounted for 86.5%. 

It is the “World No.1 Large Home Appliance Brand, No. 1 Refrigerator Brand, No.1 

Refrigerator Manufacturer, No. 1 Washing Machine Brand, No. 1 Wine Cooler Brand and 

Manufacturer, and No. 1. Freezer Brand and Manufacturerat the same time. By the end 

of 2012, it had established 21 industrial parks globally, with three of them outside China. 

They are US industrial park in 1999, Ruba (Pakistan) Industrial Park in 2001 and Middle 

East Industrial Park in Sahabu (Jordan) in 2005. By 2012, it had also established 24 

factories and 10 design research centers globally. OFDI has become an important way for 

Haier products to “going-out” globally, “going-in” locally, and “going-up” higher.A

Haier started its overseas development by focusing on sales in US, EU and Japan, 

which gradually gains access to the mainstream international sales channels and makes 

itself a major brand in the international arena. From Annex Table 3.2.2-1, it could be seen 

that it started its investment in the developing countries in Indonesia first, which was 

then followed by investments in the Philippines, Malaysia, Yugoslavia and Iran. This has 

provided experiences for it to make investment in the US and EU. In 2000, it established 

its second industrial parks in Pakistan and the first manufacturing base in India, covering 

a big part of Asia.

Haier’s OFDI has integrated markets in the North and South, whose success is 

consistent with Dunning’s eclectic paradigm of international production, i.e. a good 

combination of ownership, internalization and location. Industrial transfer has provided 

it with an access to the mainstream international market, and helped it in realizing its 

product upgrading, which in turn promoted China’s manufacturing upgrading in general. 

First of all, it enjoys ownership advantages compared with its peer enterprises (especially 

those from the Asian developing countries), such as its own products, technology, 

trademark, and management expertise. Secondly, it has the capacity to internalize external 

market through the expansion of its own organization and operational activities; and 

thirdly, host countries often provides it with comparatively favorable conditions, such 

A Date are collected from the official website of Haier Group.
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as the cheap land and labor resources in Asia, and technological and human resources in 

EU and US, providing important support to its international market strategy. Its localized 

production reduces costs, and makes full use of global resources such as natural resources, 

labor and technologies, which helps its product upgrading under its global brand strategy 

in three ways: expanding global sales channels, discovering global consumers’ needs and 

consolidating global R&D resources (See Figure 3.2.2-1).

guarantee) U
pgrading

Consolidating global R&D resources (driving force)

Haier 

Ownership

Internalization

Location

Discovering global consumers’ needs (primary motive)

Expanding global sales channels (important guarantee)

Figure 3.2.2-1 Internal Mechanism of Haire’s OFDI in Promoting Product Upgrade

Automobile industry’s OFDI is another good example. Motivated by the seeking 

for market and technologies, Chinese auto enterprises “go global” through the following 

ways: products export, setting up overseas factories, technology transfer, international 

acquisition and merger, establishment of R&D centers overseas, etc. OFDI has been 

playing an important role. At present, some auto enterprises with a competitive edge have 

already been making OFDI overseas, such as FAW, SAIC, GEELY, Chery, Great Wall, 

DFM and Huachen. They started from exporting parts (and whole cars), and gradually 

began to set up factories and acquire assets abroad. 

Though compared with products export, setting up overseas factory is an advanced 

stage of “going-out”, most of the China’s auto industries have already taken “KD factory 

building or local assembly” as an important means of its globalization strategy from the 

very outset due to the scale economy effect and the high internationalization degrees of 

the auto industry. By 2012, Chery had established (or started construction) 17 overseas 

KD factories, and Great Wall Auto Company also had about 20 KD factories. By making 

full use of the Rule of Origin, they could circumvent various trade barriers. In addition, 

it may also help them deal with exchange rate fluctuations in export and expand overseas 

market effectively. At present, most of the overseas factories are taking the form of 
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SKD or CKD, which are small in scale and scattered in different places at a trial stage. 

Almost none of them are producing cars with a high percentage of locally procured parts. 

Therefore, compared with the big MNCs of the other countries, Chinese auto companies 

are still at a comparatively lower stage of internationalization.

Table 3.2.2-1 Chinese Auto Companies’ Overseas Greenfield Investment  
Before and After China’s Accession into the WTO

Time Investor Host country/partner Contents

1992.02 FAW Tanzania/ A Limited Liability 
Company in Tanzania

Joint Venture in assembling 
CA141 JieFang Truck

1992 and 2000 FAW South Africa Medium sized truck and 1 ton light truck 
KD base

1995 FAW Uganda Uganda-JIEFANG Auto Limited Company 
(Joint Venture)

2000 FAW Pakistan Pick-up CKD project

2006 FAW Ukraine KD

2004 FAW Syria, Kazakhstan, Russia Overseas base

2007.11 FAW Mexico/Salinas Group Joint venture

2004 Foton Japan R&D center

2004 Foton Taiwan，China R&D center

2010.6 Foton Russia Established the European Operational Unit 
and Foton Russia

2009.2 ChangAn Mexico/AUTOPARK Signed a joint venture framework agreement

2009.8 Shuanghuan Sudan SKD factory

2009.10 HuaChen Egypt Joint venture

2007.1 Geely Ukraine SKD project initiated

2010.9 Chery Brazil/San Paulo Signed a sole proprietorship investment 
framework agreement

2010 Great Wall Senegal, Bulgaria, Venezuela, 
Malaysia KD factory

Data Source: Chinese Auto Industry Development Report, 2008-2013, jointly compiled by the State Council 
Development Research Center, SAE-China and Volkwagen (China).

From Table 3.2.2-1, it could be seen that China’s auto OFDI concentrates in Africa, 
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Latin America and Southeast Asia, with Greenfield investment as the major form. With 

its partial advantages on medium and low-end autos as well as low costs, China’s auto 

industry has successfully transferred part of its industries abroad via OFDI. The vast 

potential market of the South is not at all overheated in competition like the Northern 

market, which lowers entry threshold for Chinese autos. Meanwhile, the comparatively 

advanced manufacturing and assembling technologies of China is also warmly welcomed. 

Therefore, China’s auto industry OFDI has made the breakthrough in the South and is 

very successful in the following two ways:

First, it has expanded the overseas market and promoted auto export. Since 2010, 

auto export has been increasing quickly. 2010 witnessed an increase of 53% than 2009, 

and in 2012, the export volume of autos reached 1.05 million. From 2010 to 2012, the 

average annual growth rate of auto export reached 42%. Meanwhile, trade composition 

dominated by trucks is changing, with passenger cars increasing from 13.73% in 2001 to 

62.61% in 2012 in the total auto exports, among which sedan cars increased from 2.9% in 

2001 to 45.3% in 2012 A。

Second, the enterprises having own IPR are enjoying comparative advantages 

overseas. One of China’s OFDI’s motives is to promote the development of its own IPRs. 

With its OFDI in the South, Chinese enterprises with their own IPRs have gradually 

gained a competitive edge there in terms of medium and low-ended autos (with low 

costs). In January 2013, Geely CK model was the month’s bestseller in Ukraine (418 in 

number), and Geely brand became the month runner up with a total sales number of 940 

(lower than Hyundai’s 948 only). In 2012, Chery QQ 3 was the best seller in Myanmar. 

Also in 2012, New SAIL designed by Pan Asia Technical Automotive Center and 

manufactured by SAIC sold 14760 in Chile, which was the only model that passed 10 

thousand sales in number, accounting for 4.4% of the Chile market. In January 2013, S30 

(DFM) sold about 643 cars in Venezuela, accounting for 11.6% of the local market share, 

which ranked 2nd after Seina (13%) B. The top 10 auto exporters of China in 2012 were 

A State Council Development Research Center, SAE-China, Volkswagen: Chinese Auto Industry 
Development Report, 2013.

B Gasgoo website.
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Chery, Geely, Great Wall, SGMW, LIFAN, DFM, JAC, GAC, CHANGAN, BAW and 

BEYOND, which were almost all Chinese self-owned IPR auto enterprises. Undoubtedly, 

they are major players in China’s auto industry’s “going-out” process.

2. OEM and Manufacturing Transfer

China’s OEM manufacturing grows quickly based on its comparative advantages 

in labor. However, when situation changes with the rising costs, it begins to transfer to 

the other countries. At present, a trend in China’s OEM manufacturing sector along the 

coastal areas to move to ASEAN countries is being formed.

As early as in 2009, NIKE started to transfer its OEM factories from China to 

ASEAN countries, and ADIDAS closed its only directly managed factory in China in 

October 2012 and moved it to Myanmar. Many Japanese companies, such as Sanrio, 

Sanyo and MUJI also began to manufacture their goods in ASEAN instead of China. 

In fact, transferring of OEM to ASEAN countries is one of the have-to choices for 

sustainable development of the China’s OEM industry. By the end of June 2013, China 

had invested an accumulated investment of US$ 30 billion in ASEAN, which focused on 

manufacturing, accounting for about 5.1% of China’s total OFDI.A ASEAN has surpassed 

Australia, US and Russia and become the 4th FDI destination of China’s OFDI after Hong 

Kong China, British Virgin Islands and Cayman Islands. Most of these OEM enterprises 

are in labor-intensive industries, such as textile, shoes, clothing and electronics. In fact, 

some textile, shoes, clothing or metal enterprises in Ningbo and Wenzhou (Zhejiang 

Province) have already moved their manufacturing bases or production orders to 

Southeast Asian countries. For example, Ningbo Shenzhou Knitting Group Ltd has 

invested US$ 30 million in Cambodia and established a textile factory with a daily 

output of 200 thousand pieces of clothing. Guangdong Province, as the “world factory” 

of electronics and IT products, produces 60% of the world’s PC parts and 90% of the 

electronic supportive products. At present, many electronic enterprises in Guangdong 

Province, however, has started to transfer its production workshops to ASEAN.

A MOFCOM website.
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The most direct reason behind China’s OEM manufacturing transfer to ASEAN lies 

in the relatively low costs of these countries. Such transfers have two direct results for the 

China’s OEM enterprises: (1) They may continue to accept OEM tasks from developed 

countries as a part of the global value chain; (2) They may focus more on self-innovation 

and establish a national value chain that is dominated and controlled by local enterprises, 

which will transform them into ODM and OBM, and therefore uplift their status in the 

global value chain. Therefore, it may help these enterprises find a suitable place in both 

the global and national value chains.

For a long time, China’s manufacturing is at the lower end (in the form of OEM)

of the global value chain, which is always dominated by MNCs. However, through the 

combination of industrial transfer and self-innovation strategies, a national value chain 

owned by China that is parallel (or relatively independent from) to the global value 

chain will be constructed, which would be useful for the upgrading of the China’s OEM 

industry. Industrial transfer to ASEAN countries will provide a valuable opportunity for 

such strategies. 

At present, there are three different modes: (1) After receiving an OEM order, 

Chinese enterprises will set up a factory in ASEAN and manufacture the goods there 

directly. This would contribute to China’s OEM’s sustainable development as it could still 

manage to secure its OEM orders with lower costs. (2) Chinese OEM enterprises serve as 

an intermediary, which received OEM orders and subcontract it with ASEAN enterprises. 

By doing so, it would consolidate and expand its global market share while gradually 

establishing its own design (through R&D) and channel of sales. (3) Some Chinese OEM 

enterprises have started to make designs based on its own R&D according to international 

market demand and subcontract the manufacturing process to ASEAN countries, and then 

sell them globally (including China). By its own research and development efforts, and 

by establishing its own sales channels and its own brand and design, Chinese enterprises 

have created or strengthened a national value chain that is dominated and controlled by 

Chinese enterprises themselves. Through these three ways, China’s OEM industries are 

now well fitted into different value chains, which uplifted their overall status in the global 

value chain.
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3. Resource-Seeking OFDI to the South

Resource-seeking OFDI to the South dominated by large SOEs is a regular 

phenomenon in China’s OFDI process, and their large-scale investment provides 

important guarantees for China’s heavy industrial development. Therefore, it also 

produces positive effect on China’s manufacturing development and industrial upgrading.

China’s resource-seeking OFDI have gained access to overseas oil and iron ores 

through international A&M and Greenfield investment. There are numerous examples. 

In the oil sector, CNPC and CNOOC have made several international acquisitions in 

the past. Starting from mid 1990s, CNPC has invested in oil and gas projects in Peru, 

Venezuela, Canada, Thailand, Papua New Guinea, Sudan, Kazakhstan and Indonesia 

while CNOOC has also accelerated its overseas investment after listed in 2001, which 

satisfies the domestic need for oil and provides important energy guarantees for the 

development of domestic heavy industries. In metal industry, Sino-Steel has established 

9 subsidiaries in India since its establishment of the first overseas enterprise there in July 

2005, which has turned India into the largest iron ore supplier of China.A Sino-Steel’s 

resource-seeking OFDI has produced at least two kinds of effects: (1) it gives full play 

to its comparative advantages in technology and equipment manufacturing. By investing 

iron ores and infrastructure in India, it provides advanced Chinese technology and 

equipment to local enterprises, promotes technological advances in Indian steel industry 

and improves India’s iron ore export capacity; (2) it builds up Sino-Steel’s resource 

development capacity, gains the exploration and use right of India mineral resources and 

strengthens China’s say in international iron ore market.

3.3 OFDI and Its Impact on China’s Employment
OFDI are closely related to the flow of labor forces. Globalization has accelerated the 

flow of labor forces and also expanded its scale. In fact, cross-border flow of management 

personnel, technological staffs as well as workers are all closely related with OFDI.

A Ma Shujun, Zhenglei, An Analysis of Motivations of Chinese OFDI to India, Research on Financial and 
Economic Issues, 2008, 12th Issue.
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Often related to the flow of technologies, capital and management resources, OFDI also 

involves cross border flow of laborers or the export of labor services. Generally speaking, 

through Greenfield investment, international A&M, engineering contracting and labor 

service contracting, technical staff, managerial personnel and workers are sent overseas to 

work or receive training in OFDI activities, which will lead to more labor services export.

In the early 1950s and 60s, China started to export its labor services to the other 

developing countries in Asia and Africa along with its foreign aid projects. Of course, 

these export of labor services (labor export) are not based on OFDI. At that time, a 

large number of technicians, workers and medical staff were dispatched to the recipient 

countries in economic aid projects. After reform and opening up, export of labor services 

began to prosper. In 1994, China’s export of labor services reached US$ 1.1 billion, 

accounting for 0.1% of the world total, which was rather small considering the fact that 

China had about 22% of the total world population. After the mid-1990s, the stable 

global economy resulted in an expanding labor market and a quicker flow of labor forces. 

China’s export of labor forces also grew quickly due to its going-out strategy. In 2013, 

China had about 853 thousand laborers working abroad, which was an increase of 0.4% 

over that of 2012. The geographic distribution of these laborers was: Asia, 563 thousand; 

Africa, 215 thousand; Europe, 26 thousand; Latin America 37 thousand; North America 

3000 and Oceania 9000. Asia and Africa, as the biggest market of Chinese laborers, had 

expanded their share to 91.2%. 

3.3.1 Investment-Related Labor Export: Current Status and Features

1. Scale of Labor Export

According to statistics, the net value of 2012 China’s OFDI reached US$ 87.8 

billion, up 17.61% over the same period of last year. By 2012, accumulated OFDI of 

China reached US$ 531.94 billion, up 25.23%. According to the statistics of Department 
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of Outward Investment and Economic Cooperation, MOFCOM,A from 1990 to 2010, 

China had signed 1,293,212 contracts (accumulated) with the total amount to US$ 

762.576 billion, of which US$ 501.404 billion had been delivered, with an annual growth 

rate of 22.1%. Table 3.1.1-1 is China’s export of labor services from 1990 to 2010, from 

which we could see that except in 1998, 2002, 2003 and 2009, all the other years had 

witnessed the expansion of labor services export. In 2010, China dispatched a total of 

411,000 people, which increased about 4% than that of 2009 and about 7 times than that 

of 1990. The average growth rate each year had actually exceeded 10% in the past 20 

years. Meanwhile, year-end overseas laborers (including engineering contracts and labor 

services export) also expanded, increasing from 57.9 thousand in 1990 to 846.6 thousand 

in 2010, with an average annual growth rate of 14%. Therefore, from Table 3.3.1-1 

and the two sets of data, it could be seen easily that China’s export of labor services is 

expanding as a trend. 

Table 3.3.1-1 Chinese Exports of Labor Services (1990-2010)

Year
Yearly Dispatched Laborers Year End Overseas Laborers

Number of people Increase over last year（%） Number of people Increase over last year（%）

1990 52,906 - 57,900 -

1991 87,065 64.57 89,800 55.09

1992 118,220 35.78 131,000 45.88

1993 136,657 15.60 165,100 26.03

1994 169,558 24.08 222,600 34.83

1995 194,258 14.57 264,300 18.73

1996 199,481 2.69 285,400 7.98

1997 234,996 17.80 333,300 16.78

A Department of Outward Investment and Economic Cooperation of MOFCOM uses two indicators in 
labor service export statistics: laborers dispatched yearly and year end overseas laborers. The first indicator, 
laborers dispatched yearly is used to count the newly dispatched laborers while the second indicator is used to 
count the total Chinese workers working overseas at the end of the year, which may contain those dispatched in 
the past years who had stayed there and had not got back to China by the end of that year. 
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Year
Yearly Dispatched Laborers Year End Overseas Laborers

Number of people Increase over last year（%） Number of people Increase over last year（%）

1998 230,572 -1.88 351,900 5.58

1999 233,942 1.46 381,800 8.50

2000 252,575 7.96 424,900 11.29

2001 263,666 4.39 474,700 11.72

2002 213,046 -19.20 488,900 2.99

2003 210,015 -1.42 523,700 7.12

2004 248,000 18.09 534,100 1.99

2005 274,000 10.48 563,500 5.50

2006 350,985 28.10 673,798 19.57

2007 372,000 5.99 741,102 9.99

2008 427,000 14.78 738,723 -0.32

2009 395,000 -7.49 777,138 5.20

2010 411,000 4.05 846,605 8.94

Data Source: Based on data from Department of Outward Investment and Economic Cooperation, MOFCOM 

and Chinese Statistical Yearbook.
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Figure 3.3.1-1 Trend of Chinese Export of Laborers (1990-2010) 
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2. Forms of China’s Labor Services Export

Since reform and opening up, China’s export of labor services are mainly carried out 

in the following forms:

(1) Overseas project contracting. International contracting companies or international 

economic and technological cooperative companies usually dispatch project management 

officers, designing and implementing personnel, installing and adjusting workers and 

technical training staff, etc. to its overseas project, which will bring labor services 

overseas.

(2) Through contracts of cooperative labor intermediaries. Domestic Chinese labor 

exporting companies (intermediaries) sign labor services contract with foreign companies, 

intermediaries or individuals to dispatch Chinese laborers to work for foreign employers, 

which is also a form of labor services export.

(3) Outward foreign direct investment. Management officers, technicians and 

technical trainers are often dispatched to overseas subsidiaries or joint ventures by 

Chinese enterprises, which will also promote export of laborers.

(4) Export of Complete Plant or Technologies, which needs adjusting services, 

technical guidance and training from China.

(5) Individual channels, where individuals may provide labor services in person 

upon the invitation of foreign enterprises or individuals.

(6) Senior experts invited by foreign governments or institutions. Some foreign 

countries may invite personnel from China with high remunerations to promote its own 

economic and technological development, such as scholars, engineers and experts. These 

experts or scholars are usually providing their expertise or guidance in some grand 

projects or researches. 

In one word, China’s labor export, which grows together with international 

contracting and labor service cooperation, is closely related with OFDI.

3. Sector Distribution of Overseas Laborers

China’s export of labor services is diversified in sectors, which expands from foreign 

aid projects to industrial, agriculture, construction, services, environmental protection and 
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high tech industries. However, at present, laborers overseas are mainly engaged in labor-

intensive industries.

Manufacturing 28.4%

Others 8.5%

PC and IT 0.1%Design, consultancy and science,
education, culture and sports 0.40%

Food and catering 4.6%
Transportation 6.7%

Agriculture, forestry, animal
husbandry and fishery 10.5%

Construction 40.3%

Figure 3.3.1-2 Sector Distributions of Overseas Chinese Laborers (2008)

Figure 3.3.1-2 shows that in 2008, Chinese overseas laborers were mainly engaged in 

construction, manufacturing, agriculture, forest, animal husbandry, fishery, transportation 

and other traditional industries, accounting for 85% of the total. Meanwhile, laborers 

engaged in science, technology, education, health, design, consultancy and IT services 

accounted for less than 2%. In 2008, overseas personnel that were engaged in design, 

consultancy and supervision were only around 3000 people, accounting for less than 1% 

of all overseas Chinese laborers.

In recent years, laborers engaged in manufacturing have decreased in its percentage 

in overall overseas laborers. For example, in 2008, about 209.7 thousand people were 

engaged in manufacturing, accounting for only 28.4% of overseas Chinese laborers. However, 

construction has absorbed an increasing number of overseas laborers in recent years. For 

example, by the end of 2008, 298 thousand people had engaged in construction, with its 

percentage in total overseas Chinese laborers increasing from 26.3% in 2004 to 40.3% in 

2008. Transportation, food and catering industries remained stable, with a slight and gradual 

decrease in their percentages. At the end of 2008, overseas Chinese laborers engaged in 

these two industries were 830 thousand, accounting for 11.7%. People engaged in science, 
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education, culture, health, design, consultancy and IT industry remained unchanged in 

percentage while other industries, such as medical care, flower growing, meat processing, 

porcelain making, carpentry, furniture making witnessed a slight increase.

Table 3.3.1-2 Percentage of Overseas Chinese Laborers Engaged in Different Industries (2004-2008)

Sectors and Industries
Percentage to the total overall Chinese laborers（%）

2004 2005 2006 2007 2008

Manufacturing 37.6 35.5 34.0 32.4 28.4

Construction 26.3 29.4 33.8 36.3 40.3

Agriculture, forestry, animal 
husbandry and fishery 13.9 13.2 11.6 10.4 10.5

Transportation 9.2 8.4 8.5 7.3 6.7

Food and catering industry 2.6 2.9 3.3 3.7 4.6

Design, consultancy, and 
supervision 0.6 0.3 0.4 0.5 0.4

Science, education, culture 
and sports 0.4 0.4 0.4 0.4 0.4

IT services 0.2 0.2 0.2 0.2 0.1

Others 9.2 9.7 7.9 8.7 8.5

Date source: based on data from Outward Investment and Economic Cooperation Department of MOFCOM and 

Chinese Trade in Services Website.

To sum up, sector distribution structure of overseas Chinese laborers could be 

adjusted in the future. With the quick world economic growth and the expanding of 

demand for high-level personnel, more senior experts or technicians may join in overseas 

Chinese laborers and gradually change their sector distribution structure. It is necessary 

for Chinese government and relevant enterprises to recognize this trend, strengthen labor 

training and education investment, enhance laborers’ quality so that the overall labor 

sector distribution structure could be improved.

4. Country Distribution of Overseas Chinese Laborers

Overseas Chinese laborers are increasing all the time, with more countries becoming 
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their destinations. At present, Chinese overseas labor market has expanded to about 180 

countries. Except the traditional Asian market, Chinese laborers are also going to Africa, 

Europe, Latin America and North America. 

Table 3.3.1-3 shows major destinations of Chinese overseas laborers. Generally 

speaking, Chinese laborers are still concentrated in Asia. In 1990, among the 58 thousand 

overseas Chinese laborers, 27 thousand were working in Asia, accounting for 46.9%. 

With Asian economic integration, restrictive measures of some Asian countries were 

lifted, which promoted Chinese labor export in this area. From 1995 to 2008, Asia had 

accommodated about 70% of the total overseas Chinese laborers (See Figure 3.3.1-2). In 

2009 and 2010, the number of overseas Chinese laborers working in Asia kept increasing, 

which were 528 thousand and 555 thousand respectively. However, the increase rate and 

market share (to the world total) reduced slightly.

In the past 30 years since reform and opening up, China has exported an increasing 

number of laborers to Africa. With the guidance and encouragement of the Chinese 

government, many Chinese enterprises have entered into the African market with mature 

planting technologies, management expertise and capital, which promotes labor export 

to Africa. By the end of 2010, Africa had accommodated about 27% of overseas Chinese 

laborers, with the number of year-end overseas laborers in Africa reaching 229,964. 

In recent years, Chinese laborers working in Europe, North America and Latin 

America have accounted less in total overseas Chinese laborers. For example, most of the 

European countries only open their labor market to EU members, which closes the door to 

Chinese laborers under most circumstances. Only when EU laborers are not sufficient in 

certain sectors could non-EU (including China) laborers be considered. In addition to this, 

EU also discriminates Chinese laborers in entry control measures. For example, in most 

EU countries, border control authorities and customs are carrying out stringent censorship 

measures against non-EU laborers including Chinese. European labor market share in the 

total Chinese overseas laborers market decreased from 12.6% to 4% in 2010, which was 

a significant reduction in percentage. To make things worse, with the expansion of EU to 

the East Europe, the competition would become fiercer for Chinese laborers.
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Table 3.3.1-3 Destinations of Overseas Chinese Laborers (1990-2010) A

Year Asia Africa Europe Latin 
America

North 
America Oceania Other Total

1990 27154 11989 7341 1026 5473 764 4192 57939

1991 50175 12528 10636 1364 7025 1123 6986 89837

1992 78410 13661 16876 1609 8098 1215 11115 130984

1993 113671 19361 20814 1836 7200 1467 9305 173654

1994 152657 25707 22637 2341 7792 3015 8429 222578

1995 186966 24303 26024 3050 9959 4980 9248 264530

1996 204134 24662 20804 2874 12574 8676 12039 285763

1997 239917 30447 20538 3376 19245 8363 11875 333761

1998 249695 43888 17958 7122 18295 9150 6021 352129

1999 280062 40113 22613 8337 18163 11199 1794 382281

2000 319381 43540 21772 9065 19007 9439 3563 425767

2001 369543 46819 21090 10648 17356 7265 2455 475176

2002 360559 61164 26723 13361 18633 7088 2094 489622

2003 381543 71372 32854 14078 16811 7138 1048 524844

2004 376770 73090 28715 17394 13817 5528 19837 535183

2005 411614 82037 35589 17956 12128 5191 0 564080

2006 495899 95066 42458 20943 12854 4110 2484 673814

2007 550481 113566 44423 17777 9550 4433 822 741052

2008 525609 139836 44132 16392 7759 4190 805 738723

2009 527998 187356 35571 14170 5172 6589 282 777138

2010 554807 229964 35276 14949 4468 6859 282 846605

Date source: Based on the Data from Chinese Statistical Yearbook on Trade and Economic Cooperation and the 

Annual Statistical Report on Overseas Contracting, Labor Cooperation and Design/Consultancy Businesses, 

compiled by the Ministry of Commerce.

A This is the statistics of year-end overseas Chinese laborers. In addition, due to data unavailability 
problems, from 2006 to 2010, design and consultancy personnel were not included in the statistics though they 
were counted before 2006.
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Figure 3.3.1-3 Geographic Distributions of Overseas Chinese Laborers (1990-2010)

Data Source: Based on the Data from Chinese Statistical Yearbook on Trade and Economic Cooperation and the 

Annual Statistical Report on Overseas Contracting, Labor Cooperation and Design/Consultancy Businesses of 

MOFCOM

Figure 3.3.1-3 shows the overseas Chinese laborers’ distributions from a country 

perspective. In 2012, the top 10 destinations of overseas Chinese laborers are: Japan 

(173.5thousand), Singapore (77.5 thousand), China’s Macau (68.2 thousand), Angola (43.6 

thousand), Algeria (40.5 thousand ), Saudi Arab (35.6 thousand ), Hong Kong, China 

(35.1 thousand), ROK (34.3 thousand), Russia (26.9 thousand) and UAE (18.8thousand).

Singapore 15%
Macau, China 12%

Angola 8%

Algeria 7%

Saudi Arab 6%

Hong Kong, China 6%

ROK6%
Russia 5%UAE 3%

Japan 32%

Figure 3.3.1-4 Country Statistics of Chinese Overseas Laborers (2012)
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Overseas Chinese laborers are concentrated in Asian Countries like Japan, Singapore 

and Macao, accounting for more than half of the total. In Africa, they are working mainly 

in Angola and Algeria. However, the labar market in Europe, North America and Oceania 

remain basically closed to Chinese laborers, which need to open up their markets to China 

compared with that in Asian countries.

3.3.2 OFDI and Its Impact on Employment

1. Mechanism of OFDI’ Effect on Domestic Employment

OFDI and employment are having a rather complicated relationship. Generally 

speaking, OFDI has positive and negative, direct and indirect impact on domestic 

employment, which is explained by the following:

(1) Employment substitution effects, which thinks OFDI would have a negative 

impact on domestic employment as outward FDI will reduce domestic investment or 

consumption if total capital resources of home country are limited and not replenished by 

new capital (from increase in products export or decrease in import).

(2) Employment complementary effect. If OFDI is defensive in nature, for example, 

to seek for scarce resources or to circumvent trade barriers, such horizontal investment 

would promote domestic investment and consumption, which often increases the import 

of capital-intensive equipment, intermediate products and auxiliary products from the 

home country, and thus has a positive effect on domestic employment. 

(3) Combined effect, which recognizes the positive and negative effect of OFDI 

on domestic employment, and thinks that the ultimate result depends on which kind of 

effects gains the upper hand, i.e. whether OFDI’s negative effect could be off set by the 

positive effect. Meanwhile, it also thinks that the geographic distribution of OFDI is an 

important factor.

(4) Employment structure optimization theory, which thinks that headquarters 

located in home country will demand more managerial staff, which increases 

employment. Meanwhile, operating overseas would also create more job openings for 

lawyers, public relations and project consultancy personnel, which will improve domestic 
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employment structure for home country.

(5) Corporate strategy argument, which thinks that corporate strategies (such as the 

strategy to set up independent overseas subsidiaries, simple integration strategy or in-

depth integration strategy, etc.) may have different effects on home country employment 

numbers, quality and locations. As MNCs are adopting an integration strategy, they enjoy 

great flexibility in determining on the allocation of job posts between home country and 

host country in numbers, quality and locations, whose effects on domestic employment 

are therefore uncertain.

However, whether positive or negative, OFDI’s effect on employment will appear 

directly or indirectly in the end. Direct effect is often shown in the fact that OFDI will 

directly bring more managers, technicians and workers overseas, which are discussed 

already. Indirect effect is often reflected in its effect on the import and export of home 

country, such as export substitution and cause effect. Generally speaking, indirect effect 

is a key to the analysis of OFDI’s impact upon employment. Table 3.3.2-1 shows the 

mechanism through which OFDI affects domestic employment.

Table 3.3.2-1 OFDI’s Direct and Indirect Effect on Domestic Employment

Effect Employment Number Employment Quality Employment Locations

Direct 
effect

Positive

Create or improves domestic 
employment, such as those 
posts providing services to 
overseas subsidiaries

Improves workers’ skills 
and enhances production 
values

Some unskilled posts are 
transferred abroad and skills 
ones may be created, which 
will improve the local labor 
market

Negative

Posts will transfer to 
overseas if overseas 
subsidiaries replaced the 
home country production

To ensure home country 
supplier’s position, salaries 
or wages for such posts 
may be reduced

“Transfer of posts” may 
deteriorate the local labor 
market

Indirect 
effect

Positive

Create jobs for home 
country supplier or services 
industries that provide 
goods or services to the 
overseas subsidiaries

Promotes the development 
of diversified industries

“Blue Collars” are replenished 
by high value added jobs 
that serves for international 
production or export

Negative
Reorganized production 
enterprises may suffer from 
losses and unemployment

Original supplier may get 
more pressure, which may 
have to lower wages or lay 
off workers

Temporary layoff of workers 
may trigger domino effect 
for unemployment in home 
country factories
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2. Chinese OFDI’s Effect on Domestic Employment

The effect of China’s OFDI to the South on domestic employment has been a 

concern of many Chinese scholars, which established models based on variants related 

to OFDI employment effect and theories, and carried out empirical researches over the 

data of China’s OFDI Statistical Report and Chinese Statistical Yearbook. Here we will 

introduce a few typical researches.

First of all, OFDI promotes domestic employment as a whole. Jiang Yapeng, Wang 

Fei (2012) A identify OFDI volume, export amount, import amount as explanatory 

variants, select fixed asset investment scale and graduate scale as controlled variants 

and study the indirect effect of OFDI on domestic employment after considering 

foreign exchange and price factors. They discover that from 1981 to 2010, OFDI and 

domestic employment had a positive correlation, where its causal effect was greater 

than substitution effect. In both short terms and long terms, OFDI promoted domestic 

employment, with the effect in recent years more significant than the long-term average. 

This is understandable as the adverse technology spillover effect and forward integration 

effects have been more visible in recent years. In addition, most of the industries 

transferred abroad are labor intensive in nature, which optimizes the labor/capital ratio 

in China. OFDI’s bigger cause effect than substitution effect is also related with China’s 

long term “export oriented strategy” as well as the fact that China’s OFDI has not yet 

entered into its mature stage.

Secondly, OFDI’s effects on employment are different in regions. Capital export 

behaviors of Beijing, Tianjin and other big cities may bring inadequate capital deepening, 

which will have a more significant substitution effect than causal effect. Export of capital 

from remote areas will directly lead to reduction in capital widening degrees, which will 

also have a more significant substitution effect. In areas with excess production capacity, 

OFDI will increase investment marginal efficiency, promote development of relevant 

industries and have a more significant indirect positive effect on domestic employment. In 

addition, OFDI may also bring opportunities for areas with a high population density as it 

A  Jiang Yapeng, Wang Fei. Shanghai Journal of Economics, 7th Issue, 2012.
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may lead to more laborers working overseas. 

Thirdly, OFDI’s effects on employment also vary depending on different investors. 

Liu Huiqun, Wang Yang (2011) A used workers in different sectors and different investors 

as explanatory variants, selected OFDI, GDP, total social fixed assets investment amount, 

investors’ fixed assets investment amount as controlled variant, and studied OFDI’s effect 

on SOEs, shareholding companies and foreign investors (including Hong Kong, Macau 

and Chinese Taipei). They discovered that though SOEs and shareholding companies took 

up a large proportion of OFDI, the substitution effect were minor on employment while 

foreign enterprises’ investment to a third country usually have a positive stimulation 

effect on domestic employment.

A Liu Huiqun, Wang Yang, International Business, 4th Issue, 2011.



4. Impacts of China’s OFDI 
on Host Developing Countries

This chapter mainly analyzes the influence of China’s OFDI on the host countries 

in three aspects: (1) infrastructure investment, which is one of the key sector of China’s 

OFDI; (2) local employment; and (3) poverty elimination in developing countries. It will 

also touch upon its impacts on environmental protection. These issues are not only the 

concerns to the international community, but also related to China’s “Going-out strategy” 

and the effort onthe new open economy. It is expected that the discussion here would be 

able to shed some light on the issue. 

4.1 The Infrastructure Investment and Its Impacts
Infrastructure has stronger public product attributes with traditionally high 

dependence on government investment. In recent years, in accordance with the 

economic development, progress in engineering construction technology and the capital 

accumulation, Chinese enterprises, guided by “going-out strategy”, have intensively 

participated in worldwide infrastructure construction in railway, highway, high-speed 

railway, port, and airport etc. Developing countries are the main destination of this kind of 

investment that takes the form of engineering contract, government aid, and private direct 

investment. The OFDI and engineering contract in the construction of infrastructure in 

developing countries all belong to the behavior of Chinese enterprises “going-out”, which 

synchronizes with other ways that Chinese government and enterprises involved in the world.  

4.1.1 The Scale and Structure of China’s Infrastructure Investment
By the end of 2012, Chinese investment stock in developing countries (regions) A 

A “Developing countries (regions)” in here refers to all countries and economies that deducted by 
UNCTAD in World Investment Report from the developed countries.
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was US$458.81 billion, and it accounts for 86.3% of the total stock of foreign investment. 

As for infrastructure investment, by the end of 2012, China’s FDI stock in the electricity, 

heat, gas and water production and supply industry were US$8.99 billion, it increased 

40 times compared with that in 2004. In the same period, China’s OFDI stock in 

transportation, warehousing and postal service were US$29.23 billion, about 6.4 times of 

that in 2004.

Compared with developed countries, the high proportion of infrastructure investment 

features China’s OFDI in developing countries A. Based on World Bank Private 

Participation in Infrastructure (PPI) database statistics, FDI in infrastructure is defined as 

the investment in four fields such as energy, communications, transportation and water, 

which could be sub-classified into power generation and transmission, gas transmission, 

fixed and mobile telephone communications, domestic and international communication, 

the airport runway and terminal, railway transport and fixed assets, inter- and inner-city 

passenger transportation, highway, bridge, tunnel, port facilities, waterway, drinking water 

production and transmission, and waste water collection and treatment B, etc. According 

to the annual Country Report and the Statistic Bulletin of Foreign Direct Investment by 

China’s Ministry of Commerce, which includes the indicators on “electricity, heat, gas 

and water production and supply industry”, “transportation, warehousing and postal 

service”, “information transmission, software and information technology services”, 

“water resources, environment and public facilities management”, and the PPI index of 

the WB and other statistical data of national bank, we depict in the following the scale 

and structure of China’s infrastructure investment in different developing countries in 

recent years.

1. The Southeast Asia

According to the latest ASEAN FDI statistics, China has already taken over South 

Korea as the fifth largest investor in ASEAN countries in 2011-2013 after EU, ASEAN, 

A China Statistics Bulletin of FDI 2012, edited by Ministry of Commerce, National Bureau of Statistics, 
and State Administration of Foreign Exchange, China Statistical Publishing House, 2013, pp. 16 to 18

B Private Participation in Infrastructure Database, http://ppi.worldbank.org/resources/ppi_methodology.aspx
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Japan, and US with a share of 6.5%. By the end of 2012, China has invested US$5.12 

billion in ASEAN’s electricity, gas and water supply industries, accounting for 18.1% of 

the total stock. The investment is mainly in Singapore, Burma, Cambodia, Indonesia, 

Laos, and Vietnam. In transportation, warehousing and postal service, China’s 

investment stock has accumulated to US$2.098 billion, accounting for 7.4% of the 

total, and mainly in Singapore. In information transmission, software and information 

service of the communication infrastructure, China’s investment stock has reached 

US$120 million, accounting for 0.4%. It can be seen that China’s investment in 

infrastructure in ASEAN are mainly concentrated in the field of water and electricity 

and transportation field.

It is found in the WB PPI statistics that China’s OFDI to Southeast Asia 

infrastructure sector mainly comes from the state-owned enterprises. In 2007, China had 

invested US$648 million in Cambodia’s electricity power, accounting for 99% of its total 

investment in the industry. The investments have been conducted by Yunnan International 

Economic and Technological Cooperation Company (China), China Water Conservancy 

and Hydropower Construction Co. Ltd, and Yunnan Southeast Asia Economic and 

Technological Investment Industrial Co. Ltd. In 2010, China Huadian Corporation 

and China National Heavy Machinery Corporation further invested US$1.51 billion in 

Cambodian, accounting for 81% of the total investment in the industry of the year. These 

China’s investments, all in the form of tangible assets, were unprecedented as there had 

been not too much FDI in Cambodia’s infrastructure sector before. 

In 2006, China Huadian Corporation invested US$270 million in Indonesia power 

industry, accounting for 26.3% of the total direct investment in Indonesia electric power 

industry, which is one of largest investments in Indonesia’s electric power market. In the 

same year, China International Water Electric Corporation, Yunnan Huaneng Lancang 

River Hydropower Co.Ltd., Yunnan Machinery and Equipment Import and Export Co. 

Ltd., and Yunnan Power Grid jointly invested a total of US$1.384 billion in Burma, which 

accounts for 89% of the total investment in electric power industry in past 6-13 years.

In addition, China Water Conservancy and Hydropower Construction Co. Ltd. invested 

US$200 million and US$430 million investment in Laos electricity industry in 2008 and 
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2012 respectively; In 2010, China Foreign Water Conservancy and Electric Power Co. Ltd.

invested US$150 million in Laos; in 2009, China’s State Grid Xinyuan Holdings Co. Ltd. 

started to invest in the Philippine National Grid and the total investment had reached US$ 

4.178 billion by the end of 2012; and in 2011, China Investment Co. Ltd. invested US$1.95 

billion in Vietnam’s electricity industry, accounting for 23.2% of the total investment.

Overall, China’s FDI in ASEAN’s infrastructure focused mainly on the electric 

power industry. Most of the investment projects are in hydropower to highly utilize the 

rich water resources in Southeast Asia, while the largest amount of investment is used to 

acquire and merge the power transmission network in the region.

2. South Asia

South Asia is also one of the regions that China concentrates on infrastructure 

investment. Since 2007, the China Electric Power Co. Ltd. (Hong Kong) began to invest 

in India and the total investment was US$2.131 billion by end of 2013. In transportation 

sector, China Railway 18 Bureau Group Co. Ltd. invested US$267 million in 2010 and 

US$281 million in 2011 in India’s road construction respectively; Jiangsu Transportation 

Engineering Group Co. Ltd. also invested US$399 and US$464 million in the same years. 

In 2011, China State Construction Engineering Corporation invested US$264 million for 

road construction in the region. 

In 2005 China National Nuclear Corporation invested US$559 million in Pakistan’s 

power industry. In 2010, China National Electric Equipment Corporation invested US$82 

million and China National Heavy Machinery Corporation invested US$450 million 

in Sri Lanka’s electric power industry. In 2011, China Harbor Engineering Co. Ltd. 

invested US$500 million in Sri Lanka’s port project, which was 50% of the total harbor 

infrastructure investment in Sri Lanka of the year. 

It is apparent that, in spite of electric power sector, the land transportation and port 

construction are important fields in which China invests in South Asia infrastructure sector.

3. Central Asia

Five central Asian countries are members of the Shanghai Cooperation Organization, 
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and they cooperate with China on regional security and anti-terrorist, economic and 

cultural fields. Central Asian countries are also important partners in the construction of 

the New Silk-road Economic Belt. Central Asia is one of the main destinations of China 

outward direct foreign investment in infrastructure. In Kazakhstan, the investment focuses 

on the energy sector, which includes gas station network, trade in telecommunications and 

other fields. China-Kazakhstan crude oil and natural gas pipeline and others constitute 

China’s major investment projects. China’s investment in Kyrgyzstan are in the sectors of 

communications services, transportation, and other fields; In Turkmenistan, the investment 

mainly involved in areas such as communication, railway, the major investment projects 

is the central Asian gas supply project, which is to build a gas transmission pipeline from 

Turkmenistan through Turkey to China; In Uzbekistan, the investment mainly involves 

hydropower station, communication facilities, municipal engineering construction and 

retrofit, and other fields. The key projects are China-Uzbekistan natural gas pipeline 

project. The investment in Tajikistan mainly involves in telecommunications, power 

transmission and transformation line construction, there are also some breakthroughs in 

road transportation and other fields. Comparatively, we can see that China’s investment in 

Central Asian countries features itself with the similarity, mainly related to transportation 

and telecommunications especially in the field of infrastructure construction A.

4. Latin America

Besides Hong Kong and the Association of South-East Asian Nations (ASEAN), 

the third cumulative amount area of China’s foreign investment is Latin America. 

China-Latin America relations come to improve in recent years, expanding areas of 

cooperation. Abundant natural resources, considerable population and relatively backward 

infrastructure create massive infrastructure requirements in the region. Although China’s 

investment in Latin America and contracted projects business all showed a trend of rapid 

growth in recent years, the cooperation between China and Latin America’s infrastructure 

is given priority to contracted projects and government financing. In 2013, the newly 

A Li Qin, Xu Yunxia. China Investment in Central Asia and its Comparative Advantage, Business 
Economy, Vol. 7, 2012.
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signed project contract value between China and Latin America countries reached 

US$18.22 billion, increased 25% than a year earlier. The People’s Bank of China and the 

Inter-American Development Bank signed a memorandum of joint financing cooperation 

in 2012. By the end of 2013, the Inter-American Development Bank had got US$2 billion 

loan from the People’s Bank of China and set up an investment funds that mainly used 

for infrastructure construction in Latin America region A. As far as China’s OFDI in the 

region is concerned, the State Grid had begun to invest in Brazil continuously from 

as early as 2004. It has taken over a share of US$1.7 billion and US$940 million in 

2010 and 2012 respectively through M&A from a Spanish company B. In 2013, China 

Harbor Engineering Co. Ltd. invested US$600 million in Jamaica. In general, China’s 

investment in Latin America takes both the form of M&A and grass investment, 

focusing on electric power and transportation with both geographic concentration and 

large scale in investment.

5. Africa

China’s investment in Africa’s infrastructure takes mainly the form of financing, 

assistance, grants, preferential government loans, and export buyer’s credit. According 

to the report of South Africa Standard Bank in 2011, two-thirds of the investment in 

Africa’s infrastructure came from China. In past 50 years, China has accomplished 

519 infrastructure projects in Africa based upon foreign assistance, among them 375 

projects are social and public facilities and144 are economic infrastructure including 

2233 kilometers railway, 3391 kilometers road, 10 Bridges, and stadiums capacity of 

780 thousand people. Up to now, Africa has become China’s second largest overseas 

contracting market. Over the past 10 years, the average annual growth of China’s 

investment in Africa has reached 26.7%,and the water conservancy, electric power, 

information and communication technology as well as the exploitation and utilization 

A The Unfolding Infrastructure Construction in Latin America’s, International Business Daily, 2014-05-05 
at http://www.mofcom.gov.cn/article/hyxx/jidian/201405/20140500571833.shtml

B Chinese Foreign Direct Investment in Latin America, Latin America Economic Committee, United 
Nations at www.cepal.org/.../ XML / 1 /.../ Chineseforeigndirectinvestment.pdf
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of new energy have gradually become the new focus. China’s direct investment in 

Africa’s infrastructure is also dominated by large state-owned enterprises and the state-

owned financial institutions are also involved. In Ghana, China-Africa Development 

Fund invested US$200 million in 2007 and US$360 million in 2011 respectively in 

electric power industry. In 2008, Egypt, China Ocean Shipping Group invested US$640 

million in Egypt to participate in the construction of container terminals and established 

the company of China Ocean Shipping Group (Egypt). So far FDI is not the main 

form of China-Africa cooperation in infrastructure, but the infrastructure cooperation 

is listed as a key area of in the documents of every meeting of the Forum of China-

Africa Cooperation in order to encourage competent Chinese enterprises to participate 

in African infrastructure construction so as to expand the cooperation in transportation, 

communications, energy, water, electricity and other fields A.

4.1.2 The Economic Impact of China’s Infrastructure Investment in 
Developing Countries

Although FDI is not the main form of cooperation between China and other 

developing countries in infrastructure sector, Chinese government and enterprises have 

involved in infrastructure construction in many developing countries with a variety of 

forms in order to meet their urgent need such as financing the start-up capital of the 

project and provide technology, experience, and manpower support through a large 

number of engineering construction in term of DPC (design-procurement-construction) 

mode. FDI is different from the assistance and contract engineering and aims at 

permanent interests by controlling the operation and management in overseas enterprise. 

With regard to the role of China’s OFDI in bilateral cooperation between China and other 

developing countries in infrastructure sector, enterprises’ involvement and operation have 

added important momentum even though the large state-owned enterprises take the lead. 

There are two important experiences in China’s past reform and open-up, one is “road-

building leads to wealth” and two refers to “no rishness without industrial production”. 

A The China-Africa Economic and Social Development Cooperation Platform, the Forum on China-Africa 
Cooperation - Addis Ababa Action Plan (2004-2006)
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It is apparent that China’s investment in infrastructure has effectively improved the 

economic efficiency and development as well as poverty alleviation in some other 

developing countries.

1. Infrastructures Investment and Overall Economic Development

ASEAN, South Asia, and geographically adjacent Central Asia developing countries 

are China’s major destinations of infrastructure direct investment. The investments 

of Chinese electric power and engineering construction enterprises in these countries 

have made great contributions to the inter- and intra-regional road links and resources 

exploration and conformity. It yields corporate profits and also benefits the local people 

at the same time. For China, the infrastructure network connectivity in the region 

has improved the regional integration that is helpful to alleviate the energy shortage. 

Furthermore, better infrastructure also promoted the manufacturing industry shift and 

encouraged more Chinese and foreign enterprises to invest in manufacturing industry so 

as to improve the industrialization and modernization of the whole region. 

Take the example of Chinese investment in the Burma’s biggest hydropower project, 

Ruili river level of hydropower station, in term of BOT (Built-operation-transfer). The 

station is located in Myanmar on the river and installed with six power-units often 

hundred thousand kilowatts, a total of six hundred thousand kilowatts, and an average 

annual output of KWH 4 billion. The station is built in term of BOT with forty years 

licensed operation. It has won unanimous praise of Myanmar and domestic experts 

because of the fast speed, high quality and management. The unit one is accessed to the 

power grid of Myanmar to meet its domestic demand. The unit two and subsequent units 

are sent through the Yunnan grid back to China. It is the first time to generate hydropower 

abroad and transmit back to home based upon overseas investment, which constitutes 

a part of “west to east power transmission” in Yunnan province. The project has played 

positive role in Sino-Burmese friendly neighbor relationship and achieved mutual benefits 

on win-win scenario and optimal allocation of resources in two sides.
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2. Infrastructure Investment and International Trade

China-Kazakhstan natural gas and crude oil pipeline, and China-Ukraine natural gas 

pipeline projects have greatly pushed the development in trade. These projects are jointly 

invested and performed by enterprises from China and Central Asian countries. They 

contributed a great deal to the export expansion of gas and crucial oil in Central Asia and 

the enhancement of trade partnership with China in natural resources and energy. The 

export expansion in turn increases the foreign exchange reserves and improves economic 

structure and overall employment in these countries.A Take China-Kazakhstan crucial 

pipeline as an example. It has made Kazakhstan’s oil export to China continually rising 

since putting into operation, and had accumulated to 63.6 million ton and US$ 42.15 

million from 2006 when it stated running to end of 2013. This shows its importance 

in Kazakhstan’s participation into the global economic integration.B At the same time, 

the pipeline can also directly promote China’s energy import from Central Asia, relieve 

domestic energy supply shortage, improve the energy consumption structure, and reduce 

the negative environment impacts resulted from the biased coal burning by increasing the 

proportion of gas in total energy. 

3. Infrastructure Investment and Emerging Markets

China has invested over US$80 billion in Latin American, accounting for 13% of 

China’s total overseas direct investment. Mr. Jorge Quiroga, former President of Bolivia, 

said on February 26, 2014, in Guangzhou that the past 10 years was the best period in 

the history of Latin American economic development, especially the cooperation with 

China, it not only changed the region, but also changed the world. At present, Chinese 

enterprises have already increased their participation in Brazil’s infrastructure engineering 

contracting projects in term of both EPC (engineering, procurement and construction) 

and BOT. For instance, Chinese enterprises invested the north-south highway project in 

A China-Kazakhstan crucial oil pipeline: a new energy channel in win-win cooperation in, China Oil Press 
Center,http://news.cnpc.com.cn/system/2010/12/17/001317076.shtml

B Changeable highlight China-Kazakhstan crude oil pipeline strategic significance, Chinese Oil Press 
Center, http://news.cnpc.com.cn/epaper/zgsyb/20140617/0162385006.htm
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Jamaica bay is going on smoothly, which has brought the world advanced technology and 

construction experience into Latin America and the Caribbean.A China State Grid (Brazil), 

founded in July 2010, has been successive in stock asset M&A and licensed grass 

investment projects. By the end of June 2013, China State Grid (Brazil) has been running 

4209 KM transmission line of 500 KV in Brazil, and there are also 3999 KM line that are 

under construction. It has become Brazil’s fifth largest transmission operator in terms of 

the length.B At present, the company has 393 employees among which 365 are Brazilian. 

It is apparent that China’s increasing investment in infrastructure and energy sector has 

not only increased the wealth of the region, but also provided more opportunities in 

trade and investment for developing countries in Latin American and other countries, 

especially, in North American market that has the closest relations with Latin American.

4. Infrastructure Investments and Development Capacity in Africa

There exists great infrastructure shortage in Africa in almost every sector. China’s 

investment has built up a batch of infrastructural facilities such as roads, ports, airports, 

power plants, and telecommunications, as well as industrial production projects, which 

have had very positive impacts on capacity building in Africa countries. First of all, it 

has contributed to the improvement of infrastructure, expansion of local employment, 

empowerment of trainees. This not only directly leads to economic development, but also 

builds up their development capacity. Secondly, it has greatly reduced the transportation 

cost and improved the investment environment, as better infrastructure will help to attract 

and utilize the foreign direct investment. Thirdly, the improvement in infrastructure 

provides further opportunities for Africa countries to use its comparative advantage 

for sustainable development. So the infrastructure investment features itself with the 

A Latin America’s infrastructure construction, International Business Daily, 2014-05-05 at http://www.
mofcom.gov.cn/article/hyxx/jidian/201405/20140500571833.shtml

B The Rapid Development of China State Grid in Brazil, the Ministry of Commerce of the People’s 
Republic of China, http://cafiec.mofcom.gov.cn/article/zqzhw/201307/20130700218968.shtml
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principle of “provide not only fish but also fishing skill.A In the following are some such 

cases among many others. 

One case is the Sunon Asoglipower plant jointly invested by China Africa Fund 

and Shenzhen Energy in Ghana. The power plant has provided 1/6 Ghana’s national 

power supply and has a sound operational and financial indicator. The plant has plaid an 

important role in reducing the power shortage in Ghana and even the entire West Africa. 

It has effectively improved the ability of Ghana’s power supply, provided a large number 

of employment opportunities for local communities, and supported its economic take-

off and development. The project has got high praises from the leaders and relevant 

government departments.B

Take China Shipping’s investment in Egypt as a further example. China Shipping 

Egypt Co. Ltd. is a comprehensive logistics service enterprise. It provides a series of 

services such as shipping, land transportation, customs clearance, and warehousing based 

upon the jointly invested container terminal in Egypt for both local Chinese and foreign 

customers. It fully participates in local competition with a high degree of localization 

in staff. By the end of 2012, the company took 10% of the shipping market in the Red 

Sea areas, ranking fourth in the region and top seven in the Mediterranean area. It not 

only created new job opportunity but also improved the overall competitiveness of local 

logistic services, and at the same time greatly promote the development of Chinese 

enterprises’ investment and trade in Egypt. Jeffery Sachs, an American economist, points 

out in a paper to analysis the economic prospects of the Nigeria that there are five critical 

optimistic factors for its development, among which the third key factor is the role of 

China. He believes that the emerging countries like China and India have played an 

important role in Africa economic development, not only by a large number of import but 

also by improving the term of trade in favor of Africa. The role of China is particularly 

A Qinghai, Liu. The Geographical Effects and Features of International Technology Diffusion and the 
Economic Growth in Africa—On China’s Contribution of Infrastructure Investment to the Economic Growth in 
Africa. The Journal of Jiangxi Science and Technology Normal University, No.1, Feb. 2011.

B The Power Plant in Ghana, China-Africa Development Fund,http://www.cadfund.com/NewsInfo.
aspx?NId=779
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important, as it is a big partner in Nigeria infrastructure construction.

4.2 China’s OFDI and the Employment in Host Country
Early in 1999, UNCTAD carried out a research into the impact of FDI on the 

employment in host country, in which the direct impact has been sorted into the initial 

one and the follow-up. The initial impact of the investment depends on its scale and 

mode, chosen technology, location, trade orientation, and the conditions of labor market. 

The follow-up impact of the investment is related with the factors such as technology 

upgrading and competiveness, trade orientation, the initial strategy of companies, the 

demand and supply of technology, the changes of wages and cost of raw materials in local 

market, development of infrastructure, the position of investors and host country in global 

market competition, etc.

4.2.1 The Direct Effect of China OFDI on Employment in Host Country
China’s investment in developing countries has greatly promoted the employment 

in host countries by directly promoting demand of labor market, taking the form of joint 

venture, promoting technology upgrading and enhancing competence of local enterprises, 

raising the wages, buying local raw materials, organizing production in host country, and 

investing on infrastructure and so on.

According to China Foreign Investment Statistics Bulletin 2013, by the end of 

the year, China’s total overseas employees reached 196.7 million, in which the local 

employees amounted 96.7 thousand, account for 49.2% of the total. Among them, 

102,000 employees were from developed countries, 13 thousand more than the last year; 

86.5 thousand were from other developing countries, took 44% of the total overseas 

employees, increased 24.5 thousand than that in 2012. It shows that China’s direct 

investment in developing countries has created a large amount of job demands, which 

directly promote the employment of host countries and contribute in host countries, 

especially in developing countries.

According to statistics, China-ASEAN mutual investment has increased over US$70 
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billion in the last 10 years and has accumulated to US$100.7 billion. However, it should 

be admitted that currently China’s enterprises and trade in developing countries are still 

weak on creating new job opportunities A, which has triggered dissatisfaction from the 

local people. Nonetheless, it should be also recognized that the localization of enterprise 

is gradually realized. And as a developing country China is still in its preliminary 

stage of foreign direct investment. For many Chinese investors, they have to build up 

their overseas investment operation and management abilities and currently confront 

with many difficulties to mainly employ the local workers. But in recent years, China 

overseas enterprises have gradually paid more attention to the localization of business 

operation. Chinese government has always suggested its enterprises promote local 

society development. It could be seen that China’s OFDI not only directly create jobs 

opportunities in host countries, but also indirectly induced employment in developing 

countries by contracted infrastructure investments. For instance, when China National 

Petroleum Corp. (CNPC) first launched in Peru in 1993, its staff were all Chinese; but 

now there are only 18 Chinese employees, and its rate of localization on human resource 

has reached 80% to 90%, greatly raising the local employment rate B.

It is apparent that China’s OFDI has increase the local employment. According 

to investigation, there are approximately 3000 China’s directly invested enterprises in 

ASEAN, which create about one hundred thousand local employment C. China has set 

up many labor-intensive plants including textile, garments, footwear and hats, suitcase 

and bags in Vietnam and Myanmar. All the workers in these factories are local people, 

providing a lot of job opportunities. The Special Economic Zone of Sihanouk Port in 

Cambodia, invested by China Red Bean Group, has got great welcome for induced job 

opportunities for the local youth. 

In recent years, Chinese enterprises have emphasized on localized operation and 

A Zhu Ming. The sustainable development of Sino-Africa cooperation in infrastructure construction: 
achievement, opportunities and challenges, International Relations Research, 2012.

B Zou Zhipeng. Latin America turn into dreamy land of China overseas investment, China Daily Online, 
November 27, 2011, http://finance.people.com.cn/GB/16401885.html

C Rethinking and Suggestions on Accelerating the Construction of Maritime Silk Road in 21th Century, 
CCID Think Tank, http://www.ccidthinktank.com/plus/view.php?aid=5360&id=278
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management and actively participated in public welfare during the process of constructing 

infrastructure in Africa. The rate of localization of China’s communication enterprises 

in Africa have exceed 65%, they collaborated with about 1,200 local subcontractors 

and indirectly increased more than 10,000 jobs for local society A. China’s investments 

in Nigeria’s infrastructure, energy, manufacture, agriculture, and mineral industry have 

created over 30,000 jobs. In addition, China also provides over 200 training opportunities 

to Nigeria annually to build the work skills of the local workers. In 2010, China’s 

investment in Zambia mining industry has reached US$2 billion, which created more than 

20,000 jobs for local society.

China’s enterprises in Africa, well behaved according to the law and with honesty 

and full implementation of localized operation, have employed a large number of local 

workers and built up their work skill and have trained large amounts of technicians and 

professionals so as to improve the host country’s abilities of independent development 

and creation. There are many such cases. The bus program launched by China Xiamen 

Jinlong Corp, for example, has provided 2000 direct job opportunities and 8000 indirect 

job opportunities in Senegal; Zhongxing Telecommunication Equipment Corporation 

(ZTE), a Chinese company in Shenzhen, has actively carried out the localization training 

of telecommunication human resources in Kenya, currently 55 percent of the company’s 

employees are local people; The Ecuador Andes Petroleum Company, jointly ventured by 

CNPC and Sinopec, is the largest foreign-invested enterprise in Ecuador. There are over 

700 local people who directly work in the company and the related industry chains in 

neighbor regions create over 9,000 jobs opportunities B. The proportions of local employees 

in many Chinese enterprises in Africa have exceeded 90% in many industries. At the same 

time to increase the local employment and enhance the localization, Chinese enterprises 

have improved their relationship with local employees, labor unions and communities, 

which ensures the sustainable development in overseas investment.  

A Trade and Economic Corporation between China and Africa (2013), Xinhua Daily, http://news.
xinhuanet.com/fortune/2013-08/29/c_117140993_7.htm

B Li Ziying. The Political Risks and Strategies of China Investment in Latin America, International 
Economic Cooperation, Vol. 3, 2011.
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4.2.2 The Indirect Impact of China’s OFDI on Host Employment

It shows cording to related researches that FDI’s positive effects on employment 

in developing countries are not only reflected at total employment, but also at whether 

it improves the labor quality and employment structure of host countries by its spillover 

effects. Employment structure, namely as social labor distribution structure, generally 

refers to the labor quantities and proportions in each sector and their correlations in 

national economy. Employment structure reflects the situation of labor allocation, the 

direction and level of national economic development. Capital expansion is the driving 

force to increase the demand on skilled labor. It is generally believed that FDI would 

impose impacts on labor market structure in host country through following three 

activities: one is intro-firm technology transfer; two is technology transfer or spillover to 

local enterprises; three is the direct investment in local market, which induces the demand 

on skilled labor. The increase in demand of skilled labor would indirectly stimulate 

host countries to put more effort on cultivating skilled labor, and thus improve the labor 

quality of host countries A.

As the largest developing country, China has completed its industrialization and 

has certain advantages in capital and technology relative to some other developing 

countries. It has accumulated rich and reproducible technology and experiences in the 

transformation from agriculture society to industrial society. At the same time, however, 

the developing countries in most African and some Latin American countries are still in 

the process of industrialization without strong industrial capacity with great demands 

of suitable technology and industrialization experience. In this regard, China’s OFDI in 

these countries could meet their needs.

Currently, China’s investments in developing countries are mainly in resource 

exploration and primary manufacturing industries, such as textile, household appliance, 

electronic, machine, chemistry, medical, building materials, and metallurgy. These 

industries feature themselves with simple technology, small investment, quick returns, 

and low technological requirements, which quite fit the economic development level 

A Qian Luo. The FDI’s impact on employment in developing countries: A literature overview [J]. Journal 
of Ningxia University (Social Science Edition), 2009,02:122-128.
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and market demand in developing countries. Take Africa as an example. China and 

Africa have strong economic complementarity. China has huge market potential, strong 

industrial capacity, and rich human resources. Nevertheless, most African countries are 

low-level industrialized and high prices in manufactures, but with abundant mineral and 

forest resources. China’s OFDI to Africa would fully utilize its technological and talent 

advantages to drive the development of skilled labor and optimize employment structure 

in Africa through technical transfer and training. At the end of 2007, China has been the 

largest investment developing country in Africa, the investment fields embrace trade, 

natural resource, infrastructure, manufacture, transportation, agriculture and agricultural 

product development and so on. The “win-win” scenario of China’s direct investment 

in Africa serves as a good example for China’s OFDI to promote the optimization of 

employment structure in developing countries.

As it is known, the modes of FDI cover Greenfield investment, joint venture, and 

cross border M&A. The global cross border M&A has been the mainstream, accounting 

for 80% of total FDI in the world. However, the FDI in terms of M&A is far less than that 

in Greenfield investment to impose positive impacts on technical transfer and creation 

in developing countries, which are not in favor of their capacity building and sustainable 

economic development. Take Africa once more as an example. Although China’s direct 

investment in Africa is gradually diversified in mode, cross-border M&A are still quite 

rare because of the slow grow-up of Chinese oversea companies. Greenfield investment, 

joint venture, and cooperative operation are dominant in China’s direct investment in 

Africa developing countries, which has resulted in higher employment of local people. 

It brings about direct economic benefits, advanced production and management experiences, 

and substantial trained skilled labor and managers. China’s investment in Africa could actually 

induce dynamics into African countries, promote the adjustment of industry structure and 

employment structure, and enhance their sustainable economic development.

4.3 The Impact of China’s OFDI on Poverty Reduction in the South
China’s direct investments in developing countries have direct or indirect impacts 
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on poverty reduction by promoting economic growth, creating new job opportunities, 

enhancing infrastructure constructions, and providing training and education. In the 

following, we shall discuss the issue from the perspectives of employment, infrastructure 

construction, skills training and education based upon the case studies A. 

4.3.1 Reduced Poverty by Employment Promotion in Developing Countries 
Employment is the most direct factor for poverty reduction. In general, China’s 

OFDI has increased the overall employment in developing countries. However, if look 

at firm level, they contributes to the poverty reduction in many ways such as to empower 

the low skilled labor, to change their working attitude, and to enable them to access stable 

jobs and wages income. All these have significantly reduced the poverty in developing 

countries.

In general, China’s OFDI, especially infrastructure investments, in developing 

countries have largely advanced the economic affordability of the local society and 

effectively offered the possibilities of more jobs opportunities.

In Africa, high unemployment rate problem has always been severe. Take North 

African countries as example. Unemployment rate in youth reaches highly to 25%. One 

of the reason for this is there are no sufficient local investment. China’s investment, which 

has expanded from resources and mining to manufacturing such as textile and vehicles 

production, has had positive impact on labor employment and have somehow changed 

the local employment situation. China’s investment in electronic products also begins to 

generate employment effects. In 2009 China Great Wall Computer Shenzhen Company 

Limited，jointly ventured with Algeria EPAAD with 30% stakes, invested US$1.2 

million in electronic production, which created 3,000 jobs positions for local society. 

In Egypt, local government asked that the foreign-invested enterprises should not hire 

more than 10% of Non-Egyptian employees in the company. This requirement vigorously 

boosts the local employment. 

In recent years, during the process of constructing infrastructure in Africa, Chinese 

A Zhang Yansheng, Zhang Jianping. The Environmental and Social Impact of China Overseas Investment 
on Host Countries, China Investment, May 2014.
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enterprises emphasized localized operation and management, and actively participated in 

public welfare. For example, the localized rate of China’s non-large-scale communication 

enterprises has exceed 65 percent, and those enterprises have collaborated with about 

1,200 local subcontractors, which indirectly increased more than 10,000 jobs for local 

society A. China’s investments in Nigeria involve infrastructure, energy, manufacture, 

agriculture and mining industry and so on, which create over 30,000 jobs for the country. 

At the same time, Chinese government provides over 200 training opportunities to 

Nigeria annually, to help its local workers to ameliorate their work skills. In 2010, China’s 

investment in Zambia mining industry reached US$2 billion, which created more than 

10,000 jobs for local society. 

The typical example of employment support is the cases that Chinese enterprise did 

not lay off any workers, shut down any production, and reduce any investment in Zambia 

mining industry during the financial crisis, which was the only foreign-invested enterprise 

to keep the promise. In tough economic times, lots of workers are in unemployed or half-

unemployed state, and the vulnerable are usually the low-skilled workers, who are most 

possible to become poor because of unemployment. From this regard, Chinese enterprises 

performed quite well to help reduce the temporary poverty in Africa during the tough 

time. The following are some further examples.

Case One is China’s copper mining project in Zambia. China Nonferrous Metal 

Mining (Croup) Co. Ltd (CNMM) is China’s most developed and biggest overseas non-

ferrous metal resources enterprise, which has invested accumulatively about US$2.6 

billion in the Zambia in past 17 years. Now, it has invested mainly in Chambishi copper 

mining, ore dressing and smelting as well as in Zambia-China Economic and Trade 

Cooperation Zone, wet copper smelting project, and one-hundred-thousand-ton crude 

copper smelting expansion project. These investments had provided more than 20000 

job opportunities for the poor and local people. The cooper mining is a project that the 

company took over from Swedish investors during the financial crises, which prevented 

about 14000 local miners from unemployment, many of them might fall into poverty 

A Trade corporation between China and Africa (2013), Xinhua Press, http://news.xinhuanet.com/
fortune/2013-08/29/c_117140993_7.htm
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by losing the job. Recently, CNMM is going to invest US$400 million in Luanshya 

copper mining, which has been acquired and with a capacity of 60000 tons per year. This 

will result in an increase of nearly 3 million tons reserves of copper, cobalt and other 

resources of the company and create about 3000 job opportunities. Zambia Chambishi 

copper smelting plant is another oversea large non-ferrous metal resources project. It will 

create nearly 1000 local jobs and US$450 million export in Zambia. The investment will 

not only provide new employment to the poor, but also health care for the worker.

Case Two is China’s manufacturing investment in Cambodia. Most China’s direct 

investments in Cambodia is clothing. From 1994 to 2008, Cambodia Development 

Council had approved a total of 583 garment enterprises; among them 204 are 

Chinese companies.Accordingly, Chinese enterprises take about one third of the total 

approximately. Clothing is a labor-intensive industry with a strong employment effect 

on the poor. According to four interview investigations launched by the writer, there are 

1000 local staff members in two of these factories in Phnom Penh, and 2000~3000 in 

other two factories respectively. The average monthly salary is US$80; the daily average 

is US$2.67, much higher than US$0.76 per day poverty line in Phnom Penh A.

Case Three is China’s investment in oversea economic and trade development zone. 

China’s investment in Cambodia Sihanouk Port Economic and Trade Cooperation Zone 

has improved the living standards of local people by driving economic developmentin 

the region. The park construction and enterprise employee increased the demand for 

local employment, inducing the youth in surrounding counties to find job in the park. 

The average payment to the workers’ is US$80 a month except the payment for extra 

work hours. In some enterprises, the workers may have a salary of US$200 in total. The 

increase of workers, earning in the park and their consumption also provide opportunities 

to increase the income of merchants, farmers, and houses owners in surrounding villagers. 

It is said by a village chief that the average income of the villagers has increased about 

50%, not just their selves, but the whole county and even the whole province. The stable 

employment and income have dramatically reduced the theft and robbery crime. A survey 

A Guo Jiguang. The Investment of Chinese Enterprises in Cambodia and Its Influence, The Southeast 
Asian Studies, 2011, 4.
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research shows that most of the employees in China’s investment in Cambodia’s labor-

intensive manufacturing industry are local people; there are averagely 979 Cambodian 

employees in each enterprise. According to the survey, the total employment in 27 

manufacturing factories employs is 26439, 98% are Cambodians. In Vietnam, Chinese 

companies have an average of 304 employees, 95% are Vietnamese,in 33 enterprises and 

10020 total workers.

4.3.2 Infrastructure Investment and the Poverty Reduction

China’s foreign direct investment in infrastructure sector has generally reduced 

the shortage of roads, bridges and hydroelectricity facilities in developing countries, 

which are the hinders from realizing the industrialization and modernization, increasing 

people’s living standard, and reducing the poverty. From this perspective, accelerating 

infrastructure construction will undoubtedly contribute to the poverty alleviation in 

developing countries.

However, infrastructure investment, in general, has usually low profits and high risk, 

so it is one of the sectors that most of firms from developed and developing countries 

do not like to dabble in. China’s direct investment in developing countries catholically 

involve in infrastructure program, which has helped the host countries in state-building, 

people’s living standard improving, public security ameliorating and governing, foreign 

investment attracting, and therefore help to carry out the poverty reduction in a broader 

scope. 

The cost of China’s infrastructure investment is 1/4 to 1/2 lower than that of 

European and American counterparts, which serves as an advantage for China to 

compete in this field in developing countries. Chinese investors currently put eyes on 

water conservancy program in Southeast Asian and Mideast market, especially the damy 

construction programs. For instance, The Stung Cheay Areng Great Dam in Cambodia, 

Shweili Great Dam program in Burma, Great Dam program in Sudan, etc. The dams and 

reservoirs could provide significant profits for agriculture; however, they might results in 

some kind of negative environmental and social impact as well. In these projects, China 

plays a role of constructor according to the contracts and is neither the investor nor the 
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owner, but the governments of host countries are. At present, Chinese investors have had 

a leading role in the project of middle or small hydropower stations whose scale are no 

more than 60,000 KW since the investors from developed countries have given up this 

part of market. 

China’s infrastructure investment in Cambodia serves as a typical case in this regard. 

Cambodia is still in the early stage of economic development. China’s investments spread 

in various industries of Cambodia, which has improved Cambodia’s economic and social 

development. At present, the largest project that Chinese enterprises invest in Cambodia 

is the Ganzai hydropower station, which is also the largest foreign investment project in 

Cambodia. Ganzai hydropower station is located in capital city of Kampot in Cambodia’s 

south coast, about 15 kilometers upstream of the Ganzai River. It is a BOT project built 

by Sinohydro Group with an investment of US$ 280 million. According to the contract, 

the charter operations period are 44 years, including four years construction period and 

40 years commercial operations. The hydropower station includes power generation, 

irrigation, water supply, tourism and many other functions. The total installed capacity of 

power plants is 0.193,2 million KWh with an annual average generating capacity of 498 

million KWh. At present, it is both the largest hydropower station in terms of installed 

capacity and the largest foreign investment project in Cambodia. The project started in 

2006. The main dam construction started in 2007 and completed in 2011. The station 

began to operate in November 2011. Since the project started in 2007, Ganzai hydropower 

station have employed more than 2,000 local workers in the dry season, when in the rainy 

season, hydropower station hired around 1200 local workers. Cambodian farmers are 

no longer dependent on the weather; in the dry season they also have some income. The 

station meets the electricity demand not only in Kampot province, but also in Sihanouk 

and the surrounding provinces, it even can solve most living needs of the local people and 

industrial electricity usage. Further more, the improvement in power capacity will help to 

attract more foreign investment.

Meanwhile, Chinese investment enterprises also built schools, roads, bridges and 

hospitals for the local people in conjunction with the infrastructure construction. It is 

just the case in Ganzai hydropower station. During the construction, the company built 
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up a road of 30 km connecting Road No. 3 and the construction site, which serves to 

the project’s construction and transportation and also meet the local people’s travel 

convenience. The company out sourced cement and part of fleet of transportation locally, 

which increased the local employment and promoted economic development. All these 

are propoor perse. 

Another case in Cambodia is the Sihanouk Special Economic Zone. The Zone is 

jointly invested by Cambodia International Investment Development Group and Jiangsu 

Taihu Cambodia International Economic Cooperation Zone Investment Company. As 

one of the Oversea Economic and Trade Cooperation Zones recognized and supported 

by China’s Ministry of Commerce and Ministry of Finance in the first batch, it enjoys a 

30% subsidy of the total investment cost from China’s Ministry of Finance. Meanwhile, 

Cambodian government provides preferential taxation policies on raw materials import, 

corporate income, export, land and so on in the zone to encourage labor-intensive 

manufacturing like luggage, clothing and textile, flooring, bicycles, machinery, electronics 

and so on. The zone administration is responsible for planning and infrastructure 

construction. Currently, there are about 20 factory-sites that have been rented out to 19 

foreign companies from China, Japan, the United States, France and other countries.

The land of the zone, 16,000 gross acres in total, is purchased from more than 300 

households of local villagers based upon the assessment without any disputes. The zone 

administration keeps harmonious relationship with the local government, and villagers.

The local government, cooperated with the zone administration, is responsible for the 

public security of the park. Both the local residents and surrounding areas have benefited 

from the establishment of zone. The local resident’s income has increased about 50%; the 

increased employment and income have significantly reduced theft, robbery and other 

crimes in the region because of the alleviation of poverty.

We can find further cases in Ethiopia. The Infrastructure is one of the priorities for 

the government of Ethiopia in economic and social development; it is also a sector that 

Chinese companies mostly set foot in. By 2009, Chinese companies have got US$ 3.3 

billion engineering contracts on infrastructure program in Ethiopia cumulatively; US$ 2.6 

billion of these projects has been in the construction. China has dominated the projects 
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of road, water and electricity, construction, water conservancy construction in Ethiopia. 

A batch of Chines engineering companies, represented by China Road and Bridge 

Corporation, have won great reputation for their serious promise and built a large number 

of masterpieces in Ethiopia such as the first ring expressway around the city and the first 

large city overpass. Currently, Chinese companies are carrying out almost all on-going 

construction of large hydropower stations in Ethiopia. The Ethiopian Federal Highway 

Administration has praised China Road and Bridge Corporation and Hunan Huanda 

Road and Bridge Corporation for the ahead of schedule tasks. There are similar pro poor 

impacts in these infrastructure investments as well. 

4.3.3 OFDI’s Technological and Educational Effects on Poverty 

Reduction

Empirical evidence and experience tells us quite different stories about the impact 

of FDI on host country, which is not always conducive to its development. In 2006, the 

United Nations Conference on Trade and Development (UNCTAD) published the “World 

Investment Report”, in which the “quality-oriented FDI” is different from “quantitative 

FDI” and would significantly improve the technical level of the host country, increase 

the employment, and enhance the competitiveness of local enterprises. At the same time, 

the relevant literature suggests that the direct effects of FDI on poverty reduction closely 

relate to the type of FDI and the policy used by the host country to attract FDI. If FDI 

targets just at buying raw materials and producing in a foreign country, the employment 

and other spillover effects would be quite limited; however, if it aims to produce and sell 

in the local market of host country, it would result in obvious employment and a variety 

of spillover effects to pro the poor. 

Most of China’s FDI in developing countries takes roots in host country with a long 

production chain including purchase, production and sales. The investment does not only 

abstract local raw materials, but also builds plant, hires workers, trains staff, and even sets 

up schools and hospitals, which contributes to communities building and local people’s 

living standards. The embodied education and training, by improving the workers’ skills 

and the competitiveness of local enterprises, will fundamentally eliminate the causes of 
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poverty and generate potential and long-term impact on poverty alleviation in developing 

countries. Therefore, China’s OFDI features itself quality-oriented with obviously 

employment and technological spillover effects.

In Africa, for example, numerous studies suggest that the investment and trade of 

Asian countries, especially China, have had significant impacts on the rapid economic 

development in the region. The World Bank pointed out in its report of “Silk Road in 

Africa: the new frontiers of China and India,” in 2006 that the Asian countries’ direct 

investment in Africa has effectively promoted the development of trade, Chinese 

and Indian companies, by transferring the equipment, technology and skills to Africa 

Continental, had resulted in technology spillover effect. Their increasing business 

activities in Africa had diversified the local exports and brought new opportunities for 

the local people. It makes it possible for Africa to develop the backward-linked industries 

with full use of its advantage in natural resources and to benefit more from processing 

production.  

In 2007, UNCTAD pointed out also in “Report Asian FDI in Africa” that China’s 

FDI in Africa countries mainly take the form of joint ventures with multiple motivations 

like market-seeking and cheap labor, not only resources-seeking. As the great 

complementarity in industrial development between China and Africa, China is able to 

provide a large number of mature technologies that is suitable for African countries. This 

has become an important advantage of China’s OFDI in Africa and would contribute to 

their efforts in poverty reduction. 

The improvement in working skill and education has positive impacts on poverty 

reduction. There are many such cases. Cambodia is a traditional agricultural country 

short of modern workers. In Ganzai hydropower project as mentioned above, Chinese 

companies hired local farmers at outset without any skills, working experience and 

knowledge in modern companies. They are used to enjoy a leisurely life and difficult to 

adapt to rigorous working schedule. Even though with the extra payment, they are not 

likely to work overtime. At first, the company has to pay daily wage to the locals who 

would like to carter themselves, their friends and families with the money. They come 

back to work again after the money run out. This resulted in the frequently movement 
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of the staff and slow progress in the project. The company carried out the training 

program so as to gradually change their ideology, to make them accept monthly payroll 

and save some money for improving their family life. Nowadays, many local farmers 

have succeeded in the transformation from a field’s farmer into the factory worker. 

Therefore, China’s OFDI has effectively enhance the human resources in developing 

countries by training and education, which will raise the general production capacity of 

the employment and make the people under poverty line are willing to and be capable to 

work in industrial production so that they can get ride of poverty from the root. 

The investment carried out by China-Africa Development Fund (CADF) has also 

contributed to the economic and poverty reduction in host countries. The glass factory 

in Ethiopia is one of the CADF investment projects, which has ended the history that 

Ethiopia couldn’t produce glass. It is a strong impetus to the local infrastructure and 

housing construction. Mr. Meles Zenawi, Prime Minister of Ethiopia, praised the project 

as a model of Ethiopia-China pragmatic cooperation on industrialization in African 

countries. Another case is the cotton-planting project in Malawi and Mozambique, 

which is jointly invested by CADF. It is a project to carry out the local cotton planting 

and industrial processing based upon a model of “company + farmers”. According 

to the designed capacity, it would resolve the employment of about 100,000 farmer 

households in both countries and enhance their capacity in agricultural technology and 

industrial production. Sida African digital television is also one of CADF projects to 

enrich the life of local people’s spiritual civilization. It has provided a large number of job 

opportunities. Currently, there are in total 2556 employees hired by Sida Company, 2377 

of them are local people with a 93% of localization rate. Meanwhile, the Sida Company 

brought in advanced digital television program production, transmission, network setup 

and maintenance technology, as well as related equipment and operational concept of 

service, which has promoted the development of digital TV technology and management 

personnel, and has accelerated the process of digitalization in African countries. These 

projects mentioned above have played a positive role in poverty reduction through 

industrialization, employment, and technology transfer. 

Another example directly involved in poverty reduction is the project of Tanzania 
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Sisal Farm, which is carried out by China Agriculture Development Group Co. and 

CADF. Currently, the project has 20,000 acres planted sisal in total with an annual 

output of about 2600 tons of sisal fiber. It ranks No. 2 among 32 companies in the “Sisal 

kingdom” Tanzania industry and is the only one Chinese investment on sisal cultivation 

and processing in Africa. In 2011, the farm exported sisal fiber for US$ 1.6 million, which 

is about one-thousandth of Tanzania annual exports. There are about 1100 local people 

working in the farm. To help the poor, the farm also carried out a poverty reduction 

demonstration project-Peapea Village Poverty Reduction Learning Center, which is 

the first project of China International Poverty Reduction Center in Africa, jointly with 

China Agricultural University. The farm has dug the wells, changed the water pumps, 

and buried water pipelines to resolve the water supply problem for local workers and 

residents’ daily use and improve their living conditions. It also set up a farm hospital to 

provide medical assistance and services for employees and their families as well as about 

60,000 surrounding residents. This effectively helped to control the spread of cholera and 

other diseases. The President, Prime Minister, and other senior government officials of 

Tanzanian have praised that the sisal project has benefited the local people.

4.4 China’s OFDI and Its Impacts on Environment
In recent years, the international society has paid more and more attention to the 

effects of China’s oversea investment, especially on the environment in developing 

countries because some of the investments are in hydropower, mining, logging and other 

industries. These concerns come from the fact that some Chinese overseas investment 

projects are causing environmental problems such as water projects in the Sudan of 

Africa, and the copper mining in the Chile of South America.

However, China has realized the urgency of environmental problems caused by 

foreign investment, and has launched a series of provisions at both national level and 

corporate level to deal with the problems. The Seventeenth Party Congress proposed the 

guidelines on building a harmonious world, which pointed out “we should help each other 

in environmental protection and cooperate together to care for human survival planet.” In 
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China’s Twelfth Five-Year Plan for National Economic and Social Development, it clearly 

calls for improving domestic overall co-ordination and interdepartmental coordination 

mechanism in order to strengthen the guidance and services on the implementation of the 

“going-out” strategy. It claims that the enterprises should perform social responsibility 

and benefit the local people in their overseas cooperation projects.

At present, there has been several specific laws and regulations, approaches and 

guidelines over China’s foreign investment. A Guidance on Sustainable Overseas 

Subculture by Chinese Enterprises, jointly issued in 2007 by Ministry of Commerce 

and State Forestry Administration, aim at providing forest cultivation guidance norms 

and self-discipline for Chinese enterprises engaged in foreign activities in the industry. 

This initiates a new model of deforestation in abroad. In 2009, the two ministries jointly 

issued A Guidance on Sustainable Management and Utilization of Overseas Forestry on 

Chinese Enterprises to promote the sustainable forestry development in the host country 

in the international image of responsibility. In 2009, Ministry of Commerce also issued 

that Foreign Investment Management Approach, and Foreign Investment Cooperation 

Country (Region) Guide to strengthen the guidance and services. Further more, Ministry 

of Commerce and Ministry of Environmental Protection jointly promulgated A Guidance 

on Foreign Investment Cooperation of Environmental Protection in 2013. These 

provisions reflect the great attention that China has paid to the environmental protection 

in oversea investment.

The Environmental Protection Policy of Chinese Foreign Investment is a study 

outcome undertaken by Environmental Planning Institute and the Institute for Global 

Environmental, Ministry of Environmental Protection, in 2010. It provides a detailed 

explanation about China’s policy on environmental protection. It also puts forward 

valuable policy suggestions and guidelines on environmental management in China’s 

foreign investment and aid, and green credit of bank to solve the environmental 

problems caused by Chinese enterprises in their oversea investment in accordance with 

the advanced experience of international organizations so as to ensure the sustainable 

development in developing countries and maintain China’s good international image. It 

has had a positive impact on promoting sustainable development of China’s foreign aid 



China Development Report on South-South Cooperation 2014

110

and investment in green globalization.

In spite of government efforts, the bank and corporation have also taken measures 

to enhance environmental protection in foreign direct investment. In 2008, the Industrial 

Bank of China firstly announced that it adopt the “Equator Principles” in its business; 

China Development Bank had adopted its own independent environmental financial 

standards; The Export-Import Bank of China also put forward its environmental policy 

in the loan; Shanghai Bank and China Merchants Bank has signed a UNEP statement on 

environmental protection and sustainable development of financial institutions.

Many corporations and enterprises have been constantly making efforts to improve 

environmental protection in their foreign investment and aid. Some of them, which 

have investment abroad, have taken the lead. For example, China International Marine 

Containers (Group) Co. Ltd., China Ocean Shipping (Group) Company, and the Haier 

Group has accepted the Caring for Climate statement in UN Global Compact and, they 

promised to take immediate practical measures to reduce carbone mission, and pledged to 

reverse climate as part of its long-term liability of competitive strategy in order to make 

efforts for climate changing. China National Petroleum Corporation has also committed 

to adhere to environmental requirements in overseas investment projects.

Although great efforts have been made, there is still a long way to go for China to 

solve the environmental issues in foreign investment and get a good image in the world. 

It is still an arduous task for international community to realize the social and economic 

sustainable and green development.



5. The Opportunities and Challenges 
of China in OFDI

Based on the motives and facts of current Chinese investment to other developing 

countries, and in combination of the South’s status in the world economy, this chapter 

analyzes the opportunities and challenges that China faces in its investment to the South 

and puts up some policy recommendations for China.

5.1 The Status Quo of China’s OFDI to the South

5.1.1 The South in the World Economy

China, as the biggest developing country in the world, enjoys many similar features 

with the South; however, due to different development stages and resource endowment, 

they also have different comparative advantages and position in the international division 

of labor. This is a prerequisite for us to have a full understanding of the China-South 

investments relationship.

1. Basic Features of the Developing Countries

First of all, the South is at a disadvantageous position in international relations. 

North-South inequality exists as the North dominates international trade and investment 

rules. Due to their backward economy and low savings, most of developing countries in 

the South rely heavily on exporting commodities for necessary foreign exchange (capital) 

to develop their countries. They have to seek technologies, aid and investment from the 

outside, which are often controlled by the developed countries. Therefore, most of the 

developing countries are still dependent on the North economically, though there have 

been some changes in recent years.

Secondly, market systems in the South are often distorted and underdeveloped. 
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Though there are already basic commodity markets in the South, most of these countries 

do not have developed labor and financial markets yet. The barely existent financial 

markets in these countries have resulted in a “financial repression” A over their economic 

development. In addition, many developing countries have a preference over SOE 

domination and government interventions, which distorts the market mechanism, prevents 

the market from expanding in scale and improving in structure, and reduces market 

flexibility in self-adjustment.

Thirdly, there are diversified ownership/economic forms in most of the developing 

countries, with dual economic and social structures existent for a long time. The wide gap 

between the rich and the poor, the dominance of State capitalism, and the combination of 

a bureaucratic system and monopoly has long been the unfavorable factors in developing 

as ound market economy.  

2. The Role of Developing Countries in the World

The South is the major force in the effort to establish a new world economic order. 

After the second world war, the developed countries are taking a dominant position in 

terms of international trade, finance, banking, technology transfer and custom control, 

etc., which has imposed great impacts on the development of national economies of 

the South. Therefore, it is called as “old international economic order”. In the 1950s, 

the developing countries began the struggle to establish a “new economic order”, 

which has achieved remarkable progress so far. Equality of nations are more and more 

emphasized in international norms, including the equality of national sovereignty, the 

equal participation in the world economy, finance and currency problems, the permanent 

sovereignty over its natural resources and economic activities (including its right to select 

its own social and economic systems), etc. The South are getting more united and tend 

to speak in one voice, such as the G77, ACP group, OPEC, ASEAN, which are playing 

A Excess intervention of the government in financial activities has repressed the development of the 
financial system in the country, which in turn, will repress its economic development due to the backwardness 
of finance. A vicious cycle of financial repression and backward economy is thus being formed.
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an important role in the establishment of a just and rational international economic and 

political order. The rise of the Third World or the South has progressively changed the 

old EU and US centered international economic and political pattern, and promoted its 

transition towards a multi-polar world. Now, the South has played an important role in the 

world economy.

(1) Fast economic growth of the South

The developing countries enjoy great development potentials as they don’t have 

a very long history in developing an open economy. The recent economic growth of 

the world economy is in a large proportion contributed by the fast growth of the South. 

Despite the low GDP and consumption level per capita, the South has become an 

important pillar in the world economy without dispute. In the 21st century, the average 

growth rate of the South is 2-3 times over that of the North, which is narrowing the gap 

between the South and the North.

(2) New hot spot for international FDI

The multi-polarization or pluralism has led to new changes to the investment 

patterns to the South. At present, with the high expansion of FDI (37% on average after 

picking up from the historical low in 2002), both inward and outward FDI are increasing 

in larger economies, with EU and US as the leading ones accompanied by new hot spots 

in the developing countries. After 2010, despite the fact that the majority of FDI were 

still flowing to US and the other developed countries, more FDI were flowing to the 

developing countries, which have great market potentials and rich natural resources. As 

predicted by the WB, by 2030, 60 cents of each dollar invested in the world would flow 

to the South A. 

(3) Rich human, mineral and energy resources

Having two thirds of the global land area and three quarters of world population, the 

South has rich human and natural resources as well as a great market. The vast land and 

great population provides a great market and huge potentials for investment. At present, 

as needs for energy are getting greater, the advantages of the South in energy have 

A Data Source: the World Bank Website.
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gradually emerged. With the industrialization of China and the other developing countries, 

petroleum consumption is increasing all the time, which leads to the competition for 

petroleum and other energies. At present, most of the energy resources are in the South, 

80% of prospected petroleum, 50% of petroleum production and 83.5% of petroleum 

export are from the South. Meanwhile, the developing countries also have great reserves 

of coal, natural gas and water resources. 

(4) Incomplete industrial system and weak infrastructure

Most of the developing countries used to be the colonies or semi-colonies of the 

developed countries. Though they have got independent and established their independent 

national economic systems after a long period of struggle against imperialism and 

colonialism, they are still very backward economically, with an incomplete industrial 

structure due to the past aggression and plunders by the imperialist countries. Most of 

the developing economies are dominated by secondary industry and agriculture, with a 

very backward tertiary industry. In addition, the underdeveloped infrastructure, such as 

electricity and transportation, is also constraining the developing countries, and LDCs in 

particular from development A, which is double-edged for FDI. At present, infrastructure 

in the South has attracted more FDI than in the past, whose improvement will promote 

economic development in these countries and facilitate further inflow of FDIs in turn.

5.1.2 Facts of China’s Investments to Developing Countries
According to the 2013 World Investment Report issued by UNCTAD, China’s 

outward FDI in 2012 hit a historical high of 84 billion USD, making it the third largest 

FDI provider in the world. China witnessed an average OFDI growth rate of 26.9% B 

between 2002 (US$2.7 billion) and 2011 (US$74.6 billion). After the 2008 financial 

crisis, China’s outward FDI growth rate slowed down; however, signs of recovery are 

showing up. As China increased its investment to the North after 2008, the proportion 

of China’s OFDI to the South decreased slightly; however, it still accounted for about 

A Data Source: http://opinion.xinhua08.com/a/20101112/48219.shtml

B Data source: the Ministry of Commerce Website, http://data.mofcom.gov.cn/channel/includes/list.
shtml?channel=dwjjhz&visit=A.
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80% or more in total Chinese OFDI in recent years, showing the South are still the major 

destinations of China’s OFDI.

China’s OFDI to the South is distributed in Asia, Africa and Latin America, with 

Hong Kong, Macao, Indonesia, Singapore, ROK, Thailand, Vietnam, Algeria, Sudan, 

Guinea, Madagascar, Nigeria, South Africa, Bahama, Cayman Islands, Mexico and the 

British Virgin Islands as the major destinations. From the sector perspective, China’s 

investment to ASEAN focuses on infrastructure, manufacturing and mining while its 

investment to Africa is more in energy and minerals, architecture, agro-processing, 

tourism and infrastructure construction. Energy, resources, infrastructure, high technology 

and agriculture of Latin America have also attracted a large number of China’s 

investments in the past years.
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Figure 5.1.2-1 Proportion of China’s FDI to the South over Its Total

Source: National Statistics Bureau 

    http://data.stats.gov.cn/workspace/index?m=hgnd

In the initial period, China’s OFDI was mainly coming from large SOEs, with their 

major focus on energy, mineral and land resources. Most of the investments were in form 

of M&A, with the Middle East as the major destination. At present, SOEs are still playing 

an important role in Chinese FDI. For example, CNOOC, CNPC, Petrobras (Brazil SOE), 

Shell and Total is jointly exploring a deep-water oil field in Brazil. However, private 

enterprises contribution to China’s OFDI has kept growing in proportion, which reached 

44% in 2011, 1.5 times over that of 2010 (29.5%) A; and meanwhile, their investment to 

A Data Source: http://news.ifeng.com/a/20140514/40284124_0.shtml
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the South has also been on the increase.

5.1.3 Motives of China’s Investments to Developing Countries
Generally speaking, selection of investment locations by enterprises could be 

analyzed from two perspectives: (1) from a micro perspective, such options are often 

based on the enterprise’s investment motives and capacities, and (2) from a macro 

perspective, it could be said to be a reflection of China’s overall economic development 

in its FDI flows.

From macro perspective, China’s OFDI is related to domestic economic system as 

well as development model and strategy. Deng (2004) A pointe d out that the extensive 

economic growth model since reform and opening up had resulted in the great demand for 

energy and resources, which led China to invest in resource-rich countries. Some scholars 

also pointed out that, on one hand, Chinese firms preferred to invest in the countries or 

regions where the economic system is similar to that of China. This is the so-called “home 

country embedding effect” B where Chinese firms enjoy a competitive advantage. On the 

other hand, Chinese firms prefer investing in developed countries in order to seek oversea 

favorable market or in the “tax heaven” in order to enjoy investment incentives. Further 

more, encouraged by “going-out strategy”, Chinese firms could get domestic financial 

resources with a lower market costC, which have strengthened their capacity to invest 

abroad.

Xiao Wen and Zhou Junzhi (2014) Dconducted an empirical study. It showed that a 

“marginal industry transfer” had occurred as Chinese labor forces were becoming more 

expensive with the economic growth. With above-mentioned advantages, the national 

A P. Deng, Outward Investment by Chinese MNCs: Motivations and Implications, Business Horizons, 
2004(3),8-16.

B P. J. Buckley, A. R. Cross & H. Tan et al. ,Historic and Emergent Trends in Chinese Outward Direct 
Investment, Management International Review, 2008(6),715-748.

C P. J. Buckley, A. R. Cross & H. Tan et al. , Historic and Emergent Trends in Chinese Outward Direct 
Investment, Management International Review, 2008(6),715-748.

D Xiao Wen and Zhou Junzhi, Chinese OFDI Preferences over Location Selections under Given National 
Advantages, Journal of Zhejiang University, 2014(1).
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resource-secure and industrial restructuring strategy has stimulated Chinese firm’s 

motives to seek natural resources, cheap labors and strategic assets overseas. Therefore, 

developing countries with such resources were becoming important destinations of 

China’s OFDI. Meanwhile, Chinese government’s efforts in promoting the establishment 

of oversea trade and economic cooperation parks in Asia and Africa have also provided 

easier access for Chinese firms to invest in developing countries in Africa that are 

geographically distant than ASEAN countries. Zhang Hui (2014) A discovered by using 

a set of static panel data that the natural resources, business environment, bilateral 

exchange rate, China’s import, and cultural differences are all important positive factors 

to determine where China’s OFDI to go in the South, among which the richness of natural 

resources is a very important determinants.

We can also approach the motives of China’s OFDI in developing countries from a 

micro perspective. The firms invest abroad in order to access to foreign market, acquire 

cheap resources, and seek location advantage, which will add to the capacities of the firm. 

Wu Xiaobo (2010) B discovered based on the case studies that firms react to the intense 

competition in two ways: defensive investments for market seeking when having no 

technological and competitive advantage, or aggressive investments for efficiency when 

having these advantages. The former invests abroad to reduce the competition and the 

later invests abroad to expand its oversea market. Zhang Jiangang (2012) undertook a 

study on China’s OFDI based upon the domestic location of the firms. The results show 

that the firms from eastern China pay more attention on the efficiency improvement 

and strategic assets, while the firm from middle and western China are more market-

orientated. Yu Guansheng and Lin Li (2014) C had conducted a specific research on private 

OFDI and discovered that the main motives for their oversea investments are market-

seeking and production shifting to access to cheaper factors. However, they encountered 

A Zhang Hui. A Comparative Study over the Regional Distribution of Chinese OFDI from a New 
Economic and Geographic Perspective, Modern Finance and Economics, 2014 (4).

B Wu Xiaobo, Ding Wanling, Gao Yu. Enterprise Capacity, Competition and OFDI Motives-Multiple 
Case Studies Based on Motorcycle Enterprises in Chongqing, Nankai Business Review, 2010 (6).

C Yu Guansheng, Lin Li. Why Private Enterprises Are Investing Overseas? International Economic and 
Trade Research, 2014 (2). 
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technical and financial constraints in investment capacity. Yang Ming and Wang Menglu 

(2014) A conducted a research based upon the panel data of China OFDI in 29 countries 

from 2005 to 2011. The results show that the fixed cost, wages, market scale, trading 

cost, and productivity in host countries are very important factors in determining the 

investment. Chinese firms have to improve further their productivity, technical progress, 

and products before making large-scale investment especially in developed countries even 

though they have some advantages in some fields comparing to developing countries.  

5.2 Opportunities for China’s OFDI to Developing Countries
With increasing labor costs, environmental pressures and international trade 

protectionism, many Chinese firms are turning overseas for resources and markets. In 

recent years, China’s outward FDI has grown quickly, with a large proportion flowing 

to the South. While opening new market for Chinese enterprises, outward Chinese FDI 

has also brought development capital for other developing countries, promoting their 

growth and enhancing economic and trade ties with China. Having a similar economic 

development status and investment environment with China, the developing countries 

in general have great economic potentials, rich resources, a low technological level and 

often-supportive measures to attract FDI. They are very much willing to cooperate with 

China based on equality and mutual benefit, and are providing great opportunities for 

China in foreign investment. 

5.2.1 Industrial Transfer
Due to different natural resources endowments, different countries/regions 

are having different production factors and economic development levels. Under 

international/regional division of labor, it is important for a country to catch industrial 

transfer opportunities in the region to develop industries that have a comparative 

advantage in natural resources/production factors and transfer some of its industries to the 

A Yang Ming, Wang Menglu. An Empirical Study of Factors Affecting Chinese OFDI, Eastern China 
Economic Management, 2014（6）.
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other countries. By doing so, it could seek more efficiency and benefits in the division of 

labor and enjoy a high and sustainable economic growth under the context of production 

factors changes. 

With the Lewis Turning Point emerging, China’s labor market has undergone a 

series of changes. Rural labor forces are becoming more expensive, which forces labor-

intensive industries to select new technologies and locations. After the financial crisis, 

the decrease of overseas orders is exerting pressures on enterprises on the demand 

side; and meanwhile, the surging labor costs are challenging the sustainability of their 

low cost strategy, which, together with the appreciation of RMB, has dampened their 

competitiveness in the international market. In one word, with the weakening Chinese 

endowment of cheap labor forces, labor-intensive industries in China are gradually losing 

their comparative advantage, so they needs to be replaced by other industries to serve as 

the economic engines. 

The World Bank used to call for Africa to relay China’s manufacturing in the context 

of a rising Chinese labor costs. Some also mention that India in South Asia is still benefiting 

from a cheap labor resource, and Vietnam, Laos, and Myanmar may become new “world 

factory” due to their low income levels. Lin Yifu once said that “the transformation of 

China’s economy from a labor-intensive type to a capital- and technologiy-intensive one 

has increased the wages of the workers and brought about the lay-offs of employees, 

which brings new opportunities for other less developed countries to initiate their labor-

intensive industrialization. With its young age and low costs of laborers, Africa will 

become an ideal transfer destination of labor intensive industries from China.”

China is now in the middle and even final period of industrialization while most 

of the other developing countries are still at the start-up period. With its complete and 

well-founded industrial system, China faces the challenges of industrial restructuring, 

and needs to transfer some of its redundant productive capacities to the other countries. 

Meanwhile, African countries are in great need for manufactured goods, technologies, 

equipment, and capital, which provides great opportunities for outward FDI of China.

Since the 21st century, production factors of capital, technology, labor and 

information are accelerating their flows globally, with inter-dependency between 
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economies getting more intensified. To get rid of the financial crisis, all countries are 

taking economic or even administrative measures to optimize their own economic 

structures, including the industrial structure, distribution pattern, exchange and 

consumption composition, technological structure and labor composition, etc. It may 

be said that both the South and the North are facing with the challenges of economic 

restructuring, and under the context only new technologies and new industries may create 

new growth points for China to take a lead in international competition. At present, China 

needs to transfer its labor-intensive industries to the other developing countries, focus 

more on its investment into research and technological innovations and foster a new 

development pattern with high and new tech industries. Meanwhile, the other developing 

countries may promote their economic growth by attracting labor-intensive industries to 

their countries. It could be said that industrial transfer represents an opportunity for both 

China and the other developing countries.  

5.2.2 Small-Scale Technological Advantages of the China’s Private 
Enterprises

Louis J. Wells proposed the small-scale technological advantages of Southern private 

enterprises in cross border investment. As most of the Southern markets of manufactured 

goods are small, if local enterprises introduce technologies from the advanced North, it 

may have compatibility problems. Technologies shall fit with small-scale productions in a 

small-scale market, where Southern technologies do have an advantage. In addition, FDI 

from the developing countries tends to compete with local enterprises and MNCs from 

the developed countries at the same time, and vice versa. Therefore, it may take the local 

enterprises a long time and high expenses to learn the technologies of the foreign invested 

enterprises under such competitive relations. In addition, MNCs from the developed 

countries are not willing to waste their resources in small-scale production/markets, 

which adds attraction to the technologies of the developing investors.

The proportion of non-SOE (mainly the private enterprises) investment in the 

China’s outward FDI kept increasing, which accounted for 44% in 2011, making private 

investment a very important part of China’s FDI overseas. Indeed, their investments have 
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contributed much to the success of the “going-out strategy” as they are enjoying a unique 

small-scale technological advantage in overseas competition. Though private enterprises 

of China could not compete with SOEs in terms of production scales, varieties, quality, 

standards and technologies due to their low capital stock, poorer credit and inferior 

financing capacities, their technologies are still advanced enough to make a living in the 

fierce competition and even win out in small-scale economies. 

Take Wenzhou private enterprises as an example. As one of the cradles of Chinese 

private enterprises, Wenzhou also has the most developed private economy in China. 

From 2005 to 2010, there were143 private enterprises having overseas investment of US$ 

6.2774 million in 37 countries in all continents (except Oceania). 

Table 5.2.2 Geographic Distribution of Wenzhou Overseas Private Investment

Destination Asia（Hong 
Kong excluded) Europe North 

America
Latin 

America Africa Hong 
Kong

Enterprise number 45 34 31 4 12 24

Proportion to the total number 
(％）

31.47 23.78 21.68 2.8 8.39 16.78

Invested Amount
（10 thousand USD）

100.76 203.96 70.54 9 40.83 202.65

Proportion to the total amount
（％）

16.05 32.49 11.24 1.44 6.5 32.28

Sources：Wenzhou Commercial Bureau and Wenzhou Administration of Foreign Exchange

From the above table, we will discover that proportion of enterprise number in 

Asia, Latin America and Africa is higher than their investment value. Take Asia as an 

example, the number of enterprises investing in Asia accounted for 31.47%, which, 

however, contributed only 16.05% of the total investments value, indicating a small scale 

investment (with small scale technological advantages) in these areas. 

5.2.3 China’s Technological Adaptation to the South
For the South, technological advance may be achieved through innovations based on 

self-reliance or import/introduction in the process of attracting FDI. The first option takes 
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a long time with higher inputs of R&D, and therefore, many emerging economies tend to 

adopt the second option. Due to similarities in economic and technological challenges, 

China’s capital-saving technologies are usually more adaptable to and fit for the economic 

and technological development of the developing economies. In addition, Chinese 

enterprises are usually willing to share their equity and successful experiences with local 

investors. 

China, as a big developing country, is taking a strategy of promoting intensive 

economic growth through capital-saving technological advancement A, which demands 

less investment and has a low threshold. Due to the backwardness of their economies, 

governments of the developing countries have too much work on their agenda, and 

therefore, they have to be thriftier when promoting technological progress. As strategies 

adopted by China may reduce the demand for capital and focus the limited capital on 

the most needed projects, the Chinese capital saving technologies are becoming more 

attractive to the other developing countries.

Sanjaya Lall, an British economist, pointed out in his paper New Transnational’s: the 

Spread of Third World Enterprises that enterprises in developing countries were capable 

of adapting foreign technologies to their own conditions instead of a mere imitation, 

which was known as technology localization. In fact, some developing countries have 

also their own high and new technologies based on their independent researches, which 

are often more fit for the other developing countries, as their conditions are similar. Since 

reform and opening up, China has learned many technologies in the process of attracting 

FDI in addition to many new and high technologies researched on its own, which are 

especially good for countries with a similar development stage. 

A If labor (as a production factor) production efficiency increases more quickly than capital production 
efficiency, under a given salary rate/interest rate ratio, the labor/capital ratio will rise and labor input will replace 
capital input. Under such circumstances, more labor forces will be used per unit capital, which is called a capital 
saving technological advancement.
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5.2.4 FDI Incentives Provided by the South
The 2013 World Investment Report pointed out that in 2012, inward FDI in the 

South surpassed that in the North for the first time, reaching a proportion of 52%, which 

is not a surprise at all.

As early as in 1948, British economist Roy Harrod pointed out that when domestic 

savings are not enough to support an ideal economic growth, a country shall consider of 

foreign savings (i.e. Foreign investment) to promote growth. In 1960, US economists also 

proposed the role of foreign investment in their take off theory. Developing countries are 

usually low in terms of savings and income per capita, which leads to insufficient capital 

for economic development. Take Latin America for an example. From 2003 to 2010, the 

average saving rate in this area was only 19.2% A. In addition, due to their backwardness 

in technologies, they need more foreign technologies and investment. Therefore, most of 

the developing countries are formulating policy measures to attract FDI through various 

channels to ensure their economic growth.

1. Market Access

With the economic slowdown, most of the developed countries are adopting trade 

protection measures, though the degrees may vary. All developed countries have put 

up strict market entry mechanisms, raising the threshold in terms of technology and 

capital, which makes it more difficult for foreign investors (including Chinese ones) to 

invest in these countries. For example, Chinese enterprises’, such as Huawei, Lenovo 

and CNOOC, acquisitions in the US were vetoed by the US Department of Commerce 

and the Congress, which indicated the trend of protectionism in the North. As a contrast, 

developing countries, such as Brazil, India and some countries in North Africa and 

Western Asia are taking very open policies towards foreign investment due to their 

comparatively backward economy. Take countries in North Africa and Latin America 

as an example, most of them have adopted FDI policies (including incentives for 

infrastructure construction and simplification of production inspection procedures, etc.) 

A Data Source: ECLAC Statistics. 
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which are very similar to that of China in the beginning of its reform and opening up. The 

policies aim at attracting FDI including that from China. Scrutiny measures stipulated 

in their FDI laws are being simplified as a trend in general. For example, ASEAN 

countries including Singapore, Thailand and Malaysia only carry out scrutiny over certain 

industries, with the other industries being free of scrutiny. India stipulates that some 

projects are not subject to approval (automatically effective when conditions are met). 

Argentina gives national treatment to foreign enterprises, which needs no additional 

approval in general. 

2. Tax Reductions and Exemption A

Developing countries levy corporate tax, business tax, profit tax and income tax on 

foreign enterprises in general. However, as taxes affect the profit of foreign investors 

directly, the developing countries usually would give certain tax incentives including the 

following: 

(1) Identify key incentive sectors or areas (usually economically backward) of FDI 

based on different needs of different economic development periods. Foreign enterprises 

invested in such key sectors or areas will enjoy tax reductions or exemptions for a certain 

number of years based on their investment amount and employment scale. For example, 

investors investing in mountain areas, plateaus, and plains of Laos where there are no 

infrastructure usually enjoy a 7-year corporate income tax exemption. 

(2) Export-oriented enterprises enjoy more preferential treatments. For example, 

Thailand exempts export oriented foreign invested enterprises from raw material import 

tax and exempts foreign investors from export duty and business taxes. 

(3) Exempt all custom duties (import and export) regardless of locations. Libya 

exempts newly established foreign enterprises from import custom duties for 5 years for 

materials and machinery needed by them but could not be supplied locally.

Actually there are many such incentive measures in developing countries that 

provide sound local environments for China’s OFDI. 

A Data Source: OFDI Country (regional) Guide, 2013.
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5.2.5 Infrastructure of the South and China’s OFDI
Most of the developing countries neglected basic infrastructure construction in their 

early days of economic development, leaving a gap that could not meet the needs for 

sustainable economic growth. Infrastructure construction and related services have both 

direct and indirect impact on economic growth. On one hand, large-scale infrastructure 

construction could directly promote the supply and consumption of energy, raw materials, 

financing, insurance and other public services, create employment and increase financial 

revenues and resident’s income. On the other hand, sound infrastructure will reduce 

production costs, raise production efficiency, and improve investment and consumption 

environment, which could promote the upgrading of local industrial structure and 

facilitate sustainable economic development.

Gradually realizing the importance of infrastructure, the developing countries begin 

to increase their efforts in its construction, and many large infrastructure projects are put 

on their agenda. However, such construction faces capital shortage, technology divide 

and brain drain. For example, most of the developing countries are still very poor in 

their electricity design, equipment manufacturing, engineering, inspection, maintenance, 

and operation management. Infrastructure construction of the developing countries also 

needs the support of financing, planning and construction designs, which are important 

aspects of the South in their attraction of FDI. For example, Mexico’s US$100 billion 

infrastructure plan and Brazil’s US$133 billion Real investment plan in 25 years 

including 7500 KM of high ways and 10 thousand km of railways construction, the 

rehabilitation and expansion of the airports and ports, the largest paper mill, and fertilizer 

factory and refinery. The Brazilian and Peru Governments also plan to build a trans-ocean 

railway that winds 4544 KM across the South American Continent (including the 4000 

meter high Andes) between Brazil ports on the Atlantic and the Peru ports on the Pacific 

with a total investment of US$ 10 billion. Chile also has an ambitious investment plan of 

US$ 120 billion to development its economy in the next 10 years, which demand at least 

US$30 billion for infrastructure construction. All these plans demand great investment, 

which could not be realized easily without technological and managerial expertise as well 

as the participation of international consortium/conglomerates. At present, these countries 
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have welcomed international investment and explicitly expressed interest in Chinese 

investments.

Infrastructure investment and construction has been an important field in China’s 

strategic cooperation with African and Latin American countries. China has made many 

efforts in this regard. In May 2010, China International Contractors Association hosted “the 

First International Infrastructure Investment and Construction Forum”, where The Joint 

Action Plan of International Infrastructure Cooperation was concluded by representatives 

from Indonesia, ROK, Romania, Russia, Sri Lanka and China (China International 

Contractors Association). By May 2014 when the Fifth forum was organized, the 

members to the joint action plan had increased to 18, most of which are the developing 

countries. These contracted parties have strengthened information exchange and mutual 

visits, organized projects matching forums and exhibitions, and promoted fair play and 

the social responsibilities of their member enterprises, which facilitates cooperation 

among countries.

OECD predicted in a report in 2012 that the global needs for infrastructure 

between 2013 and 2030 would be US$ 5.5 billion annually. Under industrialization and 

urbanization, the South are having a very robust demand for capital and technologies in 

terms of infrastructure construction, with most of the demands coming from the water 

sector in South America and energy and transportation sector from Africa. 

At present, China has very favorable conditions in making overseas FDI: (1) huge 

foreign exchange reserves. By the end of 2012, China’s foreign reserves had reached 

US$ 3.31 trillion; (2) high savings rate. At the end of 2012, RMB deposit reached 94.29 

trillion; (3) rich experiences in infrastructure construction in vast areas with complicated 

geo-conditions; (4) The most powerful infrastructure development implementation 

capacities in railways, roads, airports and electricity; (5) economically viable equipment 

manufacturing capacity in railways and electricity that are compatible with the developing 

countries. Chinese firms should take the advantage of accumulated experiences and 

specific techniques to carry out project cooperation with developing countries in cross 

border infrastructure construction so as to provide financing, planning, and construction 

support.
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APEC Interconnection Framework as well as the “New Silk Road Economic Belt” 

proposed by President Xi Jinping brings more opportunities for China’s outward FDI in 

the infrastructure field. The APEC Interconnection Framework includes three aspects, 

including hardware like railways, roads, airports and telecommunication infrastructures. 

Infrastructure construction is a prerequisite for interconnections provides enormous 

opportunities for Chinese OFDI. On September 7th, 2013, President Xi Jinping proposed 

the grand blueprint of “Silk Road Economic Belt” when speaking in Nazarbayev 

University, which included a very important aspect of road interconnections. With the 

support of preferential loans and aid from China, Chinese firms have got a number of 

contracted infrastructure projects including roads, electricity and telecommunications. 

China-Kirghiz-Uzbekistan road, Tajikistan- Uzbekistan road and the Tajikistan 

transmission line projects have been under active implementation. With the improvement 

of infrastructure, energy, transportation and telecommunication, the interconnections 

are taking shape. At present, Shanghai Cooperation Organization is considering the 

establishment of a development bank to provide financing for cooperation projects in 

the region, which will bring fresh blood and vigor to trade and economic cooperation 

among the new Silk Road countries. With the great inspirations and sustainable driving 

forces of the new proposed bank, Chinese enterprises are now blessed with ever-greater 

opportunities in infrastructure investment.  

5.3 Challenges to China’s Investment to the South
Of course, there are also many risks and challenges for China’s OFDI in developing 

countries. In addition to the risks in the external environment of the host country, Chinese 

enterprises also have many problems with themselves and the domestic FDI policies. It is 

very important to study and face them with preparation. 

5.3.1 Political Risks of the South
Political risks are usually very hard to be avoided totally, however, they still have to 

be considered for foreign investment enterprises. Political risks pose a more severe threat 
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than economic risks for all Chinese investors overseas, which are usually closely linked 

with the policy changes of the host government. Political incidents including change 

of political parties, wars and terrorist activities may all lead to policy changes. Saig, a 

PhD of UIBE School of International Trade and Economics discovered in his researches 

that political risks had resulted in great losses for Chinese investors overseas, which had 

become the bottleneck for Chinese enterprises to “going-out” A. 

Due to historical problems, religious disputes, national/tribal conflicts, regional wars, 

turmoil and violent conflicts often occur in some developing countries, which often lead 

to heavy losses for Chinese investors as they do not have a comprehensive assessment of 

these risks before the investment. To make things worse, they could not get their losses 

recovered due to the lack of a complete overseas investment insurance system. 

The investors’ personal safety is often under threat in some developing countries 

with an unstable social environment. Under extreme circumstances, some Chinese 

enterprises and their Chinese employees are even attacked by biased local residents 

due to their neglect of social responsibilities. Therefore, how to contribute to the local 

infrastructure, health and public interest projects and get along with the local residents 

who have bias over FDI are becoming more important for Chinese enterprises. 

As Chinese outward FDI is still in a primitive stage, most Chinese investors are 

inexperienced with cross-border investments. There is still a gap between Chinese 

investors and MNCs from developed countries in terms of capital, technology, and 

management. The following measures should be taken to reduce political risks to a 

minimum level: (1) Decision-making should be more scientific in international investment 

projects to select a safer location; (2) Adopt flexible international investment tactics to 

control risks; (3) Improve the dynamic monitoring and pre-warning system with scientific 

risk-assessment models; (4) Reduce conflicts with locals by adopting a localization 

strategy; (5) Improve the international investment insurance system and avoid political 

risks.

A Data Source: Beijing Business Today.
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5.3.2 Government Efficiency and Infrastructure
According to Chinese researchers, investment efficiency is usually higher in 

countries with an efficient government. Indeed, government efficiency remains a core 

factor for national competitiveness, which is mainly reflected in the governments’ 

ability to create a supportive business environment. According to the IMF international 

competitiveness report, developing countries are lagging behind mainly due to their low 

government efficiency, with corruption as the biggest headache. WB researches show that 

the South is easily falling into the vicious cycle of corruption, inequality, violence and 

social turmoil (even wars), with corruption as the most vulnerable link. The privileged 

few dominate the allocation of economic resources for their own benefit, which, as a 

rent-seeking behavior, destroys fairness and social justice. Corruption, often a twin sister 

of low governmental efficiency, constitutes the biggest barriers to social and economic 

development, which severely undermines the basis for economic growth.

Low government efficiency in the South is also reflected in aspects like weak 

administrative capacity, fewer and poorer public products and a low public input/output 

ratio, etc. Not really transforming functions, governments in many developing countries 

are still very fond of “powers” in administrative interventions and regulations to the 

neglect of social management and pubic services. Government by law, strict and fair law 

enforcement as well as the prevention of local protectionism is still illusions for many 

developing countries, whose laws and decrees could not be effectively implemented. 

These have all brought very real challenges to Chinese enterprises investing/operating in 

these countries.  

Infrastructure provides a basis of services in production and lives, whose construction 

will promote effective allocation of resources, reduce costs and increase economic returns. 

In fact, it may be taken as a “technology” to reduce fixed production costs of intermediate 

input products. Chinese enterprises always find their production costs increased and profit 

decreased due to the poor infrastructure of the South. For many developing countries, 

insufficient infrastructure in transportation, energy and telecommunications often result 

in rural poverty, backward social security and unsustainable development. For example, 

there are no high ways in Laos across the country and no electricity in the rural areas. 
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All these, undoubtedly, would increase the investment and operating costs of Chinese 

enterprises, and thus decrease their profits.

5.3.3 Restrictive Measures to FDI by the South A

Though FDI is generally welcomed by the developing countries, they tend to make 

some restrictive measures to protect their national industries and national security, which 

brings some challenges for Chinese enterprises in the “going-out” process.

1. Scope Restrictions

Restrictions vary in scope in different countries. Singapore, Egypt and South Africa 

generally have very few restrictions over FDI and Argentina allows FDI in all areas 

except the military field. Thailand, Malaysia and other ASEAN countries put restrictions 

only on defense industry, polluting industries, and important industries that are vital to 

the economy and people’s lives. Brazil has a relatively bigger scope in forbidden sectors, 

such as the development of nuclear energy, newspaper, marine fishing, etc. It also has a 

number of restricted sectors. 

2. Shareholding Restrictions

Shareholding restrictions vary greatly in different countries. Some countries/

regions including Malaysia, Thailand, Hong Kong and Macao have no restrictions 

over shareholding proportions while some other countries have a ceiling for foreign 

shareholders. For example, the foreign investment law of Mexico provides ceilings for 

foreign investors: a maximum of 10% shares in production cooperative corporations, 

25% in domestic air freight, airport taxi and specialized air freight business, and 49% in 

insurance and cooperative banks business. India has also set up shareholding ceilings for 

foreign investors in different sectors. Some countries adopt a threshold policy for foreign 

investors, such as Iraq, which demands foreign investors to invest at least US$ 250 

thousand in productive enterprises.

A Data Source: OFDI Country Guide 2013, Ministry of Commerce Website.
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3. Employment Restrictions

Laws of almost all countries require foreign investors to employ local workers, with 

restrictions on the number and period of foreign employees. Some countries provide a 

minimum proportion of local staff to the total number of employees of foreign enterprises, 

such as Brazil, which stipulates that Brazilian employees must account for more than two 

thirds of total staff. Iraq requires 50% local staff with adequate welfare.

4. Profit Remittance Restrictions

Most of the countries are not having profit remittance restrictions in principle, such 

as ASEAN, Chile, Belarus, Estonia and Romania. However, some countries do have 

such restrictions in their FDI laws. For example, Argentina has very stringent foreign 

exchange control measures, which disable foreign investors to remit profits outside the 

country through normal channels (instead, they have to reinvest their profits to expand 

production). In Peru, a 0.05% bank charge is required before remitting profit outward. 

5. Guidance and Restrictions Over Market Competition

Competition guidance policies are usually regulating those merger and acquisition 

activities by foreign investors. Generally speaking, many developing countries are not at 

ease with foreign acquisition on domestic enterprises due to their worries about foreign 

monopoly. For example, in Nigeria, a foreign bank must operate for at least 5 years and 

have branch banks in more than two thirds of its states before they may acquire a local 

bank. Even such an acquisition is carried out the shareholding proportion of the foreign 

investor shall not exceed 40% of the total assets after merger or acquisition.

Due to their ignorance over industrial organization policies and competition laws, 

most of the developing countries are not having sound laws in this regard. In fact, only a 

few countries have fair competition laws and monopoly laws. Having no adequate laws 

in enterprise merger and acquisition, advertisement, IPR protection, banking and capital 

market management, many enterprises in the South are still not aware of the concept of 

fair market competition; and meanwhile, the governments of the South usually lack of 

the capacity to supervise the well-experienced MNCs or do not supervise them at all. 
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Therefore, MNCs are often abusing their positions in these developing countries, which 

has now drawn the attention of those governments. Many countries begin to strengthen 

legislation in market order and competition. For example, most of the developing 

countries did not have market competition laws before the entry of foreign investments, 

and most of the bankruptcy laws, advertisement laws and securities laws were formulated 

after the foreign investment law is made. 

5.3.4 The So-Called “Chinese Threat”
China’s investment in the South focuses more on resources and infrastructure, which 

is described by some western countries as “neo-colonialism” to plunder resources and 

control the Southern infrastructure. This exaggeration affects negatively on the relations 

between China and other developing countries, leaving Chinese enterprises under great 

media pressure.

However, we know that China bought the energy at international market price 

instead of low prices based on inequality. Some Western economists call Africa as “the 

last underdeveloped super market” with rich natural resources and great potentials. China 

is only one of the participants in African development. In the past 10 years, there were 

about 600 Chinese enterprises in Africa in total. Meanwhile, due to its surging trade 

with China, sub-Sahara Africa has achieved an annual growth rate of 6% in recent years, 

making it the fastest economic growing area of the world. It could be seen that China and 

the other developing countries are just taking advantage of their respective strengths for 

common development. The strategic target of investing in the South is to promote mutual 

investments and industrial transfers and realize effective allocation of resources based on 

South-South cooperation and their respective status in international division of labor.

5.3.5 Risks Related to Greenfield Investment
Since the launching of the “going-out” strategy in late 2002, Chinese outward 

FDI has been increasing all the time, mainly taking the form of Greenfield investment. 

Starting from 2005, the proportion of cross-border mergers and acquisition has risen in 

the total Chinese outward FDI, making it as important as Greenfield investment. Most of 
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the mergers and acquisitions are taking place in North America and the European Union, 

through which the Chinese enterprises aim to seek global sales network and advanced 

technologies from some traditional famous brands in this developed area. Meanwhile, 

most of the Greenfield investments are flowing to the South, such as the Asian and Latin 

American countries. For example, among the Greenfield Chinese investments in the 

South, Asia accounted for 55% and Latin America 16%, indicating a preference over the 

economically underdeveloped countries.

Greenfield investments have two forms: (1) Sole propriety enterprises (wholly 

foreign owned), including setting up overseas branches, subsidiaries and offshore 

companies in tax heavens. (2) International joint ventures, including equity joint ventures 

and contractual joint ventures. Greenfield investments are usually more independent, 

less restricted by the host government, and more convenient to select locations and 

production scales that are consistent with the enterprise’s global strategy. However, it also 

has shortcomings: (1) Great preparation work. Greenfield investments are usually slow, 

lengthy and comparatively inflexible, which is a test for many investing enterprises. (2) 

The enterprises are shouldering all the risks with much more uncertainties. (3) Conflicts 

with local management styles. To expand market in the host country, investing enterprises 

usually need to have staff that could adapt to the local management and production style, 

which however are usually very rare. Therefore, most of the green investments are faced 

with fierce market competition in host countries. 

Among China’s Greenfield investments, joint ventures are more common form. 

Generally speaking, cooperative partners base their fixed cooperation relations on a 

signed contract, with their respective status, roles, rights and obligations being stipulated 

in the contract. However, due to the imperfect human rationality, complex, asymmetric 

and uncertain external factors, it would be impossible for both parties to put all future 

events into contractual clauses, not to mention the solutions to such events or incidents.

The contract duration determines the life of a contractual joint venture. Contract 

based cooperation is usually limited by mutual trust, which seems never to fully exist 

without effective law protection due to the lack of full information. Once the trust is 

undermined, the enterprise’s operation would be affected. In addition, the strategic 
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advantage and competition status of a contractual joint venture may change with time 

going on, which may lead to disputes between the contracting parties as the comparative 

advantages of each other may no longer be complementary in a long run. In fact, such 

a joint venture must keep on monitoring its development target, tasks and management 

process to adapt to the changing external environment. Obviously, joint ventures will 

continue to exist in large numbers due to its advantages; they, however, will also be 

constrained by certain inherent shortcomings as mentioned.

5.3.6 Localization Strategy
Developing countries are populous in general; however, underdeveloped in labor 

skills, education and information seeking capacities, most of them lack the desire for 

innovation and self-improvement, which creates challenges in the localization strategy of 

Chinese investors. At present, most of oversea Chinese enterprises are still using Chinese 

managers instead of local ones, which is not favorable for local market expansion though 

it may reduce some barriers in management and communication. Without localization, 

the operating team in the host country will not really get adapted to the local conditions, 

preventing the enterprise from taking roots in the host country.

In terms of employment, due to costs, culture and management reasons, many 

Chinese enterprises are still employing Chinese workers in a large number. According 

to the China Statistical Yearbook A, by the end of 2012, Chinese contractors had finished 

contracted projects of an accumulated US$ 106.4 billion in Asia, Africa and Latin 

America, with 329 thousand workers being employed from China (not including Chinese 

working abroad through private channels). If Chinese enterprises are not getting along 

well with local residents, the large number of Chinese workers will easily have disputes 

and even conflicts with local people. 

5.3.7 Financing Difficulties of the Private Enterprises
As mentioned previously, after the 2008 financial crisis, Chinese private enterprises 

are speeding up their pace of internationalization. Private foreign investments are very 

A Data Source: National Statistics Bureau Website, http://data.stats.gov.cn/workspace/index?m=hgnd.
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active in coastal areas like Zhejiang, Jiangsu and Guangdong, and central areas like 

Hunan and Hubei, with some of them accounting for 60%-70% of the total outward 

provincial FDI. However, due to their small scales and anonymity, most of the private 

Chinese enterprises at this stage of starting-up could not get the trust of the host country 

banks. In China, their lives are not easier with the banks, either. Though the state policy 

has allowed and even encouraged banks to open to the private enterprises, in reality, most 

of the Chinese private enterprises are still unable to get preferential loans from policy 

banks that are often biased with a mentality of planned economy. Commercial banks are 

more difficult sources of finance as overseas projects usually involve more credit, political 

and economic risks.

The State has formulated relevant policies to support private investments overseas 

already; however, in reality, few private enterprises benefit. On May 10th, 2007, a joint 

document named Several Opinions to Encourage, Support and Guide Non-SOEs in 

Overseas Investment and Cooperation was formulated by the Ministry of Commerce, 

Ministry of Finance, the Central Bank and All China Federation of Industry and 

Commerce, it gives equal treatment to Non-SOEs in finance, taxes, foreign exchange 

and insurance policies. This means that private enterprises may also get credit support if 

engaged in overseas investment, resource development and contracting encouraged by 

the State policies. Chinese commercial banks and their overseas branches are asked to 

provide necessary financing services for Non-SOEs in international investment basing 

on comprehensive evaluations and effective risk control measures. Private enterprises 

meeting certain requirements may get State support in overseas listing, bonds issuing 

and project financing and even provide financial collateral for their overseas subsidiaries 

with approval. However, by the end of 2012, private investors (including enterprises and 

individuals) only accounted for 16.7% A of the total banking loans of Chinese enterprises, 

which is remarkably lower than their proportion in the national economy (60%). In China, 

private enterprises often find it difficult to get financing in domestic business activities, 

and therefore, it is imaginable that they are faced with more difficulties in financing, 

A Data Source: People’s Bank of China Website.
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insurance and guarantee services as the costs and risks of OFDI activities are usually 

much higher. Therefore, private investments are usually not comparable in size with those 

of the large SOEs.

5.4 Opportunities and Challenges in Some Countries
Developing countries vary in economic developments. For Chinese investors, they 

represent different opportunities and challenges. For example, Africa provides rich 

natural resources and a potential big market in spite of an underdeveloped infrastructure, 

while Asian countries often have too many restrictions though their infrastructure is 

usually not bad. From a country perspective, conditions also vary. Brazil, a member of the 

BRICS, is enjoying a stable economic growth, a large market and a relatively complete 

infrastructure; however, tax burdens, difficult financing and social instability are not 

satisfactory. Lack of resources, Laos’ small population and limited market seems not very 

attractive; however, it has a lax financial environment and a low market threshold. An 

enterprise may select a location of investment rationally based on these differences and 

their own development targets. Next, we will take Brazil and Laos as examples.

5.4.1 China’s Investment in BrazilA

1. Opportunities

Brazil has a great geographic location with a clear radiation effect in Latin America. 

Located in the Central and Middle East part of South America, most of the Brazilian 

territory lies in the heart area of South America. With about 10 neighboring countries, 

Brazil has a great geographic location in South America and even Latin America. The 

Northeast part of Brazil is the nearest to the demarcation line of the east and west 

hemisphere, which has a very important strategic status globally. As an initiating member 

of Mercosur, Brazil represents an important gate way into Mercosur or even the whole 

A Data Source: 2013 OFDI Country Guide (Brazil): Opportunities and Challenges of Chinese FDI in 
Brazil, Foreign Economic Relations and Trade, 2013 (5).
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Latin American area, which has a very remarkable radiation effect on the neighboring 

markets. The opportunities for China’s OFDI in Brazil may come from the following.

(1) Rich natural resources and great investment potentials

Brazil has a vast territory and rich mineral resources, including iron ore, bauxite, 

niobium and others. For example, Brazil ranks the fifth in proven iron ore reserves (33.3 

billion tons), accounting for 9.8% of the world total. It has 98% of the global nickel 

reserves and more than 10% of the world total reserves in manganese, bauxite, lead and 

zinc. It also has 4559 thousand tons of niobium, which may suffice for 800 years of global 

use (by present consumption rate). Since 2007, Brazil has discovered several large gas 

and oil fields in its southeast coastal area, with a predicted reserve of 50 billion barrels, 

which may qualify it among the top 10 oil producing countries. Ranking 4th in forest 

coverage (57%), Brazil’s timber reserves reach 65.8 billion cubic meters. Lastly, rich with 

water resources, Brazil accounts for 18% of the total fresh water resources of the world. 

（2） Stable economic development with a huge market

As the world’s fifth largest country, Brazil accounts for 46% of the total land area 

of South America with a land area of 8547 thousand square kilometers. It is the largest 

economy and market in South America, the 6th largest economy of the world (surpassing 

the UK in 2011) and the 2nd largest economy of the America. In 2011, its GDP reached 

US$ 2.41 billion with a GDP per capita of US$12.3 thousand. The stable economic 

growth for years has made Brazil a large global market.

（3）Populous and rich labor resources

In 2011, Brazil has 103 million laborers, which is predicted to reach 116 million 

in 2020. Among them, the proportion of rural laborers is expected to drop from 10.43% 

in 2011 to 7.16% in 2020, which will provide continuous “population dividends” to the 

development of non-agricultural industries. This may provide great opportunities for 

Chinese enterprises to transfer their labor-intensive industries to Brazil.

（4）Complete infrastructure with good investment opportunities

In recent years, Brazil has kept improving its infrastructure and investment 

environment. From 2005 to 2009, the mobile per thousand people increased from 463.5 

to 900.2, Internet users from 210 thousand to 390 thousand, broadband Internet users per 
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thousand people 17.39 to 75.25. Its railway increased from 4183 kilometers to 29817 

kilometers, international freight from 1530.68 million tons/kilometers to 1782.30 million, 

and passengers transported from 37.66 million to 67.95 million. Its Internet providers 

per million people had increased from 14.18 in 2005 to 40.73 in 2010. In 2011, the 

handling capacity of containers reached 8139 thousand TEUs, and its liner transport index 

had increased from 25.83 in 2004 to 38.53 in 2011. It could be said that the relatively 

modernized infrastructure in Brazil has provided a good environment for FDI.

（5）Stable and open economic policies

Brazil gives national treatment to foreign invested enterprises. All foreign invested 

enterprises including joint ventures are regarded as “Brazilian industries”, which are 

treated equally with domestic enterprises. In terms of market access controls, Brazil has 

gradually relaxed its tight control (monopoly) in oil, gas and mining in recent years, 

and privatized its telecommunication and electricity industries. All the areas open to the 

private investors are also open to the foreign invested enterprises. For example, foreign 

enterprises are allowed to participate in the financing and services related to news media, 

bonded warehousing, offshore navigation and high ways. Brazil has little restrictive 

measures over profit disposal and remittance by the foreign invested enterprises. In 

addition, a portfolio of investment encouragement measures are provided by the Brazilian 

government to FDI, including financing preferences, tax reductions and exemptions, and 

free industrial land use rights, etc., with the preferential degrees dependent on the foreign 

investor’s contribution to Brazil. Its local state governments are also given the power to 

formulate their own preferential policies towards FDI, such as some tax reduction and 

exemptions to promote local economic development. 

（6）Comparatively advanced technology and R&D capacities

Brazil is among the leading countries in the South in terms of technology and R&D 

capacities. Its steel, automobile, ship and aircraft industries have already gained an 

international market, and its transportation, energy, telecommunication, microelectronics, 

nuclear, aviation, maritime oil extracting, mining, construction, city planning, chemistry, 

light industry, agriculture, animal husbandry and service industries are quite developed. 

In addition, it has a strong experienced R&D team.
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（7）Fast growing Chinese-Brazilian trade

In 2009, China replaced the US to be the largest trade partner of Brazil, and became 

the second largest importing source and largest export destination of Brazil. Meanwhile, 

Brazil has also become the largest trade partner of China in Latin America. Bilateral trade 

between the two countries kept expanding. In 2011, bilateral trade reached a historical 

high of US$ 84.2 billion, which increased by 35% compared with last year. Among them, 

Brazil’s export reached US$52.4 billion, which increased by 37%, and its imports reached 

USD$31.8 billion, which rose by 30%. In the first half of 2012, bilateral trade reached 

USD$41 billion, with an increase of 11.8% over the same period of last year. It was very 

possible that China may replace the US as the largest import country from Brazil. The fast 

growing bilateral trade will also promote mutual investments between the two countries. 

2. Challenges

The challenges for China’s OFDI in Brazil that has been encountered by Chinese 

enterprises so far come from the following:

(1) Complicated tax system and heavy tax burdens

Tax accounts for about 38% in an enterprise’s total operating costs in Brazil, 

which is the highest in Latin America. Since the 1990s, Brazil has gradually revised its 

discriminating tax clauses to foreign investors, and provided tax preferences to them. 

However, tax burden remains heavy. It has a number of 58 taxes (fees) under a rather 

complicated system, which is divided into federal taxes, state taxes and municipal taxes. 

(2) Infrastructure bottlenecks for FDI 

Santos, Rio de Geneiro, Alegre, and Victoria are the main ports of Brazil. With the 

quick expansion of foreign trade, Brazil’s port facilities have become a major bottleneck 

of its economic and trade development. Port Santos is underdeveloped in particular. 

Generally speaking, at present, all ports in Brazil are reaching their maximum capacity 

as their infrastructure is relatively weak and the port management system is relatively 

backward. 

(3) Education for most laborers

In 2009, college enrollment rate of Brazil was only 37.57%, and the average 
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education level of laborers were only 6 years, with illiteracy rate accounting for 1% of 

the total employment population. 26% of its primary school students failed to graduate, 

and only 16.4% of its population had a primary diploma. 8.7% of the secondary students 

dropped out of school with only 29.5% of its population had a secondary education 

diploma. 3.8% of its higher education students did not finish their studies, with only 

14.6% of its people having a higher education diploma. In 2011, the human development 

index of Brazil was only 0.718, ranking 84th in the world. 

(4) High financing costs

Investments in Brazil, and especially Greenfield investments in Brazil are very 

expensive in terms of financing and labor costs. In early 2012, the basic banking rate 

of Brazil was 11%. In 2011, tax rate on foreign investments in fixed-returns bonds was 

doubled, indicating a higher financing and bond-investment costs.

(5) Strict labor laws

Brazil has a very stringent labor law, which emphasizes the protection of laborers. 

Powerful trade unions in Brazil have an almost decisive role in wages, which represses 

foreign investments to some degree. For example, in Brazil, an additional one-month 

salary is given to laborers who have worked for 12 months. Employers must pay one 

month of salary if they lay off workers without justification. Workers in Brazil enjoy a 30-

day paid annual leave in addition to the official holidays. If a worker decides not to take 

his annual leave, the employer must give him economic compensations.

(6) Unstable real foreign exchange

From 2005-2011, Brazil had kept a trade surplus and ever-expanding foreign 

reserves, which gradually reduced its foreign debt risks and pulled up the real foreign 

exchange. According to UNCTAD statistics, from 2005-2011, Brazilian real exchange 

rate appreciated about 12.8%, 23.2% and 31.3% against RMB, Euro and USD, when 

RMB had appreciated against USD for 21.1% (10.1 points lower than that of REAL). 

However, from 2011 to 2012, the exchange rate got depreciated, losing ground to RMB, 

Euro and USD by 10.29%, 6.76 and 9.68% respectively. During the same period, RMB 

kept a 0.57% rise against the USD. Therefore, it could be seen that the real exchange 

rate is fluctuating vibrantly, which shall be a risk factor to be considered by Chinese 
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enterprises when investing in Brazil.

At present, Chinese enterprises have much investment in Brazil, focusing mainly on 

energy, mining, steel and petroleum-industry. Five Chinese enterprises have established 

automobile factories in Brazil. In fact, Chinese enterprises are virtually everywhere in 

Brazilian non-forbidden industries. As a vast rising market of relative stability, Brazil 

becomes an almost ideal place for foreign investment. It is predicted that with the 

expansion of BRICS cooperation and Sino-Brazilian cooperation, China’s investments to 

Brazil will continue to rise in the future.

5.4.2 China’s Investment in Laos A

1. Opportunities

Laos is rich in natural resources and remains for further development. Lying on 

the extended area of Chinese Sanjiang Metallogenetic Belt, it has rich resources in 

gold, silver, copper, iron, sylvine, bauxite, lead and zinc. As one of the most water-rich 

countries in ASEAN, Laos enjoys 60% of hydropower resources of the Meikong River, 

with more than 60 ideal sites for hydropower stations. In addition, Laos enjoys great 

agriculture and land resources with a population density of only 27 per square kilometers. 

Having a tropical monsoon climate, Laos has abundant rains and sunlight, which is 

suitable for agriculture.

Laos has a relatively lax financial environment. In accordance with its foreign 

exchange laws, foreign investors may open a foreign exchange account in its banks to 

settle its import and export directly. Despite declarations, foreign exchanges are not 

strictly controlled, with allowed investment profits remittent.

Laos has few restrictions over foreign investment access. Except industries and 

sectors that severely undermine national stability, environment, health and national 

culture, Laos welcomes FDI in almost all industries. Joint ventures, mixed operations and 

wholly foreign owned enterprises are all allowed.

A Data Source: OFDI Country Guide, 2013 (Laos).
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Laos has a basically complete legal system. Laos is a stable country, where there are 

few violent or terrorist incidents, and there are little risks of wars or turmoil. Having only 

one ruling party, the Lao People’s Revolutionary Party, Laos is a socialist country with a 

very stable political environment.

2. Challenges

As an inland country, Laos is underdeveloped with its infrastructure. At present, 

there are no highways and little railways in the country. There are only 8 airports with 10 

international flights in the whole country, which makes it expensive and time consuming 

in logistics. Rich with hydro-resources, Laos even exports some of its electricity; 

however, the backward transmission network still prevents one sixth of its villages from 

accessing electricity.

There is no completed personal credit system in Laos yet. Banks are generally weak 

in capacities, monotonous in business operations and high-interests and conditioned 

loans. Its security market has just been launched. On January 11th, 2011, Laos began to 

have its first security market, with only Laos BCEL (Banque Pour le Commerce Exterieur 

de Laos) and Electricite du Laos (EDL) as the two listed companies. In general, financing 

in Laos is very difficult.

Laos has a small population and a small market size. Due to similar languages, 

beliefs, customs, climate and geographic conditions with Thailand, Thai products are 

cordially welcomed in Laos, which is a challenge to Chinese enterprises in market 

competition.

3. Experiences and Lessons

According to Laos’s statistics, at present, there are more than 700 Chinese 

enterprises, most of which are private and local in nature. There are about 20 central 

Chinese SOEs operating in hydropower, mining, agriculture and telecommunications 

in Laos, playing a dominant role in bilateral cooperation. Take hydropower industry as 

an example. At present, the hydropower stations invested in and constructed by China 

account for half of the total installed capacity in Laos, which changes the electricity 
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shortages of Laos (need import previously). However, through the construction projects 

by CWE (China Water and Electric Corporation), CGGC (China Gezhouba Group 

Company) and Sinohydro Group, Laos has now realized self-sufficiency in electricity and 

can even export some for foreign exchange. In 1996, Sinohydro Group entered into the 

Laos market, and so far it has participated in 4 projects, with two hydropower projects, 

one mining project and one material project. When Nam Ngum 5 hydropower station, 

which lies in the northern mountainous region of the country, was completed in December 

2012, Sinohydro Group won more trust of the Laos government, which conferred another 

7 hydropower stations on Nam Ou River and Balai Hydropower station on Mekong 

River to Sinohydro Group thereafter. In addition, Sinohydro Group has also expanded its 

business from hydropower station construction to cement production and sylvine mining.

From the above-mentioned two cases, we could see that Chinese enterprises face 

different challenges and opportunities in different countries. Chinese enterprises must 

carry out a comprehensive investigation over the local investment environment, and 

have an in-depth understanding of the local FDI policies, laws, regulations, customs, 

markets, consumption features and industrial competitiveness before deciding to invest 

based on its own advantages, which may also help them reduce investment risks. After 

investment, they shall adapt to the local culture and customs, and engage themselves in 

more philanthropic activities to get localized. They shall learn more of the local policies 

and laws, and enhance their sustainable operation capacities. 

5.5 Basis and Policies of China’s Investment to the South
Investment between China and the other developing countries is becoming an 

important element in South-South cooperation. With SSC expansion, SS investment will 

also get expanded. As the largest developing economy, China shall base its investment on 

global value chains and achieve mutual benefits for both China and developing countries. 

Meanwhile, China shall formulate relevant policies to encourage Chinese enterprises to 

“going-out” and facilitate their cooperation with the other developing countries.
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5.5.1 Global Production Network and China’s OFDI to the South
Global value chain is a result of global resources allocation under the market 

mechanism. An enterprise’s competitiveness decides its position and status in the global 

value chain of a certain product while the endowment and development levels of a 

country determines its position in the chains. With the development of communications 

and IT, a global production network and the internationalization of enterprise production 

will become a trend. For an enterprise, a long value chain means more opportunities 

in getting economic scales through division of labor, and the formulation of a more 

complicated global production network through vertical and horizontal relations. A global 

production network may be considered as a senior form of global value chain, which 

will facilitate global industrial upgrading and expedite the global allocation of resources, 

capital, technology and labor. Investment between China and the other developing 

countries will become an important link in the chain, and will promote their respective 

economic development through forward and backward integration.

1. Forward Integration Based Investment

China’s economy is making leapfrog development, which has increased demands 

for resources. Energy and mineral resources in particular have become a bottleneck that 

restricts the economic development of China. Therefore, forward integration of industrial 

chains is becoming a remarkable trend. Take petro-industry as an example. With the fast 

Chinese economic growth, China’s consumption of oil has expanded quickly. In 1990, 

total petroleum import accounted only for 3% of the total domestic consumption, while 

the percentage reached 53% in 2013, which showed more dependency on imports A. 

Due to the lack of supplies within China, Chinese petroleum industries have begun to 

make big investments in oil producing countries (including both developed countries 

and developing countries), which realized forward integration in the industrial chain. It 

is expected that such integration will continue to be strengthened in Chinese petroleum 

industry, which will promote China’s investment to some developing countries.

Forward integration actually aims to make up the resource shortages within China, 

A Date Source: BP Statistical Review of World Energy, 2014.
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which is a forced option. According to the UNECLAC, 92% of Chinese investments in 

Latin America and the Caribbean region are seeking for resources with oil and gas as the 

major targets. From 2002 to 2008, among the 12 Chinese-driven mergers, there were 10 

cases taking place in raw materials and energy sector. A At present, China as the “world 

factory” could not satisfy the needs of manufacturing industries with its own resources 

and energy, and therefore, it must seek large quantities of energy and mineral resources 

from abroad. According to BP Company B, the total petroleum consumption of China 

in 2013 reached 507.4 million tons (10765 thousand barrels per day) with an import 

dependency rate of 58.1%, accounting for 12.1% of the world total.

In fact, China’s FDI seeking for energy and resources are bound towards both the 

developed countries and the developing countries. However, China’s FDI suffered from 

restrictions of the North in practice. The most well known example is the CNOOC-

UNOCAL case, where the US congress vetoed the acquisition due to “national security” 

concerns. However, this is not the case with many countries in the South. Due to their 

backward economies and a severe shortage of industrial manufactured goods, most of 

these countries rely on agriculture and mining as a major income. With the global energy 

crisis, they tend to seek FDI to help them explore and extract their domestic resources 

for exchange of capital and technologies. And therefore, FDI has become a major driving 

factor behind their economic development. Under such circumstances, China begins to 

increase its energy and resource investment to the South, which may get more efficiency 

and benefits based on international division of labor and comparative advantages. We may 

say such forward integration based FDI benefits both sides and promotes the economic 

growth respectively.

2. Backward Integration Based Investment

Market is of ultimate importance to enterprises, where profits could be earned 

and enterprises may get developed. The fierce market competition in China requires 

Chinese enterprises to re-look at their strategic position in the global market and realize 

A Date Source: United Nations Website.

B Data Source: BP Statistical Review of World Energy, 2014.
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the backward integration of the value chains in a flexible way. At present, the Chinese 

markets for most products are saturated, with much surplus production capacities in 

textile and steel industries, forcing many Chinese enterprises to turn to overseas market 

in the South due to their diminishing profits. Meanwhile, the more expensive labor costs 

in China has made Chinese labor-intensive industries losing its traditional advantages, 

making industrial transfers an objective trend. Traditional industry’s backward integration 

in the South will contribute to China’s industrial restructuring and promote the 

manufacturing and export capacity in finished products. Therefore, backward integration 

of value chains based on the global production network will also promote the economic 

development of the developing countries including China.

Backward integration based investment is a form of industrial transfer based on the 

life cycle of an industry. According to the theory, the international transfer of an industry 

usually will go through three stages: (1) An enterprise manufactures a new product, 

which is mainly sold in the domestic market; (2) The product gets mature and the market 

is being saturated. At this stage, the enterprise still with comparative advantages begins 

to sell its product to the international market. (3) FDI and cross-border industrial transfer 

occurs when the enterprise in the home country begins to lose its comparative advantages 

and starts to transfer it overseas. At this stage, the enterprise also starts to research on 

new products. With globalization, people tend to explain FDI and international industrial 

transfers based on vertical specialization, horizontal division of labor and global 

production network. However, regarding China and other developing countries, the 

international product life cycle theory is still practically relevant regarding the China’s 

outward FDI.

Based on the international product life cycle theory, after 30 years FDI and 

technology attraction, Chinese enterprises have reached the third stage in many products. 

On one hand, China has relatively strong capacities in light textiles, home appliances, 

electronics and machinery in terms of technology, capital, talents and operating capacities; 

and on the other hand, due to over supplies, surplus production capacities and fierce 

competition, the profit margin are becoming very thin. In addition, international trade 

protectionism has also become a direct threat to the Chinese export enterprises. Therefore, 
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according to the life cycle theory, China may realize international industry transfers 

through outward FDI. In consideration of the more expensive labor costs in China, it is 

also necessary to transfer these industries to the South where labor forces are cheaper. 

Actually, with the rise of average salary costs, China’s advantages in cheap labor are 

losing ground, and China’s international transfer of its industries is taking place already. 

According to the SDRC’ report on its official website, some labor intensive enterprises 

have been transferring their industries overseas due to the rise of labor and raw material 

costs. Many enterprises are investing in Vietnam, Indonesia and other ASEAN countries 

to extend the life cycle of its products, which provides a basis for investment and 

industrial cooperation between China and the other developing countries. 

5.5.2 China’s Policies Over its FDI to the South

1. Government Efforts Made in the Past

To promote Chinese outward FDI, the Chinese government has formulated policies 

to support enterprises to invest abroad by taking the “going-out strategy”. Since the 

launch of the strategy, China’s OFDI to the developing countries has been growing on 

a fast track. To further encourage and guide the Chinese enterprises in their overseas 

investment, the Chinese government has done many useful jobs including the following:

(1) Provide investment environment information on host country

Lack of understanding in local cultures, laws and economic development is a barrier 

to China’s investment to the South. However, since 2009, the Ministry of Commerce 

started to compile ODFI Country (regional) Guide (updated annually) to introduce the 

geographic, political, cultural and legal environment of the host countries, which helps 

Chinese enterprises have a better understanding of the local investment environment and 

thus reduces their investment risks.

(2) Precedence in enjoying domestic preferential policies

Since the first edition of National Industrial Catalog on OFDI in July 2004 by 

the Chinese Ministry of Commerce, there have been several editions of the catalog, 

which identifies key industries in OFDI to be encouraged by the State. It stipulates that 
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enterprises investing in encouraged industries and having OFDI approval certificates shall 

enjoy precedence of preference in terms of capital, foreign exchange, taxation, customs, 

and entry and exit policies. From the past three editions, it could be seen that except a 

small number of contents being dedicated to the US, Japanese and European market, most 

of them are supportive measures for OFDI to the South. 

(3) Bilateral and multilateral trade and economic cooperation agreement

Through inter-governmental bilateral and multilateral trade and economic 

cooperation and investment mechanisms, the Ministry of Commerce has established 

sound investment cooperation relations with most of the developing countries, which 

helps Chinese enterprises to solve problems and challenges faced in OFDI. At present, 

there are a number of such cooperative mechanisms, such as the trade and economic 

cooperation mechanism between China and Russia, China and South Africa, China and 

Kenya, China and ASEAN, etc., which bring a large number of investment opportunities 

for Chinese enterprises. For example, TH Group of Indonesia established the “Indonesia 

Street” with US$ 30 billion investment, and expressed interests to attract Chinese 

enterprises, and Prasa of South Africa signed a 450 million Rant contract with Huawen 

Technology (China) on wireless transmission system of digital signals. A

The strategic objective of South-South investment cooperation is to promote mutual 

investments and industrial transfers, and realize the effective allocation of resources based 

on international division of labor between China and the other developing countries. 

China shall continue to strengthen South-South cooperation and advance it to a national-

levelstrategy.

China shall continue to promote OFDI, integrate the “going-out” strategy with 

South-South investment cooperation strategy, and formulate a mechanism where FDI and 

manufacturing industries can flow or transfer more freely. The initial objective of China’s 

“going-out” strategy was to promote domestic export and ensure domestic import of oil 

and minerals through OFDI in Africa and Latin America. At present, it is more important 

to facilitate the industrial transfers and upgrading through SS investment cooperation 

A Data Source: Chinese Ministry of Commerce Website.
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strategy. On one hand, China could still attract advanced upstream manufacturing 

industries to China, and on the other hand, it could transfer some of the industries 

losing advantages to the other developing countries with more comparative advantages, 

which is a complete and dynamic process of industry transfer. Therefore, SS investment 

cooperation is very important to facilitate such a dynamic process, where partners will all 

benefit.

2. Further Measures to Take

Although China’s OFDI has been rising quickly in the past few years, the quality 

of Chinese investment to the South remains to be improved. Meanwhile, enterprises also 

face many challenges in the process of going global, and therefore, the government shall 

provide good guidance to them to ensure an active and balanced development of OFDI to 

the other developing countries.

(1) Measures that shall be taken by Chinese enterprises.

First of all, they shall learn about the investment environment. At present, FDI risks 

remain high. Before investment, Chinese enterprises shall have an in-depth understanding 

of the host country’s investment environment, learn its political, economic and cultural 

background, and get familiar with the local FDI policies, investment costs, scrutiny 

procedures and specific regulations.

Secondly, promote localization in the host country. Localization has become a 

challenge to Chinese enterprises in OFDI, and overseas mergers in particular. Chinese 

enterprises shall understand and respect local culture, religions and historical traditions of 

the host countries (regions), and participate in local philanthropic activities. In addition, 

they shall operate projects and businesses with market mentality, which could be learned 

from the foreign invested enterprises in China. 

Thirdly, risk prevention and control measures shall be prepared. Enterprises shall 

take such measures as a development strategy to reduce losses and prevent risks from 

affecting them by establishing an investment risk early warning system, a banking 

monitoring system and a risk-assessment system by the risk assessment institutions. In 

addition, they may get more prepared for risks through risk reserve funds and insurance. 
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Lastly, they shall enhance their core competitiveness, which is a prerequisite 

of OFDI. Today, the competitiveness of an enterprise is directly reflected by market 

penetration rate and its brands. A famous brand with great quality and reputation will 

bring great market shares and directly determine the profit and strategy of an enterprise. 

Famous brand strategy actually affects the long-term development sustainability of an 

enterprise. And therefore, it is very important for Chinese enterprises to sharpen their core 

competitiveness through the cultivation of famous brands. 

(2) Policies that shall be formulated by Chinese government.

First of all, it shall encourage Chinese enterprises, SMEs in particular, to invest 

overseas. From the 2010 OFDI data, we could see that SOEs (mainly those with a 

monopoly position) remained the major investors of OFDI, accounting for 56% of 

the total. However, investment scale of private enterprises, and SMEs in particular, is 

quickly expanding. With their simple but effective technologies, their investment to 

the developing countries often brings quick economic returns. Amid fierce domestic 

competition, SMEs may get internationalized quickly through OFDI.

Secondly, key regions and industries shall be selected. At present, China’s outward 

FDI to the South are imbalanced. The government shall encourage the enterprises to 

discover more investment hot spots, such as those in Africa and Latin America. From an 

industry perspective, infrastructure, petroleum and water resources projects shall become 

potential areas of investments in the next few years. These industries shall be encouraged 

by the government further.

Thirdly, improve OFDI laws and change the priority given to inward FDI in the 

past years. Based on the experiences of the North and some developing countries with 

a similar context, Chinese OFDI laws and regulations shall be formulated regarding 

the qualification of overseas investors, restrictions, areas, industries, forms, approval 

procedures, and monitoring of overseas investment, as well as profit allocation, foreign 

exchange administration and HR development of enterprises, etc. Meanwhile, an ad hoc 

OFDI administrative agency shall be established to simplify the bureaucratic procedures 

and increase the administrative efficiency.

Fourthly, despite the good relations of China with most of the developing countries, 
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political-risk awareness shall be enhanced in the context of emerging terrorist activities. 

China shall protect the enterprises from such harms through diplomatic channels so that 

they may invest in the South at ease.

Lastly, OFDI investment structure shall be adjusted to raise the share of 

manufacturing industries. At present, OFDI of China focuses on mineral, oil and project 

contracting. The increase of manufacturing FDI could transfer the surplus production 

capacities of China overseas, increase local (Africa in particular) production and export 

capacity and improve trade balances between China and the host countries. In addition, 

it could also promote the industrialization of these host countries. Therefore, facilitation 

of manufacturing investment shall be a key area in China’s OFDI strategy. In the future, 

we hope China’s OFDI to the developing countries will be characterized by a more 

comprehensive and balanced structure of manufacturing, mineral extracting, infrastructure 

construction, financing and others.



6. China’s FDI from the World and 
Developing Countries

In order to compare different types of FDI, we divide developing countries into 

two groups of with or without the “Four Asian Tigers”. It also includes 13 transition 

economies listed in statistic handbook of UNCTAD such as Russia, Ukraine and Belarus 

as they have a closed investment relationship with China. Thus, there are total of 126 

countries that are taken into account in this chapter. It includes three parts: the general 

FDI in the world, the overall FDI in China, and that from developing countries especially. 

6.1 The General Trend of Total FDI

6.1.1 The Inflow and Outflow

According to UNCTAD statistics, from 2002 to 2007, the total inflows of FDI in the 

world had a substantial growth and reached a peak of US$ 2,001 billion in 2007. Due to 

the impact of the US financial crisis, global inflows of FDI experienced a decline during 

2008-2009, and then grew slightly about 5% in 2010 over the last year (See Table 6.1.1-1). 

The global total FDI inflow in 2011 increased 16% to US$ 1700.08 billion than in 2010, 

but still 23% lower than that in 2007 peak level. Due to the slow recovery of the global 

economy, the total inflow of world FDI dropped further 21% in 2012. 

Different from the general trend in the world, FDI inflow into developing countries 

and transition economies have been growing driven mainly by strong domestic demand 

and the regional investment among them self. In the 2008, developing and transition 

economies still had a strong growth even though the world investment experienced a 

significant decline resulted from the financial crisis. It had a temporary decline until in 

2009. The total FDI in developing countries and transition accounted more than half of the 

world’s total for the first time in 2010, which surpassed that in the developed countries. It 
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is no doubt that the FDI inflow in developing countries and transition economies is still 

able to maintain a high growth rate in the next few years.

Table 6.1.1-1 FDI Inflow in the World, 2001-2013 
Unit: Millions US dollar

Year Developing countries Transition economies Developed countries World

2001 226164 8198 603386 837748

2002 172323 10189 446248 628760

2003 197459 18037 388807 604303

2004 284619 29158 423905 737682

2005 341428 32414 622872 996714

2006 432869 60463 988229 1481561

2007 591161 88031 1322795 2001987

2008 668758 117692 1032385 1818835

2009 532580 70664 618596 1221840

2010 648208 70573 703474 1422255

2011 724840 94836 880406 1700082

2012 729449 84159 516664 1330272

2013 778372 107967 565626 1451965

Data sources: UNCTAD Database

There are 10 developed and developing countries among FDI inflow top 20 in 2013. 

However, there are only 4 developed ones in the top 10, which are The United States, 

Canada, Australia and Spain, and there are six developing countries and economies, 

which are China, Russia, China Hong Kong, Brazil, Singapore and Mexico as shown in 

Table 6.1.1- 2). Especially, there is only one developed country in the top 6, namely the 

United States, and five developing countries that are all emerging economies. It shows 

that the developing countries, especially emerging economies, have become an important 

FDI inflow destination.
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Table 6.1.1-2 Top 20 FDI Inflows Countries, 2013
Unit: billions US dollar

Ranking Country Inflows Ranking Country Inflows

1 USA 188 11 The United Kingdom 37

2 China 124 12 Ireland 36

3 Russia 79 13 Luxembourg 30

4 Hong Kong 77 14 India 28

5 Brazil 64 15 Germany 27

6 Singapore 64 16 Netherlands 24

7 Canada 62 17 Chile 20

8 Australia 50 18 Indonesia 18

9 Spain 39 19 Colombia 17

10 Mexico 38 20 Italy 17

Sources: World Investment Report, 2014

The total outflows and inflows of the world FDI have shown the same trend, but 

because of the statistical methods and error, inflows and outflows are not generally 

equal. In 2002, the outflow FDI from developing and transition economies was US$ 

48.772 billion, while developed countries was US$ 479.341 billion, about 10 times as 

much as that in developing and transition economies. Surprisingly, in 2013, FDI outflow 

from developing countries soared to US$ 553.242 billion, and the outflow of developed 

countries are US$ 857.568 billion which is 1.56 times that of developing countries. This 

shows great potential for developing countries and transition economies in FDI, especially 

for emerging economies. The South-South FDI model is quietly rising.
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Table 6.1.1-3 FDI Outflows in the World, 2001-2013
Unit: Millions US dollar

Year Developing countries Transition economies Developed countries World

2001 91758 2554 664506 758818

2002 44674 4098 479341 528112

2003 51771 10683 518241 580695

2004 113559 13781 792425 919765

2005 141041 19754 743475 904270

2006 242531 31638 1151147 1425316

2007 327091 50992 1889074 2267157

2008 338354 61655 1599317 1999326

2009 276664 48270 846305 1171240

2010 420919 57891 988769 1467580

2011 422582 73380 1215690 1711652

2012 440164 53799 852708 1346671

2013 454067 99175 857568 1410810 

Data sources: UNCTAD Database

In the top 20 countries of FDI outflow, there are 14 developed countries. The United 

States has always been the largest in FDI outflow. After the financial crisis, FDI outflow of 

United States was US$338 billion in 2013. Comparatively, there are only six developing 

and transition economies in the top 20, and most of them are emerging and high income 

developing countries. Regarding China’s FDI outflow, it ranked from seventh in 2011 up 

to third in 2013, which amounted to US$101 billion in 2013 (Table 6.1.1-4)
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Table 6.1.1-4 The Top 20 countries in FDI outflows, 2013
Unit: billions US dollar

Ranking Country Outflow Ranking Country Outflow

1 United States 338 11 Italy 32

2 Japan 136 12 Korea 29

3 China 101 13 Singapore 27

4 Russia 95 14 Spain 26

5 Hong Kong 92 15 Ireland 23

6 Switzerland 60 16 Luxembourg 22

7 Germany 58 17 UK 19

8 Canada 43 18 Norway 18

9 Netherlands 37 19 China Taiwan 14

10 Sweden 33 20 Austria 14

Sources: World Investment Report, 2014  

6.1.2 The M&A and Greenfield Investment

Cross-border merge and acquisition (M&A) and Greenfield investments are two 

way of foreign direct investment. Greenfield investment has been the main form of FDI 

for a longtime, but cross-border M&A has greatly expanded in recent years. In 2003, 

Greenfield investments accounted for 82% of total FDI, while cross-border M&A was 

only 18%; in 2007 the cross-border M&A accounted for 54% in total FDI exceeding that 

of Greenfield investments. However, since financial crisis in 2008, Greenfield investment 

had resumed the dominance at about 65% while the M&A remained at around 35% (Table 

6.1.2-1). Global cross-border M&A grew 59% in 2011, the large-scale M&A increased 

from 44 cases in 2010 to 62 cases in 2011, and most of them occurred in the mining and 

manufacturing industries.
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Table 6.1.2-1 Global M&A and Greenfield Investment
Unit: million US dollar

Year Total FDI
M&A Greenfield Investment

Greenfield)

USD % USD %

2003 904990 166972 18 738018 82

2004 884533 200025 23 684508 77

2005 1236431 542022 44 694409 56

2006 1501557 630049 42 871508 58

2007 1925917 1045085 54 880832 46

2008 2039775 626235 31 1413540 69

2009 1293669 285396 22 1008273 78

2010 1210304 349399 29 860905 71

2011 1458416 556051 38 902365 62

2012 945590 331651 35 613939 65

2013 1020863 348755 34 672108 66

Source: UNCTAD DATA

In global M&A, the developed countries have always been the major buyers. In 

2001, the developed countries initiated 92% of the world’s M&A, and the developing 

and transition economies took only 6.5%. In 2013, the M&A in developing countries 

accounted for US$129.491 billion, which was 3.6 times of that in 2001. In the same 

year, M&A in developed countries amounted to US$151.752 billion, only 38 % of that in 

2001. The developing countries and transition economies took 53% of the world’s total 

M&A, which surpassed the developed countries in 2013. This is because the developing 

countries have accumulated enough capital and shown great interest in cross-border 

investment (Table 6.1.2-1).
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Table 6.1.2-2  Global M&A by Country Grouping of Buyer 
Unit: million US dollar

Year Developing
Countries

Transition
Economies

Developed
Countries World Total

2001  28090   264  397826  434666

2002  30154   478  211166  244756

2003  17685   948  142221  166972

2004  28274  1923  156616  200025

2005  76081  7178  448580  542022

2006  115210  1374  504090  630049

2007  146269  18620  870435 1 045085

2008  116419  11005  486166  626235

2009  77800  7789  191637  285396

2010  101605  5378  225830  349399

2011  105381  13378  430134  556051

2012  127547  9296  183914  331651

2013  129491  56970  151752  348755

Source: UNCTAD data

If we look at M&A from the seller’s perspective, both the developed and developing 

countries have experienced some changes in the amount of M&A, but in general for 

the developing countries the M&A is always less than that for the developed ones. 

In 2013, developed countries accounted for 69% of the world’s total with increasing 

number of M&A in large well-known international brands (Table 6.1.2-2).  Lenovo 

Group’s acquisition of IBM’s PC business on December 2004 is one of the examples. 

The acquisition made which make it become the third largest producer in the global PC 

market. The amount of M&A in transition economies was negative in 2005 and 2013, 

indicating some divestment resulted from the internal political and economic instability 

and the problems in international coordination.
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Table 6.1.2-3 Global M&A by Country Group of Seller 
Unit: million US dollar

Year Developing
Countries

Transition
Economies

Developed
Countries  World Total

2001  64278  1806  368582  434666

2002  38559  1851  204346  244756

2003  20339  10179  136454  166972

2004  22472  2169  175383  200025

2005  71020 - 5006  476007  542022

2006  86853  11894  531302  630049

2007  97023  32388  915675 1 045085

2008  120669  25879  479687  626235

2009  41999  6893  236505  285396

2010  84913  4095  260391  349399

2011  84645  32762  438645  556051

2012  56147  6852  268652  331651

2013  112969 - 3820  239606  348755

Source: UNCTAD data

6.1.3 The Destination and the Source of FDI
In view of the destination, Greenfield investment has been relatively stable and 

dominant since 2003 during the slow growth of the global economy. Greenfield FDI 

classified by destination in each country reached a peak in 2008. But since the end of 

the year affected by the financial crisis (World Investment Report 2009), it had showed 

a downward trend afterward. In 2011, the developing countries began to rebound as the 

destination of Greenfieldinvestment, but the developed ones had been in stagnation after 

the financial crisis (Table 6.1.3-1).
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Table 6.1.3-1 Greenfield Investment by Destination
Unit: million US dollar

Year Developing
Countries

Transition
Economies

Developed
Countries  World Total

2003  458728  62047  217243  738018

2004  406862  49725  227921  684508

2005  405023  59468  229918  694409

2006  503159  45279  323069  871508

2007  499559  71164  310109  880832

2008  880220  108044  425276 1413540

2009  634961  54926  318385 1008273

2010  510098  52067  298739  860905

2011  547047  57736  297581  902365

2012  349946  39389  224604  613939

2013  429221  27868  215018  672108

Source: UNCTAD data

Let’s look at Greenfield investment from the source. The developing and transition 

countries accounted for 20% of the world in 2003 and reached 32% in 2013. This shows 

that FDI from the developing and transition economies has grown rapidly within a 

decade. But the investment from the developed countries has declined from US$590.115 

billion in 2003 down to US$4583.36 billion in 2013(Table 6.1.3-2). This shows once 

again the importance of the developing countries in the Greenfield investment of the 

world.
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Table 6.1.3-2 Greenfield Investment by Source 
Unit: million US dollar

Year
Developing
Countries

Transition
Economies

Developed
Countries  World Total

2003  126031  21871  590115  738018

2004  125147  16616  542746  684508

2005  137387  22505  534517  694409

2006  223706  16843  630960  871508

2007  228856  19321  632655  880832

2008  361610  24077 1027852 1413540

2009  254896  19105  734272 1008273

2010  215212  20503  625190  860905

2011  247631  17891  636843  902365

2012  190448  9950  413541  613939

2013  195161  18611  458336  672108

Source: UNCTAD data

According to UNCTAD’s survey based on 164 companies, in the past few years the 

ranking for host countries in the world kept stable except a few changes. Accordingly, 

UNCTAD believes that China is still and will beat the leading position in the ranking as 

the most favorite FDI destination during 2014-2016. The Vietnam, Malaysia, Singapore, 

the United Kingdom, Australia, France, Poland will go up while Japan and Mexico will 

go down (Figure 6.1.3-1).



China Development Report on South-South Cooperation 2014

162

1 China

3 Indonesia

5 Brazil

9 V

7 UK

10 Australia

13 Netherlands

15 Malaysia

17 Singapore

0 10 20 30 40 50

ietnam

Figure 6.1.3-1 The FDI Destination Ranking in 2014-2016

Source: The World Investment Report 2014, UNCTAD Survey

In general, although multinationals of developed countries predominate in global 

FDI, the private sector and state-owned companies from developing and transition 

economies have also an important role in the international FDI inflow and outflow. More 

and more companies from the South start to invest abroad all over the world in order 

to keep their competitiveness in the world. Their outward expansion by FDI provides 

new development opportunities for the home economy. However, the reaction caused 

is different in different regions. Some countries welcome FDI from the developing 

countries and regard it as a new source of capital and knowledge, but others treat it as a 

new competition. The data of Greenfield investment and M&A has shown the growing 

importance of transnational corporations from the developing countries and transition 

economies. Asian countries and economies have become one of important source of FDI 

and the investment is still growing steadily. We can also see the geographical change 

in FDI from the South, which is particularly significant for low-income developing 

countries. UNCTAD pointed out that the expansion of South-South FDI is very fast and 

the home countries of the large multinational corporations are South Africa in Africa, 

Mexico and Brazil in Latin America. In Asian, the home country is more diversified, the 

“Four Asian Tigers”, China, India, Malaysia and Thailand are the main home countries of 
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the increasing oversea investment companies A。

6.2 The General Picture of FDI in China

6.2.1 Share of FDI in Social Fixed Investment
China’s social fixed investment and actual FDI is increasing rapidly during 2001 to 

2012. Total social fixed investment was US$ 445.811 billion in 2001 and US$5935.475 

billion in 2013, increased 12 times over the period. The actual FDI was US$ 121.073 

billion in 2012, an increase of 1.6 times than 2001. This shows that growth rate of FDI 

is far less than the total fixed investment in China, and with fast growth of social fixed 

investment, the share of FDI become smaller and smaller, which accounted for 10.51% in 

2001, and down to 2.04 % in 2012 as shown in Table 6.2.1.

Table 6.2.1 The Share of Actual FDI in Social Fixed Investment 
Unit: billion US dollar

Year Social fixed investment Actual FDI Share (%)

2001 445.811 46.846 10.51

2002 522.394 52.743 10.1

2003 666.481 53.505 8.03

2004 846.620 60.630 7.16

2005 1081.630 72.406 6.69

2006 1378.251 72.715 5.28

2007 1804.826 83.521 4.63

2008 2481.149 108.312 4.37

2009 3291.541 94.065 2.86

2010 4108.723 114.734 2.79

2011 4815.480 123.985 2.57

2012 5935.475 121.073 2.04

Source: Statistics on FDI in China 2013.

A World Investment Report, 2006.
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6.2.2 Share of FDI in China’s Total Industrial Output
Table 6.2.2 shows the share of the FDI enterprises’ output in China’s total industrial 

output, it remained about 30% during the period with a downward trend from 2008, 

accounting for 26.11% in 2011. Compared with Table 6.2.1, although the proportion 

of the actual use of FDI in social fixed investment decreased rapidly, the share of FDI 

enterprises in China’s total industrial output is still 26% or more. This reveals the relative 

importance of FDI in domestic industrial production.

Table 6.2.2 Share of FDI in China’s Total Industrial Output 
Unit: billion US dollar

Year China’s total industrial 
output FDI output Share (%) 

2001 9475.178 2651.566 27.98

2002 10119.87 3377.109 33.37

2003 12830.61 4601.955 35.87

2004 18722.07 5884.708 31.43

2005 24962.50 7839.940 31.41

2006 31563.01 9942.083 31.50

2007 40448.91 12503.690 30.91

2008 49624.87 14758.430 29.74

2009 54632.00 15267.360 27.95

2010 70777.22 19179.280 27.10

2011 85513.65 22328.690 26.11

Source: Statistics on FDI in China 2013

6.2.3 FDI’s Industrial Distribution
Table 6.2.3-1 shows the share of number and value in different industries in 2011. It 

can be found that there were 8970 FDI enterprises in manufacturing industry, accounting 

for 35.97% of the total; 7029 in wholesale and retail trade, accounting for 28.19%; 

3229 in renting and business services, accounting for 12.95%. The actual value of FDI 
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in manufacturing was US$ 48.866 billion, accounting for 40.36%; US$ 8.211 billion in real 

estate, accounting for 19.93%; and US$11.476 billion in financial sector, accounting for 9.48%.

In general, the manufacturing has always been a major foreign investment industry.

Table 6.2.3-1 The Industrial Distribution of FDI in 2012
Unit: billion US dollars, %

Industry No. % Value  %

Total 24934 100 121.073 100

Agriculture, animal and fishery 882 3.54 2.062 1.7

Mining industry 53 0.21 0.77 0.64

Manufacturing 8970 35.97 48.866 40.36

Electricity, gas and water production 187 0.75 1.639 1.35

Building industry 209 0.84 1.182 0.98

Transportation, storage and postal services 397 1.59 3.474 2.87

Information, computer services and software industry 926 3.71 3.358 2.77

Wholesale and retail trade 7029 28.19 9.462 7.82

Accommodation and Catering Services 505 2.03 0.702 0.58

Financial Industry 291 1.17 11.476 9.48

Real Estate 472 1.89 24.125 19.93

Leasing and Business Services 3229 12.95 8.211 6.78

Scientific research, technical services and geological investigation 
industry 1287 5.16 3.096 2.56

Water Conservancy, Environment and Public Facilities 
Management 122 0.49 0.85 0.7

Resident Services and Other Services 192 0.77 1.165 0.96

Education 11 0.04 0.034 0.03

Health, social security and social welfare 24 0.1 0.064 0.05

Culture, Sports and Entertainment 145 0.58 0.537 0.44

Source: Statistics on FDI in China 2013
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Let’s look at the three-industry structure of FDI. There were only 882enterprises 

invested in primary industry, accounting for 3.54% of the total; 9419 in the secondary 

industry, accounting for 37.78%; 14,633 in the tertiary industry, accounting for 58.68%. 

Baseden on the value the primary sector accounted for only 1.7 % of the total foreign 

investment; the secondary and tertiary industry were 43.33 % and 54.97% respectively. 

Both the number and value in the primary industry was significantly lower than the 

secondary and tertiary industries and the later was the highest in the three-industry. This 

shows that most of the FDI, in terms of both number and value, has flowed into China’s 

services sectors.

Table 6.2.3-2 Three Industrial Structure of FDI in 2012 
Unit: billion US dollar

Number %  Value %

Total  24934 100 121.073 100

Primary industry 882 3.54 2.062 1.7

Secondary 

industry 9419 37.78 52.458 43.33

Tertiary Industry 14633 58.69 66.553 54.97

Source: Statistics on FDI in China 2013

6.2.4 FDI in Different Types and Regions
There are several types of FDI shown in Table 6.2.4-1. It can be found that the 

wholly owned foreign enterprises are in the dominant position, which numbered 20,352 

in 2012, accounting for 81.62% of the total in enterprises and US$ 86.132 billion in 

value, accounting for 71.14% of the total. The Sino-foreign joint venture ranked second 

with 4355 enterprises, accounting for 17.47% in number and US$ 21.706 billion in value, 

accounting for 17.93%. There are also some Sino-foreign cooperative businesses and 

foreign shareholding companies in China’s FDI, but they take only quite a little share in 

terms of both number and value.
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Table 6.2.4-1 The Type of FDI in 2012 
Unit: billion US dollar

No. %  Value %

Total 24934 100.00 121.073 100.00

Sino-foreign joint venture 4355 17.47 21.706 17.93

Sino-foreign cooperative businesses 166 0.67 2.308 1.91

Wholly Owned Foreign Enterprise 20352 81.62 86.132 71.14

Foreign shareholding companies 52 0.21 1.570 1.30

Others 9 0.04 9.357 7.73

Source: Statistics on FDI in China 2013

Regarding the regional distribution of FDI, Eastern China has long been the most 

attractive area for foreign direct investment and this would not change in the coming 

years. As can be seen from Table 6.2.4-2, in 2012 the number of foreign-funded 

enterprises in eastern regions is 21,492, accounting for 86.2%; the actual value of foreign 

investment is US$92.513 billion and 76.41%. Because of historical and geographical 

reason, FDI in central and western regions has always been small, only about 14%. 

However, with the foreign policy adjustment for central and western regions, it is 

expected to have some change in the future.

Table 6.2.4-2 FDI in Different Regions of China in 2012 
Unit: billion US dollar

Region Number % Value %

Total 24934 100.00 121.073 100.00

Eastern 21492 86.20 92.513 76.41

Central 2327 9.33 9.287 7.67

Western 1106 4.44 9.916 8.19

Others 9 0.04 9.357 7.73

Source: Statistics on FDI in China 2013

Note: The eastern region includes Beijing, Tianjin, Hebei, Liaoning, Shanghai, Jiangsu, Zhejiang, Fujian, 

Shandong, Guangdong, and Hainan; the central region includes Shanxi, Jilin, Heilongjiang, Anhui, Jiangxi, 

Henan, Hubei, and Hunan;and the western region includes Inner Mongolia, Guangxi, Sichuan, Chongqing, 

Guizhou, Yunnan, Shaanxi, Gansu, Qinghai, Ningxia, Xinjiang and Tibet.
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It is an important part of China’s national “opening up” policy to actively utilize the 

foreign direct investment. In the past years, China has achieved in FDI with continuing 

adjustment in foreign investment policies and regulations, improvements in FDI 

management and services in order to provide a sound competitive market environment 

for foreign enterprises. Now, China is facing the pressure of industrial upgrading and 

restructuring in both domestic and foreign investment. There will be some new change 

in FDI policy. In the background of global economic recovery, investment cooperation 

between the developing economies, especially emerging economies, has become very 

important. As the largest developing country, China should strengthen the investment 

cooperation with southern countries.

6.3 The FDI from Developing Countries
In recent years, the FDI from developing countries and economies has increasingly 

flowed into China because of the sound macroeconomic environment, potential huge 

market, promoted incentives policies, and perfect infrastructure. 

6.3.1 The Total Amount and Its Change
According to the large sample including Four Asian Tigers, the total China’s FDI 

from the developing countries has increased all the way up, amounted to US$32.695 

billion in 2001, and then reached US$93.499 billion in 2012, which is 2.86 fold increase 

in 12 years. There was 5% decrease in 2009 because of the financial crisis, down to US$ 

74.753 billion as shown in Figure 6.3.1-1.



6. China’s FDI from the World and Developing Countries

169

1200

1000

800

600

400

The value of  FDI (One hundred million US dollars)

200

0

20
01

20
02

20
03

20
04

20
05

20
06

20
07

20
08

20
09

20
10

20
11

20
12 year

Figure 6.3.1-1 China’s FDI from the Developing Countries (large sample)

Source: Calculated according to the data of the Ministry of Commerce

According to the small sample, the foreign direct investment of developing countries 

has been increasing during 2001-2008, and reached the peak of US$26.941 billion in 

2008, but decreased since 2009 with US$15.202 billion in 2012 (See Figure 6.3.1-2). 

However, it still shows a great willingness and potential for the developing countries to 

invest in China.
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Figure 6.3.1-2 FDI from the Developing Countries (small sample)

Data source: Calculated according to the data of the Ministry of Commerce

Let’s look at the share of China’s FDI inflow. In both the large and small sample, the 

trend of developing FDI is quite similar, but there is a big difference in the level. It shows 

that most of the developing FDI inflow to China is from the Four Asian Tigers. According 
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to the large sample, China’s FDI from developing countries accounted for 69.74% of the 

total FDI inflow in 2001 and 83.69% in 2012. By contrast, it increased from 17.81% to 

34.34% during 2001-2007, and then rapidly reduced to 13.61% in 2012 according to the 

small sample (See Figure 6.3.1-3).
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Figure 6.3.1-3 Share of China’s FDI inflow form the Developing Countries

Data source: Calculated according to the data of the Ministry of Commerce

In small sample, the FDI from developing countries in the word increased nearly 

4.6 times from US$925.82 million in 2001 to US$4.26082 billion in 2012. During this 

period, it kept going up from 2002 to 2008; then went temporarily down in 2009 due to 

the financial crisis and surged back to US$4.1322 billion in 2010; and afterward it had 

a steady growth in 2010-2012. At the same time, China’s FDI inflow from developing 

countries also experienced increase from 2001 to 2008 and then rapidly reduced to 

US$196.19 million in 2009 affected by the financial crisis. However, this is not a 

temporary retreat but a steady decline during 2009-2012, which shows the differences 

of the developing FDI in the world and in China. In view of China’s share in developing 

FDI, it fell from 7.8% in 2008 to 3.6% in 2012. This shows that the FDI from developing 

countries in the world grows much faster than that in China (Table 6.3.1).
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Table 6.3.1 The Developing FDI in China and Its Share 
Unit: million US dollar

Year Developing FDI in China FDI of developing countries Share

2001 8348 92582 0.0901

2002 10506 46858 0.2242

2003 10506 54317 0.1934

2004 12616 113970 0.1107

2005 15074 139935 0.1077

2006 19432 244704 0.0794

2007 25675 330033 0.0778

2008 26941 344034 0.0783

2009 19619 273401 0.0718

2010 18617 413220 0.0451

2011 18208 422067 0.0431

2012 15202 426082 0.0357

Data source: Calculated according to the data of UNCTAD and Ministry of Commerce

6.3.2 The Country Profile of FDI from the South

In 2012, ranking according to the actual FDI inflow, the top 21 developing countries 

and economies include the “Four Asian Tigers”, the three Freeport of the British Virgin 

islands, Cayman islands, and Samoa, ASEAN countries, the BRICS countries, and some 

African countries. The Four Asian Tigers have been in the leading position. Here we 

choose Singapore, British Virgin Islands, Indonesia and Brazil as the representatives to 

make further analysis.
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Table 6.3.2-1 Top 21 FDI Developing Economies in China in 2012 
Unit: ten thousand US dollar

Rank Country Actual FDI Rank Country Actual FDI

1 Hong Kong 6556119 12 Brunei 15109

2 British Virgin Islands 783086 13 the Philippines 13221

3 Singapore 630508 14  UAE 12963

4 Korea 303800 15 Thailand 7772

5 Taiwan province 284707 16 Indonesia 6378

6 Cayman Islands 197540 17 Saudi Arabia 4987

7 Samoa 174371 18 Brazil 5760

8 Mauritius 95873 19 India 4406

9 Macao 50556 20 Cambodia 1660

10 Seychelles 36507 21 South Africa 1605

11 Malaysia 31751 22 --- ---

Source: The National Statistics Yearbook, 2013

1. Singapore’s FDI in China

Singapore is an important member of the Association of South-East Asian Nations 

(ASEAN); it is also one of the Four Asian Tigers. In certain extent, the characteristics of 

Singapore’s FDI to China represent that of ASEAN and Four Asian Tigers. 

The main reasons for Singapore to invest much in China are complementary 

comparative advantages, special geographical advantage, and human factors between 

the two countries. With abundant capital, Singapore has achieved rapid development 

and rich experiences in international competition. However, Singapore is a country lack 

of natural resources and labor, its domestic market is also relatively small. Therefore, 

it has been actively looking for new opportunities along with the rapid development 

of its neighboring countries. China, as the biggest developing country, has a stable 

political and economic situation, as well as the constantly optimized overall investment 

environment with lower risk and higher expected returns. In addition, China has 

relatively abundant labor, natural resources, and huge trade potential. The two countries 
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are highly complementary in economies. With closed geographical location in Asia, the 

bilateral economic relation had rapidly developed since the establishment of diplomatic 

ties between the two countries, which provided a solid foundation for the Singapore’s 

investment in China. In spite of human factors, Chinese accounted for 77% of the total 

population of Singapore, and the vast majority has English-Chinese language talents, who 

are able to adapt to the east and west customs and business style. All of these could be the 

bridge and the link to investment in China. 

In 2001, the project number of Singapore’s FDI in China was 675; the actual 

investment amounted to US$2.14355 billion. In 2010, the projects and amount increased 

to 781 and US$5.4282 billion respectively. During 2005 to 2009 the project number 

reduced but the actual investment amount was increased, showing that the investment 

projects was becoming bigger and bigger. In 2011 and 2012, the actual investment 

amount of Singapore investment in China was US$6.09681 billion and US$6.30508 

billion respectively as shown in Table 6.3.2-2.

Table 6.3.2-2 Singapore’s FDI in China 
Unit: ten thousand USD

Year Projects Annual growth rate Actual FDI Annual growth rate

2001 675 8.52 214355 -1.32

2002 930 37.78 233720 9.03

2003 1144 23.01 205840 -11.93

2004 1279 11.80 200814 -2.44

2005 1217 -4.85 220432 9.77

2006 1189 -2.30 246300 11.74

2007 1059 -10.93 318457 29.30

2008 757 -28.52 443529 39.27

2009 640 -15.46 360484 -18.72

2010 781 22.03 542820 50.58

2011 - - 609681 12.32

2012 - - 630508 3.42

Source: Data from Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook
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As one of the important FDI players in China, Singapore had taken a relatively stable 

share in China’s total FDI from the developing countries according to the large sample 

during 2001-2012, which was averagely around 5% and reached a peak of 6.74% in 2012. 

(See Figure 6.3.2-1)
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Figure 6.3.2-1 The Proportion of Singapore’s FDI in China

Source: Calculated according to Statistical Yearbook

2. The FDI from British Virgin Islands 

In 2013, British Virgin Islands ranked 2nd in the top 20 FDI developing countries 

and economies in China, its investment amounted to US$7.83086 billion; Cayman 

Islands ranked 6th and amounted to US$1.9754 billion. Samoa was the 7th and 

US$1.74371 billion;Mauritius, the 8th and US$958.73 million; and Seychelles, the 10th 

and US$365.07 million. It can be seen that the FDI from these small island economies 

should not be underestimated. Due to the tax free to register and run business in these 

islands, they have been known as “tax havens” or “offshore holy land” by the outside 

world. With incentive policies, many enterprises from all over the world, both developed 

and developing countries establish business there, which are known as the “offshore 

companies”. The relevant researches show that many developing enterprises register their 

branches on the islands and then invest back to the home country or in other developing 

countries as foreign company to enjoy local preferential policies. Such investments are 

known as “round-trip investment”.

The British Virgin Islands, located between the vast Atlantic and the Caribbean with 

only 153 square kilometers, equivalent to only about 1/7 of the Hong Kong, has collected 

nearly 35 ten thousand companies and ranked 2nd in China’s FDI for many years, even 
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more than Japan, the United States, and other developed countries. According to the 

investigation carried out by KPMG for offshore judicial office of British government in 

2000, 41% of the world offshore companies have registered in the British Virgin Islands. 

Since 2001, the British Virgin Islands authority has set up an independent Financial 

Services Committee to control the financial services industry in the area. So we choose 

British Virgin Islands as the representative of “tax havens” to do further in-depth analysis.

The investment projects from the British Virgin Islands increased from 1512 in 

2001 to 2641 in 2004. Afterward, the registered capital of offshore company from the 

Islands increased rapidly. In 2007, there were total 14300 foreign investment enterprises 

in China from it with an increase of 10.79% than the last year; and there were 1883 new 

investment projects, which decreased 27.72%. In the same year, the actual investment 

value was up to a peak of US$16.55 billion, accounting for 26.39% of the total investment 

in China from the developing countries with 41.75% increase than the last year. However, 

because of the serious world financial crisis, both the actual value and the share had been 

decreasing since 2008. By 2012, the actual investment amounted to US$7.83086 billion, 

accounting for 8.36% of the total FDI from developing countries in China. Nonetheless, the 

British Virgin Islands is still the second largest source of FDI in China from the developing 

countries.

Table 6.3.2-3 The British Virgin Islands Direct Investment in China

Year Projects Annual growth (%) Actual investment value Annual growth  (%)

2001 1512 30.68 504234 31.55

2002 1959 29.56 611739 21.32

2003 2218 13.22 577696 -5.56

2004 2641 19.07 673030 16.50

2005 2493 -5.60 902167 34.05

2006 2605 4.49 1167728 29.44

2007 1883 -27.72 1655244 41.75

2008 975 -48.22 1595384 -3.62
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Year Projects Annual growth (%) Actual investment value Annual growth  (%)

2009 708 -27.38 1129858 -29.18

2010 761 7.49 1044734 -7.53

2011 - - 972495 -0.07

2012 - - 783086 -0.20

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook
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Figure 6.3.2-2 Share of FDI form British Virgin Islands

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

3. Indonesia’s FDI in China

As the largest Muslim country in the world, Indonesia ranks in the first place of 

territory area, GDP, and population in the ASEAN countries with a more than 5% annual 

growth rate, which is higher than the average level of developing countries. In 2012, 

its GDP was about US$878.043 billion, an increase of 6.23% over the previous year. 

According to the statistics of World Bank, Indonesia ranked 16th in the world and first 

in the ASEAN countries regarding GDP in 2012. At present, China is the largest trade 

partner of Indonesia and Indonesia is the third largest trade partner of China in ASEAN 

countries. There is a pretty good political relation between the two countries. The 

bilateral cooperation has developed rapidly since the diplomatic relations restored early 

in 1990. In addition, Indonesia is a country with the largest overseas Chinese populations, 

which plays an important role in its economic development. China and Indonesia, as big 

developing countries, have friendly cooperated in APEC, WTO, G20, United Nations, and 

Continued
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other multilateral mechanisms. In 2012, Indonesia ranked 16th in China’s FDI from the 

developing countries and the total investment is not big. However, like Thailand, Malaysia, 

and other emerging economies, Indonesia has a great potential to invest in China.

Indonesia has early established the most liberalized financial system in the Southeast 

Asian countries, which contributes to its FDI practice. In 2001, there were 82 investment 

projects in China, which amounted to US$159.64 million. From 2003 to 2006, there 

were about 100 new investment projects in each year. In 2005, the actual investment 

amounted to only US$86.76 million, less than US$100 million for the first time because 

of Rupiah depreciation resulting from the soaring of the oil prices and the deep economic 

recession in Indonesia. But in the same year, the leaders had exchanged visits and signed 

the Strategic Partnership Joint Declaration between China and Indonesia. This resulted in 

rapid, stable and healthy development of bilateral relations and created a good political 

environment for the development of trade and investment between the two countries. In 

2006, Indonesia’s investment in China rose 23.16% to US$106.85 million. It rose 25.79% 

to US$134.41 million in 2007and 24.43% to US$167.25 million in 2008. In 2009 when 

the global financial crisis shocked the world, Indonesia was badly affected because of its 

liberalized financial system, so its investment in China reduced 33.2% to $111.72 million. 

In 2010 and 2011, Indonesia’s investment in China continued to decline, but rose 38.44% 

to US$63.78 million until 2012. Therefore, Indonesia’s investment in China can be 

described “big rise and fall”, which reflects the common fluctuated feature of FDI from 

the developing countries (See Table 6.3.2-4).

Table 6.3.2-4 Indonesia FDI in China

Year Projects Annual growth rate rate,% Actual FDI Annual growth rate

2001 82 36.67 15964 8.64

2002 94 14.63 12164 -23.80

2003 143 52.13 15013 23.42

2004 122 -14.69 10452 -30.38

2005 128 4.92 8676 -16.99
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Year Projects Annual growth rate rate,% Actual FDI Annual growth rate

2006 115 -10.16 10685 23.16

2007 68 -40.87 13441 25.79

2008 45 -33.82 16725 24.43

2009 49 8.89 11172 -33.20

2010 40 -18.37 7684 -31.22

2011 --- --- 4607 -40.04

2012 --- --- 6378 38.44

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

Regarding to the share in China’s total FDI from the developing countries, Indonesia 

took 1.91% in 2001, 1.16% in 2002, and 1.43% in 2003 in the small sample. It had been 

below 1% during 2004-2012. When the investment of other developing countries in China 

increased, Indonesia investment in China stalled, so the share was falling.
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Figure 6.3.2-3 Share of Indonesia’s FDI in China  

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

4. Brazil’s FDI in China

As the largest country in Latin America, Brazil is one of the emerging economies 

with great development potential. It is also the first country that has established the 

strategic partnership with China in developing countries and China’s largest trade and 

investment partner in Latin America. The big market and huge development potential as 

well as the strong complementarities between the two countries provide broad space for 

Continued
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bilateral investment cooperation. Brazil has paid great attention to invest in China because 

of the rapid economic development, sound technology and competitiveness. In recent 

years, Brazil has speeded up the direct investment in China especially in manufacturing 

industry and financial sector.

Brazil has not too much investment projects in China, which is coincidently the 

same of 26 in 2001and 2010. Although the change in investment projects was not big, the 

value of the investment increased greatly. In 2001, the actual investment value amounted 

to only US$3.9 million, but it soared 293.85% to US$15.36 million in 2002. In 2010, the 

actual FDI amounted to US$57.25 million, which is 14.7 times of that in 2001. Brazil’s 

FDI in China has been increasing during 12 years from 2001 to 2012, except a slight 

decline in 2005, 2007 and 2011. The biggest investment in China took place in 2006, 

when it amounted to US$63.75 million with an increase of 159.04% than the last year. 

The total amount of Brazil’s investment in China accounts for a small share of 0.4% in 

the total FDI from small sample of developing countries, but it is growing fast from only 

0.047% in 2010 to 0.379 in 2012.

Table 6.3.2-5 Brazil’s FDI in China

Year Projects Annual growth rate Actual FDI Annual growth rate

2001 26 44.44 390 -0.76

2002 40 53.85 1536 293.85

2003 35 -12.5 1671 8.79

2004 36 2.86 3070 83.72

2005 36 0 2461 -19.84

2006 27 -25 6375 159.04

2007 20 -25.93 3164 -50.37

2008 20 0 3879 22.6

2009 30 50 5248 35.29

2010 26 -13.33 5725 9.09

2011 --- --- 4304 -25

2012 --- --- 5760 34
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Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook
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Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

6.3.3 The Regional Distribution of FDI from the South

1. The FDI from Different Continents

According to UNCTAD Statistics Handbook 2005, we can classify the developing 

countries and economies into four groups of Asia, Africa, America, and Oceania. During 

2001-2012, all the FDI from these regions had experience a rapid growth. In 2001, 

the FDI from Asian developing countries was UD$ 915.24 million; it increased 16.5% 

to US$1.066 billion in 2012. In the same period, the FDI from Africa increased from 

US$329.77 million to US$1.38787 billion with an increase of 321%. For America, it was 

US$6.47164 billion and US$10.93 billion, increasing by 69%. For Oceania, US$631 

million and US$1.80902 billion, increasing by 187%.

Let’s look at the value of the investment (See Table 6.3.3-1). The FDI from America 

is significantly bigger than any other regions in each year. This is because it includes 

the British Virgin Islands and Bermuda, which are two most important sources of FDI 

in China. As far as the growth rate is concerned, Africa is the fastest, and then Oceania 

and America; Asia is the slowest. In 2008, Africa surpassed Asia for the first time in 

investment value. Oceania has been always bigger than Asia since 2005, because the FDI 

from Australia has been more and more.In 2009, affected by the global financial crisis, the 
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FDI from all regions has somehow declined along with the shrink of world investment.

Regarding the investment projects, America is apparently more than other regions; 

and Asia has been always more than Africa and Oceania. This shows that the number 

of investment projects from Asian is bigger, but the investment value in each project is 

relatively smaller.

Table 6.3.3-1 The FDI Value from Different Regions 
Unit: thousands USD

Year Asia Africa America Oceania Total

2001 91524 32977 647164 63100 834765

2002 101141 56462 793905 99079 1050587

2003 99006 61776 721803 107289 989874

2004 122521 77568 941830 119646 1261565

2005 110143 107086 1143326 146814 1507369

2006 143903 129560 1498466 171239 1943168

2007 150234 148683 2036052 232512 2567481

2008 155759 166788 2102221 269357 2694125

2009 141456 130969 1484561 204945 1961931

2010 164517 127992 1383124 186047 1861680

2011 112213 164091 1320891 223623 1820818

2012 106600 138787 1093905 180902 1520194

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

Table 6.3.3-2 The FDI Projects from Different Regions

Year Asia Africa America Oceania Total

2001 698 234 1852 406 3190

2002 963 376 2379 604 4322

2003 1437 506 2652 725 5320

2004 1511 478 3137 850 5976

2005 1538 496 3015 863 5912

2006 1384 468 3281 845 5978
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Year Asia Africa America Oceania Total

2007 1139 402 2444 794 4779

2008 930 321 1352 367 2970

2009 791 345 936 255 2327

2010 860 551 1009 432 2852

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

2. The FDI from Different Country Groupings

We can group the developing countries and economics, which have close trade and 

investment ties with China, into four categories: Four Asian Tigers as we have done 

before, the ASEAN countries, BRICS, and transition economies. It can be found in Table 

6.3.3-3 and 6.3.3-4 that both the investment value and the projects from Four Asian Tigers 

are more than other three country and economies categories; ASEAN countries rank 

second; the BRIC countries in the third place; and the transition economies in the last.

The Asian developing countries that invest in China are mainly the members of the 

ASEAN. China-ASEAN Comprehensive Economic Cooperation Framework Agreement 

was signed in Phnom Penh, Cambodia in November 2002, which indicated the bilateral 

economic and trade cooperation had entered a new historical stage. The FDI from ASEAN 

countries was US$2.98395 billion in 2001, and it rose 137% to US$7.07299 billion in 

2012. Since 2002, ASEAN’s investment in China has been growing steadily with only 

temporary down to US$4.6782 billion in 2009 by the financial crisis. For investment 

projects in China from ASEAN, it was 1239 in 2001 and 1217 in 201with little change.

The BRICS has become well known after the report of The Global Economy 

Dreaming with BRICS by Goldman Sachs in the United States. Now, BRICS includes 

five countries, China, Russia, India, Brazil, and South Africa. Although South Africa 

joined BRICS in 2010, the data here includes its investment in China from 2001 in order 

to reflect the actual investment ties between China and other four BRICS countries as 

a whole. In 2001, the investment value from other four BRICS countries amounted to 

Continued
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US$53.99 million, and it increased 173% to US$147.63 million in 2012. The investment 

projects were 207 in 2001 and 179 in 2012 without much change during the period (See 

Table 6.3.3-3).

Table 6.3.3-3 The FDI Value from Different Country Groupings 
Unit: thousands USD

Year ASEAN BRICS Transition economies Asian Tigers

2001 298395 5399 3383 2431369

2002 325594 11051 4372 2735788

2003 292543 11939 6052 2804088

2004 304053 28596 15099 3091818

2005 310543 23435 8724 2807362

2006 364286 28042 8238 3067101

2007 439124 18691 8001 3697767

2008 546099 21241 7556 5108730

2009 467820 18065 5899 5507564

2010 632368 20800 4509 7181812

2011 700478 12946 6011 8201190

2012 707299 14763 4777 7825690

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

There 18 transition countries listed in UNCTAD Handbook, in which five Central 

Asian countries and Russia, Belarus and Ukraine have closer trade and investment ties 

with China. Transition economies are mainly located in Central Asia and Europe as allied 

republics of former Soviet Union. Some of these countries are China’s neighbors and rich 

in natural resources. Even though most of them located in Europe, they are not developed 

country. In stead, they have some developing characteristics.  That is why we take them 

into consideration. Although the transition economies have some advantages to invest in 

China, the actual investment value and project is quite limited. In 2001, the actual FDI 

from transition economies was only US$33.83 million, which increased 41% to US$47.77 
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million in 2012. There were 103 investment projects in 2001 and only 98 in 2010 (See 

Table 6.3.3-4).

Table 6.3.3-4 The FDI Projects from Different Country Groupings

Year ASEAN BRICS Transition economies Asian Tigers

2001 1239 179 130 16264

2002 1759 229 137 21154

2003 2302 286 165 24772

2004 2438 305 185 26340

2005 2342 323 215 26777

2006 2186 281 186 25567

2007 1922 241 163 24874

2008 1323 229 148 18635

2009 1047 225 128 15859

2010 1217 207 98 18892

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook.

Four Asian Tigers have played an important role in China’s FDI from developing 

countries. In top 20 FDI inflow countries in 2013, Four Asian Tigers are only the 

developing countries and economies in the ranking. In the year, the FDI from Hong Kong, 

China Special Administrative Region, was US$78.302 billion; Singapore was US$7.32 

billion; South Korea US$3.059 billion; and Taiwan province US$5.246 billion. For the 

share in total FDI, Hong Kong is the largest source of capital inflow to Mainland China. 

Its investment accounted for 35.7% in 2001 and increased to 57.3% in 2010; Singapore 

rank second for 5% in the past ten years; South Korea is the third with 4.6% in 2001 and 

fell to 2.5% in 2010; and Taiwan province ranked fourth, 6.4% in 2001 and 2.3% in 2010.

Except Hong Kong, all other three tigers show significant decline in FDI to China over 

the past 10 years.
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Table 6.3.3-5 The FDI from Four Asian Tigers 
Unit: billions USD

Year Hong Kong Singapore Korea Taiwan province

2001 16.72 2.14 2.15 2.980

2002 17.86 2.34 2.72 3.97

2003 17.70 2.06 4.49 3.38

2004 19.00 2.01 6.25 3.12

2005 17.90 2.20 5.20 2.20

2006 20.23 2.26 3.90 2.14

2007 27.70 3.19 3.68 1.78

2008 41.04 4.44 3.14 1.90

2009 46.08 3.61 2.70 1.88

2010 60.57 5.43 2.69 2.48

2011 70.50 6.10 2.55 2.18

2012 65.56 6.31 3.04 2.85

2013 78.30 7.33 3.06 5.25

Source: Foreign Investment Department, Ministry of Commerce, and Statistical Yearbook

6.3.4 The Industrial Distribution of FDI from the South
According to The World Investment Report 2006: Foreign Direct Investment of 

Developing County and Transition Economies, China is one of the countries with high 

dependence on the FDI from developing countries and transition economies. There 

is evidence that multinational companies in developing countries depend on more 

companies’ special advantage, such as producing and processing capacity, network 

relationship and organizational structure. However, it diversifies greatly in different 

countries, sectors, and industries.

According to the statistics of Ministry of Commerce, most investment projects of 

the ASEAN countries in China are labor-intensive processing production. In addition to 
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a few large investment projects, such as the feed processing project by Chia Tai Group 

of Thailand, Shangri-La Hotel project by the Kwok Brothers Group and business and 

retail project by Golden Lion Group of Malaysia, and Suzhou Industrial Park project 

of Singapore, others are small and medium-sized processing production projects. 

ASEAN countries invest in China to take the advantages of the local advanced facilities, 

excellent talents, and location. ASEAN’s FDI in China mainly focuses on manufacturing, 

hotel services, and real estate. At the early stage, it was mainly in the fields of labor-

intensive processing production based upon import and export, then shifted to steel and 

petrochemical industry and enterprise management, etc., in recent years it extend to 

primary industry and more service sector. Countries such as Singapore also put significant 

capital into catering industry and real estate. For example, Singapore invested a great deal 

to establish Suzhou high-tech zone. In general, ASEAN’s investments in China are mainly 

small and medium-sized projects, 70% of which are below CNY3 million. 

1. The FDI Distribution in Three Major Industry 

Usually, the industry is divided into three categories: primary industry, secondary 

industry and tertiary industry. In accordance with the standards of China, the primary 

industry refers to agriculture including planting, forestry, animal husbandry, and fishery; 

The secondary industry refers to mining, manufacturing, electricity, gas and water’s 

production and supply, and construction industry. The tertiary industry refers to service 

sectors, which including a wide rang of sectors such as transport, storage and postal 

industry; information transmission, computer services and software industry; wholesale 

and retail; hotels and catering services; financial, real estate, leasing and business services; 

scientific research, technical services and geological prospecting; water environment and 

public facility management, resident and other services; education, health, social security 

and social welfare; culture, sports and entertainment; public administration and social 

organization; and international organizations.

Due to data shortage, we provide here only a brief description of the industrial 

distribution of FDI from the developing countries based on the data in 2010. According to 

industry classification, the investment projects in primary industry are 827, accounted for 



6. China’s FDI from the World and Developing Countries

187

3.78% of the total number of FDI from developing counties in the large sample; the actual 

investment value amounts to US$1759.808 million dollars, accounting for 1.91% of the 

total. The projects in secondary industry are 9713 accounting for 44.44% and the actual 

investment value is US$45.37billion and 49.22%. In the tertiary industry, there are 11,301 

projects, accounting for 51.78%, and US$4028.11 million with 48.87% of the total.

Table 6.3.4-1 The FDI Distribution in Three Major Industry

Projects Share (%) Value Share (%)

Primary industry 827 3.78 1759.81 1.91

Secondary industry 9713 44.44 45366.35 49.22

Tertiary industry 11301 51.78 40208.11 48.87

Source: calculated according to the statistics of Ministry of Commerce 

The most of the investment projects are in tertiary industry because service industry 

covers a broad range of sectors. However, the secondary industry takes the biggest share 

in the investment value, which is about 0.5% more than the tertiary industry. The primary 

industry is the lowest in both project number and value, which takes only 3.78% and 

1.91% respectively. 

2. The Industrial Distribution

According to large sample data in 2010, the FDI from the developing countries 

mainly went to manufacturing and real estate industry. Manufacturing is the leading 

industry, accounting for 45.2% of the total. The real estate industry ranked the second 

with a share of 25.4%. Other main industries accounted for 16.18%, including wholesale 

and retail, leasing and business services, information transmission, computer services and 

software, transportation, warehousing, and postal services. 
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Table 6.3.4-2 The Industrial Distribution of FDI from the South 
Unit: million USD

Industry Projects Share Value Share

Manufacturing industry 9189 42.04 41663.17 45.2

Real estate industry 600 2.75 23414.53 25.4

Wholesale and retail 5109 23.38 5338.70 5.79

Leasing and business services 2596 11.88 5267.71 5.72

Information, computer services and software 730 3.34 2273.95 2.47

Transportation, warehousing and postal service 343 1.57 2023.91 2.20

Resident service and other services 178 0.81 1829.72 1.99

Agriculture, forestry, animal husbandry and fishery 827 3.78 1759.81 1.91

Electricity, gas and water’s production and supply 196 0.90 1639.49 1.78

Scientific research, services and geological Prospecting 933 4.27 1608.70 1.75

Construction industry 241 1.10 1427.95 1.55

Financial industry 75 0.34 1043.43 1.13

Water environment and public facility management 131 0.60 870.10 0.94

Hotels and catering services 457 2.09 850.90 0.92

Mining industry 87 0.40 635.74 0.69

Culture, sports and entertainment 149 0.682 427.42 0.46

Source: Foreign Direct Investment Statistics, Ministry of Commerce 

Now, let’s look at the nine major Asian countries and economies including Hong 

Kong and Macao Special Administration Regions, Taiwan Province, Philippines, 

Thailand, Malaysia, Singapore, Indonesia, and South Korea. There are 42.57% of the FDI 

flow into manufacturing, 28.34% in real estate, and 16.14% in other industries including 

leasing and business services, wholesale and retail trade, transportation, warehousing and 

postal services, and residents and other services. It shows once again that most of the FDI 

from the developing county mainly goes into manufacturing and real estate industry as 

well as some other industries such as wholesale and retail, leasing and business services, 

transportation, warehousing and postal services.



6. China’s FDI from the World and Developing Countries

189

Table 6.3.4-3 The Industrial Structure of FDI from 9 Major Asian Economies
Unit: million USD

Industry Project Share Value Share

Manufacturing 8204 42.64 30809.73 42.57

Real estate industry 595 3.09 20513.87 28.34

Leasing and business services 2246 11.67 4385.01 6.06

Wholesale and retail 4319 22.45 3959.41 5.47

Transportation, warehousing and postal service 303 1.575 1696.09 2.34

Resident service and other services 159 0.83 1646.03 2.27

Agriculture, forestry, and fishery 779 4.05 1424.19 1.97

Information, computer services and software 633 3.29 1424.09 1.97

Scientific research, services and geological prospecting 808 4.12 1202.97 1.66

Electricity, gas, water production and supply 145 0.75 1141.31 1.58

Construction industry 217 1.13 1132.53 1.56

Water environment and public facility management 119 0.62 774.77 1.07

Hotels and catering services 423 2.20 724.96 1.00

Financial industry 67 0.35 696.58 0.96

Mining industry 73 0.38 493.56 0.68

Culture, sports and entertainment 133 0.69 287.99 0.40

Health, social security and social welfare 11 0.06 61.19 0.09

Education 6 0.03 4.41 0.01

Public management and social entity 1 0.0052 0.00 0.00

Source: Foreign Direct Investment Statistics, Ministry of Commerce 

6.3.5 The Greenfield Investment and M&A from the South

The Greenfield investment and M&A are two types of direct investment, which has 

different impacts on host country regarding to the efficiency of FDI and the management 
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on foreign investment enterprises. 

1. The Greenfield Investment

Greenfield Investment, also called new-established investment, refers to the situation 

where the investors actually set up a factory or business based upon the host countries 

law, in which foreign investors possess part or entire asset of the company. 

According to the FDI theory, most enterprises in developing countries have no 

ability to extend their business oversea, as they have no advantages in market position, 

technology, and internalization to do so compared to TNCs in developed countries. 

However, outward FDI from developing countries has got rapid increase since 1980s, 

which rose up its share and competitiveness in the world capital outflow. They have 

established more affiliates even than those large multinational corporations and have had 

a higher degree of globalization.The surging FDI from the developing countries does not 

only changed the pattern of FDI in the world context, but also imposed challenges on the 

traditional TNCs theory. Under this situation, new FDI theories suitable for developing 

countries have been put forward, which focus on the comparative advantages of small-

scale and labor-intensive production technology in developing countries. Actually, most 

directly invested enterprises from the developing countries in China’s manufacturing 

industry are small scale and engage in labor-intensive production. They mainly takes the form 

of Greenfield Investment rather than M&A in establishing their business in order to utilize the 

local cheap labor.Here is the case of Taiwan Foxconn in China among many others.

Foxconn, known as Hong Hai Group in Taiwan, is a foundry production company 

founded in 1974, which is specialized in computer, communications, consumer 

electronics, automobile components, and semiconductor devices. It started to invest in 

Mainland China in 1988 and has established eight industrial parks in the South, East, and 

North China. In recent years, the growing of the labor cost in the coastal areas made it 

consider shifting its production base to middle and western areas.It has launched a so-

called “Goldsmith Middle Plain Plan” to transfer its production plant to Jincheng, Shanxi, 

and other middle province.

The “Goldsmith Middle Plain Plan” is the most important investment and 
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development plan for Foxconn to rearrange its production location in China to face the 

challenge of increasing labor cost. It plans to establish a golden triangle manufacturing 

base in middle China of Henan Zhengzhou, Luoyang, and Shanxi Jincheng. The Plan is 

to establish three plants for Apple iPhone products. The first one is the biggest world final 

product assembling plant in Zhengzhou. Its output value will reach CNY500 billion in 

five year; the second one is a factory in Luoyang to produce touch glass panel for iPhone; 

and the third one is a manufacturing center to produce the core and precise components 

for iPhone in Jincheng, Shanxi. It will make the city become the precise manufacturing 

center in the world.

According to the performance achievement posted by Hong Hai, the company’s net 

profit amounted to NT106.7 billion (US$3.5 billion) in 2013, increased 13% than last 

year. In addition to the increased profits, there had been some changes in its core business. 

The boundary production for the Apple iPhone fell from 60% before to 40% at present 

in its total output; while the non-boundary-production business was growing, which 

provide software development and communications services. At the same time, Hong Hai 

announced it had had nine investment projects inmainl and, including mobile phones, 

tablet computers, game consoles, industrial robots, automation equipment, server motor, 

precise machining, etc. with a total investment of US$182 million.

2. Mergers and Acquisitions 

Mergers and acquisitions refer to the deal to obtain the ownership of all or part of the 

existing company assets through certain procedures and channels in the host country by 

investors. In fact, M&A is a kind of international extension of domestic enterprises.

In recent years, the way of FDI is constantly changing. Since reform and opening 

up, most of FDI enterprises in China are basically Greenfield Investment as joint 

venture, cooperative company, and wholly owned enterprises. However, in recent years, 

multinational corporations from both developed and developing countries have begun 

to make M&A in the fields of basic material and the production of consumer goods in 

China. According to domestic statistics, M&A accounted for about 10% in the total 

global direct investment in China and is still increasing. In the long run, M&A will 
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become more important in China’s FDI utilization. The Interim Provisions on Foreign 

Acquisition of Domestic Enterprises and the Regulations on Mergers and Acquisitions of 

Domestic Enterprises by Foreign Investors, issued by Chinese government in 2003 and 

2006, provide legal basis for foreign M&A on domestic enterprises. Nowadays, China has 

become more open regarding the market accesses that would provide more opportunities 

for both Greenfield Investment and M&A in the future.

Actually, M&A from the developing countries has taken place in China. One 

example is the deal made by Malaysia State Oil Company (hereinafter refer as the 

“Malaysia oil”). Malaysia Oil, as one of world top 500 came into China to produce 

lubricating oil early in 2004. On December 22, 2010, the Malaysia oil officially acquired 

the Shandong Weifang Saint Horsepower Lubricating Oil Co., Ltd. by investing CNY198 

million, and set up Malaysia Oil Lubricating Oil (Shandong) Co., Ltd. This was the 

first case of M&Aby Malaysia Oil in China, and also the first case of foreign M&A on 

petrochemical enterprises in China. The Saint Horsepower Company used to be the 

second largest private lubricant manufacturers in China,which had a production capability 

of 100,000 tons per year and CNY300 million sales incomes in 2010. 

In 2011, Malaysia Oil began to adjust its global strategy, Chinese market become 

a new pillar to support its performance. Shandong province is the most concentrated oil 

refining chemical area of in China.In the past, the state-owned enterprises dominate the 

petrochemical production in China; Malaysia Oil is to break the situation by this M&A. It 

inputted a large number of capital, technology and equipment to make it as a model base 

with the ability of R&D, production and sales in order to bridgehead into the Chinese 

market. Hou Junfu, the deputy general manager said that, in 2011, the global center of 

Malaysia Oil’s lubricating oil business had moved to China from Europe and the United 

States; in the future China will become the main growing market for the Malaysia Oil’s 

lubricating oil business. 



7. The Impact of FDI from Developing 
Countries on China

It can be found that there are some differences between the FDI from developing and 

developed counties in China regarding the industrial focus and the scale etc. which will 

result in different impacts on China’s economy. In this chapter, the impacts of FDI from 

developing countries on China’s foreign trade, domestic employment, and environment 

protection will be discussed. 

7.1 The Trade Impact of FDI from Developing Countries on China
The relationship between FDI and trade is quite complex, and the normal two kinds 

of pattern are both substitution and complement. The so-called substitution means FDI 

enterprises select local production and local sales and thus the import and export of 

products are replaced. For example, prohibitive trade policy makes the exporting country 

invest directly to the host country in order to supply host country’s market, which is 

characterized as tariff-jumping FDI. Complementary relationship refers to the fact that 

production brought by the FDI promotes the import and export. For example, the aim 

of some investment is not to jump over the tariff of the host country, but to defuse the 

potential threat caused by trade protection. As the threat increases with the volume of 

export to the host country, therefore the larger the trade the more of this kind of FDI 

exists. In practice, the relationship between FDI and trade is more complex than the 

above-mentioned examples. The reasons for substitution or complement between them are 

also varied, and often highly relevant with the motive of FDI, industries that FDI inflows 

etc. The purpose of this section is to inspect the trade influence of FDI from developing 

countries on China; therefore the emphasis of analysis is to distinguish the trade influence 

caused by FDI in developing countries from developed countries.
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7.1.1 Related Theory and the Current Status
With the improving economic strength of developing countries, the proportion 

of foreign investment from developing countries in the world total investment has 

been constantly increasing. Moreover, foreign investment in developing countries 

is gradually showing its inherent characteristics, and with it related research arises. 

The world investment report of United Nations (2006) said that more than half of the 

FDI flowing into the Asian region comes from the developing countries. Most of it is 

from Asia inward. Some scholars’ research conclusions confirm this phenomenon. For 

instance, Hattari and Rajan (2009) A found that 35% of bilateral FDI in Asian countries 

comes from Asian developing countries; Lipsey and Sjöholm (2011) B also discovered 

that a large part of FDI flowing into the East Asia is from developing countries, and 

the influence of South-South and South-North FDI on the host country is not the same; 

Some researchers even argue that FDI from southern countries may be more likely to be 

popular for some developing countries. Although these studies are not aimed at China, 

China will be the most loving host country for multinational corporations in the next few 

years according to a recent survey of UNCTAD. Predictably, the growth of FDI flowing 

into China will remain, and the impact of this phenomenon on China’s foreign trade is 

undoubtedly huge. Our concern is what effect is generated by the FDI from developing 

countries on China’s foreign trade? To answer this question, the scale of investment from 

developing countries in China firstly needs to be understood, which will help readers have 

a preliminary understanding of the size of the influence; Secondly, the characteristics 

of FDI in developing countries should be known, such as the style of the investment, 

is it resource- oriented, cost-driven or driven by the market? Is investment flowing into 

the import substitution industry or export-oriented industry? This is because different 

investment motives and types have distinct impact on trade. In the next section, we will 

adopt statistical analysis to reveal the answer to the question for the readers.

A Hattari, R. and Rajan, R.S. 2009, Understanding bilateral FDI flows in developing Asia, 
Asian Pacific Economic Literature 23(2), pp. 73–93.

B Lipsey, R. E., F. Sjöholm. 2011, The role of South-South FDI in the Economies of Developing Asia, 
ADB Economics Working Paper Series, No.273.



7. The Impact of FDI from Developing Countries on China

195

7.1.2 Characteristics of FDI from Developing Countries

1. The total FDI in China from Developing Countries

According to the statistic data of foreign investment from Ministry of Commerce A,the 

number of economic entity invested in China has been more than 200 from 2000 to 2010, 

among which 144 are from developing economies. The number of developing economies 

investment in China is much bigger than that of developed economies, and is growing 

rapidly. In 2010, the total investment in China from developing economies was about 

$90.5 billion, while about $14.1 billion from developed economies. The former is 6 times 

more than the latter (see Figure 7.1.2-1). However, the above data does not reflect the real 

situation, and the investment from developing countries is lower than the statistical result. 

There are two main reasons. Firstly, a fair share of developing economies investment in 

China are as island nations of offshore financial center, or are called “tax havens”. Strictly 

speaking, the origins of these investments cannot be regarded as developing economies B; 

Secondly, the investment from Hong Kong, Macau and Taiwan accounted for a large 

proportion, among which a large amount of investment was actually the “false foreign 

investment”. For example, a lot of investment from Hong Kong actually came from 

mainland enterprises C. How much is the investment of these two parts? Our statistic data 

of investment in 2010 showed that the two parts of the investment accounted for up to 

89% of the total amount of investment from developing economies, and the investment 

of Hong Kong, Macau and Taiwan accounted for 70%, “tax havens” accounted for 19%. 

Therefore, if “tax havens” and Hong Kong, Macau and Taiwan are excluded, investment 

from other developing economies in the world accounts for only 11%, which is about 

$10 billion, among it about $9 billion are from South Korea and the ASEAN countries. 

A If no special instructions, the investment data of all the figures in this section is derived from the 
statistics of Ministry of Commerce.

B The tax havens here are distinguished according to the definition of OECD, and tax havens with more 
than $100 million investment in China are British Virgin Islands, Cayman Islands, Samoa, Mauritius, Bermuda, 
Barbados, and Seychelles.

C UNCDAD (2006) estimated this part of “false foreign investment” accounted for 25% to 50% of the 
total FDI from Mainland China and Hong Kong.
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That is to say, except East Asia and South-east Asia, the rest of the investment in China 

from developing economies of Asia, Africa, and America was only $1 billion in total, 

accounting for less than 1% of the total amount of foreign investment in China.
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Figure 7.1.2- 1 Total Amount of Investment in China from Developed and Developing Economies 
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Figure 7.1.2- 2 The Origin of Investment in China from Developing Economies

2. Features of FDI in China from Developing Countries

The features of FDI here mainly refer to its motivation and the industrial profile 

etc. Due to failure to distinguish the investment from “tax havens” by developed or 

developing countries, we exclude them here after in this part. Moreover, some developing 

economies’ investment in China is very small and its trade influence can be neglected, 

and we also leave it out of analysis. However, some economies have limited investment 

in China but its growth potential may be huge, therefore it is worthy of attention, such as 
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the BRICS countries.

 (1) FDI to Mainland China from Hong Kong, Macau and Taiwan

First, in terms of investment motivation, the investment from Hong Kong, Macau 

and Taiwan is mainly resource oriented or cost driven investment and usually flows into 

labor-intensive industries. This kind of investment is to take advantage of China’s cheap 

labor as its export platform, with products mainly sold to overseas market, which plays a 

positive role in China’s export trade. Correspondingly, Europe and the United States and 

other developed economies’ investment in China are mainly market-led, whose purpose 

is to develop and occupy China’s market, and integrate the enterprises invested in China 

into its global production network. The investment mainly concentrated on capital and 

technology intensive industry, thus having a positive role in promoting China’s import 

trade (Liang Qi and Shi Xiaosu, 2004) A. But this classification on investment motivation 

is not strict, because with the development of the times, investment in China from Hong 

Kong, Macau and Taiwan also gradually shows the tendency of diversification. For 

instance, Taiwan-funded enterprises gradually give up the export platform operation 

in China after entering the 21st century, and transferred the overall production chain 

including procurement of raw materials, production, management, marketing, R&D, 

finance and personnel training etc. into the Mainland China step by step. This leads to the 

great increase of the domestic chain stores, suppliers, and sales (ShanYuli, 2009) B.

Second, industrial distribution of investment should be considered when we analyze 

its trade effects. In general, foreign capital flowing into manufacturing will have great 

influence on China’s foreign trade, and other industries, such as real estate etc., would 

have little impact on trade. Moreover, manufacturing’s sub-industries can be divided 

into export-oriented industry and market-oriented industry, and the foreign-invested 

A Liang Qi, Shi Xiaosu. 2004. Correlation study on China’s foreign trade and FDI. Quarterly Journal of 
Economics, 3(4).

B Shan Yuli.2009. Region choice and industry structure of Taiwan’s foreign investment. Journal of Asian-
Pacific economy, Vol. 4.
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enterprises flowing into the former have a higher tendency of export A. Therefore, if the 

foreign capital from somewhere flows into export-oriented industries, it will have a larger 

role in promoting the export trade of China.

100

90
80

70

60
50

40

30

20
10

0
Hong Kong Taiwan Maucau

manufacturing industries non-manufacturing industries

6

18

239

972

5

10

%

Unit: Hundred million US dollarsB

Figure 7.1.2- 3 FDI from Hong Kong, Macau and Taiwan in 2010 

Statistical analysis shows that the inflow of investment from Hong Kong, Macau 

and Taiwan is very different. In 2010, 80% of Hong Kong’s investment flowed into non-

manufacturing sectors, while only 20% into manufacturing, which had great influence on 

export trade. Correspondingly, 74% of Taiwan’s investment and 61% Macau’s investment 

flowed into manufacturing industries, with only 26% and 39% into non-manufacturing 

A Based on the classification standard of national economy, export-oriented industries are: textile industry, 
textile and garment, shoes and hats manufacturing, leather,fur, feather and its products, timber processing, wood, 
bamboo etc. straw products,furniture manufacturing, stationery and sporting goods manufacturing, industry 
of rubber products,industry of plastic products, industry of fabricated metal products, electrical machinery 
and equipment manufacturing, communications equipment, computers and other electronic equipment 
manufacturing, instrumentation and cultural, office machinery manufacturing. Detailed division standard and 
specification can be seen in the attached Table 7.1.2-1.

B Because of the lack of Macau’s investment data in the industries of Mainland, Macau’s data in Figure 
7.1.2-3 is calculated according to the Macau’s investment in Guangdong province. This part of the investment 
accounts for about 54.8% of the total investment on Mainland, so the actual amount of Macau’s investment is 
greater than that is shown in the figure.
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sectors. However, in terms of the amount, the size of Hong Kong’s investment was about 

$121.1 billion, which was 49 times the size of Taiwan’s investment, and 76 times of 

Macau’s investment! Therefore, even if the proportion of Hong Kong investment flowing 

into manufacturing industry is smaller, its role in promoting export trade is far greater 

than Taiwan’s and Macau’s investment. In addition, from the perspective of sub-industries 

of manufacturing, Hong Kong’s investment flowing into the export-oriented industries 

was $12.6 billion, accounting for about 54%, compared with Taiwan’s investment of $930 

million into export-oriented industries in the corresponding period, which accounted for about 

52%. Due to the lack of detailed Macau data, crosswise comparison couldn’t be made. But 

only from the proportion and size of Hong Kong and Taiwan’s investment in export-oriented 

industry, we can assure that they have greatly promoted China’s export trade.
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Figure 7.1.2- 4 Hong Kong and Taiwan’s FDI in Manufacturing Industry in 2010

(2) South Korea’s FDI in China

First, in terms of investment motivation, South Korea’s FDI to China belongs to the 

cost-driven investment. Since the mid-to-late of 1980s, South Korean companies have 

invested in China for production in order to take advantage of the local cheap and rich 

labor and production materials because of the pressure of domestic increased labor cost. 

Its sales usually re-export back to South Korea or sell to the third countries. According to 



China Development Report on South-South Cooperation 2014

200

a survey data of South Korea’s Trade Association in 1995, the proportion of re-export to 

South Korea in Korean companies investing in China was as high as 73.6%. But with the 

development of China’s economy, the rising demand in the local market made Korean-

owned enterprises’ investment motive gradually transfer from cost saving to local market 

expanding. While according to a survey from South Korean Import and Export Bank on 

overseas investment enterprises with the investment volume more than $10 million in 

2001, the proportion of local sale of enterprises investment in China increased to 50% 

(Zhang Huizhi, 2004) A. However, the size of most South Korean enterprises investing in 

China is relatively small, and focuses on labor-intensive industry. And these enterprises’ 

products are mainly still exported to overseas markets, which can be seen from the fleeing 

tide of Korean-owned enterprises triggered by 2009 financial crisis.

Second, let’s look at the industry in which South Korea enterprises invested. 

Statistics show that most of South Korea investment inflows to the manufacturing 

industry. It was about $300 million in 2001, accounting for about 87% and increased to 

$790 million in 2005, accounting for 93%. Because the South Korea-invested enterprises 

mainly focused on overseas market, they obviously affected and evacuated by the 

financial crisis in 2009. The investment in manufacturing reduced to $150 million in 

2010, and the proportion dropped to 69%. At the same time, those in non-manufacturing 

industry did not fall sharply.

The sub-industry data reveals that South Korea’s investment in manufacturing 

mainly flows into the export-oriented industries. In 2001, $140 million of its investment 

flowed into export-oriented manufacturing industry, accounting for about 66%, and the 

number increased to $410 million in 2005, with the proportion of about 54%. Affected by the 

financial crisis, the investment reduced to $ 100 million in 2010, accounting for about 65% 

of the total. If we only look at the trend before the financial crisis, the proportion of market-

oriented manufacturing investment was rising, which reflected that to exploit China’s local 

market, to some extent, motivated the investment. But on the whole, its products were mainly 

exported to overseas markets, and then promoted the export trade of China.

A Zhang Huizhi. Investment management analysis of Korean-owned enterprises in China. Journal of 
Northeast Asia Forum, 2004, 4.
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Figure 7.1.2-5 The FDI from South Korea
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Figure 7.1.2-6 The Sub-industry of FDI from Korea by Orientation

3. ASEAN Countries’ FDI in China

First of all, ASEAN countries’ FDI in China is motivated by reducing the labor 

cost. Since the 1980s, the ASEAN countries led by Singapore gradually shifted the 

manufacturing and assembly production of labor-intensive products to China in order 

to take advantage of the local cheap labor advantage. The investment was mainly 

concentrated on the industries such as textile and garment, footwear, electronic assembly, 

furniture, petrochemical products, feed processing etc., and investment was concentrated 



China Development Report on South-South Cooperation 2014

202

in the provinces of southeast coastal area (Yu Hong, 2006) A. Investment in China was 

mainly from Singapore, Malaysia, Indonesia, the Philippines and Thailand. There are big 

gaps in the development of these countries, so the characteristics of their investment in 

China are also different. For instance, in addition to investment in China’s manufacturing 

industry, quite a number of Singapore’s investment flowed into the sectors such as real 

estate, transportation, storage, finance, construction etc. Obviously, these investments 

have little impact on China’s foreign trade, but it can be seen that the investment motive 

is no longer just cost-driven, expanding China’s market is also an important goal. By 

contrast, Malaysia’s investment industry in China was much more uniquely concentrated 

on manufacturing industry. In ASEAN countries’ total investment in China, Singapore is 

the biggest, accounting for 86% of the total; next is Malaysia, accounting for 5%, and the 

remaining eight members of ASEAN nations accounted for 9% in total. Therefore, there 

is no doubt the direct investment from Singapore has the greatest influence on China’s 

foreign trade.

Other
   9%

Malaysia
     5%

Singapore
     86%

Figure 7.1.2- 7 The Country Share of Investment in the Total of ASEAN in China

Regarding the industrial profile of the ASEAN investment in China, we focus on the 

case of Singapore for the reason above. It is showed that Singapore investment in China 

mainly flowed into the manufacturing industry before 2005, it amounted to about $160 

million and $50 million went to sectors other than manufacturing industry. However, 

A  Yu Hong. Relationship and policy research on trade and direct investment between China and ASEAN.
Huazhong University of Science and Technology, 2006.
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Singapore’s total investment in China began to increase rapidly since 2006 and reached 

to $5.4 billion during January to December 2010, which was about 25 times the size 

of the year 2005! With the significant increase in the total FDI, the investment in non-

manufacturing increased greatly and took a bigger share in the total even than that of 

manufacturing. The total non-manufacturing investment was about $3.1 billion in 2010, 

increasing by 60 times than that of 2005. And 60% of this part of investment flowed 

into real estate industry, which have no impact on trade. Nonetheless, the manufacturing 

investment was $2.3 billion in 2010, about 14 times of that in 2005, far bigger than the 

investment from Macau, Taiwan and South Korea during the same period.
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Figure 7.1.2-8 The Share of FDI in Manufacturing and Non-manufacturing from Singapore

In addition, the sub-industry data shows that $50 million of Singapore’s investment 

in China’s manufacturing flowed into export-oriented industry and $140 million went to 

market-oriented industry in 2001. In 2005, $70 million of investment flowed into export-

oriented industry and $90 million went to market-oriented industry. By 2010, the export-

oriented investment reached $820 million and market-oriented was $1.36 billion. It is 

clear that, compared with Taiwan and South Korea, Singapore paid more attention to 

explore China’s domestic market, this is why its investment share in market-oriented 

industry gradually increased.
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4. The BRICS Countries’ FDI in China

In addition to China, BRICS includes Brazil, Russia, India, and South Africa. 

Although the inflow FDI from BRICS is limited, these countries, as emerging economies, 

have the fastest economic growth in the world. It can be predicted that they will be very 

promising source of FDI from developing and transition countries following further 

cooperation. BRICS’s investment in China has been growing rapidly in the total amount. 

In 2001, its total was about $40 million, and it increased to $290 million in 2004, and then 

fell down afterwards; in 2010, it reached $210 million. Without adequate data by industry 

for such small FDI inflow, it is impossible to reveal their impact on trade according to the 

above method. Therefore, in the following, for countries with available data we conduct 

general analysis, other wise we make case study.
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 (1) Russia’s FDI in China

In 2009, Russia’s direct investment in China was about $31.77 million, mainly in 

manufacturing industry. The number of Russian companies investment in China was 464 

by 2009, 372 of them focused on manufacturing with a share of 70.3% in the total entity 

number. From the point of manufacturing sub-industry, about 77% of Russia’s enterprises 

invested in export-oriented industries, with only 23% invested in market-oriented industry. 

According to Gao Xin’s study (2011) A, Russia’s investment in China mainly focused on 

labor-intensive industries, while the investment in capital-intensive and high technology-

intensive industries was very small. Geographically, the investment mainly concentrated 

on China’s eastern coast, northern coast, Northeast China and southern coastal areas, and 

these areas accounted for more than 90% of the total investment, with products mainly 

exported to overseas markets. Therefore, Russian investment is motivated and driven by 

reducing the cost. Because of its export-oriented feature, the investment has a positive 

role in promoting China’s export trade.

A GaoXin. The present situation of Russia’s direct investment in China-problems and countermeasures.
Practice in Foreign Economic and Trade. 2011,11.
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Table 7.1.2-1 Industry Distribution of Russia's Direct Investment in China by 2009
hundred million US dollars

Industry Company 
number 

Registered 
amount Share (%)

Agriculture, forestry, animal husbandry and fishery 4 0.03 0.30

Real estate 5 0.88 10.10

Leasing and business services 31 0.11 1.30

Manufacturing 372 6.12 70.30

Construction 5 0.12 1.40

Wholesale and retail industry 0 0.18 2.10

Accommodation and catering industry 21 0.06 0.70

Transportation, warehousing and postal service 10 0.14  1.60

Scientific research, technical services and geological 
prospecting industry 9 0.02 0.20

Information services, computer services and 
software 5 0.05 0.60

Cultural and educational entertainment 2 1 11.50

Source: Zhang Ying. New trend of neighborhood cooperation and development of China investment. Practice in 

Foreign Economic and Trade. 2012,4.

Market-
oriented
industries

23%

Export-oriented
industries

77%

Figure 7.1.2-11 The Sub-industry of FDI from Russia by Orientation

(2) India’s FDI in China

The mutual investment between China and India began in the 1990s. With the 



7. The Impact of FDI from Developing Countries on China

207

deepening bilateral relations and China’s accession to World Trade Organization (WTO), 

India’s investment in China has grown rapidly. Between 2000 and 2010, it’s accumulated 

investment projects reached 563 and amounted to about $398 million. In 2010, Indian 

actual total investment in China was about $49.31 million. The competitive advantage 

of Indian companies is in software, steel, pharmaceutical and other industries, and the 

inflow investment in China from India are mainly from these industries. Some existing 

researches show that the aim of Indian companies investing in China is not mainly for 

export, but for occupying China’s market. For instance, in January 2005, Indian steel 

tycoon Lakshimi Mittal came to China and purchased 36.67% of the share in Hunan 

Valin Tube & Wire Co., LTD for $338 million, levering the first steel production base 

in China. Then in December of that year, Mittal acquired 49% of the share in Baotou 

Iron and Steel Group. Mittal is famous for its mergers and acquisitions (M&A) in the 

global steel market, and the reason for entering China is that it takes a fancy to the huge 

potential of China market. In the software industry, Tata, Infosys and Wipro entered 

China successively. Tata established the first branch-Tata information technology 

(Shanghai) Co., LTD in Mainland China in 2002, making it one of the earliest Indian 

software companies in Chinese market. And in next three years, the branches of Tata in 

China increased to 3, with more than 200 employees. It also became the first enterprise 

getting CMM and PCMM certifications of grade 5 simultaneously in China. In April 

2004, Infosys entered China and had already 150 employees in that year, with a turnover 

of millions dollars quarterly. The purpose of Indian software companies to set up business 

in China is to provide convenient local service for the affiliates of its European and 

American partners and at the same time to maintain the outsourcing from them.

 (3) South Africa’s FDI in China

Between 2000 and 2010, South Africa’s accumulated investment projects in China 

reached 548, and the cumulative actual investment amounted to about $590 million. In 

2010, South Africa’s actual investment in China was $66.47 million, holding the first 

place in BRICS countries. It can be seen from some cases that the purpose of South 

African companies investing in China is not for the local processing and manufacturing 

for export, but for developing the Chinese market. Lucy Corkin, program director of the 
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Center for Chinese Studies at the University of Stellenbosch said: “South Africa is one 

of the few countries in Africa which can use China’s domestic market.” South Africa’s 

investment in China mainly comes from its largest company. Miller Company, for 

example, entered the Chinese market in 1994. In 2007, the beer company had got 15% 

of the China’s local market. South Africa’s two famous mining companies, Gold Fields 

and Anglo American Corporation, are investing in China at present. In addition, Naspers, 

South Africa’s biggest media group, holds a sizable share in the Beijing Youth Daily and 

an Internet company. As China-South Africa is open to navigation, South Africa’s small 

and medium enterprises (SMEs) have realized the potential of the Chinese market. For 

instance, Ray Stott, general manager of a yeast supplier named Anchor Yeast, says that 

China is one of a few areas with sustainable growth in bread consumption, and they are 

going to invest in China just because they take a fancy to huge local market in.A

 (4) Brazil’s FDI in China

From 2000 to 2010, Brazil’s cumulative investment projects in China reached 314, 

and the cumulative actual investment amounted to about $340 million. Its investment 

in China has been growing rapidly. In 2010, its actual investment amounted to $57.25 

million, second to South Africa in BRICS countries. Brazil’s investment in China mainly 

involves in sub-line aircraft manufacturing, refrigerator compressor production, catering, 

automobile spare parts manufacturing and so on. Well-known companies include Brazil’s 

companhia vale do Rio doce, refrigerator compressor company-EMBRACO Corporation, 

Brazil MARCOPOLO passenger carriage factory, and Embraer. Overall, Brazilian 

companies in China mainly aim at developing the local market, thus the export tendency 

is not outstanding, which has limited impact on China’s export trade.

7.1.3 Empirical Evidence on Investment and Trade
As the relationship between investment and trade may be substitutional or 

complementary, therefore it is ultimately an empirical question to reveal the overall 

impact of FDI from the developing countries on China’s trade. In the existing literature, 

A Relative information comes from FT Chinese, and the website is http://www.ftchinese.com/
story/001011883。
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there are a large number of studies showing that investment from developing countries 

and regions has promoted China’s foreign trade. For example, the study of Wang 

Hongqing and Zhu Ronglin (2005) A showed that investment from Hong Kong, Macau 

and Taiwan had a positive role in improving export competitiveness of Chinese products, 

which promoted China’s export trade. Zheng Muqiang and Zheng Da (2010) B found that 

ASEAN investment in China had a significant promotion to the bilateral trade; Zhang 

Mingyue (2011) C showed a positive correlation between Singapore’s FDI in China and 

bilateral import and export; Ou Dingyu and Chen Weitao (2012) D have investigated the 

relation between FDI and trade based upon East Asian production networks and find 

that inflow FDI from developing countries are mainly export-oriented; therefore it has 

promoted China’s foreign trade.

However, these empirical studies have some kind of defects because of two main 

reasons. First of all, most of the econometric model is based upon the bilateral trade data. 

The results usually tell the marginal contribution of one country’s investment on the trade 

between the two parties. However, actually, it will not only increase the bilateral trade but 

also increase the trade with the rest of the world. These can’t be reflected in the estimated 

results E; Secondly, even if the bilateral framework is given up and other analysis methods 

are adopted (such as time series model), it will also face the problem of insufficient 

data on FDI from developing countries, which will cause econometric estimation in 

A Wang Hongqing, Zhu Ronglin. Foreign investment economics, Hong Kong, Macau and Taiwan 
investment economics and export competitiveness of our country. Journal of Asia-Pacific economy.2005, 2.

B Zheng Muqiang, Zheng Da. Empirical research on ASEAN’s FDI to China and the relationship of the 
bilateral trade. Journal of Innovation, 2010,1.

C Zhang Mingyue. The motive and research on trade effect of Singapore direct investment in China. 
Xiamen University, 2011.

D Ou Dingyu, Chen Weitao. FDI-trade tie under the division of East Asian regional production networks. 
Studies of Finance and Economics, 2012,1.

E Such as the widely used econometric empirical study based on gravity model. For export-oriented 
FDI, it may cause the rise in Chinese exports to Europe and the United States market, but not just for the trade 
increase in investment’s home country.
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lack of significance A. In view of existing econometric empirical work and the method’s 

unavoidable drawbacks, in this section we will use the correlation analysis to display the 

relationship between developing countries’ FDI and China’s foreign trade, which can be 

taken as side evidence to the above results of the statistical analysis. 

In this section, the main source of FDI is divided into three groups for comparison: 

the first group is European Union and North America, which is on behalf of the developed 

countries; The second group is free port economies, namely those small island nations 

with more investment in China; The third group is East Asia’s emerging economies, 

including Hong Kong, Macau, Taiwan, South Korea, and some ASEAN countries. Table 

7.1.3-1 presents the correlation coefficients of FDI from these three groups economies 

with China’s foreign trade respectively. It can be seen that East Asian emerging 

economies and free port economies’ FDI has positive correlation with China’s foreign 

trade, while the coefficient for European Union and North America is low and negative. 

It can be explained that FDI of developing economies (East Asia’s emerging economies 

and free port economies) promotes China’s foreign trade to some extent, while FDI of 

Europe and the United States and other developed economies has no significant impact 

on China’s foreign trade. This is in line with the statistic analysis in the above results 

that FDI from developed economies such as Europe and America mainly focuses on 

developing China’s domestic market, and thus has small effect on trade; meanwhile FDI 

from developing economies, especially East Asian developing economies is mainly for 

export, so it has larger promoting effect on China’s foreign trade.

 

A Foreign investment statistics from Ministry of Commerce of People’s Republic of China provides the 
most detailed data of foreign investment in China, so we are able to spin out developing countries’ FDI to China, 
but only the data after 2000 can be obtained.In addition, even if the limited data can be used to estimate, it is 
unable to distinguish the influence of developed economies’ FDI on trade from that of developing economies 
efficiently in the econometric model, because the two parties are often highly correlated.
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Table 7.1.3-1 Correlation Coefficients of FDI with China’s Foreign Trade

Foreign Direct Investment

European Union and 
North America

Free port 
economies East Asian emerging economies

Trade

Total trade -0.42 0.87 0.89

Export -0.44 0.89 0.88

Import -0.39 0.84 0.91
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Figure 7.1.3-1 FDI from Different Economies and China’s Foreign Trade

Figure 7.1.3-1 visually shows the relationship between FDI and China’s foreign 

trade. It can be seen that FDI from Asian emerging economies had higher correlation with 

China’s foreign trade, and this phenomenon was even more prominent after the financial 

crisis in 2009. Affected by the financial crisis, free port economies’ FDI to China greatly 

decreased, which had high synchronization with China’s foreign trade before the crisis. FDI 

from developed countries did not show high synchronicity with China’s foreign trade. 

7.1.4 Conclusions and Issues for Further Studies
According to the results from the above analysis, preliminary conclusions can be 
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drawn as follows. First of all, the most outstanding contribution to China’s export trade 

is direct investment from Hong Kong, Macau, Taiwan, Singapore and South Korea. On 

one hand, their large investment has big impact on the international trade, on the other 

hand, the companies from these countries and economies mostly take China as their 

export platform, and the investment mainly flows into the export-oriented manufacturing 

industry with the local processing production and exportation to overseas markets, 

directly promoting the growth of China’s export. Secondly, the positive influence on 

China’s export from Asian emerging economies is waning, because they gradually tend 

to develop Mainland China’s market. Especially for Singapore, its investment in non-

manufacturing grows rapidly, meanwhile the investment in manufacturing industry more 

and more favors market-oriented industry. In addition, Hong Kong, Macau and Taiwan 

have also made sizable investment in non-manufacturing sector. Due to low export 

tendency of non-manufacturing investment, its trade effect is quite limited. Thirdly, in the 

BRICS countries, Russia mainly invested in export-oriented industries, which directly 

promotes the trade, while India, South Africa and Brazil’s investment is mainly targeted 

at the local market with little trade effect. In short, the relationship between FDI from 

developing economies and China’s foreign trade in general is complementary, that is to 

say the more the direct investment from developing economies in China is, the greater 

China’s foreign trade is. Moreover, the trade effect of FDI from developing economies is 

much bigger than that from the developed.

Apparently, the studies here on FDI’s trade effect from developing economies focus 

on the impact of FDI on China’s export. However, its impact on import should not be 

underestimated, either. With the deepening of labor division in international production 

networks, the trade of intermediate product in China’s total trade has been increasing. 

A large number of foreign-invested companies import intermediate products, which are 

processed and assembled into finished products in China, and then exported to overseas 

markets. Obviously there is a great deal of import that is not reflected in the above 

analysis. To identify the impact of investment from developing economies on import, 

we should know how many multinational companies from the developing economies are 

engaged in the import of intermediate products in China and the volume of their import. 
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This requires more detailed data and further analysis later on.

7.2 The FDI from Developing Countries and China’s Employment
Employment is closely related to economic development and social stability. 

Each country’s academia and government have always concerned about promoting 

employment. As discussed previously, there is a large quantity and high proportion of FDI 

flowing into China from developing countries, whose impact on the China’s economic 

development cannot be overlooked. Therefore, it is also of great significance to study the 

influence of FDI from developing countries on China’s labor market. Employment itself is 

a comprehensive problem, not only including the increase or decrease of the employment 

in numbers, but also including the change of labor productivity and employment structure, 

as well as employment environment and other problems. At present, there is a lot of 

literature on the relationship between the overall FDI and China’s employment, but very 

little focuses on the impact of developing country’s FDI. In this section, we will combine 

the theoretical achievement of these literature and the characteristics of developing 

country’s direct investment in China to introduce the special impact of developing 

countries’ FDI on China’s employment.

7.2.1 The Quantity of Induced Employment
In a narrow sense, the employment situation refers to the changes in the number 

of employment (or the relative indicator-changes in the employment rate). It is the 

main research target in the academic about the employment problem. The influencing 

mechanism of FDI’s impact on the number of host country’s employment is relatively 

complex. It has both direct effects and indirect effects, and it will promote employment 

as well as extrude employment. Xiaolan Fu and V. N. Balasubramanyam (2005) A said 

China’s inadequate domestic demand led to a large number of surplus labor force, 

while foreign trade provided a larger market for domestic production. FDI mainly 

A Xiaolan Fu, V.N. Balasubramanyam. 2005, Exports, Foreign Direct Investment and Employment: The 
Case of China, FED Working Papers Series, NO. FE20050035
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flowed into export industry, which absorbed a large number of surplus labor force, 

thus promoting the employment. Cai Fang, Wang Dewen (2004) Aalso believed that 

although the employment share of FDI from developing countries was smaller, its 

fast increase highly contributed to the growth of China’s overall employment. There 

are also many scholars paying close attention to the negative effects of FDI on the 

quantity of employment. Such as Liu Weilin, Hu Xiaopeng (2005) B deemed through 

analysis that in the situation of low level of economic development and production 

efficiency in our country, persistent inflow of large-scale FDI results in double 

impact of technology progress and expansion of capital-intensive industry, which had 

significant crowding out effect on employment.

More literature holds dynamic and dialectic opinion on the employment effect of 

FDI. For instance, Wang Jian (2005) C shows the direct pulling effect of FDI on China’s 

employment and indirect inhibition effect of the extrusion of domestic investment and 

improvement to labor productivity through his empirical study on employment effect of 

FDI; while Sha Wenbing, Tao Aiping’s (2007) D further pointed out in their empirical test 

that there existed promoting long-term equilibrium relationship between foreign direct 

investment and employment in China, while in the short term was the complicated 

mechanism with coexistence of pulling and extruding effect. In particular, the scholar 

Zhong Hui (2005) E held the dialectical point of view. He believe that the employment 

is determined simultaneously by many factors including the stages of attracting FDI, 

the entry mode of FDI, the type of factor intensity in production, the interaction with 

intermediate manufacturers, development strategy in the host country, changes in 

A Cai Fang, Wang Dewen. 2004. Foreign direct investment and employment-an analysis framework of 
human capital. Review of Finance and Economics, 2004,1.

B Liu Weilin, Hu Xiaopeng. 2005. Employment effect of multinational companies. World economy Study. 
2005,12.

C Wang Jian. 2005. The measurement of employment effect of foreign direct investment in China. 
Statistical Research. 2005,3.

D Sha Wenbing, Tao Aiping. 2007. The analysis of employment effect of foreign direct investment-
empirical analysis based on co-integration theory. Finance Economics. 2007,4.

E Zhong Hui. 2005. Dynamic analysis of employment influence of FDI in China. World Economy Study. 
2005,12.
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demand, and whether the domestic enterprises can make full use of “spillover effect” 

brought by FDI to improve their competitiveness and then expand the overall scale 

of the industry and market demand. These factors work together to exact an impact on 

employment.

We adopt the above-mentioned dynamic and dialectic point of view and deem that it 

is essential to consider various factors comprehensively when discussing the influence of 

FDI on China’s employment. In the case of the guarantee of availability of the data, we 

will review dynamically and compare the characteristics of FDI in developing countries 

and developed countries, and emphasis on the unique effects of FDI from developing 

countries on the employment quantity in China.

1. Entry Mode of FDI on Employment

There are mainly two entry modes of FDI, namely transnational merger and 

acquisition and green field investment. Transnational merger and acquisition refers to the 

purchase of all assets of the acquired enterprise or enough stocks with which operation 

activities can be performed through certain channels and means of payment in order to 

actually control the operation and management of the acquired enterprise. Greenfield 

investment is also called creation investment, which means the enterprise is created by 

the multinational companies within the territory of the host country according to the 

laws of the host country with the ownership of some or all of the assets belonging to the 

foreign investors. In general, direct employment effect caused by Greenfield investment 

is bigger than that of transnational merger and acquisition. Foreign capital merger and 

acquisition will often bring management and technology improvement of the existing 

enterprise. In the short term, this kind of behavior does not generally bring a lot of new 

jobs, while even leads to the phenomena such as “Downsizing”. The impact of merger 

and acquisition on the number of jobs, of course, is not completely negative. For instance, 

Sun Yiping, Sheng Yue and Yue Yumeng (2014) Apointed out that foreign capital merger 

and acquisition had very limited direct employment effect within the enterprise, while it 

A Sun Yiping, Sheng Yue, Yue Yumeng. 2014. Will foreign capital M&A promote employment? - based on 
the analysis of the manufacturing enterprises in China. Journal of Macroeconomic Research. 2014, 6.
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had very significant indirect employment effect within the industry. Generally speaking, 

both M&A and green field investment can indirectly promote the capacity of employment 

absorption by expediting the development of host country’s specific industry in the 

medium and long term.

The Greenfield investment is the main existence in China’s FDI inflow for a long 

period and M&A takes a small proportion. However, with the mature of domestic 

economic development and improvement of supervision measures, in the future the 

proportion of M&A in FDI inflow will gradually increase. According to the statistics of 

the UN Conference on Trade and Development (UNCTAD), the ratio of transnational 

M&A over Greenfield investment in China has been increasing gradually in recent years 

(See Figure 7.2.1-1).
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Figure 7.2.1-1 The Ratio of Transnational M&A over Greenfield Investment in China

Source: WIND database

The occurrence of international M&A is the combination of financial and real 

industry. The preparation, implementation of the international M&A and the integration 

afterward require the purchaser to have high financial technology and management level. 

In general, only the home country with developed financial and industrial resources 

is capable of frequently launching international M&A. In recent years, almost all the 

cases of influential oversea M&A in China were launched by developed countries, for 

instance, the merge of Germany FAG and Xibei Bearing, the control of France’s Danone 

Group over Robust, and the convertible bonds of Qingdao Beer to the United States 
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Anheuser-Busch company etc. Zeng Yamin, Zhang Junsheng (2009) A collected 88 

declared events of foreign acquisitions over China’s listed companies from January 

1995 to May 2007(The article said there were 89 cases, actually only 88, mostly 

taking place after 2003). It shows that the international M&A in China were mostly 

initiated by the developed economies according to the country distribution of these 

M&A events. (See Figure 7.2.1-2)

1%2%6%

7%

21%

14% 47%

2%

Hong Kong
European Union
U. S.
Japan
Singapore
South Korea
Canada
India

Figure 7.2.1-2 Country distribution of foreign M&A cases in China（%）

Source: According to Zeng Yamin, Junsheng Zhang (2009)

It can be seen from the above figure, from 1995 to 2006, Hong Kong accounted 

for nearly the half of 88 foreign M&A cases over listed companies in China while its 

investment takes only 32.37% of the total inflow FDI in 2006; America’s investment in 

China accounted for only 4.56% of the total in 2006, while had launched 12 cases of the 

M&A in China. In particular, only India among these countries belongs to the category 

of developing countries. Although the data was not comprehensive, to a great extent it 

showed that due to lack of advanced financial system, FDI from the developing countries 

mostly entered China in the form of Greenfield investment rather than M&A. From 

the angle of entrance mode, direct pulling effect of FDI from developing countries on 

employment was more pronounced than that of the developed countries, especially bigger 

in the short term.

A ZengYamin, Zhang Junsheng. 2009. Foreign capital M&A, investor protection and the abnormal returns 
of the target enterprise-the study of 89 cases of foreign mergers and acquisitions of listed companies in China.
Audit and Economy Research. 24(5).
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2. Factor Intensity of FDI on Employment

Factor intensity mainly refers to the labor-capital ratio in manufacturing A, and 

factor intensity of FDI refers to the factor intensity of the industry where FDI flowing 

into. Industry’s capacity to absorb employment is different according to the different 

types of factor intensity. Technology-intensive industry needs relative small and high 

skilled labor; while labor-intensive industry can provide more employment opportunities 

for low skilled labor force. China’s labor market has the characteristic of “large amount 

and low quality” from the past to now for a long period. We have a massive surplus 

of labor force, but can only engage in simple laboring jobs. Of course, along with the 

economic development and social progress, the scale of China’s labor surplus gradually 

declines, and the quality of labor force is also rising, but the mentioned characteristic 

is not changed fundamentally on the whole. The entry of technology intensive FDI into 

China will mainly compete for highly qualified workforce with the domestic enterprises, 

and “foreign enterprises fanaticism” (mostly are foreign companies such as P&G of 

developed countries) in university students' employment market a few year ago is the 

epitome of this phenomenon. This kind of FDI is mainly for transferring employment, not 

creating jobs. On the contrary, the labor-intensive industry, such as shoe-making industry, 

can employ low skilled workers, and they can qualify the position as long as they conduct 

the minimum training, which provides many employment opportunities for China’s huge 

and cheap labor resources. 

According to the proportion of original value of fixed assets over the total amount 

of wages and welfare expenses in China Economic Census Yearbook 2008, we divide the 

secondary sub-manufacturing industry and other Broad Economic Category sector into 

technology-intensive and labor-intensive industry as the following Table 7.2.1. 

A Secondary industry contains manufacturing, mining, production and supply industry of electricity, gas 
and water, construction industry.
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Table 7.2.1 Classification of Factor Intensity: the Ratio of Fixed Asset over Salary and Welfare

Industry Fixed asset /salary and welfare  Classification

Construction industry 1.26 

Labor-Intensive

Leather, fur, feather (velvet) and its products 1.98 

Textile and garment, shoes and hats 2.18 

Stationery and sporting goods 2.49 

Crafts and others 3.11 

Furniture 3.28 

Instrumentation and cultural, office machinery 3.43 

Electrical machinery and equipment 4.21 

Communications equipment, computers and other 
electronic equipment 4.43 

Metal manufacturing 4.52 

General equipment 4.93 

Special equipment 4.96 

Industry of plastic products 4.98 

Recycling processing of abandoned resource and 
waste material 5.29 

Textile 5.48 

Wood processing and wood, bamboo, cane, palm, 
grass products industry 5.59 

Manufacturing 6.47 Median of 
Manufacturing

Food manufacturing 6.56 

Technology-
Intensive 

Copy printing and recording media 6.71 

Transportation equipment 6.78 

Industry of rubber products 6.94 

Agricultural food processing industry 7.04 
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Industry Fixed asset /salary and welfare  Classification

Nonmetallic mineral products 7.46 

Technology-
Intensive 

Pharmaceutical 7.62 

Beverage 9.10 

Paper-making and paper products 10.45 

Chemical raw materials and chemical products 
manufacturing 10.57 

Non-ferrous metal smelting and rolling processing 
industry 11.04 

Black metal smelting and rolling processing 
industry 15.42 

Chemical fiber manufacturing 16.50 

Mining industry 16.83 

Oil processing, coking and nuclear fuel processing 
industry 21.81 

Production and supply industry of electricity, gas 
and water 37.07 

Sources: The data is sorted and calculated according to China Economic Census Yearbook 2008, and the above 

industries contain sub-manufacturing industry, mining, electricity, gas and water, and construction.

Then, we select sub-industry data of FDI in nine countries/regions A of Asia in 2010 

as the representative of developing countries in large samples, and sub-industry data of 

FDI in five countries/regions B of Asia in 2010 as representative of developing countries in 

small samples, as well as sub-industry data of FDI in United States, Japan, the European 

Union in 2010 as the representative of the developed countries, thus the grouped data of 

factor intensity of FDI in China is obtained and shown in Figure 7.2.1-3.

A Nine countries/regions of Asia refer to Hong Kong China, Macao China, Taiwan, the Philippines, 
Thailand, Malaysia, Singapore, Indonesia and South Korea.

B Five countries/regions of Asia refer to Macao China, Philippines, Thailand, Malaysia, Indonesia.

Continued



7. The Impact of FDI from Developing Countries on China

221

100

90
80

70

60
50

40

30

20
10

0
EU, U.S. and Japan Nine Asian countries Five Asian countries

labor intensive technology intensive

%

Figure 7.2.1-3 The Factor Intensity of FDI in Each Category of Country/Economies

Source: The data is sorted from statistics of Department of Foreign Investment Administration of Ministry of 

Commerce and Statistical Yearbook 2010.

It can be seen from the above figure that the proportion of labor-intensive FDI 

from the developed countries and developing countries rises successively, which is 

consistent with the development level of industry within these countries or regions. 

FDI from developing countries tended to flow into the relatively more labor-intensive 

industries, providing a large number of employment opportunities for low-skilled labor 

in recent years. Although the quality of human resource in China’s labor market is 

improving, in general, China still faces the huge employment pressure of low-skilled 

labor. In 2013, for instance, China’s urbanization rate just reached 53.73% A. It is a huge 

employment pressure for future urbanization to provide low-skilled rural labor force 

for job opportunity. Therefore, FDI from developing countries has a powerful effect on 

alleviating employment pressure in China no matter in the past, present and in the future.

A Ma Jiantang. Move on for higher achievement based on sixty-five years’ endeavor-to celebrate the 65th 
anniversary of the founding of the People’s Republic of China. People’s Daily, 2014-9-24(07).
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3. The Motive of FDI and Employment

There are mainly two types of FDI motivation in China: cost-driven and market-

oriented. The inward FDI driven by the cost mainly aims at China’s domestic cheap 

resources, especially the large number of labor resources. Most of this kind of FDI takes 

China as a production base to reduce the cost, providing products to the global market, 

including China. So the cost-driven investment generally flows into the industry with 

high export tendency. The market-oriented FDI aims at domestic market. It will inevitably 

cause greater domestic competition so that a large number of local investments will be 

crowded out. It will result in greater labor mobilization effect without much new jobs 

opportunity rather than direct employment effect.

Generally speaking, the FDI in tertiary industry is mainly aiming at China’s 

domestic market, and its direct employment effect is not strong. Xue Jingxiao, Han 

Yan (2006) Adeemed that the inflow FDI in services sector had little stimulus to China’s 

employment according to their empirical research. The proportion of FDI in China’s tertiary 

industry is illustrated in the Figure 7.2.1-4 according to the country group of Europe-United 

States-Japan, nine Asia countries/regions, and five Asia countries/regions in 2010.
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Figure 7.2.1-4 The Proportion of FDI in China’s Tertiary Industry by Country Group

Source: The data is sorted from statistics of Department of Foreign Investment Administration of Ministry of 

Commerce and Statistical Yearbook 2010.

A Xue Jingxiao, Han Yan. 2006. The effect of FDI in services on China’s employment. Nankai Journal 
(Arts and Social Sciences). 2006, 2.



7. The Impact of FDI from Developing Countries on China

223

Therefore, compared with developed countries, the FDI from developing countries 

was more inclined to invest in tertiary industry in order to occupy China’s domestic 

market. It can be see that the FDI proportion of nine Asia countries/economies in tertiary 

industry is apparently higher than developed countries. This is mainly because developing 

countries have made vast investment in real estate sector with a proportion of 28.34% in 

2010. Hong Kong is the biggest investor in domestic real estate industry with a proportion 

of more than 30% in 2010. This is significant if we take into account the fact that 83.7% 

of FDI from nine Asia countries/economies comes from Hong Kong. Given the explosive 

prosperity of China’s real estate industry in the past decade, presumably it was the “False 

Hong Kong’s investment” that contributed greatly to this phenomenon.

Next, we look at the FDI in manufacturing. According to the classification of export 

tendency of sub-manufacturing in the previous section, we depict Figure 7.2.1-5, which 

show the proportion of FDI in different types of manufacturing industry from three 

country groups of Europe-United States-Japan, nine and five Asia countries/economies. 
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Figure 7.2.1-5 The Type of FDI from Each Country/Economies Group

Source: The data is sorted from statistics of Department of Foreign Investment Administration of Ministry of 

Commerce and Statistical Yearbook.
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It is indicated that the investment is driven by the cost when FDI flows into the 

export-oriented industry and the investment is market-driven when FDI flows into 

import-substitute industry. The figure shows that relative to the developing countries, 

developed countries lay more emphasis on domestic market development, while FDI from 

developing countries is more inclined to export-oriented production, which has bigger 

direct pulling effect on improving the employment.

7.2.2 The FDI from Developing Countries on Employment Quality
Employment quality includes two aspects of labor productivity and employment 

surroundings. The change of labor productivity can be reflected in the wage rate, and 

employment surrounding primarily refers to labor protection. We will discuss the 

influence of FDI from developing countries on the two aspects respectively in the 

following section.

1. FDI and Wage Rate

Wage rate and labor productivity are closely related. Generally speaking, higher 

labor productivity requires higher wage rate. As we mentioned above, FDI from the 

developed countries prefers to technology-intensive industry, which demands skilled labor 

with higher productivity, so the wage rate must be higher too. The resulting competition 

and demonstration effect will also raise the whole wage rate of the industry. Moreover, 

there is a lot of investment in tertiary industry in China from developed countries. 

The tertiary industry is an industry in which the developed countries have extremely 

comparative advantage with high added value. Because of the high skill in management 

service, the employees in foreign firms generally can get relatively higher payment than 

domestic firms, which have both strong competition effect and demonstration effect 

simultaneously.

In developing countries, however, economic development has a comparable level 

with China or even worse, and FDI in China mainly focuses on China’s relatively cheap 

labor resource, thus the improving effect of wage rate is limited. Some companies such as 

Foxconn, even can not reach the wage level of domestic enterprises. The average wage of 
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enterprises with different sources of capital is listed in Figure 7.2.2-1.
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Figure 7.2.2-1 The Average Wage in Various Types of Enterprises

Source: The data is from the website of  National Bureau of Statistics of China.

Note: Small micro enterprise refers to non-corporate entity in addition to the four kinds listed in the figure.

It can be seen from the above figure, the average wage of foreign-invested 

enterprises other than Hong Kong, Macao and Taiwan has always been the highest among 

all types of the entities. If excluding the enterprises invested by developing countries, the 

gap will be more obvious. But with the development of economy, the wage level of Hong 

Kong, Macao and Taiwan enterprises gradually lags behind that of state-owned enterprise, 

even could not reach the average employment wage in urban areas, while its average 

wage is still higher than that of collective enterprise and small-mediate enterprise. In the 

latter, there exists low payment but it absorbs a large number of employments. Therefore, 

although compared with that from developed countries, FDI from developing countries 

has less influence on the promotion of wage in China’s urban employment, it still has a 

positive role in the job market’s wage level on the whole.
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2. FDI and Labor Protection

According to the viewpoint of Shao Min, Bao Qun (2003) A, FDI influenced labor 

protection condition of the host country through two effects. One is the demonstration 

effect. Many multinational companies bring the concept of their own social responsibility 

into China,which acts as a fugleman and promoter of the social responsibility movement 

in China’s companies. Whether the demonstration effect of foreign-funded enterprises 

is good or bad depends on whether it has a high protection standard for labor’s rights 

and interests. The other is competition effect. The inflow of foreign capital increases the 

labor demand of local labor market. With the intensifying talent competition between 

enterprises and the increasing labor mobility, fully safeguarding the rights and interests 

of the workers has became one of the important methods to keep talents and motivate 

employees in modern enterprises.

In general, the labor standard of a country is improving constantly with the 

continuous development of its economy and society. In Europe, United States, and other 

developed countries, their domestic economy and society is on a highly mature stage of 

development, and labor’s cultural quality and consciousness are both strong, coupled 

with a sound organization system such as labor union, which makes the labor protection 

standard reach a high level, thus good demonstration effect will be achieved. However, 

labor protection standard within local area of developing economies is not high, and often 

lower standard of protection is prevailing in the host country.

Take Foxconn as an example. Since “the first jump of suicide” happened on January 

23, 2010, there occurred 14 events of jumping off the building in Foxconn in less than 

one year. Then incidents of suicide and sudden deaths of employees at Foxconn happened 

occasionally, which raised the attention of society from all walks of life even the whole 

world. It was reported that the ordinary employees’ working hours could be up to 12 

hours a day on average for 6 to 7 days a week at Foxconn’s factories located in Guanlan 

and Longhua of Shenzhen, Chengdu and other areas, which was obviously beyond 

working hour standard of 8 hours a day, 40 hours a week in China’s labor law. On March 

A Shao Min, Bao Qun. 2013. The influence of FDI on domestic labor rights and interests in China, to 
improve or worsen? Management world. 2013, 9.
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30, 2012, American Fair Labor Association (FLA) belonging to nonprofit organization 

reported that Foxconn had dozens of behaviors which violated laborer’s rights and 

interests. Among them the behaviors violating the labor law such as too long working 

overtime, reduction of overtime wage were most prominent. More than 60% of Foxconn’s 

employees said their wages could not satisfy their basic needs, and 14% of them could 

not get their unscheduled overtime wage of default. Foxconn’s infringement does not 

play a positive demonstration effect on native enterprises, instead it will cause the latter’s 

imitation, which is not conducive to safeguard rights and interests of the laborer.

It should also notice the reverse impact of host country’s labor standard on 

the foreign-funded enterprise when examining the competition effect, namely the 

phenomenon of “racing to the bottom”. In the circumstance of the lack of domestic labor 

protection regime within the host country, the multinational companies that originally 

perform high protection standard will choose to keep up with the local companies 

instead, taking lower laborer standard than that of their parent company, or even imitating 

domestic enterprises to violate local laborer’s legitimate rights and interests. China’s 

relatively abundant and cheap labor force as well as the gradually formed pattern of “strong 

capital and weak labor” (Yue Jinglun, 2010) Aincreased the possibility of low standard 

competition. In reality, FDI enterprises of developing economies are more inclined 

to compete towards the low standard in order to reduce product and operating cost. 

However, investors in the developed countries may avoid the happening of such cases 

to the greatest extent for the concepts such as human rights protection, company’s social 

responsibility etc., such as company FB and FS in the study of Yu Xiaomin(2007) B. In 

her research, she investigated a multinational company of the United States implementing 

its “Human rights production standard” at a supplier factory of sporting shoes in southern 

China. FB was the multinational company, and the factory FS belonged to a large supplier 

AYue Jinglun, Zhuang Wenjia. 2010. The networking of labor relations and China labor solidarity under 
the age of globalization-a case study from China’s coastal regions. Journal of Sun Yat-sen University (Social 
Science Edition),2010,1.

B Yu Xiaomin. 2007. Multinational company’s code of conduct and the labor standard in China’s 
foreign capital enterprises: an empirical study under the analysis framework of “multinational-country-local. 
Sociological Studies. 2007,5.



China Development Report on South-South Cooperation 2014

228

of sporting shoes of Taiwan. Apparently, FB improved employees’ working environment 

and welfare benefits of FS factory in the process of promoting CSR policy to a certain 

extent. FB company was more active than FS factory in the safeguard of rights and 

interests of the laborer.

In general, companies invested by developing economies produce less positive  

influence and greater negative effect than the ones invested by developed economies. 

To give full play to positive influence and avoid negative effect of foreign investment 

on host country’s labor rights and interests, the government should intensify supervision 

and encourage all enterprises to carry out the certification of SA8000 A actively. Legal 

system related to the protection of laborers’ rights and interests should be perfect, and the 

standard of workers’ rights and interests should also be raised, making it consistent with 

international standards.

7.2.3 The FDI from Developing Countries on Employment Structure

1. FDI and Regional Structure of Employment

Since China’s reform and opening up, the broken of planned economic system 

has inspired the vitality of the market, promoting the regional mobilization of domestic 

factor resources especially labor resources. The population migration can reflect the 

direction of labor resource mobilization. According to the sixth census data (2010), we 

regard the population whose residence is not consistent with household registration place, 

which is outside the province, and the population who leave their household registration 

place more than half a year as migration of the current residence. The mobile volume of 

population in different regions is obtained and shown in Figure 7.2.3-1 on the basis of the 

East, Middle and West regions B.

A That is “Social responsibility standard”, standing for Social Accountability 8000, which is the world’s 
first international standard of moral criterion.

B The east contains Beijing, Tianjin, Hebei, Liaoning, Shanghai, Jiangsu, Zhejiang, Fujian, Shandong, 
Guangdong and Hainan; the middle refers to Shanxi, Jilin, Heilongjiang, Anhui, Jiangxi, Henan, Hubei, Hunan; 
the west refers to Sichuan, Chongqing, Guizhou, Yunnan, Tibet, Shanxi, Gansu, Qinghai, Ningxia, Xinjiang, 
Guangxi, and Inner Mongolia. The following uses the same classification method.
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Figure 7.2.3-1 The Migration Population in the East, Middle and West Regions

Source: The data is sorted from the sixth census yearbook 2010.

It can see clearly from the above figure that a large number of China’s domestic 

labor migrate from the middle and west to the eastern coastal area, which is consistent 

with the distribution of domestic FDI. Table 7.2.3-1 shows the status of FDI in the east, 

middle and west by country in 2010.

Table 7.2.3-1 The Distribution of FDI in the East, Middle and West of China
Unit: million US dollars

Region
The Developed Asian Tigers The Developing 

Total of actual FDI
Amount % Amount % Amount %

East 1733.25 13.58 8170.48 64.01 1018.82 7.98 12764.58

West 77.75 7.06 836.80 76.01 77.23 7.01 1100.94

Middle 288.61 11.58 1736.30 69.67 175.77 7.05 2492.21

Mid- west 366.37 10.20 2573.10 71.61 253.00 7.04 3593.16

Source: The data is sorted from WIND database.

Note: The data was classified according to the province’s statistics by country, so there existed omissions 

(the sum of three ratios is not equal to 100%). The data of Hainan, Sichuan, Guizhou, Tibet, Qinghai, Inner 

Mongolia, Hubei, Jilin was missing, so they were not included in the table.

Overall, it showed a tendency that FDI in the east was much higher than in the 

middle and the west, and the destination of FDI inflow had a high correlation with the 

direction of labor mobilization. But when distinguishing the source of FDI, there was 
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little difference in the composition of foreign investment in eastern, middle and western 

regions. FDI proportion of developing countries in the three regions was 7% to 8% 

on average. The investment in the middle and the west from “Four Asian Tigers” was 

slightly more than that in the eastern region, and developed countries’ investment in the 

east was marginally more than that in the western region. Visibly, the feature of eastern 

agglomeration of FDI both in developing countries and developed countries pushed the 

labor resources flowing from the middle and western regions to the eastern region. 

2. FDI on Industrial Distribution of Employment

Economic development inevitably accompanies with the transformation and 

upgrading of the industrial structure, and the latter includes both intra-industry upgrading 

caused by technical progress, and inter-industry upgrading brought by the adjustment of 

each industry’s proportion. The process of economic development over the past 30 years 

is also a process of constant transformation and upgrading of the industrial structure in 

China’s economy. The decline of the first industry’s proportion and rapid expansion of the 

second and tertiary industry especially the second industry in the whole economy is the 

great achievement in China’s reform and opening up. FDI plays an important role in the 

adjustment process of China’s industrial structure, and its technology spillover promotes 

technology upgrading within each industry and investment orientation results in the shift 

of the economy towards the second and tertiary industry.

From the above discussion, we can see that compared with developing countries, 

FDI in developed countries is more inclined to the tertiary industry and technology- 

intensive industries. Therefore, FDI from developing countries mostly transfers China’s 

agricultural labor to non-agricultural labor, and turns production resources of the primary 

industry to the secondary industry; while FDI from developed countries has bigger effect 

on greater technological progress and economy’s transformation to service industry. 

The development of China in the past few decades is the development of regional imbalance, 

with great difference among the level of economic development in the east and mid-west. 

Moreover, there also exists a big gap in the industrial structure among them. (Figure 7.2.3-2)
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Figure 7.2.3-2 The Dynamic of Industrial Structure in the East, Middle and West

Source: The data is sorted from WIND database.

It can be seen from the above three figures, for the eastern region, the proportion of 

the first industry in economy has reached a very low level, while the rising proportion 
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of the tertiary industry in economy has become the trend and necessary measure of the 

structure adjustment. Therefore, more investment from developed countries should 

be attracted to promote technology progress of the second industry and the rapid 

development of the tertiary industry. For the middle and western regions, the proportion of 

the first industry is declining, but it is still on a high level, meanwhile the transformation 

of the second industry to the tertiary industry has started but not as obvious as the eastern 

region. In this stage, the middle and western regions should increase the intensity of 

the introduction of FDI, paying equal attention to attracting investment from developed 

countries and developing countries in order to complete the dual tasks of transferring 

from agricultural population to non-agricultural population as well as enlarging the 

proportion of the service industry.

3. A brief Summary

From what has been discussed above, we may draw three conclusions of the 

influence of FDI from developing countries/economies on domestic employment.

Firstly, FDI from developing countries has a very strong direct pulling effect on 

employment and relatively inclines to labor-intensive manufacturing industry, which 

plays an important role in alleviating employment pressure of unskilled labor at China’s 

present and future urbanization stage.

Secondly, labor protection standard of the domestic enterprises in developing 

countries is not high originally. Moreover, the advantage of its technical and management 

level is not big relative to China’s domestic enterprises, which is prone to the occurrence 

of phenomenon of “Racing to the bottom”. The government should intensify supervision 

in order to avoid the possibility of this kind of negative influence.

Thirdly, the economic development level in eastern China has reached a relatively 

high stage, and more investment attracted from developed countries has greater 

significance to the upgrade of industrial structure. However, the middle and western 

regions still have a large number of unskilled labor resources, and the two regions’ 

economic development in the future depends on the local urbanization policy. As 

investment from developing countries accounts for the vast majority of China’s foreign 
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capital inflow, further measures should be taken to promote FDI especially FDI from 

developing countries flowing into the middle and western regions.

7.3 FDI from Developing Countries and China’s Environment

7.3.1 Related Theoretical Research
FDI not only brings economic benefits to the host country but also has environment 

impacts to a certain degree. Advanced technology and capital can promote production 

technology and reduce the intensity of pollution emission in the host country, but it will 

deteriorate host country’s environment by shifting regional environmental problems to 

another country and region through capital movement and trade. With the increasing of 

China’s FDI, environmental pollution caused by FDI is increasingly acute.

Academic study on environmental effect of FDI can be traced back to the simple 

relationship between economic and environmental effect, such as the research on 

income and emissions in Environmental Kuznets Curve. In the early stage of economic 

development, the level of environmental pollution is relatively low; while in economic 

takeoff stage, the second industry based mainly on manufacturing experiences a rapid 

development with a massive increase in population. Due to the relatively backward 

environmental protection and production technology, energy efficiency is low, and the 

consumption of resources is much bigger than that of regenerative capacity, which leads 

to drastic deterioration of ecological environment. After economic growth breaks the 

threshold, the adjustment and optimization of industrial structure, expansion of tertiary 

industry, enhanced ability of social pollution control, awareness of environmental 

protection of the government, enterprises and society, and heavy investment in pollution 

control make the pollution industry get effective control and optimization. Pollutant 

emissions are reduced gradually, therefore ecological environment is improved well.

Later on, the academics makes the transfer of pollution industry as the point cut 

for two different kinds of points of view. The hypothesis of “Pollution Halo” believes 

FDI provides developing countries with the motivation and opportunity to adopt new 

technologies, improving the quality of host country’s environment and the sustainable 



China Development Report on South-South Cooperation 2014

234

development ability by clean and green production. Compared with domestic enterprises 

of the host country, FDI enterprises not only adopt environmental-friendly production 

and pollution treatment technology, but they also bring in advanced environmental 

management system formed in their home country. They will use resources efficiently 

and reduce waste emissions. Liu Hongmei (2006) A argued that FDI flowing into China 

brought in environmental-friendly technology, improved the efficiency of resources 

utilization and drove the upgrade and optimization of industrial structure, therefore FDI 

had a positive comprehensive effect on improving China’s environmental quality. Deng 

Baisheng and Song Deyong (2008) B also came to the same conclusion, believing that 

FDI was helpful to improve environmental quality of China. In addition, in the process 

of FDI, multinational corporations will bring in their green management system that 

has a positive impact on host country’s environment. Li Huiru (2007) Cdeemed that 

more advanced management methods and ideas were introduced during the process 

of foreign capital inflow, especially in joint ventures and cooperative projects. They 

supplied relevant information and guidance or management and training of enterprise’s 

environmental protection to host country’s enterprises, which had brought positive effect 

on domestic ecological environment.

The hypothesis of “Pollution Haven” believes that FDI will lead to more industrial 

pollution and environmental degradation when stimulating economic growth; moreover, 

multinational corporations would shift polluting industries or enterprises to less developed 

countries with lower environmental standards, making them to be “Pollution Haven”. Xia 

Youfu (1995) D found, when investing in China, some foreign enterprises of high pollution 

industries transferred a lot of pollution-intensive production to China in 1991 and 1992. 

A Liu Hongmei. 2006. Study on the relationship between FDI and China’s environmental quality. Master 
thesis of Huazhong University of Science and Technology.

B Deng Baisheng, Song Deyong. 2008. Research on the relationship among China’s foreign trade, FDI 
and environment pollution: 1995-1995. Journal of International Trade. 2008 (4).

C Li Huiru. 2007. Research on the influence effect of FDI on China’s ecological environment. Doctoral 
thesis of Hebei University.

D Xia Youfu. 1995. The countermeasure research on transferring pollution-intensive industry in FDI.  
Management World, 1995(2).
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Zhao Xikang (2002) A deemed that the polluted industry transfer in the process of FDI 

mainly occurred in the pollution-intensive marginal industries, such as foreign enterprise’s 

textile dyeing in the textile industry, leather-furs-feather and products industry, rubber 

industry, electroplating industry in the metal products, some industries in pharmaceutical 

manufacturing and mechanical & electrical industry as well as thermal power industry 

and so on. Hu Shun, Deng Yong (2008) B also reached the similar conclusion.

7.3.2 Overall Impact of FDI on Domestic Environment
As mentioned above, the influence of FDI on host country’s environment is very 

complex, and there is no general conclusion. The scale, structure and technology effect 

of FDI will impose their impacts on the host country environment. Scale effect of FDI on 

environment results from the expansion of production and the increase of income level led 

by the FDI inflow, namely, the expansion of production causes more pollution emissions 

meanwhile the improvement of income level has an indirect improvement effect on 

pollution emissions. Structure effect of FDI on environment refers to the adjustment 

of industrial structure caused by FDI in the host country that makes a change in the 

environmental quality. Whether the environmental quality is improved or deteriorated is 

depended on the relative pollution intensity in contracted and expanded industries induced 

by the FDI. Therefore, the effect of industrial structure adjustment on environment may 

be positive or negative. Technology effect of FDI on environment pollution refers to 

direct environmental technological progress and generalized technological progress 

brought by FDI. Multinationals generally have advanced production technologies, anti-

pollution equipment and management experience. By adopting cleaner production 

technology under the condition of invariable output, resource consumption and pollution 

emissions will be reduced, which will improve the environment quality. Besides, FDI 

in host country’s pollution-intensive industry will have technology spillover effect, and 

A Zhao Xikang. 2002. The relationship among trade, economy and environment protection. Social 
sciences in Guangdong, 2002(1).

B Hu Shun, Deng Yong. 2008. Research on the transnational transfer of pollution-intensive industry based 
on FDI. Journal of Hunan Agricultural University (social science edition), 2008 (2).
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make local enterprises in the host country learn advanced management experience and 

adopt cleaner production technology with clean energy, that will further improve their 

development ability, technology level and the efficiency of input and output.

When it comes specifically to developing countries, investment stock in China 

from developing countries is relatively small and has little difference in technical level, 

thus structure factor plays the key role. Traditionally, the second industry’s impact on 

environment is significantly greater than the first and tertiary industry. In the second 

industry, the impact of some sub-industry on environment is relatively serious, which 

can be obtained through qualitative analysis based on different sub-industries’ FDI data. 

To clearly study the environmental effect of FDI, academia defines pollution-intensive 

industries or PIIs for short as the industries that will create a large amount of pollutants 

directly or indirectly in the process of production if without regulation. These pollutants 

are harmful to humans’, animals’ and plants’ life or health, accelerate environmental 

degradation and thus affect ecological quality A. The transfer of pollution-intensive 

industry refers to the fact that the enterprises or citizens from developed countries shift 

equipment, technologies or projects with high-resource consumption, backward technique 

and serious pollution to developing countries through direct investment, which presents an 

overall trend of one-way transfer of pollution-intensive industry from developed countries 

and regions to developing countries B. There are representative classification methods 

proposed by domestic scholars such as Ye Ruqiu, Xia Youfu and Zhao Xikang. According 

to the definition and scholars’ classification combined with the pollution industries 

determined by the First National Census Scheme on Pollution Sources issued by State 

Council on May 17, 2007, pollution-intensive industries contain the industries like coal, 

oil and gas mining, ferrous and non-ferrous metal mining and processing, non-metallic 

mineral mining and processing, agricultural food processing, food manufacturing, textile, 

leather, fur, and feather (velvet) and their products, papermaking and paper products, 

A Ye Ruqiu. Environment and trade [M]. Beijing: China environmental science press. 2000:279.

B Chen Honglei, Chen Qiufeng. Hypothesis of “pollution haven” and its inspection in China. Jinan 
Journal (Philosophy & Social Science Edition). 2006(4):52.
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petroleum processing, coking and nuclear fuel processing, chemical raw materials and 

chemical products manufacturing, chemical fiber, pharmaceutical manufacturing, rubber 

products, plastic products, non-metallic mineral products, ferrous and non-ferrous metal 

smelting and rolling processing, electric power production and supply, heating power, gas 

and water; while other industries belong to light pollution-intensive industries.

7.3.3 Industrial Impact of FDI on Environment
In China, about 60% to 80% of FDI is invested in the second industry, which 

is significantly higher than the world average of 40% while the second industry 

represented by manufacturing is the most polluted industry. After the reform and 

opening up, large-scale foreign investment has been attracted in China, but as is 

mentioned above, these FDI promotes economic development and meanwhile brings 

environmental pollution as well.
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It is worthy to note that although FDI in China is mainly in the second industry, the 

directions of FDI from developing and developed countries are different. The proportion 

of FDI in the tertiary industry from developing countries is significantly higher than that 

of developed countries. According to the data in 2010, there was nearly two thirds of FDI 

from developed countries invested into China’s second industry, less than 40% in the 

tertiary industry; while FDI in the second and tertiary industry from developing countries 

accounted for the half of total investment respectively. From the sub-industry, the amount 

of investment in real estate from developing countries was more than 50% of the tertiary 

industry investment, however investment from developed countries was mostly in leasing and 

business services, wholesale and retail industry. Overall, compared with direct investment 

from developed countries, FDI from developing countries has less impact on environment.

Table 7.3.3-1 Industry Distribution of FDI in 2010

Industries
Developing Countries Developed Countries

Million US$ % Million US$ %

Transportation, warehousing and postal services 202391.3 4.49 21981.66 4.47

Information transmission, computer services and 
software 227395.3 5.05 21271.66 4.32

Wholesale and retail 533869.6 11.85 125696.4 25.55

Accommodation and catering 85090 1.89 8404 1.71

Finance 104343 2.32 8004 1.63

Real estate 2341453 51.98 57103.24 11.61

Leasing and business services 526771.4 11.69 186251.6 37.86

Scientific and technical services, and geological 
prospecting 160869.8 3.57 35822.2 7.28

Water conservancy, environment and public 
facilities management 87010.16 1.93 3848.839 0.78

Residents services and others 182972 4.06 22296 4.53

Education 540 0.01 278 0.06

Sanitation, social security and social welfare 8846 0.20 171 0.03

Culture, sports, and entertainments 42742 0.95 870 0.18

Sources: Data is sorted from Ministry of Commerce.
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1. South Korea’s FDI in China

Generally speaking, South Korea’s FDI in China mainly concentrates on the second 

and especially the tertiary industry. According to the statistics of the Department of 

Foreign Investment Administration of Ministry of Commerce, actually utilized FDI of 

South Korea was $220.12 million in 2010, and new built enterprises or projects in China 

was 161. There were 3 new projects in the first industry (agriculture, forestry, husbandry 

and fishing) and the actual investment was $5.59 million, accounting for 1.86% and 2.54% 

of South Korea’s newly built projects and total actual investment in China respectively; 

New projects in the second industry was 87 (all were manufacturing projects), and the 

actual investment was $168.46 million, which accounted for 54.03% and 76.53% of the 

new projects and total actual investment respectively. For the tertiary industry, South 

Korea’s new projects was 71 with actual investment of $46.07 million, accounting for 

44.10% and 20.93% of the newly built projects and total actual investment. There are 87 

new projects in China’s manufacturing with the actual investment of $152.19 million, 

accounting for 54.03% and 69.14%. In the sub-industry, rubber products, communication 

equipment, computer and other electronic equipment manufacturing, metal products, 

transportation equipment manufacturing, chemical raw materials and chemical products 

manufacturing, agricultural food processing industry, textile industry, textile and garment, 

shoes and hats manufacturing occupied the main part of the manufacturing investment.
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Figure 7.3.3-3 Industry Proportion of FDI from South Korea to China in 2010
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Table 7.3.3-2 Sub-Manufacturing Investment of South Korea in 2010

Sub-Manufacturing Industry Amount
(Million US$)

Percentage
（%）

Rubber products 31.20 20.50

Communication equipment, computer and other electronic equipment 
manufacturing 22.79 14.97

Metal products 19.72 12.96

Transportation equipment manufacturing 14.01 9.21

Chemical raw materials and chemical products manufacturing 12.42 8.16

Agricultural food processing industry 9.80 6.44

Textile industry 6.90 4.53

Textile and garment, shoes and hats manufacturing 6.88 4.52

Other industries 28.47 18.71

Total 152.19 100.00

Sources: Data is sorted from Ministry of Commerce.

Compared with pollution-intensive industries, we believe that FDI of South Korea 

has certain influence on environment. Noteworthy are the industry of rubber products, 

chemical raw materials and chemical products, because the investment proportions in 

the both pollution-intensive industries are higher. Generally speaking, South Korean’s 

investment in China’s first industry started late with a smaller scale, because investment 

demand in agricultural is bigger and investment pay-back period is longer with lower 

profit margins, thus there exists higher risk. Therefore, South Korea’s main investments 

are in second industry, accounting for 80% of its total investment annually. Investment 

from South Korean in China’s tertiary industry also started late, and the investment 

proportion is much smaller than that in the second industry while greater than the first 

industry. In the long run, tertiary industry has great development potential with the 

acceleration of financial reform since China’s accession to WTO.
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2. Direct Investment from Hong Kong and Taiwan

Hong Kong and Taiwan have always been the important sources for Mainland China 

to attract direct investment. According to the data from Ministry of Commerce, there 

was contractual FDI of $138.9 billion from Hong Kong to Mainland China in 2010 with 

$60.57 billion actually utilized, increasing by 29.07% and 31.45% respectively from 

a year earlier. The total number of investment projects from Hong Kong was 13070, 

covering all the sub-industry. In 2010, Mainland utilized $14.52 billion of contractual 

direct investment from Taiwan, of which $2.48 billion was actually used, rising by 

20.23% and 31.65% respectively from a year earlier with 3072 investment projects. From 

the respective of industrial structure, more than half of Hong Kong’s investment flowed 

into the tertiary industry, while the second industry was Taiwan’s concentrated investment 

with tertiary industry accounting for less than twenty percent.
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It can be seen from the sub-industry, Hong Kong’s majority investment in the tertiary 

industry was the real estate with the proportion of 55.38%, while leasing and business 

services, wholesale and retail industry accounted for 11.59% and 9.88% respectively. 

Taiwan’s total investment in second industry was $1.85 billion in 2010 with $1.83 billion 

in manufacturing. Therefore, the investment in manufacturing and the second industry 

was basically the equal. Further more, the proportion of every sub manufacturing industry 

was relatively balanced. Communications equipment, computer and other electronic 

equipment manufacturing, electric machinery and equipment manufacturing, special 

equipment manufacturing, chemical raw materials and chemical products manufacturing, 

textile and garment, shoes and hats manufacturing, general equipment manufacturing 

accounted for the highest.

Table 7.3.3-3 Sub-Tertiary Industry Invested by Hong Kong in 2010

Sub-Tertiary Industry Amount
(Million US$)

Percentage 
（%）

Transportation, warehousing and postal service 1541.29 4.65

Information transmission, computer services and software 1339.48 4.04

Wholesale and retail industry 3273.54 9.88

Real estate industry 18345.90 55.38

Leasing and business services 3839.64 11.59

Scientific and technical services, and geological prospecting 1070.64 3.23

Residents service and other services 1554.29 4.69

Others 2164.93 6.53

Total 33129.71 100.00

Sources: Data is sorted from Ministry of Commerce.

Table 7.3.3-4 Sub-Manufacturing Investment of Taiwan in 2010

Sub-Industry Amount 
(Million US$)

Percentage
（%）

Communications equipment, computer and other electronic 
equipment manufacturing 271.22 14.82

Electric machinery and equipment manufacturing industry 170.93 9.34
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Sub-Industry Amount 
(Million US$)

Percentage
（%）

Special equipment manufacturing 166.56 9.10

Chemical raw materials and chemical products manufacturing 161.46 8.82

Textile and garment, shoes and hats manufacturing 156.68 8.56

General equipment manufacturing 153.35 8.38

Metal products 96.93 5.30

Transportation equipment manufacturing 82.49 4.51

Papermaking and paper products industry 75.18 4.11

Non-metallic mineral products 72.76 3.98

Other industries 422.27 23.08

Total 1829.83 100.00

Sources: Data is sorted from Ministry of Commerce.

According to the above classification of pollution-intensive industries, we can 

get the conclusion that investment from Hong Kong and Taiwan has small impacts on 

the environment. Hong Kong’s investment is concentrated on the tertiary industry and 

Taiwan’s investment focuses on advanced manufacturing, both of which don’t belong to 

pollution-intensive industry. In the future, we can encourage investment from Taiwan to 

enter Mainland’s tertiary industry, especially the advanced manufacturing represented by 

information transmission, computer services and software industry and financial industry. 

For investment from Hong Kong, it is essential to encourage moderate investment to other 

industries to avoid excessive focus on real estate and further improve the distribution of FDI.

3. Singapore’s Direct Investment in China

Singapore has the highest level of economic development in ten countries of 

ASEAN. A large proportion (more than 80% perennially) of ASEAN’s investment 

in China is from Singapore, whose investment in China maintains a high growth. In 

2010, contractual FDI from Singapore reached $9.60 billion with $5.43 billion actually 

utilized according to the data of Ministry of Commerce, increasing by 68.3% and 50.6% 

Continued
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respectively from a year earlier. There were 781 new projects in China in 2010, covering 

every industry of national economy in spite of few specific industries. From the point of 

industry data, more than half of the investment flowed into the tertiary industry with only 

46% of investment in the second industry.
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Figure 7.3.3-7 Industry proportion of FDI from Singapore in 2010

It can be seen from the sub-industry, Singapore’s investment in China’s 

secondary industry amounted to $2.52 billion in 2010 and $2.29 billion was invested 

in manufacturing, 91% of the second industry. Food manufacturing, communication 

equipment, computer and other electronic equipment manufacturing, electric machinery 

and equipment manufacturing, fabricated metal products accounted for the highest in 
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the sub-industry of manufacturing. Singapore’s investment in China’s tertiary industry 

was $2.81 billion in total, nearly 70% of which flowed into the real estate industry with 

wholesale and retail, leasing and business services each accounting for about 10%.

Table 7.3.3-5 Sub-Manufacturing Investment of Singapore in 2010

Sub-Industry Amount
(Million US$)

Percentage
（%）

Agricultural food processing industry 172.40 7.54

Food manufacturing industry 261.83 11.45

Chemical raw materials and chemical products manufacturing 201.67 8.82

Non-metallic Mineral Products 149.44 6.54

Metal products 218.37 9.55

General equipment manufacturing 155.73 6.81

Special equipment manufacturing, 155.75 6.81

Transportation equipment manufacturing 118.40 5.18

Electric machinery and equipment manufacturing industry 235.10 10.28

Communication equipment,computer and other electronic 
equipment manufacturing 236.81 10.36

Other industries 380.52 16.65

Total 2286.02 100.00

Sources: Data is sorted from Ministry of Commerce.

Table 7.3.3-6 Sub-Tertiary Investment of Singapore in 2010

Sub-Industry Amount
(Million US$)

Percentage
（%）

Wholesale and retail industry 26711 9.51

Accommodation and catering industry 6443 2.29

Real estate industry 191251 68.07

Leasing and business services 27783 9.89

Water resources, environment and public facilities management 10806 3.85

Other industries 17986 6.40

Total 280980 100.00

Sources: Data is sorted from Ministry of Commerce.
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 According to pollution-intensive industries classification, we can get the conclusion 

that the investment from Singapore has some kind of impact on the environment. FDI 

from Singapore focuses on the tertiary industry as well as manufacturing in the second 

industry. As chemical raw materials and chemical products manufacturing belong to 

pollution-intensive industry, they require regulatory attention. Although Singapore 

has obvious advantage in the advanced services such as finance, leasing and business 

services, investment proportions in these industries were very low in 2010 with financial 

investment of just $22.61 million, less than 1% of its total investment in China, so there 

exists much development potential. The investment structure of the tertiary industry in 

Singapore is similar with that in Hong Kong with high concentration on real estate. This 

shows that the tertiary industry as a whole is weak to attract foreign investment, and the 

structure of FDI from Singapore is unreasonable.

4. Malaysia’s Direct Investment

Malaysia is a country with the largest investment in China in ASEAN countries 

except for Singapore. Malaysia’s investment in China has developed rapidly since 1992, 

reaching the peak in 1996, then the investment declined because of the influence of 

the financial crisis. It began to rebound in 2001 and developed steadily. By the end of 

March 2006, Malaysia had invested 3709 projects in China with the contractual amount of 

$10.22 billion and $3.918 billion of actual utilization. Regarding the scale of the investment 

projects, there were only 74 projects in China from 1984 to 1991 with a contractual amount 

of $61.8 million, which mean an average of $835000 on each project. From 1984 to 1991, 

the contractual amount increased $3.498 billion with 1630 projects, the average investment in 

each project amounted to $2.146 million, which was 2.6 times than before. 

Malaysia’s investment in China mostly locates in Beijing and Shanghai, as well 

as Guangdong and Fujian province. With the launching of China-ASEAN Free Trade 

Agreement, the bilateral economic and trade cooperation between China and Malaysia 

has ridden on a fast track. Malaysia’s investment has gradually extended to inner are 

ageographically and from the traditional industry to other industries and sectors such as 

energy, transportation, infrastructure, water supply, commercial, hotels, power station, 
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finance, and real estate. There are famous projects such as Parkson store invested by 

Golden Lion Group and Shangri-La Hotel run by Kuok Brother Group of Malaysia. 

Companies in Malaysia have keen interest in short-term and high return industry with 

a more cautious attitude to the long-term investment. Therefore, the sectors with high 

returns such as finance, real estate, and commercial distribution have naturally been the 

hot spots for its investment. Overall, Malaysia’s investment in China mainly focuses on 

the tertiary industry. The first industry accounts for a small proportion of less than 1%. 

Meanwhile there is also some investment in the second industry, mainly in the product 

processing and light industry such as cereals, oils and foodstuffs processing, beverage, 

rubber products processing, palm oil refining and other labor-intensive production. The 

investment in the tertiary industry accounts for about 72% of its total and the largest is the 

real estate that accounts for 42% of the total, followed by business services of 17%. 

Based on the pollution-intensive industries identification, we deem that Malaysia’s FDI 

mostly centers on China’s tertiary industry therefore there is small influence on the environment.

5. Other Developing Countries’ Investment in China

The direct investment from other developing economies, such as Indonesia, Thailand 

of ASEAN countries and Brazil, South Africa, India, Russia of BRICS countries also 

increased yearly at a greater rate than that of FDI utilization in China as a whole. But 

due to their low starting point, they did not impose significant impact on China’s FDI 

utilization as well as on the environmental. Because of the insignificance and the absence 

of data at industry-level for these countries, it is impossible to analyze the industrial 

distribution of the investment and to make general assessment on their environment effect 

according to the above method. However, it is worth noting that the industrial structure of 

FDI from these countries is relatively simple and biased, mainly basing on their advantage 

industries. For example, Russia’s investment focuses on manufacturing, Brazil on energy 

and manufacturing industry, and India on computer services and software industry. We 

can accordingly make some predictions on the environmental effects of these investments 

based upon the pollution-intensive industries justification. In the following, we will 

briefly discuss the cases of Russia, Brazil and India in turn.
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According to the data from Ministry of Commerce, Russia’s FDI to China focuses 

on the second industry (dominated by manufacturing) with the proportion of more than 

70%, mainly investing in manufacturing and construction; Investment in the tertiary 

industry accounts for about 30% primarily in wholesale and retail, leasing and business 

services, accommodation and catering industry, transportation, warehousing and postal 

services. According to the number of investment companies from largest to smallest, 

Russia’s FDI mainly concentrated on garment-shoes-and-hats manufacturing, leather-

fur-feathers (velvet) and products, and textile industry by 2009, accounting for 15.86%, 

13.98% and 12.1% respectively. Next in turn is the industry of wood processing and 

wood, bamboo, cane, palm, grass products, accounting for 5.38%; food manufacturing 

5.38%; chemical raw materials and chemical manufacturing 5.11%; general equipment 

manufacturing 4.84%; fabricated metal products 4.57%; crafts and other manufacturing 

4.03%. These ten categories took up 71.25% of Russia’s manufacturing investment. 

Visibly, capital and technology intensity of FDI from Russia is relatively low, mainly in 

labor-intensive industry, in which there are some pollution-intensive industries. Therefore, 

the environmental problems caused by the investment should not be neglected.

Brazil is China’s most important trade partner in South America, since Brazil’s first 

enterprise-Vale set up its Shanghai representative office in China in 1973, well-known 

large companies such as Brazil Embraco, Embraer, Petrobras, Brazil WEG company 

invested in China successively in the nearly 40 years. According to Brazil’s central bank, 

Brazil’s investment stock in China rose from $15 million to $148 million for the decade 

2001-2010, accounting for 0.06% of Brazil’s total foreign investment during the same 

period. The statistics from Ministry of Commerce in China showed that from 2001 to 

2010 the stock investment of Brazil in China grew from $39 million to $573 million, 

accounting for 0.04% of the total investment absorbed by China during this period. 

According to the data of Brazil’s foreign ministry, there were 57 investment enterprises in 

China up to 2012, 29 of which mainly engaged in trade, trade consulting, law office, etc. 

Among them, trade accounted for 31.1%, trade consulting 24.1%, food industry 13.8%, 

agency 10.3%, financial services 10.3%, sales 6.9%, purchasing 3.5%; 16 industrial 

production enterprises mostly engaged in the purchasing business. Among them, the 
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purchasing accounted for 56.3%, industrial production 37.5%, sales 6.2%; 12 enterprises 

took minerals, energy, agricultural products and other natural resource’s processing as 

their principal business in China of which sales accounted for 83.4%, natural resources 

exploitation 8.3%, purchasing 8.3%. Based on these data, we think that mining and 

energy industry invested by Brazil will have some negative effect on environment, while 

other investment has little effect.

India’s comparative advantage mainly focuses on software, steel, pharmacy and 

other industries. Enterprises in India take a fancy to China’s huge market, preferential 

investment policies and favorable investment environment thus increase their investment 

in China. India’s national institute of information technology was the first training 

institution and software enterprise to enter China’s market, it firstly established PCEC 

NIIT institute of information technology in Shanghai in 1997. Indian steel tycoon 

Lakshimi Mittal came to China and purchased 36.67% stake in Hunan Valin Tube & Wire 

Co., LTD for $338 million, levering its first steel production base in China. This is also 

the first case that foreign enterprise purchases the share of China’s state-owned listed steel 

company. Ranbaxy, India’s largest pharmaceutical company, established a joint venture 

in Guangdong in 1993. Other big pharmaceutical companies also invest in China and 

establish joint venture companies. By the first half of 2014, there were 902 India’s direct 

investment projects in total with actual investment of $548 million. India-invested new 

enterprises in China amounted to 36 in the first six months of 2013 with actual investment 

of $35.39 million, increasing 1.3 times from a year earlier. So far, 10 India’s banks have 

set up four branches and nine representative offices in China with the total assets in 

China amounting to 2.75 billion Yuan. According to the industrial standard, both steel 

and pharmaceutical industries belong to pollution-intensive industry, which means some 

negative impact on China’s environment.

7.3.4 Policy Suggestions for Environmental Protection on FDI

1. Adjust the Investment Structure of FDI

It is essential to adjust investment structure in view of the characteristics of FDI 
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utilization in China. First, FDI should be guided into the tertiary industry step by step, 

and the proportion of FDI in energy-intensive and high pollution industries especially 

in chemical raw materials and chemical products manufacturing, production and supply 

of heating and electric power industry, ferrous metal smelting and rolling processing 

industry and other industries should be controlled. It is necessary to encourage more 

FDI in multiple industries such as scientific research, finance, insurance, social welfare, 

sanitation and sports, comprehensive technical services and education, culture and art, 

which can promote management efficiency and the development of tertiary industry with 

the characteristic of low energy consumption and low emissions. Second, the structure 

of foreign investment should also be adjusted within the second industry, guiding more 

FDI into high-tech and technology-intensive industries. Besides, we should encourage 

FDI enter the first industry to promote the development of agriculture in our country, 

improve the level of agricultural science and technology and accelerate the development 

of agricultural industrialization. 

2. Improve the Quality of Foreign Capital

It is essential to attach importance to improve the quality of FDI by properly lifting 

the access threshold based on the principle of long-term interests and comprehensive 

influence. Firstly, industries invested by FDI should be controlled, restricting massive FDI 

into energy-intensive and highly polluting industries; secondly, technology investment 

should be filtered strictly. Although entry threshold for environment protection may 

influence the speed of economic development in the short term, it will improve the 

investment environment to attract more FDI in the long run.

3. Perfect Laws and Regulations

Environmental legislation is very important to eliminate or reduce the negative effect 

of FDI on our environment. First of all, laws and regulations related with environment 

should be further perfected. It is essential to cancel some privileges gradually for foreign 

companies and increase the industry’s access threshold. Second, completed standards and 

regulations of corporate social responsibility shall be formulated. Third, tax mechanism of 
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environment and resources should be established and perfected through market-oriented 

mechanism. Environmental tax is a method of resources allocation by market mechanism, 

meaning the social cost of environment pollution and energy loss is included within the 

cost of production. The current environment taxes imposed in developed countries include 

taxes on water pollution, solid waste, noise pollution, sulfur dioxide etc. It is feasible 

to pilot resource tax, link the tax and resource price directly and adjust the allocation of 

resources through the market, in order to help to increase the government tax and protect 

the ecological environment.



8. Two-Way Investment between 
China and the South

Two-way investment between China and other developing countries (China-South 

two-way investment) is defined as a phenomenon that includes both China’s OFDI to and 

inward from other developing countries at same time A. By looking at two-way investment 

ties, we can investigate the whether the balance and coordination of development 

between OFDI and FDI are achieved in bilateral investment. Based on relevant theories, 

this chapter makes an empirical analysis of China-South two-way investment, in order to 

deepen the understanding of the trade relationship between China and other developing 

countries. 

8.1 Theoretical Basis for Two-Way Investment
Two-way investment is an important pattern of globalization in which countries to 

participate in economic integration. It will forward the realization of worldwide allocation 

of resources, unprecedented activeness of global financial service and trade, the spread 

of production technology and exclusive resource products around world, which will be 

favorable to economic growth and social progress of developing countries consequently. 

Two-way investment is the trend of current global economic development.

Theoretically, there is abundant research about FDI, which can be traced back to 

a long time ago. The well-known theories are as follows, monopoly advantage theory, 

product life cycle, internalization theory, marginal industrial expansion theory and the 

eclectic theory of international production. However, the main stream theories rarely 

involve two-way investment. Thus, there is no systemic and specific two-way investment 

theory so far. Based on the following theories, this report examines two-way investment 

between China and developing country.

A Here the FDI refers to inflow direct investment, and OFDI refers to outflow direct investment. 
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8.1.1 IDP Theory
According to IDP Theory raised by British economist John H. Dunning，the two-

way investment between countries can be divide dinto five stages in terms of GNP per 

capita A. In the first stage,GNP per capita is less than and equal to US$400. There is 

only seldom FDI in this stage. In the second stage, 400$<GNP per capita is bigger than 

US$400 but less than and equal to US$2000. Inward FDI starts to increase and OFDI is 

just emerging, resulting in imbalance at the early stage. The third stage rang the GDP per 

capita from bigger than US$2000 to less and equal than US$4750. In this stage, OFDI 

grows much faster than FDI; however, the total amount of inward FDI is still larger than 

OFDI, showing the middle stage of imbalance. In the fourth stage, GNP per capita is 

bigger than US$4750. The total amount of inward FDI is less than OFDI and reaches the 

advanced stage of imbalance. In the fifth stage, GNP per capita gains a further increase. 

Though OFDI is positive, it’s declining. The economy is at the advanced stage of balance. 

According to this theory, IFDI and OFDI of a country can coexist at certain stage of 

economic development. With the development of economy, IFDI will shrink and OFDI 

will rise constantly. Thus, it lays a solid foundation for examining two-way investment 

from a national perspective.

8.1.2 Technology Innovation and Industry Upgrade Theory
British scholars John A. Cantwel (1989) and Paz Estrella Tolentino (1993) Bput 

forward Technology Changes and Industry Upgrade theory. It presents the geographic 

expansion steps of a country’s FDI and the general rules of two-way investment between 

developing countries, offering theoretical guidance for the geographic choices of 

developing countries’ two-way investment.  

A Dunning. J. H. International Production and the Multinational Enterprises [M]. Allen &Unwin, 1981.

B Cantwel (1989) has made a systemically the relationship between the accumulation in technological 
capability and international production of the transnational corporation in his dissertation “Technical Creation 
and Transnational’s”, in which he put forward the theory of technical capacity and international production. 
Tolentino (1993) undertook a study on the growth of transnational’s and outward investment in developing 
countries based upon the theory in his dissertation “Technical Innovation and the Transnational’s in Developing 
Countries”. 



China Development Report on South-South Cooperation 2014

254

It is gradual and predictable of the change regarding the industrial and geographical 

distribution of FDI in developing countries. According to their research, multinational 

corporations’ FDI is influenced by domestic industrial structure and endogenous 

technology innovation ability in developing countries. In industrial distribution, there 

will be vertical integration production activity focusing on the exploration of natural 

resources, which is followed by horizontal integration of production activity aiming at 

import substitution or export orientation.

From the perspective of overseas business’ geographic expansion, the “psychological 

distance” heavily affects multinational corporations in developing countries. FDI of these 

countries will develop in the sequence as follows. Firstly, taking advantage of ethnic links, 

they invest in neighbor countries. Secondly, with accumulation of experience and decline 

of the importance of ethnic factors, they start to make investment in developing countries 

other than their neighbors. At last, industrial structure changes dramatically on the basis 

of experience accumulation and higher level of industrialization. Corporations engage 

inproduction and development of high-tech sectors, and begin to invest in developed 

country for gaining more advanced and sophisticated manufacturing technology.

8.1.3 International Investment Integration Development Theory
International investment integration development theory is proposed by Japanese 

scholar T. Ozawa (1992) A. This theory illuminates two-way investment development rules 

from the industry perspective. Ozawa (1992) points out that the developing country’s two-

way investment development will go through four stages consequently. The first stage is 

attracting foreign direct investment. The second stage is the transformation stage from 

inward foreign direct investment to outward foreign direct investment. The third stage is 

the transition stage from labor-oriented FDI to technology-oriented and trade-supported 

FDI. The fourth stage involves bothcapital-intensive FDI and capital-oriented OFDI.

The pattern, which is selected, should help to stimulate the comparative advantage 

of a country. It can be summarized that constantly improving competitive advantage and 

A T. Ozawa. Foreign Direct Investment and Economic Development. Transnational Corporations,1992.
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maintaining economic competitiveness are the reasons of transforming the developing 

country from attracting foreign direct investment merely to investment abroad.

8.2 Stages of China’s Two-Way Investment Development
In 1980s, developing countries started to attract foreign direct investment for capital 

accumulation; then they invested abroad when the economic development reaches a 

certain level; and finally they gradually achieved balance between the capital inflow 

and outflow. Therefore, a complete system couldn’t be build up with either attracting 

foreign investment or investing abroad. Coordinated development of two-way investment 

gradually becomes the mainstream in the world. However, there is a strong relevance of 

plenty factors in both two-way investment and economic development. Moreover, the 

situation is quite different between countries. As the largest developing country, China is 

always being the first choice of FDI, catching the keen eyes of investors worldwide; and 

now, it is also the largest OFDI country among the developing countries. Because of its 

late start in OFDI, China’s statistical data about it is less than FDI. Thus, taking overall 

trend as the starting point, this report presents the panorama and characteristics of two-

way investment between China and other developing countries.

The two-way investment development in China can be divided into 3 stages:

Stage One: the slow development of FDI and OFDI during 1979-1989. In the early 

1980s, China’s economic development stays at a low level. GDP per capita is as less as 

US$200. Correspondingly, there is hardly any FDI, with even less OFDI. As is shown by 

data, the total actual accumulated FDI from 1979 to 1985 is only about US$ 6.06 billion, 

with US$ 866 million per year. During 1980s, annual OFDI in China had never reached 

US$ 1 billion. In the period, the value of net OFDI is negative and quite small. According 

to the IDP theory, China is at the first stage of two-way investment.

Stage Two: the rapid growth of FDI during 1990-2000. Since 1990s, China’s 

economic development shows an unprecedented speed. GDP per capita increased 

substantially from CNY1644 in 1990 to CNY15931 in 2006, equivalent to US$343.7 to 

US$1997.99 calculated by exchange rate of the year. Meanwhile, both FDI and OFDI 
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got huge increases. Statistically, FDI rose from US$3.487 billion in 1990 to US$86.567 

billion in 2006; and OFDI rose from US$830 million in 1990 to $18.547 billion in 

2006. The absolute value of net FDI had kept growing from the beginning of 1990s. The 

structure of China’s two-way investment turns into the second stage, in which FDI inflow 

is larger than OFDI.

Stage Three: the coordinated development of two-way investment during 2001-2014.

Before 2000, attracting foreign capital and restricting outward investment characterized 

China’s international investment policy. Afterward, China carries out the going-out 

strategy, shifting from outward investment restriction to deregulation and encouragement.

China’s OFDI showed its fast growth from the year of 2003. In 2003, China’s OFDI was 

barely about US$29 billion, yet expands at a rapid speed since then. In 2008, the amount 

reached US$559 billion, making China the largest OFDI developing country. Due to the 

financial crisis, OFDI descended temporarily in 2009. However, in the past two years, 

the growth of FDI was quite steady and even declined, while OFDI depicted an obvious 

increase.

All in one, China’s two-way investment develops in a ten-year cycle. In the next 

decade, it will surely be more balanced, stimulating the booming and developing of 

China’s economy. 

8.3 Overall Situation of China-South Two-Way Investment
As the largest developing country, China’s two-way investment maintains close 

contact with both developed and other developing countries. However, it shows the 

features of South-South other than South-North investment. Due to limited statistics, 

this report summarizes and analyzes the two-way investment with available data and 

literatures. Based on the large sample of developing countries (174 developing countries 

in total, including ‘Four Asian Tigers’, this report provides a general profile of the two-

way investment between China and other developing countries.
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Figure 8.3-1 Two-Way Investments between China and the South in Large Sample 

Sources: According to the Statistic Bulletin of China’s OFDI and China FDI Report.

It can be found in Figure 8.3-1 that China-South two-way investment shows 

similar growth trends. However, China’s net FDI from other developing countries 

has always been positive. Before 2003, there was hardly any investment toward 

other developing countries. In virtue of “going-out strategy” in 2000, China’s OFDI 

started to increase. As is shown by data, 80% of OFDI flowed to developing country. 

Till 2008, two-way investments were both growing and the gap in between had been 

narrowing. In 2009, they declined simultaneously, while rebounding the next year. 

China’s OFDI to developing country maintains increasing, but FDI to China has gone 

down since 2012. It suggests that the amount of China’s OFDI to developing country 

will exceed FDI inflows in the near future due to the policy adjustment, as well as 

industry upgrading and transfer.
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Figure 8.3-2 Two-Way Investment between China and the South in Small Sample 

Sources: According to the Statistic Bulletin of China’s OFDI and China FDI Report

However, we draw quite different conclusions from Figure 8.3-2, which is based 

upon a small sample developing country. As demonstrated, the two-way investment 

between China and the developing country excluding “Four Asian Tigers” changes 

obviously in both scale and trend. From 2010, China’s OFDI has surpassed the inflow 

FDI. This represents that, on one hand, the two-way investment between “Four Asian 

Tigers” and China is of large scale and importance; on the other hand, two-way 

investments with other developing country other than four tigers have huge potential. 

Actions should be taken for better and faster development, such as building broader 

cooperation and implementing more favorable economic policies.

Since 2009, the FDI from small sample developing country (developing countries 

excluding “Four Asian Tigers”) has been slumping consistently and dramatically. The 

reason is that China has lost its cheap labor cost and policy attractiveness for these 

countries. What’s more, foreign corporations’ competition has become increasingly fierce 

in China with FDI reaching an unprecedented scale, which is not favorable for the growth 

of FDI from the developing countries. Instead, China’s OFDI to small sample developing 

country has been exploding since 2003. The broad trend shows strong growth, except 

for 2007, 2009 and 2012. In 2010, China’s OFDI to small sample developing country 

surpasses the FDI from these countries for the first time. From that on, the gap of China-
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South two-way investmentkeptgrowing. These changes are related to China’s policies of 

industry transfer and upgrading. And small sample developing countries have advantages 

in undertaking China’s industry transfer. In the next few years, it can be predicted that 

China-South two-way investment will maintain the situation that the FDI outflow will 

exceed that inflow, which conforms to China-South basic conditions as an important 

feature of further development. 

8. 4 Two-Way Investment between China and “Four Asian Tigers”
As shown in figure 8.4.1, FDI from “Four Asian Tigers” to China runs consistently 

higher than that from China. Not only China is the first choice of their OFDI destination, 

but also China is interested to invest in these economies because of the geographical and 

cultural advantages. From 2003 to 2008, the gap of two-way investment became smaller 

and smaller. Moreover, there is a tendency that OFDI from China to these economies will 

surpass that from them. Since 2009, FDI from “Four Asian Tigers” to China keeps 

its high-speed increase while China’s OFDI to them starts to level off, getting the 

scale of two-way investment to unprecedentedly high level. “Four Asian Tigers” are 

important partners of China in two-way investment. And China should learn from and 

draw upon their valuable investment experience. Rebalancing of two-way investment 

will not be far away in the future. In 2012, FDI from “Four Asian Tigers” to China 

starts to decline. On the contrary, China’s OFDI begins a frenzy of growth. In 

general, as high-income neighbors of China, “Four Asian Tigers” have been keeping 

highquality and quantity in two-way investment with China all the time.
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Figure 8.4 Two-Way Investments between China and Four Asian Tigers 

Sources: According to the Statistic Bulletin of China’s OFDI and China FDI Report

Hong Kong is one of the top international capital markets, as well as the biggest 

trading partner and re-exports port of the mainland. With its favorable geographical 

location and investment environment, Hong Kong attracts abundant international 

capital. Ascribed to light exchange controls and a simple taxation regime, round-tripping 

investments account for an important part in two-way investment with the mainland. As is 

evaluated by proceeding research, round-tripping investments occupy a quarter of China’s 

total FDI (Lardy, 1995; Harried and Lall, 1993). Besides, the proportion continues 

growing. Round-tripping capital belongs to Two-way Capital Flow and can be divided 

into two types. The first type will outflow firstly and then inflow. UNCTAD (2007) defines 

it as an economic behavior in which local investors transfer their monetary capital or 

stakes abroad and then invest back as FDI to home country. The second type will inflow 

firstly and then outflow. That is to say, FDI finances for capital outflows. Economists give 

different estimations for investment scale, while the majority holds the point that round-

tripping capital mainly comes from Hong Kong. According to researches, round-tripping 

capital can explain why there is large amount of two-way investment between Mainland 

China and Hong Kong administration region A.

A Jiang Ziye and Fan Conglai. The studies on the determinants of China’s round-trip investments [J], 
Financial Studies, 2010. 
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Taiwan province is part of China, and it has complementary industrial structure with 

mainland. It could not be better for cross-straits enterprises to strengthen exchanges, 

deepen cooperation and seek common development together. Taiwanese investment 

in mainland began in the 1980s. Since the reform and opening up, coupled with the 

capital attributes and civil promotions, investment policy to mainland evolves slowly in 

Taiwan. Now the Mainland has become the biggest investment target of Taiwan. Due to 

the complex cross-straits relations, Taiwan’s investment in Mainland undergoes three 

stages in the past 50 years: exploratory stage (1980s), tortuous development stage (1990s) 

and steady development stage (21st century). In 2009, Taiwan opened up to Mainland 

investment. Over these years, Mainland takes active measures to encourage investing 

in Taiwan, adhering top rinciples of complementary advantages and mutual benefit. 

Although Mainland’s investment in Taiwan has a late start, it’s quite promising in the 

future. While supporting and propelling cross-straits two-way investment as always, 

China should devote herself top romote competitiveness of cross-straits enterprises as 

follows: establishing and perfecting the policies of investing in Taiwan, providing related 

services, encouraging competent enterprises to invest in Taiwan and pushing efficient 

industrial division.

With increasingly close economic and trade relations, the relationship between 

China and Korea is burgeoning. Investment from Korea to China started late but develops 

fast. At present, the scale of Korea-China FDI is far more than that of either US-China or 

Japan-China. Instead, China’s OFDI to Korea is not so much and still in its infancy. The 

disproportion of investment between China and Korea is very serious. China’s OFDI to 

Korea is characterized by small scale, technology intensive, unitary investment pattern 

and domain, out of proportion to economic and trade cooperation level of two countries. 

In sum, there is enormous scope for improvement.

8.5 Two-Way Investment between China and BRICS
Bluebook of Emerging Economies (hereinafter referred to as Blue book), which is 

published by Chinese Academy of Social Sciences, points out that, in BRICS countries, 
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economic and trade relationship develops well and the mutual investment grows fast 

in recent years. It not only improves market supply in each country, but also facilitates 

employment and economy growth, alleviating dependence on developed country. Bluebook 

indicates that BRICS cooperation is afoot and will contribute to each country’s development 

and promotion of global position. However, this cooperation is still in its infancy.
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Figure 8.5 Two-Way Investments between China and BRICS

Sources: According to the Statistic Bulletin of China’s OFDI and China FDI report

As demonstrated in Figure 8.5, there is a wide gap between the growth rate of 

two-way investment between China and other BRICS countries. FDI from BRICS 

to China keeps long-term leveling-off with no obvious increase, whereas China’s 

OFDI tends to be more volatile. In 2008, China’s OFDI soared to record levels and 

dived sharply in 2009. In 2011 and 2012, China’s OFDI kept declining. It narrows the 

gap between two-way investments, which is influenced by changes of China’s OFDI to 

BRICS. Thus, it can be asserted that China’s OFDI is the main factor affecting investment 

relationship with BRICS.

For enterprises bidding, China is particularly keen to buy the energy and resource 

related enterprises. In order to support domestic manufacture’s demand for energy 

goods, China needs to increase the supply of key commodities. Consumption and retail 

enterprises increasingly prefer to run business in emerging economies. Contacting more 
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consumers could be conducive to business expansion. In Brazil, China develops lots of 

mergers and acquisitions related to energy and resource. What is more, the interest of 

Chinese enterprises shifts to manufacturing industry. In Russia, China’s enterprises focus 

on local fast-growing area, like auto industry, banking and telecommunications. In India, 

China’s investment aims at acquainting small and medium-sized market. The assets are 

mainly consisted of enterprises in consumption and transport industry (accounting for 

46%) and technology industry, media industry and telecommunications (accounting for 

23%) A.

BRIC countries have core strengths of their own and strong economic 

complementarities. With significant progress in trade and investment facilitation, it will 

surely deepen the cooperation between BRICS countries. Compared with developed 

country, there are little competitive industries in developing countries. Most industries 

are still in their infancy with numerous investment opportunities and development 

space. Accelerating trade and investment facilitation among BRICS is beneficial to 

the development of competitive industries, as well as specialization and cooperation. 

Now, investment liberalization is a common goal of BRICS. The scope and contents of 

investment liberalization expand gradually. Lots of bilateral investment treaties were 

signed and foreign investment legislation is moving steadily toward marketization and 

liberalization. As is depicted by UNCTAD world investment report 2012, the number 

of newly-sighed bilateral investment treaty continues shrinking. The emphasis of 

international investment treaty negotiations shifts from bilateral to regional issues. More 

and more countries strengthen investment policy on regional level. It suggests that the 

enhancement of trade and investment facilitation among BRICS conforms to new trends 

of world trade and investment policy changes.

On March 26, 2013, BRICS Third Meeting of Trade Ministers issued a joint 

communiqué and the BRICS trade and investment cooperation framework. The future 

work of BRICS should comprise the following aspects: intensifying the communication of 

trade, investment policy and commercial opportunities; establishing trade and investment 

A Lai Pingyao, Wu Jingyun. The challenges and opportunities encountered in BRICS cooperation [J], 
Statistics Studies, 2012.



China Development Report on South-South Cooperation 2014

264

information sharing sites; expanding cooperation inexhibition, expo and other platform 

to facilitate trade and investment. At present, developed countries are facing the tail 

risk: European countries are struggling in debt crisis and American employment issue 

is still up in the air. Against this backdrop, developing countries need more collaboration. As 

the leader of developing countries, South-South cooperation should be enhanced in the future.

8.6 Two-way Investment between China and ASEAN
Before 2005, capital fund mainly flows from ASEAN to China. By contrast, China’s 

OFDI to ASEAN develops at a quite low speed. With remarkable growth of economic and 

national strength in China, OFDI to ASEAN countries grew out of nothing. Both quality and 

quality of investment have received a boost. The stock of investment is also growing steadily.
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Figure 8.6 Two-Way Investments between China and ASEAN

Sources: According to the Statistic Bulletin of China’s OFDI and China FDI Report

As is shown by Figure 8.6, a similar growth and fluctuation trend are presented 

in the two-way investment between China and ASEAN. FDI from ASEAN to China 

keeps higher than that from China, but the gap is narrowing in a sustained way. This 

suggests that sound development circle extends beyond two-way investment between 

China and ASEAN. From 2001 to 2005, China-ASEAN two-way investment has been 

stable, almost no increase. Two-way investments keep synchronized growth since 2006. 
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Besides, investment gap is shrinking. Owing to the establishment of China-ASEAN 

free trade area, ASEAN has already become one of China’s most important investment 

targets. During the period of preparation, implementation of investment agreements help 

to realize opening up of trade and investment market, improve investment environment 

and lower down investment barriers. Furthermore, it creates quite a few opportunities for 

investors of both sides. China-ASEAN free trade area belongs to South-South regional 

integration organizations. Regional trade and investment can reduce relative cost of 

internal enterprises and improve the protection against external enterprises. Trade and 

two-way investment transfer from outside country to inside one. To some extent, China-

ASEAN two-way investment benefits by regional economic integration A.

ASEAN counties are abundant in labor, which is of competitive price. In China, 

overcapacity, products overstocking, technology and equipment idling and other problems 

have already occurred in many industries. For instance, appliances industry, textile 

industry, heavy chemical industry and light industry. This is not only a challenge but 

also an opportunity for external transfer of Chinese traditional industry. In order to avoid 

cut-throat competition in two-way industry transfer, China and ASEAN should increase 

complementarity of both sides’ investment according to international labor division 

principle. Under the framework of ASEAN free trade area, ASEAN countries are consistent in 

strategy, policy, and foreign affairs. However, there is obvious difference in terms of economic 

development level and investment environment. For China, two-way investment with ASEAN 

should be implemented according to the specific conditions of different countries. In recent 

years, the economic development of both sides spurs OFDI from China to ASEAN. And 

ASEAN has been the most preferred investment destination of China.

As a high-income country in ASEAN, Singapore is the first choice of learning 

investment for China. In recent years, Chinese famous enterprises invest in Singapore in 

droves. For instance, Huawei, TCL, Founder, and AIGO set up branches, subsidiaries or 

R&D Center there. The investment domain covers trade, transport, project contracting and 

other traditional industries. What is more, it also involves finance, biopharmaceuticals, 

A Zhenglei. Studies on China’s FDI to ASEAN [D]. Northeast Finance and Economics University, 2011.
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petrochemical industry and household appliances. China’s economy development is 

in similar stage with Malaysia and Thailand. Industries among the countries are both 

complementary and competitive. Because of these characteristics, China’s investment in 

Malaysia and Thailand is widespread through sectors. Investments in Malaysia include 

trade in service, resource development, manufacturing industry, information industry 

and agricultural, etc. Investments in Thailand comprise food processing industry, 

textile industry, rubber item industry, chemicals manufacturing, hotel industry, banking, 

insurance, catering industry and real estate industry, etc. Indonesia and Philippines are 

abundant in natural resources. China’s investment focuses on two areas: petroleum and natural 

gas. Laos, Burma and Kampuchea are low-income countries. They are typical agricultural 

country, characterized by primary industry accounting for a large share of GDP. Therefore, 

China’s investments concentrate on agriculture and raw material related industry.

Meanwhile, economies of ASEAN-5 (Singapore, Malaysia, Thailand, Indonesia 

and Philippines) are in fast-growing phase, with a large surplus in capital market. It’s 

remarkable for investment from ASEAN-5 to China. And Singapore is the third largest 

source of China’s foreign capital. ASEAN’s investments in China are mainly labor-

intensive enterprises, especially small and medium-sized enterprises. Thus, China attaches 

importance to ASEAN investment, particularly investment in Midwest of China which 

will promote local economy construction. Under the background of two-way investment, 

cooperation between China and ASEAN has always been very dynamic. Strengthening 

the cooperation of investment is both common interests and mutual responsibility.

8.7 Problems of China-South Two-Way Investment
Based on previous analysis, development of China-South two-way investment has 

achieved a remarkable success, with an expanding scale of investment to developing 

country. It plays an increasingly important role in South-South cooperation. However, 

there are lots of problems to be solved. 

1. Deficiency of localization

Localization involves the acquisition of raw materials and managerial staff in 
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local market. Throughout two-way investment among developing countries, deficiency 

of localization is a widespread phenomenon. Take the investment of Korea to China 

and China to Africa as examples. Currently, quite a few Korean enterprises import raw 

materials from their native country. Much the same, Chinese enterprises in Africa prefer to 

purchase raw materials and equipment from home country. Only a minority of enterprises  

implement the localization of raw materials. Furthermore, both junior and senior 

managers are come from home country. The ignorance of native employees’ labor culture 

leads to high turnover rates and bad effects on operating efficiency. On the one hand, 

localization of raw materials can cut down production cost, as well as save production 

time and transportation costs. On the other hand, localization of managerial staff will be 

beneficial to combination with local culture and development in the international market.

Under two-way investment background, China should spare no efforts to improve the 

localization of domestic foreign enterprises and Chinese enterprises aboard, making full 

use of local raw material resources and managerial talent.

2. Low Attention to Small and Medium Enterprises

In two-way investment, SMEs have been an important player, but still of low 

brand influence. Therefore, they spend considerable time and effort on dealing with 

the government, while couldn’t get a definite answer. This is because, on one hand, the 

governments in developing countries usually pay little attention to small and medium-

sized enterprises. No matter in China or other developing countries, governments often 

concentrate on investment from large enterprises. This greatlyhinders the development of 

competent SMEs. On another hand, it is connected with the inherent limitation of SMEs. 

Small scale and administrative cost put the SMEs in a difficult position in dealing with 

government. This issue appeals for the cooperation of enterprises and government. 

In conjunction with other developing countries, China should advocate establishing 

and improving e-government platform, which enables the government to resolve 

urgent affairs quickly and increasing work efficiency. At the same time, implementing 

fore-notice of new policy and policy exchanges which will leave enough time 

for enterprises for adjustment. With rising awareness of small and medium-sized 
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enterprises, China can attract more high-quality capital and encourage outstanding 

enterprises investing abroad.

3. Lack of Explicit Profit Integration Mechanism

According to Denning theory, two-way investment is based on ownership 

advantages, internalization advantages, location advantages, resource integration, and 

profit integration. Developing countries propel economic development by utilizing foreign 

capitals and stimulating investment abroad. With economic progress, transformation 

of investment stages will be inevitable, leading to balanced development of two-way 

investment. But in China, only the previous four factors are being noticed, ignoring 

profit integration which is the key factor in two-way investment. In this way, the effects 

of investment will be greatly reduced. Therefore, while optimizing the structure, China 

should emphasize on increasing the yield rate of utilizing foreign capitals and overseas 

investment, lay down reasonable profit integrationmechanism, and push forward the 

transition from bias on foreign capitals to balance of foreign capitals and overseas 

investment A.

Table 8.7  Multinational Management

Ownership Internalization Location Resources Profit 

Two-way √ √ √ √ √

Outflow √ √ √ √ —

Inflow √ √ √ — —

Export √ √ — — —

Transfer √ — — — —

Source: according to Denning theory

A Xiu Caozhi, Government Incentives and China’s Two-Way FDI-An Positive study Based on Extended 
IDP Model [D], NanKai University, 2012.
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4. Inexperience and Complicated Environment

Compared with full-fledged developed countries, developing countries are facing the 

problems of inexperience and weak foundation in science and technology. In the process 

of two-way investment, it involves complicated environment, numerous uncontrollable 

factors and high risks. Against the backdrop of internationalization of trade, finance, labor 

and capital, cautions should paid to the coordination in China-South investment. Risk 

assessment and no copy cats are both significant, while fully investigating the market. It’s 

undeniable that China should learn from high-income developing countries and developed 

countries (Korea, Japan and Singapore, etc.) to save twists and turns. In addition, it 

is necessary to be involved in the global value chain and to conform to international 

investment pattern with few detours. 

5. Imbalanced Structure and Readjustment

Up to now, perennial structural imbalance exists in both China-South and China-

North two-way investment. It will definitely influence economic development and hinder 

economic growth. In past three decades, hundreds of billions of foreign investment 

inflow has fundamentally changed the situation of capital and foreign currency reserves 

shortage A. Nowadays, China is substantial in savings, bank fund and foreign exchange 

reserves. Obviously, the scale of foreign capital is no longer the main target of FDI 

policy. In new phase of open economic development, technology and more valuable 

items is the center of next around of attracting foreign capital. Meanwhile, it comes 

to a critical point of OFDI development. The structure of two-way investment is of 

significance for development. China should lay more attention on restructuring the two-

way investment between China and developing countries. Four Asian Tigers and a few 

high-income ASEAN members, China should insist in attracting high-quality capital and 

utilizing spillover effects of international foreign enterprises. For low-income developing 

countries, like Africa, making preparation for industry transfer and encouraging overseas 

investment are important contents of implementing the “going out” strategy.

A Xie Jun, Xie Kang. The Structure of China’s Two-Way Investment: Stage Test and Development Trend 
[J], Exploration on Open Strategy, 2008.
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In summary, the economy can hardly gain fast development by acting alone. It has 

been a certain choice for participating in the international economy and sharing benefits 

of economic globalization by utilizing foreign capitals and investing outside. We could 

learn from two-way investment experience of other countries, especially those from 

developed countries. It is suggested that both coordinative development and stable 

structure of two-way investment should be ensured in order to successfully stimulate 

economy development. Neither “Bringing In” nor “going-out” can be ignored to achieve 

development of China.



9. China’s Experiences and Lessons 
in FDI Utilization

Since reform and opening up, China has done a good job in attracting foreign 

investment. However, controversies over FDI policies have never ceased despite the 

important role of FDI in the Chinese economy. At present, as China’s ushering in a new 

“era of openness”, it is very important to carry out a comprehensive review of China’s 

experiences and lessons in FDI utilization and an in-depth analysis of the controversies 

thereof, which would be very useful for both China (in the formulation of a new open 

economic strategy) and the other developing countries (in terms of their FDI attraction). 

9.1 FDI to China: From a Global Perspective

9.1.1 FDI Inflows to China: Main Features

1. Dynamic Trends

The magnitude of global FDI had kept a steady growth for about 20 years starting 

from 1979, which increased from US$42.3 billion in 1979 to about US$1.4 trillion in 

2000. However, it suffered from a great setback from 2001 to 2004, after which it began 

to gain back its growing momentum in 2005 and reached US$2 trillion in 2007. However, 

as stricken by the financial crisis in 2008, it began to decrease again for quite a few years, 

dropping to US$1.35 trillion in 2012. In 2013, the figure was US$1.45 trillion. It could be 

said that since 1979, FDI has kept a growing trend despite two significant declines. 

China started to attract FDI at the end of 1979. It got on the fast lane in 1992 and 

kept a stable growth in the 20 years with no declines thereafter, which contrasts itself with 

the world trend. 

Total accumulated FDI inflows of the world (1992-2013) were about US$21.05 
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trillion, among which the US attracted about US$3.40 trillion, the UK, US$1.40 and 

China US$1.37. China ranked third in attracting FDI, taking up 6.65% of the world total, 

which is really eye-catching.

2. Investment Forms

International merger and acquisition have always been an important form of 

international investment, taking up two quarters of annual FDI inflows. In 2000, 

international acquisition accounted for 81.1% of the total inward FDI, which was 78.2% 

in 2005 and 85.6% in 2006. The share of international merger and acquisition to the total 

inward FDI has maintained at round 40% in recent years.

From 2004 to 2012, international merger and acquisition reached US$21.7 billion, 

taking up 2.6% in the total inward FDI of China. In recent years, international merger 

and acquisition has been growing slightly. In 2011, the figure was US$4.8 billion and in 

2012, US$4.6 billion, mainly focusing on real estate, manufacturing, wholesale, retailing, 

transportation, warehousing and post-telecommunications, rental, commercial services, 

electricity, gas and water utilities. However, the total foreign acquisition amount in China 

is still very low, accounting for less than one tenth of the international average.

The phenomenon is closely related to China’s perception over international merger 

and acquisition and its management policies towards it. In fact, a wrong definition or 

judgment over “state economic security” has affected the international merger and 

acquisition by MNCs (Multi-National Corporations) in China.

3. Sector Distribution

For a long period, FDI of the world had focused on the service sector, accounting 

for two thirds of the total inward FDI. Since the 2008 financial crisis, FDI into the 

manufacturing sector has increased slightly; however, its share is still lower than that of 

the FDI in the service sector.

From 2002-2013, inward FDI in the manufacturing sector in China accumulated 

to US$536.22 billion, accounting for 55.5% of the total FDI inflow to China over the 

same period. Meanwhile, total accumulated FDI in the service sector reached US$336.87 
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billion, accounting for 38% of the total inward FDI in China.

In 2013, China’s inward FDI in the manufacturing sector was US$49.57 billion, 

whose percentage in the total FDI dropped to 40.0%, while FDI in service sector reached 

about US$72.54 billion in the same year, indicating a higher percentage of FDI in the 

service sector.

Though FDI in the service sector in total exceeded that in the manufacturing sector 

after 2011, the distribution of FDI in service sector is rather imbalanced, with most of 

them concentrating on real estate, rental and commercial services, wholesale, retailing 

and finance. There was little investment in the other service sectors.

FDI sector distribution is closely related with China’s economic development stages 

and its comparative advantages in the international division of labor. However, it is also 

affected by China’s foreign investment policies, whose stringent measures prevented 

more FDIs from entering into the “closed” service sector of China.

4. Types of Investors

There is no global FDI statistics on joint ventures, cooperative enterprises, and 

wholly foreign-owned enterprises. Having very open foreign policies, most countries are 

not emphasizing the forms of investors, and many of them are even not having a foreign 

investment enterprise law. 

China’s story is a different one, however. In the initial period of opening up, joint 

ventures took up about 75% of the total foreign investment, while wholly foreign-owned 

enterprises taking up about 15% and cooperative enterprises about 10%. By the end of 

last century, wholly foreign-owned enterprises took about 50% of inward FDI in China. 

From 2002 to 2012, FDI in forms of wholly foreign-owned enterprises had reached 

US$635.43 billion, taking up 73.9% of the total FDI over the same period. Meanwhile, 

the percentage of joint ventures and cooperative enterprises dropped to 21.7% and 3% 

respectively. In 2012, wholly foreign-owned enterprises took up 77% of the total FDI, 

showing a steady growing trend in China compared with the other two forms. 
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5. Imbalanced Distribution of FDI in China

FDI inflows to China kept a quite stable geographic distribution pattern in China, 

with the coastal areas accounting for 86%, the central area about 8% and the western 

area about 6%. In 2013, the percentage for the coastal, central and western area was 

83.2%, 8.2% and 8.6%. Most of the FDI concentrated in Guangdong, Jiangsu, Zhejiang, 

Shanghai, Shandong, Fujian and Tianjin, with Jiangsu and Guangdong taking up about 

40% of the country’s total.

9.1.2 Motives and Sources of FDI

1. FDI Investment Motives

MNCs invest in China with multiple motives: market seeking, efficiency seeking, 

resource seeking or oligopoly. In different home countries, industries and regions, FDI 

motives vary; however, they could be studied empirically based on different enterprise 

samples.

First of all, we will take the 70 thousand foreign manufacturing enterprises in China 

as a sample. From 2000 to 2008, about 40% of their products were exported outside of 

China, a percentage much higher than their Chinese counterparts (10%), indicating that 

foreign manufacturing enterprises in China were very much export oriented at that time. 

One of the important purposes of their investments in China is to make full use of the 

cheap Chinese labor resources, where they produce their products locally and sell them to 

their home country markets or a third country’s market.

Secondly, Shanghai, Tianjin, Shandong, Jiangsu and Guangdong province are the 

major five destinations of FDI in China. If we take 20 thousand foreign investment 

enterprises from these five places, we will discover that the export ratio of their products 

in Shanghai is 48%, Tianjin, 45%, Shandong, 33%, Jiangsu, 50% and Guangdong, 

57%. If we take Japanese and US enterprises as an example, we will find that Japanese 

enterprises in Shanghai and Jiangsu are export-oriented while their investments in Tianjin 

and Guangdong are mainly catering to the local market; meanwhile, the export ratio of 

US enterprises in Shanghai and Shandong are 22% and 25% respectively while the ratio 
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in Tianjin and Guangdong are 58% and 56% respectively.

Thirdly, the top 500 foreign investment enterprises in China have taken a dominant 

role in China’s utilization of FDI. Among them, high export-oriented enterprises (export 

accounting for 80% and above in their total business incomes) were 137 in 2001 and 

188 in 2008. High domestic-oriented enterprises (export accounting for less than 10% in 

their total business incomes) were 236 in 2001 and 211 in 2008. However, as affected by 

the financial crisis, in 2009, high export oriented enterprises decreased to 135 in number 

while those high domestic-oriented enterprises increased to 261.

Therefore, it could be said that MNCs in China are market seeking on one hand and 

efficiency seeking on the other. They also have strategies to enhance their international 

competitiveness by seeking the comparative advantages of production.  

Table 9.1.2 Exports of Top 500 Foreign Enterprises in China

Type High export 
oriented

Export 
oriented Balanced Domestic 

market oriented
High domestic 

oriented
Total number of 

enterprises

Export % 80-100 50-80 30-50 10-30 10-0 ---

2001 137 40 31 56 236 500

2003 144 44 32 48 232 500

2005 164 46 34 43 213 500

2006 173 48 34 44 201 500

2008 188 --- --- --- 211 500

2009 135 44 20 40 261 500

Source：MOFCOM Foreign Investment Statistics

2. Sources (countries of origin) of FDI

Both inward and outward FDIs of the world are dominated by the developed 

countries, with the top ten countries accounting for 80% of the total outward FDI and 

two thirds of the total inward FDI. U.S. takes a great lead in outward FDI, accounting for 

20%-25% of the world total while U.S., German, France and U.K. in total take up about 

45%. However, in recent years, developing countries have been playing a more important 

role, which exceeded the developed countries in attracting FDI in 2012. Outward FDI 
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from the developing countries has also been growing rapidly. Statistics show that FDIs 

are having different impacts on the host country (recipient) due to the different motives of 

their home countries. 

(1) US’s and Europe’s FDI to China

From 1992 to 2012, the US outward FDI was US$3.87 trillion, accounting for 

20.7% of the total outward FDI of the world. In the same period, US accumulated FDI 

to China was US$67.5 billion, accounting for only 1.7% of the total US outward FDI. 

The percentage has been on the decrease in recent years. In 2010, US’s outward FDI 

to China accounted for only 1.0%; in 2011, it was 0.6% and in 2012, 0.8%. Among all 

the investment sources, US’s FDI accounted for 6.4% of the total inward FDI in China, 

which, however, has also suffered from a significant downturn in recent years.

Similar cases are also found in German’s, France’s and UK’s investments. From 

1992 to 2012, the total FDI from these three countries had accumulated to US$4.85 

trillion, with only about US$48.85 billion, which is 1% of the total flowing to China. In 

the same period, FDI from the three countries to China accounted for 3.9% of the total 

inward FDI in China.

From the above, it could be said that sources of FDI to China are not from those 

most important outward FDI providers. Considering the fact that China is a big recipient 

of FDI both in terms of current capacity and trend, we could not help asking: why China 

is not attractive to these heavy weight FDI providers? To put it simple, there are two 

factors preventing inflows of FDI to China: Sectors open for investment and foreign 

investment policies. In the initial period of reform and opening up, FDI from these four 

countries to China were still considerable, however, afterwards, their investments kept 

decreasing. In fact, China’s attraction to MNCs based in Europe and US were gradually 

diminishing. 

From the motive perspective, these four countries are enjoying a quite big regional 

market, and therefore, their seeking for market in China is not as strong as those with 

a smaller domestic market. Of course, there are quite a proportion of European and US 

FDI to China that are seeking for market; nevertheless, efficiency seeking is an important 

motive behind these investments. Despite China’s huge and attractive domestic market, 
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efficiency seeking investors from US and EU have been decreasing all the time, which 

has affected their potential investments to China to some degree. 

(2) Asian FDI to China

Japan, ROK, Singapore and Taiwan (province of China) are sources of FDI that have 

a special preference for China. From 1992 to 2012, the total accumulated outward FDI 

from these four countries or economies reached US$ 1.53 trillion, accounting for 7.7% 

of the world total, and 16.7% of it flowed in China and amounted to US$ 252.27 billion. 

Their outward FDI to China also accounted for 21.4% in the total inward FDI in China 

over the same period. Therefore, it could be said that China had attracted more FDI from 

its neighboring areas in the past 20 years. 

(3) Hong Kong, Virgin Islands and Cayman Islands FDI to China

Among inward FDI in China, investments coming from Hong Kong and “tax 

heavens” are taking up a very important proportion. However, it is really hard to identify 

the real sources of investment behind them. From 2002 to 2012, total outward FDI flows 

from Virgin Islands, Cayman Islands, Samoa, Bermuda, Bahamas, Panama, Barbados, 

Mauritius and Seychelles to China accumulated to US$ 177.1 billion, accounting for 20% 

of the total inward FDI in China over the same period. In the early 1990s, many “tax 

heavens” were not playing a significant role in FDI, and it is the increasing FDI to China 

that makes them a more important player in the world outward FDI arena.

Hong Kong is an important FDI provider. From 1992 to 2012, Hong Kong’s 

accumulated outward FDI reached US$813.5 billion, accounting for 4.1% in the world 

total, which ranked 6th after US, UK, France, Germany and Japan. In the same period, 

Hong Kong’s FDI to Chinese Mainland reached US$579.08 billion, accounting for 71.2% 

of its total outward FDI. In other words, 71% of Hong Kong’s outward FDI flowed to the 

Mainland of China.

As could be seen from above, sources of inward FDI in China are quite imbalanced. 

While the world’s heavyweight investors do not invest much in China, its neighboring 

countries or economies are having a particular investment preference. In addition, Hong 

Kong and tax heavens like Cayman Islands are the major investment sources for inward 

FDI in China.
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9.1.3 Foreign Investment Policy Adjustment and International Norms

1. Adjustment of Foreign Investment Policies

Every year, there are scores of countries promulgating or adjusting its foreign 

investment policies. From 1993 to 2013, an accumulated total of 3100 foreign investment 

policies were promulgated or adjusted by accumulated 1434 cases, whose main purposes 

were to attract more and better foreign investment. In 2000, restrictive foreign investment 

policies accounted for 2% of the total, increasing to 10% in 2003, 20.2% in 2005 and 

24.5% in 2007. After the financial crisis, protectionism in trade increased, and investment 

restrictive policies accounted for 30.4% in 2009 and reached a historical high of 32% in 

2010. In 2012, the percentage was down to 23.2% and 2013, 27%.

Foreign investment policies of the host country (recipient) have always been an 

important factor affecting the flows and behaviors of MNCs. In the past years, China’s 

foreign investment policies have also undergone a series of changes. It could be roughly 

summarized as three periods, with each period having its different policy measures.

(1) Scale (quantity) seeking policy period. During this period, China’s policy aimed 

at attracting more FDIs, which included the establishment of development zones, high 

and new technical parks, bonded areas, export processing zones and frontier cooperative 

zones, etc., the releasing of a series of incentive measures and the launching of numerous 

investment promotion activities.  

(2) Quality improvement period. This period emphasized more on the quality of 

FDI, with policy measures including: revision of the industrial catalog guides to further 

open up the service sector; establishment of service outsourcing bases to attract more 

FDIs from service MNCs; adjustment of tax refund policies; regulations on transnational 

acquisition and encouragement of MNCs to set up investment holding companies, R&D 

centers and headquarters in China, etc. These measures and policies played an important 

role in enhancing inward FDI in China.

(3) Multiple investment returns seeking period, which indicates a new stage in 

China’s attracting of FDI. The ultimate target of FDI attracting is to enhance China’s 

international competitiveness, promote Chinese enterprises’ participation in global 
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economy, benefit from globalization and promote the sustainable social and economic 

development of China through the introduction of FDI. To this end, China has adopted 

a series of policies and laws in recent years, including the new labor law, the unification 

of income taxes for domestic and foreign enterprises, monopoly law, energy saving and 

clean production policies, CSR policies, etc.

At present, it could be said that China’s FDI policies, which had transformed from a 

quantity-seeking period to a quality-seeking period in the past, are currently entering into 

a new period of seeking for multiple investment returns. At present, the new policies and 

measures of China are not aimed to restrict foreign investment, but rather, to facilitate 

economic restructuring, industrial upgrading and sustainable development, which are not 

contradictory with foreign enterprises’ fundamental interests in China at all. 

The policy framework of the host country usually exerts a direct impact on the 

investment of MNCs. Though China’s new policies are not aiming at restricting FDIs, 

its policy target, industrial preferences and regulations will surely produce an important 

effect on FDIs flowing to China. 

The new government launched a series of new economic policies, including 

regional economic development plans, further opening up in foreign policies, promotion 

of new and strategic industries, establishment of China (Shanghai) Pilot Free Trade 

Zone, streamlining of administrative procedures and delegation of powers, reduction in 

administrative licenses and approvals, and the optimization of administrative functions 

and procedures, etc. Not a long time ago, Premier Li Keqiang even witnessed the seal-

up of 109 administrative approval stamps. Reform measures of trade facilitation are 

also carried out, where custom declaration, inspection and goods release procedures are 

streamlined, saving the custom clearing time considerably. These are all the new measures 

that aim to further open up the Chinese economy.

2. International Norms on FDI

At present, there are no comprehensive, consistent and international binding rules 

on foreign investment like those on international trade. International norms or regulations 

on FDI are scattered in different bilateral, regional and multilateral agreements, which 
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contradict each other in terms of transparency, freedom and consistency. In 2003, the 

WTO Cancun Conference tried to reach a preliminary agreement over international 

investment in vain due to the great disputes among parties. In recent years, the call for 

establishing a uniform international investment agreement (IIA) by the UNCTAD, WTO 

and some countries has been getting louder. 

The bilateral investment treaties (BIT) are very important FDI norms. At the end 

of 2013, there were 2902 BITs altogether globally. At present, there are many problems 

with BITs: First of all, the enthusiasm over BITs is decreasing, as they could not meet 

the realistic needs of parties involved. There were only 20 BITs signed in 2012 and 30 in 

2013, which were at the historical lows. In addition, BITs, whose contents are very much 

out of date, do not have a much clearer effect on bilateral FDIs. In fact, among all the 

BITs signed after 1990s, about 1300 BITs may be terminated at any time.

At the end of 2013, there were 334 regional investment agreements (RIAs). 

Regionalism has been rising in recent years, with more and more countries tending 

to reach RIAs instead of BITs. In 2013, at least 110 countries participated in 22 

regional investment agreement negotiations, with 14 of them being concluded. China’s 

participation in FDI rules making is as follows.

(1) Bilateral investment protection protocols. Since the first bilateral investment 

protocol with Sweden in 1982, China has inked about 130 bilateral investment protection 

agreements, which all follow a standardized and traditional format. The impacts of such 

bilateral investment protection protocols on FDI (double ways) are not quite clear.

(2) Sino-US and Sino-European bilateral investment treaties, which are very 

important bilateral investment treaties for China in FDI. The Sino-US BIT is very 

different with previous investment protocols or agreements from its content. For 

example, in terms of access control, national treatment and negative lists involved are 

all very important investment liberalization measures. SOEs, competitiveness neutrality, 

transparency, labor standards, environmental protection, government procurement, IPR, 

SMEs and the opening up of service sectors are all new clauses not seen previously. The 

new BITs between China and US/Europe will promote the further opening up of China 

and the reforms of China’s FDI management policies. 
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(3) Investment agreements in regional FTAs. So far China has signed 11 FTAs, 

with many of them containing investment agreements, providing promises and clauses 

on national treatments and market access. However, if we look at those who have signed 

FTAs with China, we could discover that their trade with China accounts for only a 

relatively small proportion in China’s total trade volume, and therefore, the potentials 

in service trade and FDI are not great. China has not started its FTA negotiations with 

US and Europe so far, which will be an unfavorable factor in the expansion of bilateral 

service trade and FDI, and thus affect the formation of a competitive global value chain.

As previously mentioned, the international investment agreements signed by China 

indicate China’s further opening up of its economy, promoting regional economic 

integration and creating new favorable conditions for attracting more FDIs.

9.2 FDI’s Contribution to China’s Economy
FDI plays an important role in china’s economy, and has promoted the economic 

growth of China. In the past 35 years since reform and opening up, China has maintained 

an average economic growth rate of 9%, where FDI has been a very important factor. In 

fact, concentration places of inward FDI are usually the economically developed areas. 

For example, foreign investment enterprises in Shanghai, Suzhou, Guangzhou, Shenzhen 

and Tianjin all contribute to more than 50% of the local industrial gross production 

values.

9.2.1 FDI’s Contribution to Domestic Fixed Assets Investment
The fixed assets investments include the investments from state budget funds, 

domestic loans, FDIs and self-raised funds, etc., among which, FDI is an important 

component. However, in recent years, the proportion of actual FDI to the total fixed 

assets investment has been on the decrease, dropping from 10.1% in 2002 to 1.9% in 

2012. During the same period, the average percentage to the total fixed assets investment 

maintained at about 4.58%, and decreased to 1.7% in 2013.
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Table 9.2.1 Percentage of Actual FDI to the Total Fixed Assets Investment of China (2002-2013)
Unit: 100 million RMB

Year Total fixed investment Actual FDI FDI ( %)

2002 45046.9 4554.9 10.1 

2003 58616.3 4430.2 7.6 

2004 74564.9 5020.2 6.7 

2005 94590.8 4940.6 5.2 

2006 118957.0 5252.5 4.4 

2007 150803.6 5689.8 3.8 

2008 182915.3 6421.5 3.5 

2009 250229.7 6149.2 2.5 

2010 285779.2 7158.3 2.5 

2011 345984.2 7494.3 2.2 

2012 374676.0 7060.5 1.9 

2013 447074.0 7620.0 1.7

Sources：MOFCOM Foreign Investments Statistics.

9.2.2 Foreign Investment Enterprises’ Contribution to Trade
In 2012, the total import and export volume of foreign investment enterprises in 

China reached a total of US$1894 billion, accounting for 49% of the country’s total. 

Among them, export reached US$1022.75 billion, accounting for 49.4% of the country’s 

total and import reached US$871.25 billion, accounting for 47.9% of the country’s total. 

From 2002 to 2012, the average trade volume of foreign invested enterprises accounted 

for 55% of the country’s total, but dropped to 46.1% in 2013. 
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Table 9.2.2 Imports and Exports of Foreign Invested Enterprises in China（2002-2013)
 Unit: 100 Million USD

Year Total trade Export Import FDI enterprises (%)

2002 3302.2 1699.4 1602.9 53.2 

2003 4722.6 2403.4 2319.1 55.5 

2004 6631.6 3386.1 3245.6 57.4 

2005 8317.3 4442.1 3875.2 58.5 

2006 10364.5 5638.4 4726.2 58.9 

2007 12549.3 6955.2 5594.1 57.7 

2008 14105.8 7906.2 6199.6 55.1 

2009 12174.4 6722.3 5452.1 55.2 

2010 16003.1 8623.1 7380.0 53.8 

2011 18601.6 9953.3 8648.3 51.1 

2012 18940.0 10227.5 8712.5 49.0

2013 19190.9 10442.7 8748.2 46.1

Source: MOFCOM Foreign Investment Statistics

9.2.3 Quality of FDI in China
Despite the positive impact on China’s economy, there are still problems with FDI 

to China. In the recent ten years, though China has given top priority to FDI quality when 

attracting FDIs, the results proved to be unsatisfactory. The reasons are closely related to 

the misperception of high quality FDI as well as the FDI control policies. In essence, FDI 

quality is not determined by the factors before entry (i.e. Whether the investors are top 

500, whether they plan to put their headquarters or R&D centers in China, or whether they 

are coming from US or Europe, or whether they are engaged in software business and 

service outsourcing, etc.), but rather, it is determined by the business behaviors/conducts 

after they invest in China. In one word, handsome is handsome does, and the countries of 

origin or investment sources are not the most important factor. The Chinese government’s 
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FDI management policies are focusing on pre-entry controls (ex ante supervision), and in 

contrast, the ex post supervision over FDI are almost non-existent at all.  

Researches show that FDI may produce double effects on host country’s economic 

development. On one hand, it produces positive effects by facilitating economic growth, 

industrial upgrading and restructuring, generating exports, jobs, tax revenues, technology 

spill-overs and innovation, and promoting related industrial development, poverty 

alleviation, infrastructure construction and transparency; and on the other hand, it also 

has negative impacts, such as the transfer of polluting industries to the host country, the 

deterioration of host country’s labor standards, the monopoly of technologies, the abuse 

of IPR, commercial bribes, profit piping, channels control and unfair competition as well 

as national security treats. How to regulate the business conduct of MNCs, maximize 

their positive effects and minimize their negative effects on China is a very important 

issue in FDI management.

To facilitate the positive intervention of foreign investment enterprises on Chinese 

social and economic development, it is necessary to create a sound business environment 

for them; however, it is also necessary to establish a foreign invested enterprise 

performance evaluation system, which could fill the blank of ex post supervision after 

their entry into China. It is important to improve the quality of inward FDI in China by 

encouraging “good” foreign invested enterprises to “do good” in China. 

Evaluations on foreign invested enterprises’ performances may be carried out 

in 8 fields, including economic scale, operational efficiency, economic contribution, 

technology development, resource control and consumption, HR development, 

environment protection and production security. A comprehensive evaluation combining 

absolute amount, unit relative amount and annual changes would be carried out following 

Annex Table 9.2.3.

9.3 Experiences of FDI Utilization: Development Zones
Economic and technological development zones have played an important role in 

attracting FDI to China, and have also become concentration places of foreign invested 
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enterprises in China. China’s economic and technological development zones include 

national, provincial/city and county/district ones, and here we will only introduce 

the experiences of the 54 national development zones in attracting FDI, which were 

established in three batches. The first batch was established in 1984-1988, with 14 

altogether, scattering in different areas of the country; the second batch was 23 in number 

and was established between 1990 and 1993; and the third patch of 17 parks/zones was 

established in 2000 and 2001(See Annex Table 9.3). 

These 54 national parks are very important vehicles in attracting FDI. With 

innovative management arrangements and preferential policies, they have made eye-

catching achievements and become a “window”, “demonstration base”, and example, 

having played a leading role in the reform and opening up. As pioneers and experimental 

zones, these parks have developed into fast growing export-oriented zones where 

leading modern manufacturers concentrate and scale economy forms, reflecting the great 

achievements of reform and opening up. 

9.3.1 Successful Experiences of Economic and Technological Development 
Zones

1. Management Arrangements Innovations

Original management arrangements in China were obviously too backward to 

attract much FDI when the first batch of national development zones were established. 

Therefore, the purposes of such development zones were to establish “a simulation of 

international investment environment” within a controllable small area. In terms of 

hardware, infrastructures that cater to the needs of international investors were to be 

constructed, and in terms of software, a sound investment environment that adapts to the 

domestic reality while consistent with the international practice must also be founded, 

which all needs a highly efficient management system. Based on the experiences 

of China’s special economic zones, and learning from the experiences of various 

development parks and zones of the world, China has successfully formed a set of 

development zone management system with its own characteristics. 
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There are four basic models of national development zones, which are: (1) 

Administrative Committee model, where development zones are operated by 

Administrative Committees dispatched by the government, and the land development 

are usually handled by an affiliated development company. (2) Corporate model, where 

no ad hoc administrative committees or agencies are established. Instead, the zones are 

constructed and operated by a development corporation, which are also empowered with 

some administrative functions by the government. The three national development zones 

in Shanghai are typical examples in this regard. (3) Administrative District model, where 

the development zones are treated as an administrative district, with various government 

agencies being established. Only a few development zones are following this model. (4) 

Administrative Committee plus Township model. As the land area of development zones 

are increasing, original townships are kept unchanged in the zone. This model may be 

seen as an expanded version of the first model.

Most of the 46 national development zones adopt the “semi-government” model of 

“Administrative Committees”, which has the following main features.

(1) The administrative committee usually gets the special authorization of the 

local people’s congress or the local government and manages the development zone 

on behalf of the local municipal people’s government. The administrative committee, 

as a dispatched agency of the municipal government in its form, mainly exercises the 

economic functions of the government. Therefore, except that the local party committee 

would establish a working committee in the development zone, there are no people’s 

congresses or political consultative conferences being established, which is a very 

important feature that distinguishes itself with a regular administrative district.  

(2) Within the administrative committee, the institutions and agencies are 

streamlined, with many agencies being consolidated into one office or agency, which 

are very different from the agency or department set up under a regular administrative 

district. The members of the committee are appointed instead of being voted by the local 

people, and officers other than committee members are usually contracted through market 

according to post requirements. 

(3) The finance of a national development zone enjoys a parallel status with that 
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of local financial administration, which may have its own independent budget, taxation 

powers and administrative post-setting authorities. It may also have budget lines to set 

up a police department, a prosecuting agency and a people’s court within its territory. In 

addition, they often have powers to make regulatory norms within their territories so that 

they could be effectively managed by law.

Featured with super government authorization, economy-orientation, special 

treatment, and a relatively independent management regime, the above model guarantees 

the development of such zones from a system perspective with a true “small government”. 

The streamlined government administration in the zone decreases agency numbers and 

operating costs, raised management efficiency, and provides possibilities for reducing red 

tapes with “one stop” services.  

2. Sound Investment Environment

Most of the enterprises make their investment decisions based on the market 

principle, and therefore, whether they will invest in those national development zones 

is totally dependent upon the investment environment, whose optimization remains the 

only option for attracting FDIs. In the past 30 years, the key to the fast growth of national 

development zones lies with their focus on improving investment environment. In the 

earlier days, they gave focus to those labor intensive enterprises that demand cheap 

production factors; and later, they focused more on capital-and technology-intensive 

enterprises that emphasize more on the “soft” environment, such as efficiency of logistics, 

industrial supporting measures and administrative transparency, etc. Catering to the needs 

of investors, national development zones kept improving the investment environment 

by providing investor-friendly services, which enabled them to take a lead in the fierce 

competition of FDI attraction and become the hottest investment area in the world. 

3. International Practice

National development zones are export-oriented frontiers of the reform and 

opening up in China. To attract quality FDIs in global industrial transfers, they face 

fierce competition with other areas not only in China, but also from the rest of the world. 
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Therefore, international practices are often adopted in these zones to attract international 

investors. In the past, based on their researches over MNC’s needs and their learning from 

advanced international experiences, these national development zones have all adopted 

international practices in terms of capital, market, technology, management and mentality 

in their jurisdictions to attract more capital- and technology-intensive foreign investments. 

At present, they have become the true frontiers of reform and opening up in China.

4. Market Oriented

To start from the beginning, a set of management system and regulations were 

created based on the market principle. As required by the market economy, a stable and 

transparent environment and a highly efficient and standardized management regime 

were created, specifying that major functions of administrative bodies of such national 

development zones were to provide infrastructure and public services rather than to 

interfere in individual corporate decisions. A supporting system including land use 

market, labor market, intermediary services and social security network was also created 

and improved based on the demand of the market economy.

5. Incentive Measures

In the past, national development zones, as pilot areas in attracting FDI, have 

provided a series of incentive packages for foreign investors, which included the 

following:

(1) Foreign invested production enterprises enjoyed a very preferential 15% 

corporate income tax (Chinese enterprises were charged with 33% corporate income tax 

at that time). If their business operation period in China were planned for more than 10 

years upon entry, they were exempted for corporate income taxes for two years since 

their first profit-making year, and from the third year to the fifth year thereafter, they can 

enjoy a 7.5% corporate income tax, which was 50% discounted over the already very 

preferential rate of 15%.

(2) After the tax reduction and exemption period expired, enterprises with an 

advanced technology qualification may get another three years of corporate income tax 
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discount by 50% (7.5%), and exporting foreign enterprises may pay corporate income tax 

at 10% if the total export amount of the year accounted for more than 70% of their total 

production value.

(3) Foreign invested production enterprises enjoyed a very preferential 1.5% local 

income tax rate of 1.5%. In addition, they were exempted for local income taxes for 

two years since their first profit-making year, and from the third year to the fifth year 

thereafter, they can enjoy a 0.75% corporate income tax, which was 50% discounted over 

the already very preferential rate of 1.5%.

(4) If a foreign invested enterprise suffered an annual loss, they may make it up 

using the incomes of next year, and if they could not make it up using the next year’s 

income, they may continue to make it up with the incomes of the next five years.

(5) After paying income taxes, if foreign investors use their profit to re-invest in their 

own enterprises or other enterprises of the same development zone, and if their planned 

business period upon entry were over 5 years, they may get a refund of 40% of their paid 

income taxes for this part of invested profit in China. If they invest in export enterprises 

or advanced technological enterprises in the zone, they may get all the paid income taxes 

for this part of invested profit.

(6) Enterprises were exempted from custom duties and VATs for export except 

otherwise provided by law.

(7) Enterprises were allowed to sell their products in China.

(8) Land use prices may be reduced by 10-50 thousand RMB per Mu (0.15 hectares) 

based on the investment scales and paid in capital; and for high tech projects certified by 

provincial or municipal technological commissions, the land use prices may be reduced 

by 30-60 thousand RMB per Mu.

(9) Enterprises may apply for loans from banks using foreign currency or fixed 

assets as collateral. Export enterprises and advanced technological enterprises were given 

precedence for consideration in banking loans.

(10) Enterprises in the zone may select leaders by their own, set up their own internal 

institutions and posts, recruit and lay off workers based on contract, decide on their own 

standards and forms of salaries, and establish their own punishment, award and allowance 
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(subsidy) systems within the limit of the Chinese law. A labor contracting system was first 

established in those enterprises, too.

(11) Enterprises enjoyed the same preferential treatments offered by the State, 

province and municipalities. In addition, overseas Chinese (including those from Taiwan, 

Hong Kong and Macao) investors may also arrange their rural relatives to work in their 

enterprises and get their rural Hukou (household registration cards) transferred to the 

development zones in accordance with law.

(12) Domestic enterprises in these zones may also enjoy certain preferential policies 

given to foreign invested enterprises to some extent in accordance with relevant policies 

and regulations.

By providing such incentive packages, it may be said that national development 

zones have played an important role in the past in attracting FDI to China amid the fierce 

global competition for FDI.  

9.3.2 Challenges of ETDZ in the New Era
After thirty years of rapid development, the national development zones are now facing 

a series of challenges in spite of their glorious achievements: lands are becoming more scarce, 

the management system is challenged and the industrial structure is not quite satisfactory. All 

these impose a severe threat to the potential development of these zones in the future.

1. Bottlenecks in Land Use

By the end of 2007, a total of 887.31 square kilometers planned for the 54 national 

development zones (Suzhou, Ximen Haicang, Hainan Yangpu and Jiqiao export zones 

were excluded) had been approved by the State Council, with 663.76 square kilometers 

being developed for industrial projects, accounting for 70% of the total approved area.

At present, the bottleneck restricting the development of such zones is that the 

approved areas are almost used up, making it difficult to offer suitable sites for big foreign 

projects. In addition, ever since the “bidding, auction and listing” system was introduced 

in the land-use system for industrial purposes, the process of land use has become too 

lengthy, a really serious problem for development zones.
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2. Management System Deficiencies

In the early days, national development zones were very simple export-oriented 

industrial parks. The administrative committee model, as a highly efficient management 

system, avoided the establishment of a complex bureaucratic body (which usually 

contains party committees, governments, people’s congresses and political consultative 

conferences at least) in cities. However, as more townships were involved or included 

in the zones with the expansion of zone areas, and as most of the zone enterprises were 

industrial in nature, the permanent residents in these zones were increasing in large 

quantities, making the situation more complex. In addition, relocation of indigenous 

farmers, community building and management, environmental protection, education, 

health and social security were all becoming social problems to be solved for many zones. 

Therefore, a purely economic development zone seems not to be enough: how to provide 

effective public services without bringing in the red tapes has become an important issue 

for the national development zones in the future. At present, how to remain efficient 

in management and how to coordinate between the zones and their bordering areas are 

becoming pressing issues to be solved. 

3. Backward Service Sector

In early days, national development zones were all targeted at attracting FDI in 

manufacturing, which led to an irrational industrial structure in these areas. From 2003 to 

2007, service sector accounted for only 20% of these areas’ gross production value while 

the country’s average was 40%. 

In fact, the more developed, the more manufacturers were in these national zones. 

The most developed zones were often characterized by the most imbalanced industrial 

structures. The very backward service sector development, in turn, severely constrained 

their competitiveness in manufacturing. In the context of regional economic integration, 

development levels of service sectors will have a direct impact on manufacturing 

industries, and the production supporting service sector in particular, may, to some extent, 

be a determining factor over the international competitiveness of the manufacturing 

industry. 
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4. Homogeneity in Industrial Structure

If we have a closer look at the most open and developed zones among the 54 national 

development zones (including the ones in Tianjin, Kunshan and Suzhou), we would 

find a highly similar industrial structure. For example, among the 54 zones, 32 of them 

take electronic communications as the leading industry, 30 biological medicine, 26 food 

processing, 16 new materials, 15 machinery manufacturing, 14 automobile and parts, and 

11 of them photo-electricity. For another example, in the Yangtze River Delta area, most 

of the zones put electronics, machinery, chemicals and pharmaceuticals as their leading 

industries. In the 16 cities of Yangtze River Delta, 11 cities take automobile industry as 

the backbone industry, 8 cities petrochemicals, and 12 cities telecommunications. The top 

five leading industries in Suzhou, Wuxi and Changzhou are almost identical.

A similar industrial orientation would lead to fierce competition in FDI attracting 

to the waste of limited resources. How to take full advantage of their comparative 

empowerment and select a leading industry that fits their own conditions is an important 

issue for most of the development zones. 

9.4 International M&A in FDI and the National Security

9.4.1 International M&A and FDI
FDI of MNCs contains three major forms: Greenfield investment, international or 

cross border merger and acquisition (M&A), and replacement investment. In the past 10 

years, international acquisition has become a major form of global FDI, accounting for 

two thirds of the annual FDI inflows.

Developed countries have been the major player in international M&A, accounting 

for 80% of the total sales and purchases. From 1991 to 1995, sales offered from the 

developed countries were higher than purchases they made, which showed that sales of 

domestic assets had become their important way in FDI attraction. 

International M&A and Greenfield investments have different impacts on the 

economic development of host countries. People tend to perceive that Greenfield 
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investment benefits the host country more than international M&A, which is in fact not 

right. From a long-term perspective, the two types of investments are having almost the 

same impact on development (UNCTAD 2000).

In the past 10 years, most countries have taken international M&A as an important 

component of their FDI policies and adopted a positive altitude towards it. Developed 

countries were offering sales of shares in both service and manufacturing sectors 

including these important sectors. Attracting FDI will remain a major policy target, with 

international M&A being still one of the major forms. In fact, major developed countries 

are witnessing a higher percentage of inward FDI in service sector acquisitions.

At present, the proportion of M&A to China’s inward FDI is much lower than that in 

the other countries. International M&A is of realistic importance in the efficient allocation 

of resources and the lift of status in international division of labor for China. Since 2004, 

the proportion of international M&A to the total inward FDI in China had been rising all 

the time. However, in 2007, it reached a low point, which may be related to the heated 

domestic debate on whether it would affect national security. However, the debate shall 

not become a turning point in supporting us to turn conservative in terms of international 

M&A. In the long term, international M&A shall still be an important tool for China to 

attract FDI

9.4.2 National Economic Security and FDI

1. New Concept of Economic Security

There has been a long and continuous dispute over FDI’s impact on national 

economic security, which may be misleading. First of all, there is no clear definition of 

“national economic security”. In fact, at present, national economic security is no longer 

closely linked with the so-called “control of national economic lifelines”, “damaging 

the basic economic systems of the country”, “disturbing the national economic order”, 

“affecting major economic decision-makings of the state” and “affecting the realization 

of national economic development targets”, etc. Instead, it is more closely related to the 

over-seeking of economic returns by MNCs to the neglect of social responsibilities in the 
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host country, and harms the host country’s economy and fails to reach a win-win situation. 

In essence, MNCs’ threats over national economic security are most directly reflected on 

economic interests.

At present, with the unfolding globalization, there are more meanings added to the 

national economic security: (1) higher sector control power. The control of MNCs over 

market, capital and technology results in the high dependency of the host country on 

them; (2) entry into or control of strategic and sensitive sectors by MNCs; (3) preventing 

the host country from acquiring and improving their technologies through technical 

barriers, monopoly and containment measures; (4) unfair competition, such as market 

monopoly, channel control, commercial bribes, policy rent seeking and the attempt to 

destroy traditional Chinese famous brand, etc.; (5) discriminating behaviors in China by 

MNCs, for example, their different standards in China on social responsibility, technology 

research and development, labor welfare and protection, emissions, patent application and 

IPR protection and profit piping, etc.; (6) unfavorable international division of labor for 

Chinese enterprises as controlled by the MNCs.

The above-mentioned are all specific threats MNCs may constitute against China’s 

economic security, and shall be treated seriously.

2. Evaluations Over the FDI’s Controlling Power of Chinese Industries

Another important issue in national economic security is about evaluations on FDI’s 

controlling power over key sectors in the host country, which is core in the discussion and 

researches. Sector specifically, MNCs’ control over Chinese industries are quite different.

We base here on the statistics in 2007 to give a brief description about FDI’s 

control over China’s economy. There are 7 indicators that could be sued for the purpose. 

They are the proportions of foreign invested enterprises (above designated size) to the 

total domestic industrial enterprises: number of foreign enterprises, total assets, total 

production value, industrial added values, prime business incomes, export amount and 

employment. Their influences on China’s economy are broken down into five categories: 

less than 10%, 10%-30%, 30%-50%, 50%-70% and above 70%. Over industry selections, 

we select mining industry, manufacturing, electricity, gas and water production and 
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supply, which are further broken down into 523 sectors. 

Under this evaluation system, we have the following result of MNCs’ control 

of Chinese industries and sectors: (1) sectors where FDI has no controlling power: 

97, accounting for 18.5%; (2) sectors where FDI has certain controlling power: 172, 

accounting for 32.9%; (3) sectors where FDI has considerable controlling power: 149, 

accounting for 28.5%; (4) sectors where FDI has high controlling power: 77, accounting 

for 14.7%; (5) sectors where FDI has absolute controlling power: 28, accounting for 

5.4%.

The above analysis shows that about one third of capital and market in the domestic 

manufacturing industries are controlled by foreign investment, with degrees of different 

sectors vary. The controlling degree is higher than that in the US and other large 

countries, and lower than that in Singapore and other smaller countries.   

3. FDI Sector Controlling Power and National Economic Security Standard

At present, there are no clear-defined relations between the controlling powers of 

MNCs and the national economic security in both theories and practices. There is no 

uniform alert line over how much percentage FDI in a given sector shall be taken as safe. 

In addition, economies of different scales, at different stages and in different industries 

shall also have a different alert standard accordingly.

In general, FDI’s control of Chinese industries is limited, with only a few sectors 

being absolutely controlled by foreign investment. Even some industries are controlled by 

foreign investment, there are more than 100 foreign investment enterprises in each sector, 

which does not constitute a monopoly, and in addition, these sectors are not strategic or 

sensitive at all. It may be said that due to the overall huge scale of FDI in China, MNCs 

are having an important influence in their respective sectors, which, however, is still 

within a tolerable range. The so-called super control power of FDI in China to the degree 

of affecting national economic security is not supported by evidence.

National security affected by some enterprises and sector economic security shall be 

distinguished. When we talk about a sector, it always gets too broad: there are often many 

non-sensitive enterprises even in the most sensitive sector, and there are always individual 
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enterprises that may affect national economic security even in the most non-sensitive 

industries. Therefore, when we talk about national economic security, we shall focus 

more on specific enterprises instead of sectors. Generally speaking, individual enterprises 

that may affect national economic security are often very limited in number. Therefore, 

we shall not give entry limitations or access controls over a certain sector merely because 

there are a limited number of enterprises that are strategic and sensitive in it.

There are no countries having no regulations or scrutiny over cross-border M&A by 

MNCs. Based on national security, public health and environmental protection reasons, 

every country will take censorship and control measures over the entry and acquisition 

activities by MNCs. In key sensitive industries, such as finance, energy, transportation, 

culture, telecommunications, core military industries and heavy equipment industries, 

and over sector leading enterprises, most countries will carry out strict scrutiny to prevent 

malicious acquisition, and some even forbid foreign investment in certain sectors. In 

general, scrutiny over the entry and acquisitions by MNCs is not contradictory with FDI 

attraction.  

9.5 Incentive Measures for FDI and CSR

9.5.1 Contents of Incentive Measures

1. Contents of Incentive Measures

Incentives are economically preferential measures provided by the host country 

government to foreign invested enterprises, helping them to increase returns, reduce 

costs/risks and encouraging them to operate in a way preferred by the government, such 

as attracting FDI to a particular area (location incentives), or asking foreign enterprises to 

train people, carry out research or export, etc.(behavior incentives). 

Incentive measures are diversified, including: (1) fiscal incentives, such as the 

reduction of corporate income taxes, subsidies, tax credits or exemptions, accelerated 

depreciation and the exemption of import duties, etc.; (2) financial incentives, such as 
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allocation of governmental funds, credit subsidies, and the participation of governmental 

capital; (3) market incentives, such as the tolerance of monopoly, the protection of 

imported products, and the refusal of new comers and the priority in getting governmental 

contracts, etc. (4) Other incentives, such as preferential treatment over foreign exchanges, 

subsidies to infrastructure construction and services, immunity to labor or environmental 

protection laws, etc.

With more countries realizing the importance of FDI to their national economies, 

international investment barriers are being reduced gradually. Starting from the mid 

1980s, with globalization and FDI boomed, many countries were adopting incentive 

measures to attract FDI. Competition for FDI with incentive measures was heating 

up. According to a UNCTAD research over 103 countries, there were only 4 countries 

providing no incentives to foreign investors in the 1990s.

2. Impact of the Incentive Measures

Incentives are globally used for attracting FDI. There are a number of location 

factors that affect FDI. Financial and fiscal incentives are merely the sugar coats over 

these location factors. Only when such factors are more or less the same could incentive 

measures succeed in attracting FDI effectively.

Through the author’s investigation over 543 MNCs, there are a number of location 

factors that determine FDI flows: (1) geographical factors; (2) government efficiency and 

follow-up services after investment; (3) industrial concentration and scale economies; 

(4) preferential policies. Therefore, incentive measures are one of the factors that affect 

investor’s investment intention, however, it is far from being the most important one.

MNCs usually do not take incentive measures as an important factor. Among such 

incentives, income tax reduction or exemption would usually be considered first, and then 

comes the tax refund policy and import duty reduction/exemptions. Land use preferences 

are usually the last factor to be considered.

Researches show that incentives cost about 43% of the total actual FDI. When 

attracting FDI, the major purpose of providing incentives is to enhance the host area’s 

competitiveness in attracting FDI. For a specific FDI project, how much incentive 
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measures may help in the competition for FDI are usually determined by the investors’ 

own conditions, their investment targets, sector, forms of investment, location advantages, 

the intensiveness of labor or technology, etc.

Therefore, when providing incentive measures to foreign investors, there are more 

factors to be considered in addition to the investor’s conditions, such as sector advantages 

of the area, necessity of such incentives, incentive costs, packages, tools, time and 

motives, etc. Location incentives and behavior incentives shall be distinguished and 

following up evaluations shall be in place. 

3. Competition in Incentive Measures and Investment Transfers

Whether incentives may trigger investment transfers, i.e. investors move their 

investment from place A to place B as B has provided more incentives, is an interesting 

issue. Researches show that incentives are having an impact on such transfers pursuant to 

the sectors/industries and types of FDI.

Usually, market-seeking FDI, which takes a large part of total FDI, will not be 

affected much by incentive competitions. Therefore, there are rarely any market-seeking 

FDI transfers due to incentive competitions.

Resource-seeking FDI usually has no incentive competitions across different regions in 

a similar way. Instead, it usually flows into areas with particular resource empowerment.

Efficiency-seeking FDI differs with the above two types of FDIs as it often considers 

much over production costs. In a globalized economy, and especially after more than 10 

years’ trade liberalization, investors often find themselves having many different locations 

to select, which leads to competition. Of course, in addition to investment types, the 

production process and technical aspects of its products are also important factors to be 

considered.

For manufacturing products based on resources, such as processed foods and 

tobaccos, simple wood products, petro-products, dyeing, leather, rare stone products and 

organic chemistry, etc., if such resources are easier to be obtained locally, there would be 

virtually no competition for such FDI among regions.

For low-tech manufactured goods, such as textiles, apparels & clothing, shoes & 
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stockings, other leather products, toys, simple mental and plastics products, furniture and 

glass products, due to the low requirements on R&D, technology (usually the invested 

equipment will suffice), skills and scale of economy, their entry threshold are usually very 

low. Therefore, for such investments, labor usually constitutes the biggest part of costs, 

which leads to a very fierce competition among regions.

Automobiles, industrial chemicals, machinery and standardized electronic products 

are usually considered as mid-tech manufactured goods, which require complex but stable 

technologies. The production of such goods demands great engineering and designing 

capacity and a large production scale, which constitutes a high threshold for many 

countries. Usually, due to their demand on labor skills and infrastructure, competition 

usually only exists in areas with good conditions.

For high-tech products, such as electric appliances, electronic products, precise 

instruments in aviation and aerospace, refined chemicals and pharmaceuticals, etc., as 

whose production demands advanced and innovative (constant changing) technologies 

and complicated labor skills, they also constitute a very high threshold for many 

locations. As such products need large quantities of R&D investment, advanced 

technological infrastructure and close collaboration between enterprises, universities and 

research institutions, the competition usually are taking place between a limited number 

of developed countries. 

To sum up, some types of FDI will not change locations easily due to incentive 

competitions. Even they change locations under rare circumstances, they are often 

accompanied by industrial upgrading. Therefore, though incentives are popular 

worldwide, they do not lead to investment transfers under most circumstances, reminding 

us to refrain from using incentives as the only option.

At present, incentives are more specific and more target-oriented. Local governments 

are now providing specific investment incentives for a specific development target 

instead of general preferential treatments for all FDI projects. In order of importance, 

the following are usually their targets in attracting FDI via incentives: (1) Specifically 

targeted at some sectors, such as the high tech and high value added manufacturing 

industries, including electronics, software and modern infrastructure. In addition, 
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establishment of regional headquarters are usually of interest to the host country. (2) Specifically 

targeted at some locations, for example, areas where economic development are 

backward, or unemployment rate are higher than the country’s average, etc. (3) Targeted 

at more export, and especially in the developing countries; (4) R&D, labor training and 

job creation. Therefore, when attracting FDI, local comparative advantages, investor 

motives and technological aspects shall all be considered with a specific target instead of 

a simple package of incentives. 

9.5.2 MNCs and Their Social Responsibilities

1. Imbalances Between the Interests of MNCs and the Host Country

MNCs’ social responsibilities in the host country have attracted global attention. In 

the past, MNCs have always been considered as the disadvantaged party, and therefore, 

the focus of more than 6000 investment agreements and 2900 double taxation avoidance 

agreements have all emphasized the protection of MNCs so far to the neglect of the 

protection of the host country’s interests and the supervision against the MNCs. In recent 

years, there have been emerging trends as follows:

(1) With stronger capital and technological capacities, the international influences of 

MNCs are getting greater;

(2) Information technology has facilitated the global operations of MNCs, whose 

means and behaviors are often easily hidden or covered up;

(3) Fierce competition between MNCs may result in indecent behaviors in 

competition;

(4) Too many incentives and liberalized reform measures by the host government 

have led to the neglect of effective scrutiny over the MNCs.

At present, events of MNCs jeopardizing host country core interests or national 

economic security keep appearing in the news, making the balance between MNCs 

and host government an international hot topic, which triggers wide disputes among 

international organizations, host and home countries and researchers.
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2. Discriminating Behaviors of MNCs in China

We attract FDI not for FDI’s sake, but rather, we attract it to promote sustainable 

development, lift our status in international division of labor and achieve harmony 

in relations between government, community, residents, laborers and environment. 

Therefore, we need to focus on the mechanism to enable us to benefit from the foreign 

investment after these capitals are paid in when formulating FDI policies and measures.

MNCs are highly globalized, so they shall have a universal corporate standard in 

all countries and carry out business activities in the host country in a fair way. However, 

many MNCs are having discriminating behaviors in China by adopting a lower standard 

(than its uniform ones or ones in the other countries), and to make things worse, some are 

conducting behaviors that are strictly forbidden in their home country. For example, many 

foreign enterprises in China have the following discriminating behaviors: (1) lower social 

responsibility standards; (2) lower technological research and production standards; (3) 

lower labor standards and protection standards; (4) poorer environmental emission control 

(pollution) standards; (5) unfair market competition; (6) patent and IPR rights; (7) commercial 

bribes; (8) illegal profit piping. 

It is very important to safeguard the interests of China and other developing 

countries by carrying out comparative studies of MNCs’ behaviors in their home and host 

countries and rectifying their discriminating behaviors accordingly. 

3. Urging MNCs in China to Shoulder More Social Responsibilities

The essence of corporate social responsibility is to shoulder social responsibilities in 

addition to profit seeking for the shareholders, take care of the interests of all stakeholders 

(and laborers in particular), protect environment and promote sustainable economic 

development in the local area. It has become a global trend for large MNCs to build up 

their good responsible “citizen” images through the shouldering of social responsibilities, 

and is also consistent with China’s foreign investment policy target in the new era, providing 

an important way for China to gain more comprehensive benefits from inward FDI.

To promote MNCs in China to carry out their social responsibilities, we may 

consider the following measures.



China Development Report on South-South Cooperation 2014

302

(1) Formulate social responsibility standards and codes of conduct for MNCs in 

China;

(2) Carry out scrutiny over MNCs’ internal corporate social responsibility charters 

and their implementation measures, and urge foreign enterprises to establish a whole set 

of social responsibility implementing system;

(3) Ask MNCs to publish annual social responsibility report and disclose information 

in this regard;

(4) Provide incentives for MNCs who implement social responsibilities, including 

honors, preferential policies and precedence in governmental procurement, etc.

(5) Encourage NGOs and intermediaries to monitor and supervise MNCs in the 

implementation of their social responsibilities.



10. Main Conclusions and Policy 
Recommendations

10.1 Major Conclusions
Generally speaking, mutual investments between China and the other developing 

countries have been growing rapidly. In recent years, developing economies have 

taken a dominant share in China’s total FDI and OFDI. From the OFDI perspective, 

88% (74.2 billion USD out of 87.8 billion USD) of China’s outward investment flew 

to the developing countries in 2012; meanwhile, in 2013, among the total 121.1 billion 

USD inward FDI to China, 93.5 billion were coming from the developing economies, 

accounting for 77%. In fact, mutual investments between China and the other developing 

countries have been increasing at a very surprising speed: from 2001 to 2012, inward 

FDI to China from the developing economies increased about 2.86 times while China’s 

outward FDI to these economies increased by 29 times from 2003 to 2012, which 

indicates that SS investments are on a rising trend as a whole.

Specifically, we have drawn the following conclusions:

1. First of all, China’s OFDI is highly concentrated on three major places, which are 

Hong Kong, British Virgin Islands and Cayman Islands, accounting for more than 80% 

of China’s total outward FDI to the South. Among the top 20 destinations of China’s 

OFDI, there are nine Asian countries, three African countries (South Africa, Zambia and 

Nigeria), and one American country (Venezuela), which indicates that Asia is the major 

destination of China’s OFDI while Africa and America still have great potentials. From an 

industrial perspective, China’s OFDI has mainly flown to mineral, service, construction 

and manufacturing industries despite its great diversity. Take 2012 as an example. 

Service sector has attracted 30.4% of the total China’s OFDI, mineral industry 15.4%, 

manufacturing 9.9% and construction 3.7%.
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2. Secondly, China’s OFDI to the South has a positive effect on its export, industrial 

upgrading and employment. (1) China’s OFDI to the other developing countries does have 

a positive effect on its exports in spite of its weakness due to its small scale. In addition, 

non-manufacturing industries (such as overseas contracting) still have a dominant share 

in China’s OFDI composition, they do not have a pulling effect as great as that of the 

manufacturing industry. Similarly, though mineral industry will promote the China’s 

export of relevant equipment to the host country, its effect on China’s overall export 

is also insignificant due to its limited scale; (2) One of the objectives of China’s “go-

global” strategy is to upgrade its industries through OFDI, which is found to be possible 

through marginal industrial transfer, industrial linkage and intra-industrial competition; 

(3) China’s OFDI has both replaceable and pulling effect on domestic employment; 

however, our researches show that the pulling effect is greater than the replaceable effect. 

For example, in 2013, year-end overseas Chinese workers reached 853 thousand, which 

was 0.4% higher than that in 2012. Among those workers, 563 thousand stayed in Asia, 

215 thousand in Africa, 26 thousand in Europe, 37 thousand in Latin America, 3000 in 

North America and 9000 in Oceania. It could be seen that Asia and Africa are the major 

destinations of overseas Chinese workers, accounting for 91.2% of the total. 

3. Thirdly, China’s OFDI has also a positive effect on host developing countries, 

and it can be shown in three aspects: (1) It promotes infrastructure construction in the 

host country. ASEAN, South Asia, Central Asia and other neighboring or geographically 

adjacent countries are major destinations of China’s OFDI in infrastructure construction, 

where Chinese electricity, engineering and construction companies have made great 

contributions to the inter-connectivity and resource exploration. In infrastructure-

lacking Africa, China’s OFDI in infrastructure has greatly promoted local development 

and enterprise growth; (2) It has promoted local technological upgrading and enterprise 

competitiveness, raised local workers’ average salary level and enhanced local 

employment directly or indirectly through the procurement of local raw materials, etc. 

According to the 2013 China’s OFDI Statistics Bulletin, in 2013, Chinese enterprises 

employed 967 thousand local workers in host countries, among which, 865 thousand 

(245 thousand more than that in 2012) were employed from the developing countries, 
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accounting for 44% of total workers employed by overseas Chinese enterprises; (3) 

Improvement in employment will directly reduce the poor population in the host country.  

Through skill training, Chinese enterprises have provided job opportunities and stable 

incomes to the poor in the host countries by building up their capacities and transforming 

their mentalities over employment; (4) Due to the lack of experiences, Chinese enterprises 

do have some problems in environmental protection in host countries somehow. For 

example, a dam project in Sudan and a copper mine project in Chile are alleged to have 

certain negative effect on the local environment. Fortunately, China has now realized the 

importance of local environmental protection and has taken systemic measures on both 

national and enterprise levels. At present, China has already announced its intention to 

strengthen guidance and services to Chinese enterprises in the “go-global” process, and 

demand them to perform their corporate social responsibilities for the benefits of the local 

people. 

4. Developing countries, and especially transition economies and Asian economies 

are enjoying a stable growth in outward FDI. South Africa (Africa), Mexico (Latin 

America), Brazil (Latin America), Russia (CIS), Four Asian Tigers, China, India, 

Malaysia and Thailand (Asia) are emerging as new FDI providers. China, which ranks 

on the top of FDI attraction countries, is also an important destination of Southern OFDI. 

According to statistics, developing countries’ FDI in China increased from 3269.5 billion 

USD in 2001 to 9349.9 billion in 2012, which was a 2.86 times increase in mere 12 

years. The top 21 Southern FDI providers to China are: Four Asian Tigers, British Virgin 

Islands, Cayman Islands, Samoa, ASEAN, BRICS and some African countries. Southern 

FDI providers are somehow different with Northern FDI providers in investment motives, 

industries and forms.

5. Southern FDI also has a positive effect on Chinese foreign trade, employment 

and environment. As most of the Southern FDIs are resource-seeking in nature (and in 

particular, cheap labor resources), they have promoted China’s export through investment 

in the processing industries. In fact, foreign-owned enterprises have accounted for a 

very large share in China’s export. For example, in 2012, foreign enterprises contributed 

49% of China’s total export, and in the first half of 2013, the figure was 45%. In fact, 
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the coefficient of investment and export relationship in China is over 80%. From the 

employment perspective, as most of the Southern OFDIs have flown to the labor-

intensive industries, they have a very significant pulling effect on the employment of the 

non-skilled workers in China. From the environmental perspective, we have discovered 

that Southern OFDI in general has little impact on China’s environment due to the high 

proportion of non-manufacturing industries in its composition. Of course, there are 

also some Southern OFDI invested manufacturing industries in China, whose polluting 

effect on China could not be ignored. However, we must admit that this is only a general 

conclusion. In fact, stories maybe quite different from the perspective of individual 

countries.

6. Mutual investments between China and the other developing countries could 

be divided into three phases: (1) 1979-1989, when both inward and outward FDI were 

insignificant; (2) 1990-2000, which witnessed a quick growth in inward FDI to China; 

(3) 2001-2004, when mutual investments between China and the other developing 

countries were getting more balanced. In general, mutual investments between the two 

sides have both been growing; however, since 2010, China’s outward FDI to the South 

has already surpassed its inward FDI from South in amount, which is a direct result of 

China’s investment policy adjustments and industrial upgrading/transfers. Though mutual 

investments between China and the South (as an important form of SSC) are increasing 

all the time, there are still many problems to be solved.

7. China, as the top destination of global outward FDI, has many experiences and 

lessons to be shared with the other developing countries. Specifically, these experiences 

or lessons are: (1) Host country policy framework does have a direct impact on the 

investment behaviors of MNCs, so it shall be adjusted from time to time. China’s FDI 

policy has been undergone a series of changes from scale (quantity) seeking towards 

quality seeking, and now it has gradually entered into a new phase of harvesting more 

benefits and returns. China’s new FDI policies aim at adjusting investment composition, 

facilitating industrial upgrading and promoting the sustainability of the economy, so they 

are non-restrictive in purpose and consistent with the fundamental interests of MNCs; (2) 

Special economic and technological zones/parks, which have become the concentrating 
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places of inward FDI in China, have played an important role in China’s attraction 

of FDI. National economic zones, in particular, have formed a “great simulation of 

international investment environment”in China by taking a series of comprehensive and 

systemic managerial measures, which have helped FDI’s flow to China; (3) International 

acquisitions and mergers, as an important form of FDI, will not constitute a threat to 

“national security” of the host country under adequate policy framework. However, 

MNCs may seek economic returns so much that they have neglected the economic 

interests of the host country and their corporate social responsibilities. Therefore, it may 

be necessary for developing countries to provide adequate policy incentives to MNCs 

towards inclusive growth and a win-win situation within its territory. 

8. Opportunities and challenges coexist in investment cooperation between China 

and the other developing countries. With favorable FDI policies of the South, Chinese 

private enterprises’ advantages in applicable technologies and small scale, and the 

unfolding process of Chinese traditional labor-intensive industrial transfer overseas, 

investment cooperation between China and the other developing countries will continue 

to grow, and especially in areas such as transportation infrastructure and traditional 

manufacturing. However, financing difficulties of Chinese private SMEs, restrictive 

measures by some developing countries and political risks may still constitute challenges for 

China’s OFDI. Of course, neither opportunities nor challenges will be the same in different 

countries. For China, we recommend it to (1) encourage Chinese enterprises, and SMEs in 

particular to invest in the other developing countries; (2) select investment locations and 

industries, i.e. guide Chinese enterprises to invest more in Africa and Latin America as those 

areas are now seeking for FDI with preferential policies in general. (3) Improve China’s legal 

system over FDI, which now focuses more on inward FDI rather than OFDI.

10.2 Key Areas in China-South Investment Cooperation

10.2.1 Importance of China-South Investment Cooperation
“Go-global” strategy may expand Chinese enterprises’ international market, promote 
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Chinese export and give more international exposure to Chinese enterprises. It will help 

them to get more integrated in the globalized international cooperation. After entering 

the state of “new normal”, it seems that China’s industrial upgrading may be difficult to 

be without international cooperation. China’s OFDI Statistics Bulletin (2013) shows that 

China’s OFDI has for the first time, surpassed 100 billion USD, making China the third 

largest FDI provider for a second year. It predicted that by the end of 2014, China’s OFDI 

would surpass its inward FDI for the first time in amount, which would make China a 

net FDI provider. It is expected that in the future, “Made in China” will be gradually 

replaced by “Invested by China”. OFDI, as an integral part of China’s open economy, will 

have a great role to play in the developing world in the next few decades. Therefore, it is 

necessary to formulate a sound investment cooperation strategy between China and the 

other developing countries to facilitate Chinese enterprises’ investment to the South in 

their “go-global” process.

“Silk Road Economic Belt” and “21st Century Maritime Silk Route” are very 

important initiatives (hereinafter referred to “Belt and Road Initiative”) of China, which 

symbolizes that China has entered into a new stage of OFDI. Most countries along the 

Silk Road are developing economies or economies in transition, which means China 

has begun to shoulder its responsibilities in international cooperation by taking a lead in 

establishing a new open economic cooperation system in the region. The fundamental 

importance of this new initiative lies in the economic integration of China and these 

developing countries, which will provide long term driving forces for their respective 

economic development.

10.2.2 Theoretical Basis for China’s OFDI to the South
Enterprises from the developed countries invest overseas on the basis of their 

“monopolistic advantages” or “marginal industrial expansion” needs, which are not 

quite related to the industrial optimization of their home countries. However, the case 

is different in China, whose domestic industrial upgrading is very much dependent on 

China’s OFDI, making China’s OFDI motives quite different with the Northern OFDI. At 

present, there are mainly three driving forces behind China’s OFDI: (1) resource-seeking; 
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(2) infrastructure advantages; (3) excessive productive capacities and surging labor costs.

First of all, most of China’s OFDI is resource-seeking in nature. An adequate, stable 

and relatively inexpensive supply of resources is very important for any country in the 

global competition of the modern world. We may even say that it is of realistic and 

strategic importance for all governments to provide enterprises with policy incentives to 

seek resources overseas so as to ensure the sustainability of their economies. China is a 

resource-abundant country itself; however, due to its great population, resource per capita 

is not very high indeed. With its rapid economic growth, stringent supply of resources 

has now become a great barrier to the sustainable development of China in recent years. 

As the newly rich population and the great production scale of China will continue to 

demand for more oils, minerals, timbers and fishery resources, it is obvious that China’s 

domestic resources alone could not be sufficient, which also means that a large quantities 

of resources would have to be imported. Therefore, it is a relatively reasonable choice to 

establish a stable resource supply chain through China’s OFDI in mineral or resource rich 

countries. 

Secondly, China enjoys a comparative advantage in infrastructure. Infrastructure 

construction and inter-connectivity is one of the three important topics of the 2014 APEC 

meeting, where infrastructure construction is considered as the basis for inter-connectivity 

in the region. With its giant foreign reserves, China’s OFDI in infrastructure will promote 

the economic growth of these countries and help transfer excessive Chinese production 

capacities overseas. Meanwhile,it will bring more Chinese contractors to participate 

in infrastructure construction projects in these countries as most of them are having 

a quite sharp edge in technologies, equipment and HR management.  With their great 

project management capacities and the support of relatively more competitive material 

and equipment production partners in China, many Chinese contractors may finally win 

project bids under standard international rules. “Belt and Road” initiative aims to build 

up infrastructure in areas along the “Belt and Road”, foster new international economic 

growth points and improve local people’s welfare, and it will also help China to export 

its excessive production capacities and stabilize its economy. The Asian Infrastructure 

Investment Bank and the Silk Road Fund will provide financing support for projects that 
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promote inter-connectivity among these countries, such as infrastructure construction, 

resource development, industrial cooperation and financial cooperation, etc. 

Finally, excessive production capacity and surging labor costs in China are also 

important factors behind China’s OFDI. At present, only 72% of the average Chinese 

production capacities are fully utilized, making it the biggest headache for China’s 

industrial upgrading and economic development. Meanwhile, GDP per capita in China 

has risen to 7000 USD from 300 USD in the past thirty years, which also results in  

increasingly high labor costs. At present, Chinese labor costs are higher than that of 

ASEAN and Africa, which reduces China’s comparative advantages in labor-intensive 

industries. Marginal industry theory proposed by Kojima (Japan) points out that a 

country’s OFDI is usually coming out of the marginal industries (industries that is 

at a disadvantage or is losing its advantage), which will enter into similar but more 

advantaged industries in the host country. Therefore, China shall learn from the US’s 

Marshal Plan and Japan’s experiences in manufacturing transfer, and move its excessive 

production capacities and disadvantaged industries to the other developing countries, 

which will give full play to their comparative advantages and optimize their respective 

industrial structures. According to the gradient transfer theory, ASEAN and Africa will be 

the major places to accommodate the excessive Chinese production capacities. At present, 

China-ASEAN FTA is gaining great attention of the Chinese government, which takes it 

as a strategy as important as the China (Shanghai)FTA. However, we must also point out 

that Africa remains a great potential destination  of  China’s OFDI.

10.2.3 Three Major Sectors of China’s OFDI to the South
Based on the three major motives of China’s OFDI, we recommend China’s OFDI to 

focus on the exploration of natural resources, infrastructure construction and international 

transfer of China’s manufacturing industries.  

1. Continue to Invest in Natural Resource Explorations

 Traditional resource exporting countries have already established a close tie with 

the US and the other Western countries, and therefore, China has to put its eyes on the 
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emerging resource exporting countries in the South, such as Africa, Latin America and 

Russia. Despite its giant import volume of natural resources, China remains a passive 

participant in international resource market, accepting pricing by the other countries 

passively. This is not good for Chinese resource enterprises and China’s economic 

sustainability. Therefore, it is recommended for China to invest more in African resources 

and energy, which would provide China with a stable channel for resource supply. As 

international price fluctuations of energy and resources will have multiplied effects on 

China’s economy, and as Africa is an emerging resource continent with low levels of 

development, it is all the more important for China to consider Africa as the priority 

destination of its OFDI. With improving extraction and development technologies, it 

is predicted that African resources would become more accessible, which will bring 

great opportunities for Chinese resource enterprises. At present, though natural resource 

development accounts for a large proportion of China’s OFDI to Africa, overall China’s 

OFDI in Africa is still much lower than that of the developed countries.

Latin America is also an important source of natural resources of China, and it will 

provide important guarantees for China’s energy safety and food security. There are 

great complementarities between China and Latin America: on one hand, with its great 

empowerment in energy and mineral resources, Latin America is a major global supplier 

of energy, mineral and agricultural products; and on the other hand, China has great 

demands for such products due to its high economic growth. Therefore, the two sides may 

become long-term stable trade partners of each other.

The Far East and Siberia area of Russia remain a great treasure house untapped, 

and are abundant with diversified natural resources. At present, the two areas have a 

prospected mineral reserve of 25 trillion USD, which accounts for 83.33% of Russia’s 

total. In fact, the two areas have around 80% of proved reserves of almost all mineral 

resources in Russia. The rising of Asia-pacific economies, the expanding cooperation 

in Northeast Asia and the establishment of China-Russia strategic partnership have all 

provided unprecedented opportunities and favorable international conditions for joint 

explorations of such resources in Russia. China and Russia may proceed from their 

common interests and carry out cooperation based on mutual benefit in the following 
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three aspects: (1) In consideration of the great demands from Northeast Asia and Asia 

Pacific, to advance international cooperation in the exploration of natural resources in 

Siberia and far east area of Russia based on the principles of complementarity and mutual 

benefit; (2) Basing on the cooperation of resource exploration, to join in the international 

economic cycle, optimize production factors in the area and promote the development 

of advantaged industries in the two countries; (3) To strengthen industrial development 

and economic growth, enhance people’s livelihood of the two countries and promote 

sustainable development and common prosperity of the Asian-Pacific region through 

multiple cooperation in labor, trade, investment and technologies.

China’s OFDI is often smeared as “new colonialism” or “plunderer of resources”, 

which is not true at all. However, they do damage the images of Chinese enterprises 

and Chinese interests. To eliminate these misunderstandings, it is important for 

Chinese enterprises to perform their social responsibilities well in their OFDI process 

so that economic returns for China and social benefits for the local people would be 

balanced. Specifically, it is recommended that: (1) China’s OFDI shall fit itself with 

the local economic development plans, and employ local staff whenever possible; (2) 

Enhance transparency, and ensure its investment plans and forms are transparent and 

consistent with international norms and local regulations; (3) Shoulder cooperate social 

responsibilities, strengthen cooperation with local groups, associations and organizations 

and integrate themselves with the local society through the construction of roads, schools 

and hospitals, etc. In addition, Chinese enterprises shall also consider helping host 

country to lift its status in the global value chain and promote its economic diversity 

whenever possible. 

2. Carry out Investment Cooperation in Infrastructure

Africa’s backward transportation, electricity and communication infrastructure have 

become a great barrier to its economic development and regional integration. At present, 

infrastructure construction, which is seen by African leaders as the top priority on their 

agenda, is also the major target of China’s Greenfield investment in Africa, such as the 

construction of ports, roads, railways, dams, telecommunications, power stations, airports 
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and government office facilities, etc. According to the report of Standard Bank of South 

Africa, about two thirds of African infrastructure funds are provided by China. In 2014, 

China and African Development Bank (AfDB) signed a joint financing cooperation 

agreement, namely, the “Africa Growing Together Fund”, with all its 2 billion USD 

capital being provided by China with a duration of 30 years. In the next 10 years, AfDB, 

with the right to recommend eligible projects, would join hands with China to finance 

eligible sovereign and non-sovereign guaranteed development projects in Africa to 

promote African industrial development and infrastructure construction. China and Africa 

Infrastructure Partnership established in 2013 also announced to train 300 infrastructure 

managerial and technical personnel for Africa. In addition, it would provide 20 billion 

USD loans to Africa, with the priority to finance infrastructure development projects. 

Through joint financing and development cooperation, Chinese financing institutions 

and construction companies would be able to participate in African infrastructure 

construction, operation and management, which would be beneficial to the improvement 

of infrastructure in Africa. 

As one of the fastest growing destinations of China’s OFDI,  Latin America has 

gradually switched from an energy-focus development approach to an infrastructure-

orientation strategy. With its unique advantages and experiences in terms of modern 

infrastructure construction, China will be able to provide important references and help 

for Latin America, whose infrastructure is rather underdeveloped. In fact, China and 

Brazil have already had many successful trials in this regard, such as the construction 

of thermal power stations and pipeline projects using the EPC model. In terms of 

telecommunications, both ZTE and Huawei  have projects in Brazil. At present, most of 

the China’s OFDI in Latin America adopts the model of EPC, which may be gradually 

complimented by other forms in the future, such as PPP and joint ventures, etc. In the 

Joint Statement on China-Latin America and the Caribbean Summit in Brasilia, China 

proposed to formally start the implementation of the 10 billion USD special loan for 

China-Latin American infrastructure and increase it to 20 billion USD in the future. 

In China’s agreement with Argentina, infrastructure is also an important component, 

according to which China would provide 2.099 billion USD to Argentina to help its 
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national railway companies upgrade its railway facilities, purchase locomotives, carriages 

and improve its railways. In addition, China’s National Development Bank would provide 

4.7 billion USD loans to Argentina to help it build two hydro-power stations.  

To strengthen inter-connectivity among Asian countries, China proposed to establish 

the Asian Infrastructure Investment Bank, which has won positive responses from 21 

countries already. The establishment of the Asian Infrastructure Investment Bank will 

make up the great financial gaps in infrastructure, and reduce financial outflows from 

Asia. 

In recent years, China’s High Speed Railway (CRH) has expanded its overseas 

market rapidly, and would also have a positive effect on domestic industrial upgrading 

and economic restructuring. At present, China has carried out cooperation/negotiations 

with at least 20 countries over CRH,  such as Turkey, Venezuela, Saudi Arab, Liberia, 

Iran, Thailand, Myanmar, Laos, Vietnam, Cambodia, Malaysia, Singapore, Romania, 

Brazil, Mexico, Poland, US, UK, Russia and India. However, there are only 4 ongoing 

CRH projects overseas: China Thailand railway cooperation agreed in July, 2014, 

where China would participate in the construction of two railways, namely, Nong Khai-

Sarah Wuri-Rayong railway and Sarah Wuri Phu-Bangkok railway; the just completed 

and tested Ankara-Istanbul High Speed Railway (Phase II) in Turkey; the Mecca-Mina 

railway under construction in Saudi Arab, and the Tinaco-Anaco railway contracted by 

China Railway Group Limited in Venezuela, which is progressing slowly due to the delay 

of payments by the Venezuela government. However, all four projects are still limited 

to civil engineering and construction. In terms of the high value added locomotives, 

equipment and control systems, Chinese railway has not yet made a breakthrough.

How big the overseas railway market is remains controversial among Chinese 

enterprises though they feel quite encouraged. In the past, the former Ministry of Railway 

in China had planned four routes for Chinese railways to “go global”, namely, (1) Eurasia 

railway, which runs from London across Europe to Moscow, where it splits into two 

branches, with one entering into Kazakhstan and one running towards Khabarovsk in the 

Far East and finally end in Manzhouli, China; (2) Central Asia railway, which runs from 

Urumqi across Kazakhstan, Uzbekistan, Turkmenistan, Iran, Turkey and reaches Germany 
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in the end; (3) Pan Asia railway, which starts from Kunming across Vietnam, Cambodia, 

Thailand, Malaysia and ends in Singapore; (4) China-Russia-Canada-US railway, which 

starts from Northeast China, heads north towards Siberia, crossing Bering Strait and the 

Pacific, and stops in Alaska, where it would cross Canada and finally end in the USA. 

These grand designs, however, are difficult in implementation. Countries along the 

Central Asia railway and Pan Asia railway are not quite enthusiastic, and their backward 

economic development levels do not leave much room for profit to Chinese enterprises 

engaged in railway construction and operations. At present, the most promising route is 

Eurasia railway that runs across Russia to Europe, as most countries along this route are 

more developed, providing good guarantees for railway construction in both investment 

and management efficiency.

China has the biggest foreign reserves, super large excessive production capacities, 

and an remarkable advantage in infrastructure construction, which will be complementary 

with the other emerging economies with an underdeveloped infrastructure. By sharing 

its economic development bonus with its neighboring countries, China hopes to build 

up their infrastructure and enhance its economic and trade ties with them. Connection of 

roads and railways, and especially railways, would be of fundamental importance in the 

inter-connectivity between China and these countries. During the process, the export of 

China’s high speed railway will not only help China eliminate its excessive production 

capacities in steel, cement and other industries, but it may also help facilitate the 

internationalization of RMB.

The third area of China’s OFDI is manufacturing. Due to its importance, we will use 

a whole section (10.3) to discuss it in details.

10.3 International Transfer of China’s Manufacturing Industries

10.3.1 Urgent Needs to Transfer Labor-Intensive Industries Overseas
In the past thirty years, China has achieved great economic growth and industrial 

development by grasping the opportunities of international industrial transfers. However, 
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in the future, China’s labor intensive industries must be transferred overseas ASAP. 

On one hand, on the supply side, the aging China’s population would push up labor 

and production costs; on the demand side, the sluggish export market caused by global 

economic crisis may result in a decreasing demand for China’s manufactured goods. 

Therefore, squeezed by both rising costs and decreasing demand, China’s labor-intensive 

industries have to transfer to places with lower labor costs as a way of survival. On the 

other hand, to optimize economic structure, processing industries with low added values 

have to be transferred overseas to give way to industrial upgrading in China. In one word, 

while transfer of labor-intensive industries outside of China is a have-to choice under the 

severe international and domestic context, it is also a pro-active strategic decision made 

by China to promote its industrial upgrading.

In fact, Chinese scholars have already noticed the embarrassment of China’s labor-

intensive industries, and reached a consensus after numerous researches that such 

industries must be transferred elsewhere. However, where to transfer them remains a 

problem. Some scholars propose to transfer them to the central and western areas of 

China, where economic development levels are still low, and some scholars thinks it is 

better to transfer them to the other developing countries with lower labor costs. Li Yinfu, 

a famous Chinese economist, does not agree to the first choice as (1) Large quantities of 

laborers in the western part of China have already flowed to the coastal areas of China, 

which reduces the number of available laborers in the western area, making it hard for 

the western areas to receive such industries in a grand scale; (2) With the improvement 

of infrastructure in China, the salary gap between the coastal area and the western area 

are narrowing all the time, which makes the western areas less advantageous in labor 

costs than before. Therefore, he thinks that Chinese labor-intensive industries have to be 

transferred overseas to the other developing countries with lower costs. He even clearly 

proposes to transfer them to Africa A. In practice, labor-intensive industries of China have 

started to flow to the neighboring Asian countries, with some already moving to Africa. 

Compared with China, these countries have cheaper laborers; however, if we consider 

the giant scale of China’s labor-intensive industries, we would discover that merely 

A Lin Yifu, China’s Economic Growth and Sino-African Cooperation, Chinese Market, Issue 35.



10. Main Conclusions and Policy Recommendations

317

“cheap” is far from enough; there must be a large scale labor market overseas in place, 

too. Therefore, further analysis must be carried out regarding the locations of China’s 

industrial transfer.

10.3.2 Location Options for China’s Labor-Intensive Industrial Transfer
Where shall the China’s labor-intensive industries go? According to industrial 

transfer theories, labor prices and labor supply are two key factors. China’s labor 

intensive industries have employed about 150 million laborers, which is so giant that it 

needs large overseas labor markets and lower labor costs to facilitate its transfer at the 

same time. Generally speaking, destinations of China’s industrial transfer must have an 

income per capita level lower than that in China, which mainly lie in the developing areas 

of the world, such as Africa, Latin America and Asia. In this chapter, we divide them into 

Southeast Asia, South Asia, Africa and Latin America in our discussions. According to 

the World Bank, in 2012, China’s GDP per capita reached 6091 USD, and there were a 

total of 70 countries from these four areas that have a lower GDP per capita than China, 

among which, there were 42 Sub-Sahara countries, 8 South East Asian countries, 7 South 

Asia countries and 13 Latin American countries A. Next, we will take these countries as 

samples, calculate on certain indicators and analyze the possibilities of China’s industrial 

transfer to these places.

The results are shown in Table 10.3.2. (1) First of all, having a population of 660 

million (with India accounting for 70% ) and a lower income per capita (only one fifth of 

that in China), South Asia may be able to accommodate China’s labor intensive industries 

in large quantities. India, whose fast growing population has generated a large number 

of surplus laborers and whose manufacturing industries are relatively weak, provides an 

ideal opportunity for China’s labor intensive industrial transfers. In 2012, China’s non-

financing investment in India was only 150 million USD, which indicated great potentials 

for further investment; (2) Secondly, Sub-Saharan Africa is also an ideal place to receive 

China’s labor-intensive industries with its low labor costs (1/6 of China), large population 

A See Table 10.3.2.
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(330 million), and poor industrial infrastructure, where China’s labor-intensive industries 

would have little competition; (3) Thirdly, South East Asia may absorb certain China’s 

labor-intensive industries with its 290 million laborers and income level (half that of 

China). However, as emerging industrial nations, they have a competitive industry, which 

will compete with their Chinese peers, and a growing salary, which will soon lose their 

advantages in cheap labor, too. Therefore, their capacities in absorbing China’s industries 

are quite limited; (4) Lastly, Latin America is not considered by us as a major place for 

Chinese labor-intensive industrial transfers at all, as it has only about 50 million laborers, 

which of course, is small compared with China’s labor scale (150 million). In addition, 

income per capita in Latin America is about 2/3 of China, which limits its capacity in 

accommodating China’s labor-intensive industries in terms of labor costs.

Therefore, based on the previous discussions, we think Southeast Asia, South Asia 

and Africa are suitable destinations of China’s labor-intensive manufacturing industries. 

Of course, there are also other factors to be considered, such as  infrastructure, location, 

natural resources, culture and language, etc. For example, Southeast Asia, as neighboring 

areas of China, enjoys an advantage in lower transportation costs, a relatively better 

infrastructure (compared with South Asia and Africa)and a similar cultural tradition. 

Together with its rich natural resources, it becomes the first choice for many Chinese 

enterprises. However, due to its limited labor market, most industries will have to 

transfer to South Asia and Africa. Between South Asia and Africa, we think Africa enjoys 

better advantages: (1) A good location. Africa is near to the European market, whose 

transportation costs would be significantly lower; (2) Due to its backward industrial 

development, Africa has little restrictive measures concerning China’s OFDI, which 

is a great advantage compared with India, where Chinese enterprises have suffered 

from quite some setbacks due to its protectionist policies. For example, in 2010, Indian 

government prohibited its domestic telecommunication operators to import Chinese 

telecommunications equipment due to the so-called “security” reasons. It also banned 

Huawei and ZTE from participating in its GMS project bidding; (3) China-African 

bilateral relations are time honored. With many years of sincere aid to Africa, China 

has fostered great friendship with African countries and their people. Comparatively 
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speaking, China’s relations with South Asia are not as warm as that with Africa. For 

example, China and India are still having bordering problems, which leads to political 

distrust and trade barriers. For example, India ranks on the top among countries that 

have taken anti-dumping measures against China; (4) China’s infrastructure investment 

in Africa has already helped African countries greatly, which will make Africa a more 

attractive destination for FDI in the future.

Table 10.3.2 Labor Markets of the World Developing Areas in 2012

Laborers
（100 million）

Income per Capita
（USD）

Labor force participation rate
（%）

China 1.5 A 6,091

Sub-Sahara Africa 3.3 1,144 75

South East Asia 2.9 3,219 74

South Asia 6.6 1,383 60

Latin America 0.5 3,873 69

Data Source: World Bank Database. 

Note: Income per capita is a weighted average, with the laborers’ population as the weighting factor. In 

calculation, if a sample country’s 2012 data is not available, data of the nearest year would be used. 

10.3.3 China Needs to Deepen Its Investment Cooperation with the 
Other Developing Countries

As discussed, China’s labor-intensive industries will gradually flow to Southeast 

Asia, South Asia and Africa, where labor costs are significantly lower. Ultimately, it may 

be transferred to Africa in large scale. During this process, the Chinese government shall 

provide adequate policy guidance to enterprises and encourage them to transfer their 

production capacities to Africa in an orderly manner. Meanwhile, due to the importance 

of host country investment environment, China must strengthen its coordination and 

dialogue with Asian and African countries and eliminate investment barriers for China’s 

A 150 million laborers here refer to the total employees of China’s labor-intensive industries instead of the 
total population of Chinese workers.



China Development Report on South-South Cooperation 2014

320

manufacturing in the “go-global” process.

First of all, China shall actively advance its regional and sub-regional economic 

cooperation with Southeast Asian countries, with overseas economic cooperative zones 

as a focus. China may consider to transfer its labor-intensive industries to low-income 

countries in this area in the process of regional or sub-regional cooperation. At present, 

China has established 6 border economic cooperation zones in its Southwest, which are 

located in Pingxiang, Dongxing, Wanting, Hekou, Ruili and Lincang respectively. In 

addition, China is also promoting the Lancang Meikong sub-regional cooperation with 

Myanmar, Vietnam, Cambodia and Thailand, which are all possible hosts of China’s 

labor-intensive industries. The establishment of overseas economic cooperative zones 

in these countries may help introduce more preferential economic policies, foster local 

industrial clusters and ensure the healthy development of Chinese enterprises there. 

So far, China-ASEAN FTA has already been under implementation, and its upgraded 

version, the so-called  “10+1” framework are currently under negotiation. We recommend 

China to pay more attention to the investment agreements under this framework, as they 

are directly related to Chinese enterprises’ industrial transfer overseas.

Secondly, China shall strengthen its investment cooperation with African 

governments. China shall be fully aware of the strategic importance of Africa, which 

would be the most competitive labor-intensive industrial bases of the world and which 

is the only place to fully accommodate the giant Chinese labor-intensive industries in 

the future. At present, due to the distance between China and Africa, many Chinese 

enterprises are not knowing much of Africa while most of the African countries are not 

knowing much of their own potentials in labor-intensive industries, either, which is a 

considerable challenge for both sides. Therefore, it is of particular importance for the 

government to provide adequate guidance in this regard. Huajian Group’s investment in 

the shoe industry in Ethiopia is a good example. In 2011, the Prime Minister of Ethiopia 

visited China, and extended invitations in person to Chinese investors to visit his country. 

After that, some Chinese manufacturers visited Ethiopia and got persuaded. Upon its 

visit, Huajian Group immediately recruited 86 local African workers and sent them to 

China for training. Three months later, Huajian’s two production lines in Ethiopia started 
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to operate with 550 workers. Five months later, its Ethiopia factory began to export 

shoes to the US. Ten months later, it became the biggest shoe exporting enterprise in 

Ethiopia. Two years later, its local staff increased to 3500. This remarkable case fully 

illustrates the great potentials and advantages of Africa in accommodating labor-intensive 

industries. Therefore, it is recommended that the Chinese government shall strengthen 

its cooperation and exchanges with their African counterparts, sign more investment 

agreements and protect Chinese enterprises’ interests there. Meanwhile, it shall also 

strengthen publicity efforts in China to let more enterprises be aware of the investment 

opportunities in Africa.

Thirdly, China’s development experiences shall be shared with the other developing 

countries. At present, most African countries are at a similar stage China had at the 

beginning of its reform and opening up: backward infrastructure, weak industrial basis 

and abundant labor resources. Therefore, it is possible for African countries to make 

the same economic miracles China had made via FDI attraction. As infrastructure and 

overall investment environment may not get changed overnight, African countries may 

learn from China to establish special economic zones or industrial parks so as to provide 

sufficient infrastructure and adequate services to foreign investors in a smaller scope 

within a relatively short period. It is recommended that the Chinese government shall 

actively introduce some of its development experiences to its African counterpart and 

help them formulate adequate FDI policies. 

Fourthly, the Chinese government shall encourage SOEs to go to Africa first, which 

would set up good examples for the Chinese private sector and let more labor-intensive 

industries follow suit. Considering the risks thereof, many Chinese manufacturers are 

still very reluctant towards overseas investment. Therefore, SOEs, which are more risk-

resistant, shall be the pioneers of China’s OFDI in the “go-global” process.

Lastly, the Chinese government shall strengthen its regional economic cooperation 

with African countries. At present, China’s FTA (both signed and under negotiation) 

with the other countries have reached 20 in number, covering the Asia Pacific region and 

Europe. However, China has not yet inked any FTA with African countries. As Chinese 

manufacturing industries will go into Africa with a great magnitude, China’s trade and 
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economic ties with them shall be much closer in the future. China and Africa FTAs may 

bring much benefit to both sides: (1) Trade and investment between China and Africa 

would be more liberalized and free, which will further strengthen Africa’s location 

advantages; (2) Investment agreements signed by the two sides may effectively reduce 

local political risks faced by investors, and help eliminate doubts of Chinese investors 

towards Africa; (3) It offers China good opportunities to improve its say in international 

rules making and to safeguard its own interests in international cooperation.

Table 10.3.3-1  Sample Developing Countries  and Their Incomes per Capita
Unit: USD

Country Area Income per
 Capita Country Area Income per

 Capita

Namibia Africa 5786 Madagascar Africa 447 

Angola Africa 5482 Liberia Africa 414 

Cape Verde Africa 3695 Niger Africa 395 

Congo Republic Africa 3154 Malawi Africa 268 

Swaziland Africa 3042 Democratic Republic 
of Congo Africa 262 

Nigeria Africa 2722 Burundi Africa 251 

Ghana Africa 1605 Somalia Africa —

Zambia Africa 1463 Thailand Southeast Asia 5480 

Sao Tome and 
Principe Africa 1400 Indonesia Southeast Asia 3557 

Cote d’lvoire Africa 1244 Philippines Southeast Asia 2587 

Lesotho Africa 1193 Vietnam Southeast Asia 1755 

Cameroon Africa 1167 Laos Southeast Asia 1417 

Mauritania Africa 1106 East Timor Southeast Asia 1068 

Djibouti Africa 1062 Cambodia Southeast Asia 944 

Chad Africa 1035 Myanmar Southeast Asia —

Senegal Africa 1023 Sri Lanka South Asia 2923 
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Country Area Income per
 Capita Country Area Income per

 Capita

South Sudan Africa 943 Bhutan South Asia 2399 

Kenya Africa 943 India South Asia 1503 

Comoros Africa 831 Pakistan South Asia 1257 

Benin Africa 752 Bangladesh South Asia 752 

Zimbabwe Africa 714 Nepal South Asia 690 

Mali Africa 699 Afghanistan South Asia 687 

Burkina Faso Africa 652 Cuba Latin America 6051 

Serra lion Africa 635 Dominican Republic Latin America 5746 

Rwanda Africa 620 Jamaica Latin America 5449 

Tanzania Africa 609 Ecuador Latin America 5425 

Togo Africa 574 Belize Latin America 4721 

Mozambique Africa 565 Paraguay Latin America 3813 

Uganda Africa 551 Salvador Latin America 3790 

Gambia Africa 507 Guyana Latin America 3584 

Eritrea Africa 504 Guatemala Latin America 3331 

Guinea Bissau Africa 494 Bolivia Latin America 2576 

Guinea Africa 492 Honduras Latin America 2323 

Central Africa Africa 483 Nicaragua Latin America 1754 

Ethiopia Africa 455 Haiti Latin America 771 

Continued

Data Source: World Bank Database. 

Note: In 2012, China’s income per capita was 6091 dollars.
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Table 3.2.2-1 Haier’s OFDI Overseas

Time Place Event Form Impact

1996.02 Indonesia

Established an joint venture 
with Sanyo Indonesia 
Electrical Appliances Co., 
Ltd. (SIC)

Greenfield 
investment (JV)

This is the first step in Haier’s 
internationalization of production, 
which was followed by its 
establishment of overseas factories 
in the Philippines, Malaysia, 
Yugoslavia and Iran. It provides 
experiences for Haier to enter into 
the US and EU market

1999.04 US

Established factories and the 
first overseas industrial bank. 
The design center is located 
in Los Angles, Sales Center 
in New York and production 
center in Camdon, South 
California

Greenfield 
Investment (JV)

With financing, talents introduction 
and cultural integration as the 
principles, Haier in America has 
realized the “three in one” localized 
model, which combines design, 
manufacturing and sales together

2001.04 Pakistan

Established a joint venture 
factory with Ruba Group in 
Pakistan, which manufactures 
refrigerators, air-conditioners 
and washing machines with 
an annual production output 
of 300,000 sets

Greenfield 
investment（JV）

The second overseas industrial park

2001.06 Italy Acquired a refrigerator 
factory in Italy

International 
acquisition

This is the first time that a Chinese 
white home appliance enterprise 
has completed an international 
acquisition. Haier realized the 
“three in one” localization model 
that combines design, production 
and sales in Europe after doing it in 
America

2002.03 US

Haier bought the Greenwich 
Bank Building on Broadway 
in New York as headquarter 
of Haier in North America

-

Indicating Haier has become a 
localized famous brand in US, and 
this is a symbol that Haier’s “three 
in one” localization strategy has 
entered into a new stage
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Time Place Event Form Impact

2005.03 Jordan

Established the Middle East 
Industrial Park in Sahabu 
(Jordan) with a land area of 
140 thousand square meter 
and a construction area of 
50 thousand square meters. 
This is the largest industrial 
park in the Middle East, 
with a design and production 
capacity exceeding 1 million 
sets

Greenfield 
investment (JV)

One of the pivotal operational bases 
of Haier in the Middle East

2006.10 Japan
Established a joint venture 
with Sanyo Company in Japan 
(Haier-Sanyo Company)

Greenfield 
investment (JV)

This is the first non-Japanese brand 
warmly accepted by the Japanese 
consumers, and enlarged Haier’s 
market share in Japan

2007.08 India

Acquired a refrigerator 
factory, with an annual 
production capacity of 350 
thousand sets. This is the first 
Haier manufacture base in 
India

International 
acquisition

This is one of the Haier localization 
strategies in India through 
acquisition. Custom duties are 
lowered, production costs are 
reduced by 30% and the delivery 
time is shortened significantly. 
Services are also improved

Continued

Data Source: Haire Group Official Website.

Table 7.1.2-2 The Classification of Export-Oriented Industry and Market-Oriented Industry

Code Classification of National Economic 
Industry 

Export tendency of FDI

2002 2004 2006 2008 2010

Export-
Oriented 
industry

C17 Textile industry 0.51 0.53 0.47 0.40 0.37 

C18 Textile and garment, shoes and hats 0.68 0.69 0.61 0.53 0.44 

C19 Leather, fur, feather and its products 0.77 0.77 0.65 0.54 0.45 

C20
Wood processing and wood, bamboo, cane, 

palm, grass products industry 0.39 0.47 0.42 0.36 0.29 

C21 Furniture manufacturing 0.71 0.76 0.68 0.62 0.52 

C24 Stationery and sporting goods 0.81 0.82 0.74 0.72 0.62 
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Note: This table is quoted from “Fan Aijun, Han Chao, FDI of Export-oriented and research of its spillover 
effect on export, The Asia-Pacific Economy, 2013, 3”. The export tendency of foreign investment is measured 
by the ratio of export delivery value of foreign-invested enterprises to industrial sales value, with the data from 
China’s Industrial Statistics Yearbook. 

Code Classification of National Economic 
Industry 

Export tendency of FDI

2002 2004 2006 2008 2010

C29 Industry of rubber products 0.38 0.41 0.40 0.39 0.30 

C30 Industry of plastic products 0.47 0.48 0.45 0.42 0.35 

C34 Industry of fabricated metal products 0.48 0.58 0.49 0.44 0.33 

C39 Electrical machinery and equipment 0.46 0.52 0.47 0.45 0.39 

C40
Communications, computers and other 

electronic equipment 0.61 0.72 0.74 0.77 0.74 

C41
Instrumentation and cultural, office 

machinery 0.64 0.73 0.70 0.66 0.57 

Market-
oriented 
industry

C13 Agricultural food processing industry 0.23 0.22 0.19 0.14 0.12 

C14 Food manufacturing 0.12 0.14 0.13 0.12 0.10 

C15 Beverage manufacturing 0.04 0.04 0.05 0.05 0.03 

C16 Tobacco industry 0.07 0.02 0.00 0.01 0.00 

C22 Paper-making and paper products 0.17 0.19 0.19 0.18 0.14 

C23 Copy printing and recording media 0.22 0.25 0.27 0.28 0.27 

C25
Oil processing, coking and nuclear fuel 

processing industry 0.13 0.12 0.11 0.07 0.05 

C26
Chemical raw materials and chemical 

products 0.20 0.18 0.18 0.16 0.12 

C27 Pharmaceutical manufacturing 0.10 0.13 0.14 0.14 0.14 

C28 Chemical fiber manufacturing 0.12 0.08 0.11 0.10 0.08 

C31 Non-metallic mineral products 0.30 0.28 0.27 0.22 0.16 

C32
Black metal smelting and rolling processing 

industry 0.08 0.08 0.09 0.09 0.05 

C33
Non-ferrous metal smelting and rolling 

processing industry 0.19 0.20 0.18 0.16 0.13 

C35 General equipment manufacturing 0.29 0.33 0.34 0.31 0.25 

C36 Special equipment manufacturing 0.22 0.32 0.33 0.29 0.22 

C37 Transportation equipment 0.12 0.12 0.14 0.17 0.00

Continued
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Table 9.2.3 Performance Evaluation System on Foreign Invested Enterprises

Indicators Secondary Indicators Absolute 
Amount (40%) Unit Relative Amount (40%) Annual Changes 

(20%)

1. Economic 
Scale 35%

Total assets 　 Total assets/unit area ---　

Fixed assets investment 　 Fixed assets investment/unit area ---　

Prime business income 　
Prime business income/employee 

number ---　

Industrial values added 　
Industrial values added/employee 

number ---　

Gross industrial production 　
Gross industrial production/land 

area ---　

Total profit 　 Total profit/employee number ---

2. Business 
operation 
efficiency

15%

Industrial added value ratio Industrial added value/total 
production value ---

All labor productivity Industrial added value/average 
employee number 　---

Total assets contribution 
ratio Tax/total assets amount ---

3. Economic 
contribution

15%

Employment 　
employment/gross industrial 

production value ---

Export 　 export/prime business income ---

Capital increased 　
Capital increased/total 

investments ---

Total taxes 　 Taxes/land area ---

Public interest (charity) 
expenditures 　

Public interest expenditures/
prime business income ---

4. Technology 
development

15%

Investment on R&D 
equipment 　

R&D equipment investment/fixed 
assets investment ---

  R&D personnel 　
R&D personnel/total employee 

number ---　

R&D investment 　
R&D investment/prime business 

income ---　

R&D translation/
application 　 　 ---
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Indicators Secondary Indicators Absolute 
Amount (40%) Unit Relative Amount (40%) Annual Changes 

(20%)

5. Resource 
control and 

consumption
10%

Land 　 Industrial added values/unit area ---

Electricity 　 Industrial added values/KWH ---

Gas 　
Industrial added values/unit cubic 

meter ---

Water 　 Industrial added values/tons ---

6. HR 
development

5%

Average wages 　 ---　

Average welfare package 　 ---

Training expenditures 　 ---

7. Environmental 
protection

5%

Environmental protection 
expenditures 　

Environmental protection 
expenses/gross industrial 

production values
---

Environment protection 
equipment investment 　

Environmental protection 
equipment/fixed assets 

investment
---　

Pollutants discharge 　
Pollutants discharged/industrial 

added values ---　

8. Production 
safety

（-5%）

　 　 　 ---　

　 　 　 ---　

Continued
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Table 9.3 National Economic and Technological Development Zones

First batch (14) Second batch (23) Third batch (17)

ETDZ Year  Name Year Name Year 

Dalian 1984 Shanghai Jinqiao 1990 Hefei 2000

Qinhuangdao 1984 Hainan Yangpu 1992 Zhengzhou 2000

Yantai 1984 Ningbo Daxie 1993 Chengdu 2000

Qingdao 1984 Xiamen Haicang 1989 Changsha 2000

Ningbo 1984 Suzhou 1994 Xi’an 2000

Zhanjiang 1984 Wenzhou 1992 Kunming 2000

Tianjin 1984 Kunshan 1992 Guiyang 2000

Lianyungang 1984 Yingkou 1992 Shihezi 2000

Nantong 1984 Weihai 1992 Nanchang 2000

Guanzhou 1984 Rongqiao, Fuqing 1992 Xining 2000

Fuzhou 1985 Dongshan 1993 Hohhot 2000

Minhang 1986 Shenyang 1993 Nanning 2001

Hongqiao 1986 Hangzhou 1993 Taiyuan 2001

Caoheting 1988 Xiaoshan 1993 Yinchuan 2001

Nansha 1993 Lhasa 2001

Dayawan, Huizhou 1993 Lanzhou 2002

Wuhan 1993 Nanjing 2002

Wuhu 1993

Changchun 1993

Harbin 1993

Chongqing 1993

Beijing 1994

Urumqi 1994



Annex Data

Note: This report uses a large sample of developing countries including Four Asian Tigers 
and a small sample excluding them. The annex data is calculated according to Foreign Investment 
Statistics of the Ministry of Commerce and Chinese Statistics Yearbook.

Table 1 Large Sample Developing Countries’ FDI in China, 2001
Unit: Ten Thousand USD

Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 1 50 50

Bangladesh 2 24 226

Brunei 1 10 10

Burma 10 3940 226

Cambodia 10 4410 930

Korea 15 401 158

Hong Kong, China 8008 2068586 1671730

India 15 4264 1197

Indonesia 82 15781 15964

Iran 8 111 99

Iraq 1 155 　

Jordan 5 123 67

Kuwait 1 250 2107

Laos 1 10 104

Lebanon 5 1317 585

Macao, China 458 50300 32112

Malaysia 188 47221 26298

Mongolia 12 3318 10

Nepal 1 18 　
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Country（Region） Number of Project Contractual FDI Actual FDI

Pakistan 8 254 299

Palestine 1 10 10

Philippines 126 29719 20939

Kingdom of Saudi Arabia 4 1846 1513

Singapore 675 198417 214355

South Korea 2909 348740 215178

Sri Lanka 4 348 102

Syria 2 23 50

Thailand 140 37714 19421

Turkey 8 666 337

The United Arab Emirates 33 2905 595

Yemen 7 194 79

Vietnam 6 78 148

Taiwan, China 4214 691419 297994

Other Asian countries 1 3 　

Algeria 3 211 23

Benin 1 2000 20

Botswana 　 　 29

D. R. Congo 1 18 12

Egypt 4 2657 146

Equatorial Guinea 1 5 　

Gabon 　 　 　

Ghana 　 　 5

Guinea 　 　 　

Guinea Bissau 1 75 　

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Ivory Coast 　 　 　

Kenya 1 10 30

Liberia 　 4 　

Madagascar 3 543 59

Mali 1 9 9

Mauritius 154 73591 30563

Morocco 2 27 17

Mozambique 3 118 8

Namibia 1 60 75

Niger 　 　 12

Nigeria 10 663 384

Senegal 2 1200 300

Seychelles 4 359 300

Sierra Leone 2 558 50

South Africa 31 2620 836

Sudan 3 125 　

Tanzania 2 15 40

Togo 2 33 18

Uganda 1 30 30

Zaire 1 300 　

Zambia 　 　 　

Zimbabwe 　 　 　

Lesotho 　 　 　

Eritrea 　 　 　

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Other African Countries 　 500 11

Georgia 2 68 　

Azerbaijan 1 36 31

Belarus 2 10 　

Kazakhstan 9 187 33

Kirghizia 1 12 20

Russia 107 3827 2976

Tajikistan 　 　 　

Ukraine 3 68 238

Uzbekistan 2 478 71

Croatia 2 9 4

Bosnia-Herzegovina 1 13 10

Antigua and Barbuda 　 　 　

Argentina 13 847 1638

Barbados 3 4060 1214

Belize 13 4412 1915

Bolivia 1 151 70

Brazil 26 1123 390

Cayman Islands 195 160926 106671

Chile 5 136 133

Columbia 　 　 1234

Dominica 1 18 1

Costa Rica 3 4137 110

Cuba 　 　 19

Continued



China Development Report on South-South Cooperation 2014

334

Country（Region） Number of Project Contractual FDI Actual FDI

Dominican 3 67 78

Ecuador 3 49 136

French Guiana 　 69 69

Grenada 1 20 　

Guatemala 　 78 78

Honduras 7 123 108

Jamaica 　 　 123

Mexico 5 801 182

Panama 31 13525 5785

Paraguay 1 5 117

Peru 3 167 27

Puerto Rico 　 　 　

Saint Vincent and the 
Grenadines 　 　 29

Salvador 1 10 10

Surinam 　 　 　

Turks and Caicos Islands 　 　 　

Venezuela 6 1024 500

British Virgin Islands 1512 877177 504234

Saint Kitts and Nevis 1 1500 　

Other Latin American 
countries 2 72 60

Bermuda 14 25781 20720

Other North America 
countries 2 48 1513

Cook Islands 1 310 728

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Fiji 　 　 57

Gambier Islands 1 210 　

Nauru 2 53 50

Papua New Guinea 1 10 20

Tonga 2 23 115

Samoa 374 137033 54321

Kiribati 2 6 　

Tuvalu 1 100 50

Marshall Islands 4 2477 779

Other Pacific islands 9 615 4629

Other Oceania countries 9 2168 2351

Continued

Table 2 Large Sample Developing Countries’ FDI in China, 2002
Unit: Ten Thousand USD

Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 　 　 　

Bahrain 1 100 　

Bangladesh 　 22 48

Brunei 67 11183 1736

Burma 12 2489 1676

Cambodia 15 1481 1374

Korea 14 146 374

Hong Kong, China 10845 2520183 1786093

India 21 2603 3057

Indonesia 94 19708 12164
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Country（Region） Number of Project Contractual FDI Actual FDI

Iran 4 30 8

Iraq 4 332 150

Jordan 6 93 49

Kuwait 　 　 20

Laos 3 327 515

Lebanon 3 170 20

Macao, China 518 63154 46838

Malaysia 319 79284 36786

Mongolia 3 264 76

Nepal 1 3 　

Oman 1 250 250

Pakistan 9 409 137

Palestine 　 　 　

Philippines 153 32548 18600

Kingdom of Saudi Arabia 5 1300 1314

Singapore 930 278548 233720

South Korea 4008 528222 272073

Sri Lanka 3 252 268

Syria 5 306 4

Thailand 161 35962 18772

Turkey 8 279 243

The United Arab Emirates 45 10887 3230

Yemen 1 -12 16

Vietnam 5 237 251

Taiwan, China 4853 674084 397064

Continued
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Continued

Country（Region） Number of Project Contractual FDI Actual FDI

Other Asian countries 　 　 3

Algeria 5 69 108

Benin 3 320 1071

Botswana 2 50 12

Burundi 1 16 　

Cameroon 1 30 16

Cape Verde 2 272 350

D. R. Congo 1 10 　

Egypt 4 155 182

Equatorial Guinea 　 　 　

Ethiopia 3 60 　

Gabon 　 5 　

Gambia 2 1006 1006

Ghana 1 10 　

Guinea Bissau 　 　 75

Kenya 1 7 7

Liberia 3 166 40

Libya 2 -363 16

Madagascar 　 　 176

Mali 　 -21 　

Mauritius 245 70477 48369

Morocco 1 30 　

Mozambique 　 　 　

Namibia 4 113 70

Niger 1 450 140
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Country（Region） Number of Project Contractual FDI Actual FDI

Nigeria 18 3732 646

Rwanda 1 4 4

Senegal 　 　 　

Seychelles 12 1229 597

Sierra Leone 2 339 57

South Africa 52 8763 2593

Sudan 　 19 2

Tanzania 1 180 　

Togo 　 　 15

Uganda 1 15 15

Burkina Faso 3 405 　

Zaire 　 　 　

Zambia 2 62 15

Zimbabwe 　 　 180

Lesotho 1 20 200

Other African Countries 1 105 500

Georgia 　 　 20

Azerbaijan 2 68 53

Belarus 1 13 2

Kazakhstan 6 371 276

Kirghizia 4 154 25

Russia 116 4584 3865

Tajikistan 1 28 　

Ukraine 6 266 109

Uzbekistan 　 　 20
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Country（Region） Number of Project Contractual FDI Actual FDI

Macedonia 1 8 　

Croatia 　 　 2

Bosnia-Herzegovina 　 　 　

Argentina 27 2542 1030

Aruba 1 13 13

Barbados 7 3483 1611

Belize 15 4648 2502

Bolivia 5 1246 607

Brazil 40 4206 1536

Cayman Islands 199 225773 117954

Chile 11 1619 1189

Columbia 3 3227 　

Dominica 3 188 38

Costa Rica 1 275 598

Cuba 1 2448 　

Dominican 4 216 748

Ecuador 1 100 27

French Guiana 　 　 　

Grenada 2 291 74

Guatemala 　 　 147

Honduras 4 109 106

Jamaica 　 　 　

Mexico 8 2422 731

Panama 31 4094 4646

Paraguay 4 -103 107

Continued



China Development Report on South-South Cooperation 2014

340

Country（Region） Number of Project Contractual FDI Actual FDI

Peru 7 536 112

Puerto Rico 　 10 　

Saint Vincent and the 
Grenadines 　 　 　

Salvador 1 274 　

Surinam 1 210 　

Turks and Caicos Islands 3 272 80

Venezuela 9 541 203

British Virgin Islands 1959 1264980 611739

Saint Kitts and Nevis 　 　 　

Other Latin American 
countries 3 1495 265

Bermuda 28 72420 47842

Other North America 
countries 1 100

　

Cook Islands 3 323 388

Fiji 　 　 32

Gambier Islands 　 　 　

Nauru 4 378 119

Papua New Guinea 　 　 　

Tonga 　 　 228

Samoa 568 197351 94367

Kiribati 3 299 106

Tuvalu 　 　 200

Marshall Islands 8 3642 668

Other Pacific islands 9 2646 2322

Other Oceania countries 9 90 649

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Bahrain 1 40 101

Bangladesh 8 732 306

Brunei 129 24231 5260

Burma 13 1295 351

Cambodia 14 1155 1252

Korea 25 586 238

Hong Kong, China 13633 4070803 1770010

India 30 4670 1593

Indonesia 143 63118 15013

Iran 12 1001 55

Iraq 　 　 7

Jordan 8 1396 622

Kuwait 2 -140 10

Laos 2 1430 40

Lebanon 5 1022 124

Macao, China 580 129517 41660

Malaysia 350 95808 25103

Mongolia 4 495 18

Nepal 28 579 　

Oman 　 251 126

Pakistan 19 1949 343

Philippines 297 55673 22001

Kingdom of Saudi 
Arabia 8 1923 355

Singapore 1144 341873 205840

Table 3 Large Sample Developing Countries FDI in China, 2003
Unit: Ten Thousand USD
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Country（Region） Number of Project Contractual FDI Actual FDI

South Korea 4920 917716 448854

Sri Lanka 2 59 112

Syria 4 50 39

Thailand 194 61245 17352

Turkey 22 1864 1270

The United Arab 
Emirates 94 17466 6958

Yemen 7 88 26

Vietnam 16 1656 331

Taiwan, China 4495 855787 337724

Other Asian countries 　 　 　

Algeria 11 590 183

Angola 1 20 20

Benin 3 660 330

Botswana 2 189 137

Burundi 　 　 　

Cameroon 2 164 73

Cape Verde 1 33 33

D. R. Congo 3 497 137

Egypt 10 693 334

Ethiopia 　 　 60

Gabon 1 10 12

Gambia 　 　 　

Ghana 2 110 　

Guinea 3 413 　
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Country（Region） Number of Project Contractual FDI Actual FDI

Guinea Bissau 1 130 20

Kenya 2 440 　

Liberia 9 5722 1124

Libya 2 20 　

Madagascar 6 1046 190

Mali 1 20 　

Mauritius 267 103502 52098

Morocco 4 139 76

Namibia 1 164 391

Niger 2 360 　

Nigeria 30 5410 2083

Rwanda 　 　 　

Seychelles 19 8205 246

Sierra Leone 7 2894 2

South Africa 92 11614 3245

Sudan 5 1692 　

Tanzania 1 50 50

Togo 2 250 210

Uganda 　 　 　

Burkina Faso 2 15 234

Zambia 6 576 109

Zimbabwe 3 1315 　

Lesotho 1 124 　

Eritrea 2 40 　

Other African Countries 2 382 379

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Albania 3 115 65

Georgia 　 　 　

Azerbaijan 5 260 25

Belarus 3 51 83

Kazakhstan 8 1148 70

Kirghizia 6 375 90

Russia 129 16456 5430

Tajikistan 　 　 　

Ukraine 8 686 279

Uzbekistan 2 20 　

Macedonia 1 20 6

Croatia 　 4 4

Argentina 22 5853 1889

Aruba 　 9 　

Barbados 9 2510 2446

Belize 22 4876 1990

Bolivia 4 -108 290

Brazil 35 4504 1671

Cayman Islands 217 169453 86604

Chile 16 1475 801

Columbia 2 175 47

Dominica 3 1774 　

Costa Rica 2 44 　

Cuba 2 357 1407

Dominican 9 2092 307
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Country（Region） Number of Project Contractual FDI Actual FDI

Ecuador 1 40 53

Grenada 　 　 　

Guatemala 　 -467 　

Honduras 3 545 69

Jamaica 1 10 10

Mexico 8 2547 555

Nicaragua 1 1000 120

Panama 19 6077 3283

Paraguay 1 54 60

Peru 8 409 90

Puerto Rico 　 　 10

Salvador 1 188 34

Surinam 2 43 243

Turks and Caicos Islands 1 15 57

Uruguay 3 954 　

Venezuela 3 196 128

British Virgin Islands 2218 1266416 577696

Saint Kitts and Nevis 2 3070 1400

Other Latin American 
countries 4 1520 610

Bermuda 31 29669 39820

Other North American 
countries 2 5660 113

Cook Islands 4 1291 251

Fiji 1 994 　

Nauru 4 573 258

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 14 8344 2190

Bahrain 2 166 380

Bangladesh 22 4323 749

Bhutan 3 35 　

Brunei 239 54867 9605

Burma 13 442 878

Cambodia 17 6710 2069

Korea 37 1908 273

Hong Kong, China 14719 5013753 1899830

India 37 6290 1948

Indonesia 122 19517 10452

Iran 25 4558 429

Country（Region） Number of Project Contractual FDI Actual FDI

Papua New Guinea 2 602 45

Solomon Islands 1 30 　

Tonga 　 238 81

Samoa 681 267804 103730

Kiribati 2 303 110

Tuvalu 　 　 　

Marshall Islands 12 2400 1102

Other Pacific islands 16 6183 1247

Other Oceania countries 2 605 465

Table 4 Large Sample Developing Countries FDI in China, 2004
Unit: Ten Thousand USD
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Country（Region） Number of Project Contractual FDI Actual FDI

Iraq 8 1558 549

Jordan 16 3196 937

Kuwait 3 1148 89

Laos 1 152 425

Lebanon 14 4091 304

Macao, China 715 188214 54639

Malaysia 352 130001 38504

Mongolia 8 3291 15

Nepal 6 502 78

Oman 　 　 　

Pakistan 21 3210 454

Palestine 2 23 　

Philippines 241 68292 23324

Katar 1 16 　

Kingdom of Saudi 
Arabia 10 4232 701

Singapore 1279 442252 200814

South Korea 5625 1391081 624786

Sri Lanka 4 633 526

Syria 6 686 64

Thailand 162 79445 17868

Turkey 35 6174 745

The United Arab 
Emirates 62 13139 8565

Yemen 15 242 286

Vietnam 12 959 114

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Taiwan, China 4002 930594 311749

Other Asian countries 1 527 　

Algeria 5 299 206

Angola 1 11 　

Benin 　 130 270

Botswana 1 47 47

Burundi 　 -16 　

Cameroon 1 490 590

Cape Verde 1 200 70

Central Africa 1 103 　

Comorin 1 45 　

D. R. Congo 1 20 　

Djibouti 1 170 　

Egypt 7 564 396

Equatorial Guinea 1 43 　

Ethiopia 　 　 　

Gabon 3 168 65

Gambia 2 1082 　

Ghana 5 54 40

Guinea 2 177 258

Guinea Bissau 　 　 110

Kenya 　 　 106

Liberia 6 1309 285

Libya 2 16 15

Madagascar 8 391 318
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Country（Region） Number of Project Contractual FDI Actual FDI

Mali 1 -3 11

Mauritius 292 229529 60232

Morocco 1 70 97

Namibia 2 670 80

Niger 　 　 10

Nigeria 20 780 1583

Seychelles 4 10586 654

Sierra Leone 2 73 82

Somalia 2 70 10

South Africa 87 16341 10940

Sudan 1 103 41

Tanzania 2 495 15

Togo 　 1400 19

Tunisia 3 110 60

Uganda 1 72 　

Burkina Faso 　 　 98

Zambia 5 882 385

Zimbabwe 2 325 325

Lesotho 1 132 　

Eritrea 　 　 40

Other African Countries 3 614 110

Albania 1 13 13

Georgia 1 237 　

Armenia 1 1353 359

Azerbaijan 1 180 230

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Belarus 　 　 　

Kazakhstan 15 1001 196

Kirghizia 1 750 248

Russia 145 22480 12638

Ukraine 17 3147 1386

Macedonia 　 　 14

Uzbekistan 3 18 15

Croatia 　 　 　

Antigua and Barbuda 　 382 　

Argentina 24 10252 3080

Aruba 　 600 　

Barbados 28 22329 3129

Belize 25 9676 1033

Bolivia 4 856 134

Brazil 36 8855 3070

Cayman Islands 244 324518 204258

Chile 13 2018 339

Columbia 3 1270 10

Dominica 5 1540 35

Costa Rica 4 1186 2

Cuba 　 　 100

Dominican 3 6062 114

Ecuador 3 18 10

Grenada 1 105 　

Guatemala 　 　 　

Continued



Annex Data

351

Country（Region） Number of Project Contractual FDI Actual FDI

Honduras 3 1481 539

Jamaica 2 360 360

Mexico 11 2344 2129

Nicaragua 　 　 　

Panama 16 7702 3592

Paraguay 5 1121 830

Peru 3 1766 445

Puerto Rico 　 　 　

Saint Vincent and the 
Grenadines 7 1447 127

Salvador 　 　 7

Surinam 2 3750 1629

Turks and Caicos 
Islands 3 191 127

Uruguay 2 1060 　

Venezuela 14 6843 　

British Virgin Islands 2641 1939565 673030

Saint Kitts and Nevis 6 1798 1057

Other Latin American 
countries 5 2311 367

Bermuda 24 76923 42277

Other North America 
countries 　 　 　

Cook Islands 　 -353 637

Fiji 3 792 76

Nauru 3 1089 700

Vanuatu 1 450 　

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Papua New Guinea 3 925 400

Solomon Islands 　 　 30

Tonga 1 30 41

Samoa 790 325234 114137

Kiribati 1 210 30

Marshall Islands 22 13050 1543

Palau 　 -633 34

Other Pacific islands 18 5123 1808

Other Oceania countries 8 2131 210

Continued

Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 1 26 1264

Bahrain 1 2110 6

Bangladesh 14 3061 885

Bhutan 　 -103 　

Brunei 255 75727 16039

Burma 10 588 374

Cambodia 10 3529 276

Korea 38 2028 129

Hong Kong, China 14831 6323368 1794879

India 58 12359 2140

Indonesia 128 63274 8676

Iran 15 382 420

Table 5 Large Sample Developing Countries’ FDI in China, 2005
Unit: Ten Thousand USD
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Continued

Country（Region） Number of Project Contractual FDI Actual FDI

Iraq 12 129 311

Jordan 25 1781 894

Kuwait 3 165 45

Laos 2 11 　

Lebanon 18 1295 421

Macao, China 707 175033 60046

Malaysia 371 127463 36139

Maldives 1 220 　

Mongolia 7 592 134

Nepal 13 284 1

Oman 1 7 　

Pakistan 33 2812 768

Palestine 2 17 10

Philippines 190 54269 18890

Katar 　 　 　

Kingdom of Saudi Arabia 16 5028 937

Singapore 1217 521431 220432

South Korea 6115 1976010 516834

Sri Lanka 4 1052 61

Syria 13 751 96

Thailand 147 103674 9590

Turkey 31 3484 2216

The United Arab Emirates 77 24633 9203

Yemen 28 316 70

Vietnam 12 329 127
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Country（Region） Number of Project Contractual FDI Actual FDI

Taiwan, China 3907 1035825 215171

Other Asian countries 2 171 21

Algeria 7 378 101

Angola 3 178 18

Benin 　 -230 　

Botswana 　 　 　

Burundi 　 　 　

Cameroon 5 1003 　

Cape Verde 2 285 65

Central Africa 　 　 80

Chad 1 10 　

Comorin 　 　 　

D. R. Congo 　 -90 10

Djibouti 2 248 343

Egypt 18 1512 532

Equatorial Guinea 　 25 68

Ethiopia 5 188 58

Gabon 1 855 　

Gambia 3 2029 132

Ghana 3 810 40

Guinea 　 　 49

Guinea Bissau 　 　 　

Ivory Coast 2 24 　

Kenya 2 1040 　

Liberia 5 2626 771

Continued



Annex Data

355

Country（Region） Number of Project Contractual FDI Actual FDI

Libya 4 3028 25

Madagascar 6 4290 156

Mali 　 　 6

Mauritius 281 279493 90777

Morocco 4 442 166

Namibia 6 1171 644

Niger 　 19 　

Nigeria 24 6164 856

Rwanda 1 400 　

Seychelles 15 2014 440

Sierra Leone 2 244 147

Somalia 3 470 170

South Africa 67 27897 10635

Sudan 4 842 60

Tanzania 1 157 　

Togo 1 20 21

Tunisia 　 -100 　

Uganda 1 222 197

Burkina Faso 　 160 79

Zambia 11 10272 289

Zimbabwe 2 210 24

Lesotho 　 　 12

Eritrea 1 20 　

Other African Countries 3 1680 115

Albania 2 102 15

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Georgia 2 311 　

Armenia 　 　 　

Azerbaijan 2 8 74

Belarus 2 91 　

Kazakhstan 21 2405 233

Kirghizia 5 1057 53

Russia 162 29764 8199

Tajikistan 1 21 21

Ukraine 10 1080 126

Uzbekistan 2 948 1

Macedonia 1 112 　

Croatia 4 405 2

Bosnia-Herzegovina 1 3 　

Antigua and Barbuda 　 　 　

Argentina 18 2568 1089

Aruba 　 -600 　

Barbados 31 52177 9701

Belize 22 8941 2284

Bolivia 5 1019 164

Brazil 36 13562 2461

Cayman Islands 262 340129 194754

Chile 15 1483 636

Columbia 3 2842 　

Dominica 4 730 102

Costa Rica 　 -500 60
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Country（Region） Number of Project Contractual FDI Actual FDI

Cuba 　 471 30

Curacao 　 600 　

Dominican 1 1182 204

Ecuador 2 207 76

Grenada 1 6 　

Guatemala 3 506 　

Honduras 　 468 290

Jamaica 2 514 100

Mexico 12 3270 710

Panama 21 13108 4291

Paraguay 4 539 142

Peru 5 1204 338

Saint Vincent and the 
Grenadines 6 624 166

Salvador 　 　 　

Surinam 1 548 　

Turks and Caicos Islands 　 330 350

Uruguay 4 257 104

Venezuela 8 32 276

British Virgin Islands 2493 2202783 902167

Saint Kitts and Nevis 9 1906 623

Other Latin American 
countries 5 4200 748

Bermuda 36 59804 21400

Other North America 
countries 6 1703 60

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 3 -81 195

Bahrain 2 -406 120

Bangladesh 12 4360 642

Bhutan 　 -83 　

Brunei 259 75391 30749

Burma 9 1506 736

Country（Region） Number of Project Contractual FDI Actual FDI

Australia 692 270141 40093

Cook Islands 　 -218 457

Fiji 3 72 105

Nauru 3 1152 64

Vanuatu 5 1688 171

Papua New Guinea 2 291 20

Solomon Islands 　 　 　

Tonga 　 49 　

Samoa 806 411255 136083

Kiribati 　 　 60

Micronesia 1 1314 124

Marshall Islands 19 8682 4580

Palau 　 43 57

Other Pacific islands 10 5470 4459

Other Oceania countries 14 3235 634

Continued

Table 6 Large Sample Developing Countries’ FDI in China, 2006
Unit: Ten Thousand USD
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Continued

Country（Region） Number of Project Contractual FDI Actual FDI

Cambodia 9 878 212

Korea 34 4258 85

Hong Kong, China 15496 7521368 2130718

India 60 12644 5292

Indonesia 115 46666 10685

Iran 23 3434 696

Iraq 9 90 150

Jordan 15 294 164

Kuwait 4 -387 10

Laos 1 1100 　

Lebanon 11 804 687

Macao, China 868 193748 67774

Malaysia 336 146736 45122

Maldives 　 　 　

Mongolia 9 2894 322

Nepal 5 86 36

Oman 　 5943 　

Pakistan 28 2633 620

Palestine 4 224 　

Philippines 147 45940 14227

Qatar 4 1021 76

Kingdom of Saudi Arabia 16 1740 816

Singapore 1189 593490 246300

South Korea 4262 1231611 399319
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Country（Region） Number of Project Contractual FDI Actual FDI

Sri Lanka 　 290 225

Syria 14 -50 73

Thailand 108 37217 14860

Turkey 32 4840 1345

The United Arab Emirates 77 21822 14156

Yemen 21 277 207

Vietnam 13 2288 1395

Taiwan, China 3752 1133571 222990

Other Asian countries 4 1118 　

Algeria 3 1031 658

Angola 4 831 78

Benin 2 1689 250

Botswana 1 400 5

Cameroon 1 500 65

Cape Verde 1 86 227

Central Africa 　 　 　

Chad 1 6 　

D. R. Congo 2 375 　

Djibouti 1 -17 35

Egypt 15 1605 127

Equatorial Guinea 1 199 　

Ethiopia 5 398 255

Gabon 1 110 316

Gambia 　 -37 175

Ghana 2 -15 10
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Country（Region） Number of Project Contractual FDI Actual FDI

Guinea 　 　 21

Guinea Bissau 1 84 84

Ivory Coast 　 　 　

Kenya 2 321 300

Liberia 2 3346 10

Libya 7 735 21

Madagascar 4 613 938

Mali 2 1018 　

Mauritius 281 310836 110551

Morocco 　 -1 6

Namibia 1 454 371

Niger 　 　 　

Nigeria 15 10972 2303

Rwanda 　 　 　

Senegal 2 26 　

Seychelles 26 4390 1635

Sierra Leone 　 -84 　

Somalia 2 450 110

South Africa 68 23501 9623

Sudan 4 636 102

Tanzania 1 33 33

Togo 1 1725 　

Tunisia 3 669 　

Uganda 1 450 63

Burkina Faso 　 80 105

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Zambia 1 151 539

Zimbabwe 3 116 346

Lesotho 　 -110 22

Eritrea 　 　 12

Other African Countries 1 243 164

Albania 　 　 　

Georgia 　 520 　

Azerbaijan 3 205 37

Belarus 1 770 53

Kazakhstan 28 649 372

Kirghizia 5 585 423

Moldova 1 7 　

Russia 126 23342 6752

Tajikistan 　 　 　

Ukraine 15 5761 467

Macedonia 1 8 　

Uzbekistan 3 24 　

Croatia 2 56 131

Bosnia-Herzegovina 1 25 3

Argentina 19 1843 686

Aruba 　 -9 　

Barbados 79 129168 54900

Belize 16 7848 2510

Bolivia 2 3590 306

Brazil 27 10007 6375
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Country（Region） Number of Project Contractual FDI Actual FDI

Cayman Islands 414 420548 213175

Chile 10 2986 560

Columbia 3 5001 35

Dominica 1 64 35

Costa Rica 1 477 10

Cuba 1 421 280

Curacao 　 　 　

Dominican 　 -888 164

Ecuador 1 3 10

Grenada 　 　 6

Guatemala 1 -231 160

Honduras 1 36 131

Jamaica 1 94 79

Mexico 15 1886 1257

Panama 14 11346 6028

Paraguay 4 2949 158

Peru 5 1582 73

Saint Vincent and the 
Grenadines 5 864 478

Salvador 　 -127 20

Surinam 2 64 　

Turks and Caicos Islands 4 549 52

Uruguay 　 13 13

Venezuela 4 350 98

British Virgin Islands 2605 2558344 1167728

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Saint Kitts and Nevis 6 1312 1007

Other Latin American 
countries 4 2934 560

Bermuda 30 73891 41269

Other North America 
countries 6 335 303

Australia 629 209557 57055

Cook Islands 1 2019 271

Fiji 1 40 4

Nauru 　 　 10

Vanuatu 3 620 298

Papua New Guinea 　 　 36

Tonga 1 98 49

Samoa 806 462818 161977

Kiribati 2 19828 40

Micronesia 　 　 　

Marshall Islands 15 12948 3057

Palau 　 　 　

Wallis and Futuna 　 　 8

Other Pacific islands 10 10501 4178

Other Oceania countries 6 17224 1311
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Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 6 663 233

Bahrain 1 40 190

Bangladesh 6 198 145

Bhutan 　 　 　

Brunei 328 112110 37688

Burma 3 668 326

Cambodia 9 6114 634

Korea 15 257 92

Hong Kong, China 16208 11409729 2770342

India 78 9354 3404

Indonesia 68 57690 13441

Iran 36 3061 745

Iraq 8 398 27

Japan 1974 747824 358922

Jordan 18 927 520

Kuwait 3 137 29

Laos 1 271 300

Lebanon 16 359 97

Macao, China 856 164369 63700

Malaysia 285 135902 39725

Mongolia 7 131 94

Nepal 7 175 23

Oman 2 57 52

Pakistan 19 4473 248

Table 7 Large Sample Developing Countries’ FDI in China, 2007
Unit: Ten Thousand USD
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Country（Region） Number of Project Contractual FDI Actual FDI

Palestine 1 23 25

Philippines 83 46478 19532

Qatar 　 　 　

Kingdom of Saudi Arabia 19 56558 12265

Singapore 1059 820330 318457

South Korea 3452 965003 367831

Sri Lanka 7 296 7

Syria 13 393 148

Thailand 79 26303 8948

Turkey 29 295 984

The United Arab Emirates 52 28597 10080

Yemen 11 646 151

Vietnam 7 1423 73

Taiwan, China 3299 947262 177437

Other Asian countries 　 -63 8

Algeria 4 840 379

Angola 7 843 232

Benin 1 696 　

Botswana 2 2993 14

Cameroon 2 141 -18

Canary Islands 2 5800 　

Cape Verde 　 　 　

Chad 　 　 　

D. R. Congo 　 　 　

Djibouti 　 　 　

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Egypt 19 603 678

Equatorial Guinea 1 200 208

Ethiopia 1 -54 53

Gabon 　 3 224

Gambia 　 　 170

Ghana 2 165 22

Guinea 1 4 　

Guinea Bissau 2 471 　

Ivory Coast 1 620 80

Liberia 1 21 　

Libya 4 206 96

Madagascar 2 2327 1589

Mali 　 　 　

Mauritius 243 269994 133250

Morocco 1 -13 48

Namibia 3 5606 1295

Niger 1 520 　

Nigeria 14 4485 1211

Senegal 1 1 　

Seychelles 32 14728 1594

Sierra Leone 1 -87 　

Somalia 2 70 9

South Africa 38 13149 6916

Sudan 3 -59 80

Tanzania 2 39 　

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Togo 1 23 15

Tunisia 1 5 　

Uganda 1 216 45

Burkina Faso 1 -140 50

Zambia 1 590 100

Zimbabwe 4 705 219

Lesotho 　 　 　

Eritrea 　 　 8

Other African Countries 　 　 116

Georgia 2 -4 　

Azerbaijan 2 -320 40

Belarus 1 2 35

Kazakhstan 26 6262 159

Kirghizia 7 664 660

Moldova 2 798 　

Russia 105 19527 5207

Tajikistan 1 -6 　

Ukraine 13 4178 1855

Macedonia 　 　 　

Uzbekistan 3 31 　

Croatia 1 10 20

Bosnia-Herzegovina 　 　 25

Argentina 19 5690 1113

Aruba 　 　 　

Barbados 56 145276 70958

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Belize 7 4162 2421

Bolivia 2 1027 129

Brazil 20 5317 3164

Cayman Islands 342 528882 257078

Chile 17 1507 719

Columbia 6 9335 5

Dominica 　 35 16

Costa Rica 　 8 　

Cuba 1 571 63

Dominican 1 -489 182

Ecuador 2 153 100

Grenada 　 　 　

Guatemala 2 13 116

Honduras 2 900 168

Jamaica 1 14 　

Mexico 17 17244 566

Panama 14 7896 2580

Paraguay 2 442 58

Peru 3 792 527

Saint Vincent and the 
Grenadines 1 -60 320

Salvador 　 -60 　

Surinam 2 921 28

Turks and Caicos Islands 　 1305 114

Uruguay 2 -45 10

Venezuela 7 991 209

Continued
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Continued

Country（Region） Number of Project Contractual FDI Actual FDI

British Virgin Islands 1883 2659257 1655244

Saint Kitts and Nevis 1 646 1577

Other Latin American 
countries 3 7091 841

Bermuda 30 72235 37684

Other North America 
countries 1 616 62

Cook Islands 1 2030 2614

Fiji 　 -9 16

Nauru 2 1528 300

Vanuatu 2 1720 283

Papua New Guinea 　 26 34

Tonga 　 　 13

Samoa 765 432765 216988

Kiribati 　 -190 7

Marshall Islands 11 25794 7391

Wallis and Futuna 　 　 　

Other Pacific islands 7 5650 3627

Other Oceania countries 6 9472 1239

Table 8 Large Sample Developing Countries FDI in China, 2008
Unit: Ten Thousand USD

Country (Region） Number of Project Contractual FDI Actual FDI

Afghanistan 3 6928 228

Bahrain 1 1019 205

Bangladesh 10 8307 65
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Continued

Country (Region） Number of Project Contractual FDI Actual FDI

Brunei 180 91018 34042

Burma 5 1707 330

Cambodia 4 2205 292

Korea 10 2168 193

Hong Kong, China 12857 13036922 4103640

India 92 25647 8805

Indonesia 45 13590 16725

Iran 37 6584 2702

Iraq 11 234 324

Jordan 16 243 341

Kuwait 3 1020 63

Laos 1 313 670

Lebanon 11 488 245

Macao, China 435 126153 58161

Malaysia 219 80853 24696

Mongolia 6 1898 141

Nepal 　 　 　

Oman 1 -496 　

Pakistan 20 -53 1452

Palestine 4 29 　

Philippines 51 10716 12687

Qatar 2 22 　

Kingdom of Saudi Arabia 11 8379 27524

Singapore 757 572908 443529

South Korea 2226 787380 313532
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Country (Region） Number of Project Contractual FDI Actual FDI

Sri Lanka 4 2108 40

Syria 14 1091 136

Thailand 56 42302 12921

Turkey 41 3503 729

The United Arab Emirates 41 15060 9381

Yemen 26 5268 484

Vietnam 5 2894 207

Taiwan, China 2360 1128101 189868

Other Asian countries 　 50 131

Algeria 2 1217 904

Angola 6 869 239

Benin 　 -1039 339

Botswana 　 -350 651

Cameroon 2 210 218

Canary Islands 　 　 　

Cape Verde 　 -86 　

D. R. Congo 1 3 　

Egypt 17 2161 758

Equatorial Guinea 1 300 143

Ethiopia 2 42 　

Gabon 1 -65 176

Gambia 3 -470 633

Ghana 5 1644 82

Guinea 6 84 　

Continued
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Country (Region） Number of Project Contractual FDI Actual FDI

Guinea Bissau 　 　 56

Ivory Coast 1 25 　

Kenya 2 28 99

Liberia 　 　 84

Libya 2 25 10

Madagascar 　 -54 300

Mali 3 73 　

Mauritania 2 13 　

Mauritius 133 -27189 149371

Morocco 4 956 45

Mozambique 1 26 　

Namibia 1 -233 50

Niger 　 -10 75

Nigeria 12 2381 5504

Senegal 6 1460 7

Seychelles 70 40602 4226

Sierra Leone 1 7 15

Somalia 1 20 　

South Africa 22 9839 2560

Sudan 4 65 10

Tanzania 2 102 　

Togo 1 4 　

Tunisia 2 1153 80

Uganda 3 310 52

Continued
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Country (Region） Number of Project Contractual FDI Actual FDI

Burkina Faso 　 　 　

Zambia 　 　 　

Zimbabwe 2 70 101

Eritrea 　 -20 　

Other African Countries 　 -110 　

Albania 1 1 　

Georgia 1 11 　

Azerbaijan 2 42 14

Belarus 2 13 　

Kazakhstan 23 3453 663

Kirghizia 6 3360 464

Moldova 　 　 　

Russia 95 17316 5997

Tajikistan 　 　 　

Ukraine 14 5216 409

Uzbekistan 4 318 　

Croatia 　 　 9

Bosnia-Herzegovina 　 　 　

Antigua and Barbuda 　 　 102

Argentina 6 838 1266

Aruba 　 -13 　

Barbados 50 156583 125520

Belize 8 2398 6302

Bolivia 　 236 99

Brazil 20 7334 3879

Continued
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Country (Region） Number of Project Contractual FDI Actual FDI

Cayman Islands 216 459297 314497

Chile 5 3499 466

Columbia 5 344 10

Dominica 　 1157 119

Costa Rica 2 90 　

Cuba 　 　 　

Dominican 　 -816 5

Ecuador 2 47 49

Grenada 2 4570 250

Guatemala 　 　 　

Honduras 2 7180 214

Jamaica 　 20 29

Mexico 19 14423 385

Panama 5 187 3539

Paraguay 　 -89 215

Peru 3 -70 267

Puerto Rico 1 10 　

Saint Vincent and the 
Grenadines 　

-759 507

Salvador 2 70 　

Surinam 2 -918 　

Turks and Caicos Islands 1 -101 130

Uruguay 　 188 　

Venezuela 4 2135 237

British Virgin Islands 975 774881 1595384

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 8 986 786

Bahrain 2 1711 360

Bangladesh 5 97 93

Brunei 53 61332 34812

Burma 3 1922 339

Table 9 Large Sample Developing Countries’ FDI in China, 2009
Unit: Ten Thousand USD

Country (Region） Number of Project Contractual FDI Actual FDI

Saint Kitts and Nevis 　 -620 1363

Other Latin American 
countries 3 1689 369

Bermuda 16 24722 46898

Other North America 
countries 3 3717 120

Cook Islands 2 2072 2030

Fiji 　 88 50

Nauru 　 　 400

Vanuatu 2 329 16

Papua New Guinea 　 226 　

Tonga 　 -154 　

Samoa 346 194129 254975

Kiribati 　 　 20

Marshall Islands 9 1926 9456

Other Pacific islands 3 -1111 889

Other Oceania countries 5 -648 1521
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Continued

Country（Region） Number of Project Contractual FDI Actual FDI

Cambodia 5 4121 1337

Korea 20 1633 151

Hong Kong, China 10701 10761485 4607547

India 77 25310 5520

Indonesia 49 18535 11172

Iran 49 18693 1912

Iraq 12 298 140

Jordan 23 550 87

Kuwait 3 177 54

Laos 3 3604 243

Lebanon 15 4277 115

Macao, China 294 172031 81471

Malaysia 195 92680 42874

Mongolia 5 327 231

Nepal 4 531 　

Oman 2 1515 　

Pakistan 33 2421 380

Palestine 6 66 5

Philippines 39 5859 11101

Katar 　 5 7

Kingdom of Saudi Arabia 12 44822 11365

Singapore 640 570322 360484

South Korea 1669 922179 270007

Sri Lanka 4 5371 147

Syria 17 2195 188
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Country（Region） Number of Project Contractual FDI Actual FDI

Thailand 48 29875 4866

Turkey 28 6807 1864

The United Arab Emirates 48 26575 10273

Yemen 11 -456 442

Vietnam 12 10596 592

Taiwan, China 2555 1284865 188055

Other Asian countries 　 　 　

Algeria 6 130 　

Angola 4 1129 609

Benin 　 600 　

Botswana 1 2411 　

Cameroon 8 129 181

Cape Verde 　 　 　

D. R. Congo 2 -277 　

Djibouti 　 100 100

Egypt 13 581 1090

Equatorial Guinea 　 　 　

Ethiopia 1 80 20

Gabon 2 78 112

Gambia 　 207 308

Ghana 2 523 23

Guinea 1 146 46

Guinea Bissau 　 60 60

Ivory Coast 1 15 25

Kenya 2 2050 202

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Liberia 1 39 23

Libya 2 33 25

Madagascar 1 -153 576

Mali 2 7 4

Mauritania 1 7 5

Mauritius 82 75197 110378

Morocco 2 -13 1

Mozambique 　 　 　

Namibia 1 200 　

Niger 　 　 115

Nigeria 18 2459 33

Senegal 1 5 　

Seychelles 150 58986 11790

Sierra Leone 1 29 6

Somalia 1 28 　

South Africa 24 16115 4120

Sudan 3 54 　

Tanzania 1 493 32

Togo 　 　 　

Tunisia 2 138 258

Uganda 1 30 18

Burkina Faso 1 240 　

Zambia 4 65 50

Zimbabwe 1 10 39

Eritrea 　 　 　

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Other African Countries 2 436 720

Albania 　 　 1

Georgia 　 　 　

Armenia 1 15 　

Azerbaijan 3 66 12

Belarus 2 590 　

Kazakhstan 12 15952 2240

Kirghizia 3 101 　

Russia 94 17855 3177

Tajikistan 1 7 2

Ukraine 7 6357 462

Uzbekistan 3 819 　

Macedonia 　 　 5

Croatia 2 1809 　

Bosnia-Herzegovina 　 380 　

Antigua and Barbuda 　 　 　

Argentina 5 1560 1241

Aruba 　 　 　

Barbados 11 14678 55754

Belize 6 -974 1988

Bolivia 5 1484 338

Brazil 30 8946 5248

Cayman Islands 103 189181 258189

Chile 5 3152 323

Columbia 1 15 14

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Dominica 2 113 176

Costa Rica 　 -19 　

Cuba 2 3082 　

Dominican 　 　 35

Ecuador 2 801 26

Grenada 1 2400 36

Honduras 　 -711 　

Jamaica 1 -400 110

Mexico 12 1649 91

Panama 11 8192 1797

Paraguay 　 　 301

Peru 3 625 4

Puerto Rico 　 　 　

Saint Vincent and the 
Grenadines 3 2368 200

Salvador 　 　 63

Surinam 　 　 48

Trinidad and Tobago 1 1000 　

Turks and Caicos Islands 　 -1171 92

Uruguay 1 956 221

Venezuela 5 406 198

British Virgin Islands 708 1004471 1129858

Saint Kitts and Nevis 　 520 193

Other Latin American 
countries 7 3688 2021

Bermuda 10 55181 25771

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Afghanistan 4 1249 1240

Bahrain 　 -297 105

Bangladesh 10 3838 18

Brunei 63 55183 30956

Burma 5 1486 352

Cambodia 8 3051 1035

Country（Region） Number of Project Contractual FDI Actual FDI

Other North America 
countries 1 528 225

Cook Islands 　 -4502 　

Fiji 　 -60 　

Nauru 　 -137 7

Vanuatu 1 124 147

Papua New Guinea 　 　 　

Solomon Islands 　 15 3

Tonga 1 -254 36

Tuamotus 　 -600 　

Samoa 243 70912 202003

Kiribati 　 　 　

Marshall Islands 3 4498 1063

Other Pacific islands 3 4708 1147

Other Oceania countries 4 763 539

Continued

Table 10 Large Sample Developing Countries’ FDI in China, 2009
Unit: Ten Thousand USD



Annex Data

383

Continued

Country（Region） Number of Project Contractual FDI Actual FDI

Korea 17 1344 1122

Hong Kong, China 13070 13890000 6056677

India 90 17384 4931

Indonesia 40 19547 7684

Iran 61 5746 1786

Iraq 15 475 212

Jordan 22 513 640

Kuwait 1 141 47

Laos 4 1807 945

Lebanon 19 6153 249

Macao, China 274 174475 65524

Malaysia 229 94702 29433

Mongolia 9 707 325

Nepal 3 17 25

Oman 　 12 5

Pakistan 33 7566 570

Palestine 5 142 6

Philippines 40 11592 13806

Qatar 4 352 51

Kingdom of Saudi Arabia 11 5315 48397

Singapore 781 959856 542820

South Korea 1695 706240 269217

Sri Lanka 4 621 143

Syria 24 3969 810
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Country（Region） Number of Project Contractual FDI Actual FDI

Thailand 40 29477 5134

Turkey 42 1820 986

The United Arab Emirates 34 17894 11003

Yemen 14 4100 2079

Vietnam 7 566 203

Taiwan, China 3072 1452472 247574

Other Asian countries 2 808 219

Algeria 6 3345 40

Angola 1 -159 295

Benin 　 　 　

Botswana 2 161 　

Cameroon 5 2224 87

D. R. Congo 1 17 　

Djibouti 　 　 　

Egypt 11 1416 803

Equatorial Guinea 1 1267 　

Ethiopia 3 325 85

Gabon 　 　 　

Gambia 1 200 　

Ghana 5 975 62

Guinea 5 997 456

Guinea Bissau 1 3000 225

Ivory Coast 1 7 　

Kenya 2 47 48

Liberia 　 1974 18
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Country（Region） Number of Project Contractual FDI Actual FDI

Libya 3 927 5

Madagascar 　 　 　

Malawi 1 29 　

Mali 11 132 　

Mauritania 　 　 　

Mauritius 102 94863 92884

Morocco 2 　 7

Namibia 3 4210 875

Niger 　 　 310

Nigeria 21 1900 500

Senegal 　 　 40

Seychelles 317 67526 22837

Sierra Leone 3 92 45

Somalia 　 　 　

South Africa 32 21950 6647

Sudan 1 -309 　

Tanzania 1 210 8

Tunisia 2 25 683

Uganda 1 1000 18

Burkina Faso 　 　 　

Zambia 2 4501 407

Zimbabwe 　 　 39

Eritrea 1 5 　

Other African Countries 3 -81 568

Albania 　 　 　

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Georgia 　 　 　

Azerbaijan 1 7 　

Belarus 2 245 10

Kazakhstan 10 1605 155

Kirghizia 4 95 　

Russia 59 12107 3497

Tajikistan 　 　 7

Ukraine 15 1251 790

Macedonia 　 -255 　

Uzbekistan 3 43 　

Croatia 4 3952 50

Bosnia-Herzegovina 　 -380 　

Antigua and Barbuda 　 218 　

Argentina 7 3067 94

Barbados 15 13913 35584

Belize 12 5662 1673

Bolivia 2 -346 460

Brazil 26 15942 5725

Cayman Islands 109 369610 249880

Chile 8 6143 146

Columbia 　 　 5

Dominica 1 584 274

Costa Rica 6 205 10

Cuba 　 　 727

Dominican 　 -292 50

Continued
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Country（Region） Number of Project Contractual FDI Actual FDI

Ecuador 1 200 203

Grenada 　 　 　

Guyana 1 13 　

Honduras 1 2000 301

Jamaica 1 20 20

Mexico 13 4748 1525

Panama 11 4518 2481

Paraguay 　 -360 234

Peru 4 593 2

Saint Vincent and the 
Grenadines 　

213 246

Salvador 　 　 　

Surinam 2 2400 　

Trinidad and Tobago 1 1000 　

Turks and Caicos Islands 　 53 164

Uruguay 1 50 132

Venezuela 3 185 358

British Virgin Islands 761 1210515 1044734

Saint Kitts and Nevis 1 1343 418

Other Latin American 
countries 5 504 1525

Bermuda 16 84299 35963

Other North America 
countries 1 -1981 190

Cook Islands 　 　 300

Fiji 　 　 　
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Country（region） 2011 2012

Afghanistan 76 163

Bahrain 　 79

Bangladesh 495 227

Brunei 25582 15109

Burma 1021 384

Cambodia 1737 1660

Korea 84 155

Hong Kong, China 7050016 6556119

India 4217 4406

Indonesia 4607 6378

Country（Region） Number of Project Contractual FDI Actual FDI

Nauru 　 -35 　

Vanuatu 1 8160 2997

Papua New Guinea 　 -8 　

Solomon Islands 　 　 　

Tonga 　 　 　

Tuamotus 　 　 　

Samoa 409 289912 177333

Tuvalu 1 44 　

Marshall Islands 15 14273 3031

Other Pacific islands 4 -6195 1555

Other Oceania countries 2 -1372 831

Continued

Table 11 Large Sample Developing Countries’ FDI in China, 2011 and 2012
Unit: Ten Thousand USD
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Continued

Country（region） 2011 2012

Iran 787 410

Iraq 99 93

Jordan 631 120

Kuwait 25 　

Laos 588 200

Lebanon 215 371

Macao, China 68043 50556

Malaysia 35828 31751

Mongolia 　 25

Nepal 　 3

Oman 　 　

Pakistan 971 183

Palestine 80 10

Philippines 11185 13221

Qatar 73 2706

Kingdom of Saudi Arabia 2394 4987

Singapore 609681 630508

Korea 255107 303800

Sri Lanka 68 20

Syria 89 95

Thailand 10120 7772

Turkey 1485 1556

The United Arab Emirates 7140 12963

Yemen 888 287
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Country（region） 2011 2012

Vietnam 129 316

Taiwan, China 218343 284707

Kazakhstan 1127 555

Kyrgyzstan 　 27

Tajikistan 　 11

Uzbekistan 457 155

Other Asian countries 15 202

Algeria 29 571

Angola 303 195

Botswana 170 　

Cameroon 21 　

D. R. Congo 11 16

Egypt 552 567

Equatorial Guinea 215 　

Ethiopia 　 　

Gambia 60 131

Ghana 　 382

Guinea 97 　

Guinea Bissau 302 　

Kenya 235 209

Liberia 5 　

Libya 121 180

Mali 26 9

Mauritius 113921 95873

Morocco 4 　

Continued
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Country（region） 2011 2012

Nigeria 1999 1253

Senegal 　 8

Seychelles 43333 36507

Sierra Leone 44 　

South Africa 1323 1605

Sudan 255 7

Tunisia 185 32

Uganda 488 511

Zambia 1 629

Zimbabwe 66 　

Other African Countries 325 102

Georgia 　 420

Armenia 24 　

Belarus 664 　

Moldova 　 48

Russia 3102 2992

Ukraine 622 280

Croatia 15 289

Antigua and Barbuda 218 　

Argentina 732 830

Barbados 31005 15988

Belize 2133 1130

Bolivia 189 　

Brazil 4304 5760

Cayman Islands 224196 197540

Continued
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Country（region） 2011 2012

Chile 1679 2075

Columbia 1 3

Dominica 134 103

Costa Rica 22 　

Cuba 2300 　

Dominican 6 　

Ecuador 3 1

Honduras 260 　

Mexico 453 1487

Panama 3845 3281

Paraguay 　 2013

Peru 87 16

Saint Vincent and the Grenadines 13 21

Turks and Caicos Islands 495 25

Uruguay 63 50

Venezuela 209 128

British Virgin Islands 972495 783086

Saint Kitts and Nevis 263 652

Other Latin American countries 1394 437

Bermuda 74362 79160

Other North America countries 30 119

Cook Islands 150 134

Vanuatu 1002 515

Tonga 　 159

Continued
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Country（region） 2011 2012

Samoa 207623 174371

Tuvalu 　 45

Marshall Islands 6370 1676

Other Pacific islands 2331 3751

Other Oceania countries 6147 251

Table 12 The Four Asian’ Tigers FDI 
Unit: Hundred Million USD

Year Hong Kong, China Singapore Korea Taiwan, China

2001 167.17 21.44 21.52 29.8

2002 178.61 23.37 27.21 39.71

2003 177 20.58 44.89 33.77

2004 189.98 20.08 62.48 31.17

2005 179 22 52 22

2006 202.3292 22.6046 38.9487 21.3583

2007 277.0342 31.8457 36.7831 17.7437

2008 410.364 44.3529 31.3532 18.9868

2009 460.7547 36.0484 27.0007 18.8055

2010 605.6677 54.282 26.9217 24.7574

2011 705.0016 60.9681 25.5107 21.8343

2012 655.6119 63.0508 30.38 28.4707

2013 783.02 73.27 30.59 52.46

Continued
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