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Introduction

A substantial body of literature has grown on the prominence of China as a recipient of
foreign direct investment (FDI) and its consequences for national economic development
and management practice (Branstetter/Lardy 2006). By contrast, much less attention has
been paid to China’s position as an FDI source. Given that China attracted an annual
average FDIinflow ofaround US$29bn (ormorethan 7 percentofthe world’stotal) inthe 1990s,
but contributed less than US$2.5bn (around 0.6 percent) to global outflows, this is perhaps
not surprising (UNCTAD 2006). However, the sharp growth in Chinese outward direct
investment (ODI) evident since 2002 (illustrated in Figure 1), combined with a number of
recent high profile attempts by Chinese enterprises to acquire North American and Euro-
pean firms, have brought into relief China’s rising status and potential as an investor nation.
This potential is recognised in a recent UNCTAD survey of investment promotion agencies
which predicts that China will become a ‘top three’ source country for FDI before the end of
2008 (UNCTAD 2005). It is also highlighted by the Director-General of UNIDO, Kandeh
Yumkella, who suggests that annual flows of Chinese outbound investment are likely to
reach US$60bn by 2010 (MOFCOM 20006). If growth rates in Chinese ODI continue and
these predictions are realised, China’s contribution to global FDI flows is likely to approxi-
mate current outflows of the leading industrialised countries.

In this exploratory study, we identify historic and emergent trends detectable in official
aggregate data and individual FDI project level data on Chinese ODI for the period 1991 to
2005 with regard to investment destination, activity type, entry mode choice and investment
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motivation. Our aim is to assess whether or not Chinese ODI conforms to the general model
of ODI and to the special case of emerging country ODI in general, and Asian countries in
particular, with respect to the character and evolution of its recent ODI. To do this, we review
in the next section some selected contributions to the literature on developing country ODI
in order to establish a ‘received wisdom’ or base model against which we can contrast our
empirical data from China. We also include some evidence from other Asian countries to
control for cultural and regional interactions.! We go on to consider how the evolving ins-
titutional framework within which Chinese ODI is conducted and, especially, how adjust-
ments to the administrative system and the engagement and disengagement of government
at various times, notably following the launch of China’s zou chu qu or ‘go global’ policy in
1999, have influenced the internationalisation decisions and motivations of Chinese firms.
After providing further evidence for the rise of China as an FDI source country, we examine
trends in respect of (i) aggregate Chinese ODI stocks and flows; (ii) the spatial distribution
of Chinese ODI; (iii) the sectoral distribution, and (iv) the dominant entry mode employed.
This is done by reviewing data on accumulated Chinese ODI by host economy as published
by the Chinese Ministry of Commerce (MOFCOM) and by analysing previously unpublis-
hed data from China’s State Administration of Foreign Exchange (SAFE), a government
agency that administers, via the banking system, foreign exchange-related matters.? In the
second part of the paper, we relate detected trends to emergent motivations advanced in the
literature as driving the outward FDI activities of Chinese firms. We propose that Chinese
ODI is indeed distinctive with respect to a standard model of developing country ODI,
which itself is distinctive with respect to industrialised country ODI.

Statistics on Chinese ODI are compiled by MOFCOM based on a summation of indivi-
dual firm’s direct investment amounts.? This aggregation masks the motives of the firms and
reflects their choices of entry mode to foreign countries — direct investment is included, while
licensing, technology transfer deals and other non-equity modes are excluded by definition.
In this paper, we supplement these statistics with unique project level data from SAFE. Offi-
cial statistics usually disaggregate the total by industry/sector and by destination country, but
disaggregation by type of motive usually has to be conducted by analytical techniques such
as regression analysis, which is an imperfect method working by inference. In addition, the
time factor complicates the analysis (Buck et al. 2007). Firms often proceed by gradualism
in foreign market entry, following a sequence of exporting, then non-equity modes such as
licensing, then direct investment. A second type of sequential entry is from culturally and
physically close countries to progressively more remote ones. These time series effects are
only partially visible in cross section data. These limitations need to be borne in mind in our
analysis.

Theoretical Explanations of Developing Country FDI
Firm and Industry Level Theory
Mainstream international business literature generally explains the strategy of the multi-

national enterprise (MNE) using the concepts of internalisation (Buckley/Casson 1976),
transaction costs (Hennart 1988) and monopoly advantage (Hymer 1960). Together with
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location advantages, these concepts are synthesised by Dunning (2001) in his eclectic
or OLI paradigm. This posits that the decision to internationalise production is predica-
ted upon the interaction of ownership (O) advantages, location (L) advantages and the
gains associated with hierarchical (I) over arm’s length transacting. Since this theory was
developed to explain MNEs from the industrialised countries, its ability to account for
developing country FDI has been debated. One view is that an alternative framework to
explain late-comer MNEs is needed (e.g., Mathews 2002, Moon/Roehl 2001). However,
the majority view is that mainstream theory does work, but that special theories nested
within the general theory are needed as well (Buckley et al. 2007, Lall 1983, Wells 1983,
Khan 1986, Lecraw 1993, Zin 1999, UNCTAD 2006).

Special Explanations for Asian Developing Country Firms

Lecraw (1993) identifies two key issues that could contribute to a special theory on the
internationalisation of developing country firms; namely, #ow do they compete interna-
tionally (that is, what is their source of competitive advantage) and where do they invest
(that is, what drives their location decisions)? In this paper, we also recognise as pertinent
issues concerning entry mode choice, the role of home country government and cultural
distance between home and host countries.

First, developing country MNEs are said to hold particular ownership advantages
over established MNEs, in addition to competitively priced labour (an advantage which
normally diminishes as the home economy develops) and that these derive from their
experiences and knowledge of operating at home. In other words, the capabilities that
firms gain to cope with home country conditions (i.e., ‘home country embeddedness”)
can be leveraged as competitive advantage in similar markets abroad. Erdener and Sha-
piro (2005), for example, assert that overseas Chinese firms are able to penetrate Asian
markets unattractive to industrialised country firms because they are adept at operating
successfully in environments characterised by uncertain economic development, opaque
regulatory conditions and weak market-enhancing institutions. Similarly, Scott (2002)
observes that the ability to exploit culturally-dependent relational assets in Asian coun-
tries through personal relationships is a significant source of competitive advantage
for overseas Chinese firms (Yin/Bao 2006). Wells (1977) and Kumar and Kim (1984)
demonstrate that developing country firms in general possess older technology which
is best exploited in less developed country markets. Developing country firms may also
be better able than industrialised country firms at customising particular technologies,
products and processes appropriately for other developing country markets. This may be
accomplished by downscaling production, by simplifying or substituting local inputs or
by increasing the labour intensity of production (Shenkar/Luo 2004). Developing country
firms may also be more flexible and adaptable than industrialised country firms because
scale economies are forsaken (Wells 1983, Erdener/Shapiro 2005). Lau (2003) argues that
this is evidenced by the investments of Hong Kong-based textiles firms in other develo-
ping countries. It follows that developing country firms are often found to be involved
in manufacturing activity abroad, beginning with labour-intensive production and then
graduating over time into more technology and marketing-intensive production, often
based on imported technology (Lall 1983, Wells 1983, Lecraw 1993, Zin 1999).* In short,
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home country embeddedness may enable developing country firms to compete success-
fully with established MNEs in third markets, as well as with local firms, especially in
other developing countries (Aggarwal/Agmon 1990).

Second, it follows from this discussion that developing country MNEs generally concen-
trate their investment strategy on other developing countries. In the case of Asian firms this
is often in markets geographically close to home (Lau 2003). In a study of small internatio-
nally active South Korean firms, Tallman and Shenkar (1994) found that investments were
preferentially sought in Asian countries less economically advanced than Korea, where
investing firms often acted as intermediaries in technology flows from developed to less
developed host countries. Pang and Komaran (1985) report that Singaporean firms in the
1970s were slow to venture further abroad than Southeast Asia and when they did it was
mainly to other, more distant, developing countries such as India. Chen (2003) reports that
Taiwanese electronics firms preferentially invested first in Malaysia and Thailand because
this enabled them to maintain important links with business networks in Taiwan. Only lat-
terly did they relocate production to mainland China, once requisite industrial networks
of buyers and suppliers were in place, to benefit from agglomeration effects and psychic
and geographical proximity to home. The trend for Asian firms to preferentially invest in
Asia is also evident in aggregate FDI data. For example, UNCTAD (2006), in an analysis
of intra- and inter-regional FDI flows between developing countries for the period 2002
to 2004, reports that as much as 96 percent of Asian FDI (with an annual average value of
US$49.8bn) was directed to other Asian developing economies.

Third, the “stages” (or Uppsala) theory of incremental internationalisation may help to
understand the distribution of developing country ODI over time. It proposes a gradual dee-
pening in the engagement of the firm with individual host countries and a gradual widening
of the host countries entered on a ‘closest first” basis (Johanson/Vahlne 1977). Thus psychic
distance between home and host markets bears upon managerial decision-making. Firms
generally invest first in countries that are psychically proximate (that is, culturally similar)
to their own because local market knowledge is more readily obtainable. As the firm’s inter-
national experience, knowledge and opportunities for learning grow, so too does its com-
mitment to more culturally distant countries, since better local market knowledge raises the
value of resources to be committed to the market (Brewer 2007, Dow/Karunaratna 2006). At
the same time, FDI increasingly substitutes for ‘arm’s length’ agency and license contracts.
A number of studies provide partial support for this proposition in relation to developing
country firms in Asia by showing that they often invest preferentially in countries with strong
historical ties or cultural similarity to the home region. For example, Pang and Komaran
(1985) found that a large number of Singaporean firms initiated overseas investment activi-
ties in Southeast Asia, and later extended this to China, India and other developing countries
before making debut entries in Australia and North America. Yang (1997) and Chen (2003)
report that one of the main reasons why Taiwanese firms have invested heavily in mainland
China is because of the short psychic distance between home and host country. Similarly,
Erdener and Shapiro (2005) find that overseas Chinese owners and managers are preferent-
ially attracted to investment opportunities in their ancestral home towns on mainland China
because personal connections (that is, relational capital) can be exploited for competitive
advantage. To test this theory fully, however, time series data at firm level are required.
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Fourth, entry mode choice is an important aspect of the internationalisation of developing
country firms. Though little researched, it is generally considered that a large proportion of
MNE:s from developing countries have preferred the international joint venture (IJV) entry
mode (often with minority equity share) because this helps to reduce entry costs and increa-
ses the opportunities for learning from the foreign partner (Wells 1977, 1983, Kumar/Kim
1984). By contrast, more recent evidence suggests that, when possible, developing country
MNE:s in Asia (in particular, those from Taiwan and Singapore) choose wholly-owned sub-
sidiaries and majority IJVs over minority ones (e.g., Yeung 1994). The use of higher equity
modes appears positively correlated with later stages in the economic development of the
home country, as a consequence of, for example, accumulated experience, greater manage-
rial capacity and improved competitiveness of national firms. It may also reflect improve-
ments in the ability to protect and enforce intellectual property and other proprietary assets
abroad. However, industry effects may also be at work. For example, Tallman and Shenkar
(1994) report that small Korean companies operating in technology intensive industries
generally favour non-equity modes of cooperation to sell explicit technology, while equity
1JVs are used in low technology-intensive fields. Perceptions of risk may also impact on the
choice of entry mode by Asian firms. For example, a study of Malaysian multinational firms
found that “low risk perceptions were associated with high control modes of entry and high
risk perceptions were associated with low control modes of entry” (Ahmed et al. 2002).

Fifth, at a more aggregate level, research indicates that national governments in deve-
loping countries often play a critical role in determining the level and direction of ODI
(Aggarwal/Agmon 1990). On the one hand, control and, effectively, the restriction of ODI
has been a major strand of economic policy for many developing countries (UNCTAD
1996, 2006). Key objectives include prioritising domestic investment levels, preventing
capital flight, strengthening foreign exchange reserves and maintaining control of state-
owned assets abroad (Sauvant 2005). Such controls are generally relaxed over time once
an adequate current account surplus has been achieved (UNCTAD 2006). On the other,
developing country MNEs also commonly enjoy high levels of home government sup-
port, which may help them to ameliorate certain ownership and location disadvantages
(Buckley et al. 2007, Aggarwal/Agmon 1990, Lecraw 1993). Typically, this takes the
form of privileged access to raw materials, cheap capital, government subsidies and other
benefits. It has been argued that one of the main reasons why South Korean chaebols
have been able to invest abroad across a diversified range of industries is the soft budget
constraint they enjoy from their close relationship with government and domestic finan-
cial institutions (Chow et al. 2004). Similarly, Lau (2003) asserts that strong government
support has enabled Korean firms to invest heavily abroad at an early stage in the inter-
nationalisation process in a manner not predicted by the ‘stages’ model. The instrumental
role played by developing country governments in setting the institutional framework for
ODI activity is confirmed by a number of other studies, notably on Taiwan, Singapore and
India (e.g., Pang/Lomaran 1985, Yeung 1994).

Aggregation and Explanation

This review enables us to establish a standard theoretical explanation of ODI from deve-
loping countries, in particular that from Asian economies, against which we can compare
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trends observed in Chinese ODI (see Table 1). This theoretical characterisation suggests six
main dimensions. First, developing country firms have special ownership advantages that
derive from their home country-embeddedness; second, developing country ODI is gene-
rally directed towards other developing countries; third, developing country firms invest
preferentially in psychically and geographically close locations where relational assets can
be exploited most effectively; fourth, developing country firms over time increasingly target
investment opportunities in more advanced economies; fifth, international joint ventures
are the preferred entry mode, especially early in the internationalisation process; and sixth,
home country government has a strong influence on the level and direction of ODI.

The Institutional Setting for Chinese ODI

Institutional factors are likely to be an important influence on any country’s aggregate
ODI flow as at least part of the direction and nature of that ODI will be determined by
source nation factors (Buckley/Casson 1976). However, institutional factors are dynamic
and government policy changes over time. This section shows the influence of the Chi-
nese institutional framework on Chinese ODI.

Since the late 1970s the Chinese government has determined to a considerable degree
the legal, regulatory and financial framework of ODI, either directly, by administrative
fiat (via the approval process and foreign exchange controls), or indirectly, using econo-
mic policy implementation and other measures (Buckley et al. 2008). Moreover, as the
ultimate owner of state-owned enterprises (SOEs) (which dominated Chinese ODI prior
to 2003), the government (at various levels) has effectively been the key operational
decision-taker in the majority of formally approved investment projects. However, policy
has often been ambivalent and inconsistent, with national and sub-national government at
various times supporting, pushing and constraining Chinese ODI (Buckley et al. 2008).
Key stages in the evolution of China’s official FDI approval process and some concomi-
tant changes to the character of Chinese ODI are presented in Table 2.

Even before the introduction of China’s ‘Open Door’ policy reforms in 1978, numerous
small-scale investments by Chinese SOEs could be found in major trading hubs around
the world, mostly in service sectors such as international trade, transportation and finan-
cial services. After 1979, and in hand with the ‘Open Door’ policies, the Chinese govern-
ment cautiously sought to encourage ODI as a means to better integrate the country into
the global economy and to improve access to domestically scarce raw materials (Zhang
2003). The government promoted international trade by permitting, and later encoura-
ging, export-oriented FDI by state-owned import and export corporations. However, in the
1980s and 1990s tight centralised control of outward FDI was reimposed amid concerns
that it was detrimental to national development. Outward direct investment was seen as a
substitute for domestic investment (Sauvant 2005). It was also feared that control of state
property held overseas might be lost because of both the cost of supervising international
projects at a distance and the inexperience of Chinese firms at competing internationally
(Zhan 1995, Ding 2000). However, a few selected SOEs, like China International Trust
and Investment Corporation (CITIC) and Shougang, were granted the freedom to expand
abroad as ‘experimental’ MNEs (Zhang 2003).
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In the late 1980s and 1990s, it is generally acknowledged that Chinese firms inter-
nationalised mainly in pursuit of certain national and provincial economic goals and
policy objectives, in particular: (i) to support the export function of state-owned manuf-
acturers; (ii) to help stabilize the supply of domestically-scarce natural resources; and
(iii) to acquire information and learning about operating abroad for the benefit of other
domestic enterprises (Lu 2002, Ye 1992, Zhan 1995, UNCTAD 2006, Sauvant 2005).
State-owned enterprises also undertook FDI to meet aspects of the government’s poli-
tical agenda, not least in establishing and strengthening diplomatic relations with
other developing countries through the building of economic links. For these reasons,
research has generally stressed the importance of state engagement in the business
affairs of Chinese firms, either through direct ownership of productive assets or indi-
rectly, through various kinds of regulatory control and intervention (Sauvant 2005).
From the late 1990s onwards, however, Chinese firms are increasingly portrayed in
the literature as internationalising in order to achieve other objectives, in particular
(1) to improve access to foreign proprietary technology, immobile strategic assets and
capabilities; (ii) to exploit new markets for products and services; and (iii) to enhance
overall firm competitiveness through the diversification of business activities (e.g. Tay-
lor 2002, Child/Rodrigues 2005, Pei/Wang 2001, Deng 2003, Deng 2004, Zhang 2003,
Zhang 2005, Warner/Hong/Xu 2004, Sauvant 2005, Beebe 2006). Ostensibly, these
motivations are attributable as much to market forces, industry dynamics and discre-
tionary, autonomous, managerial decision-taking as to government intervention and
fiat. As UNCTAD (2006) comments, state-ownership does not necessarily invoke state-
directed international strategy. At the same time, however, there remains a presumption
held by some that the Chinese authorities continue to exert considerable influence over
the investment activities of Chinese MNEs (e.g., Deng 2004, Deutsche Bank Research
2006). In this somewhat paradoxical milieu, it is interesting to investigate the extent to
which engagement and disengagement of various levels of government has influenced
the internationalisation decisions of Chinese firms (Voss 2007).

Table 1. Chinese ODI Compared to a Standard Model of Developing Country ODI

Standard model of developing Chinese ODI Our evidence
country ODI
1. Special ownership advan- Yes: Chinese firms enjoy financial SAFE data
tages of firms (‘home country advantages especially
embeddedness’)
2. Early FDI occurs in other deve-  No: early Chinese ODI was direc- SAFE and MOFCOM data
loping countries ted mostly to developed countries
3. FDI occurs in culturally and No: early Chinese ODI was direc- SAFE and MOFCOM data
geographically close countries ted to psychically and geographi-
cally distant countries
4. Later FDI occurs in more ad- No: both early and continued SAFE and MOFCOM data
vanced economies (cf the ‘stages’ Chinese FDI occurs in more
theory) advanced economies
5. 1JVs are the main entry mode No: both IJVs and wholly-owned =~ SAFE
(especially in early FDI) affiliates are used
6. Home government importance Yes: but nuanced SAFE and MOFCOM data
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Table 2. Key Stages in the Development of Chinese ODI Policy

1979-1985 Stage One: Cautious internationalisation
With the ‘open-door’ policy, Chinese state-owned firms start to set up their first internatio-
nal operations. Only state-owned trading corporations under MOFTEC and provincial and
municipal ‘economic and technological cooperation enterprises’ under the State Economic
and Trade Commission (SETC) are allowed to invest abroad. The State Council was the
only authority to examine and approve overseas investments, irrespective of investment size.
The government adopted a cautious approach, favouring investment in kind (know-how and
physical assets) to avoid excessive capital outflows. Prior to 1984, there were no regulations
regarding ODI. Between 1984 and 1985 MOFTEC enacted two directives on the examination
and approval of proposals to establish non-trading companies abroad. Only 189 projects were
approved, amounting to about US$197mn.

1986-1991 Stage Two: Government encouragement
The government liberalised restrictive policies and allowed more enterprises apply to esta-
blish foreign affiliates, provided they had sufficient capital, technical and operational know-
how and a suitable joint venture partner. Standardised regulations were drafted to cover the
approval process. Approval was granted to 891 projects, totalling some US$1.2bn.

1992-1998 Stage Three: Expansion and regulation
Encouraged by domestic liberalisation, initiated by ‘“Paramount Leader” Deng Xiaoping’s
journey to the South, sub-national level authorities rushed into international business acti-
vities with companies under their supervision, especially in Hong Kong to engage in real
estate and stock market speculation. The Asian crisis in 1997 and the subsequent collapse of
companies such as GITIC slowed down this development. Latterly, concerns about loss of
control over state assets, capital flight and ‘leakage’ of foreign exchange saw a tightening of
approval procedures and in particular a stricter and more rigorous screening and monito-
ring process. These measures sought to ensure that Chinese capital was invested abroad for
genuinely productive purposes. The State Planning Commission and SAFE were required to
examine projects valued at US$1mn or more, prior to referral to MOFTEC for final approval.
Individual ODI project activity declines, despite an increase of total ODI of US$1.2bn.

1999-2001 Stage Four: The ‘go global’ policy period
Contradictory policies characterised this period. Further measures to control illicit capital
transfers and to regularise ODI towards genuinely productive purposes were introduced. In
parallel, ODI in specific industries was actively encouraged with export tax rebates, foreign
exchange assistance and direct financial support, notably in trade-related activities that
promoted Chinese exports of raw materials, parts and machinery and in light industry sectors
like textiles, machinery and electrical equipment. In 2001 this encouragement was formalised
within the 10 five year plan which outlined the ‘going global’ or ‘zou chu qu’ directive.
Total approved ODI rises by US$1.8bn, with an average project value of US$2.6mn.

Since 2001 Stage Five: Post WTO period
In the outline of the latest five year plan, the 11™, the Chinese government stressed again
the importance of ‘zou chu qu’ for Chinese firms and the Chinese economy. Nevertheless,
direct and proactive support of ODI continued to be limited, mainly to preventing illegal
capital outflows and loss of control of state assets. Since 2003, privately-owned enterprises
are officially allowed to apply for the approval of outbound investment projects. Heightened
domestic competitive pressures, due to the opening of once protected industries and markets
to foreign and domestic competitors, forced some Chinese firms to seek new markets abroad.
Latest policy announcements indicate that the Chinese authorities are moving from a pre-in-
vestment approval procedure to a post-investment registration system. Provincial differences
in implementation prevail.

Sources: Ding (2000), Guo (1984), UNCTAD (1996), Wong/Chan (2003), Wu/Chen (2001), Ye (1992),
Zhang (2005). An earlier version is reproduced in Buckley et al. (2007).
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There is little doubt that state control over the international activities of Chinese
firms has been relaxed considerably since the late 1990s. Perhaps the most prominent
and clearly articulated policy has been the introduction of the ‘go global’, or zou chu
qu, policy in 1999. This was subsequently formalised in China’s 10% five year plan,
2001-2006, and re-emphasised in the latest 11™ five year plan, 2007-2010. Its objective
is to encourage ODI through various means with a view to improving the internatio-
nal competitiveness of domestic companies and thus strengthen the national economy
(Sauvant 2005, UNCTAD 2006).° It is partly in response to marketization of the Chi-
nese economy and the country’s World Trade Organisation (WTO) accession commit-
ments (Sauvant 2005), both of which have combined to heighten domestic competition,
amongst other things. Accordingly, since 2001, policies towards ODI have been libera-
lised (mainly through the easing of investment restrictions,® simplification of approval
procedures and relaxation of foreign exchange controls) and with indirect, ‘hands-off”
economic policies increasingly substituting for direct, ‘hands-on’ management (see also
Table 2). To illustrate, government agencies like MOFCOM and the National Develop-
ment and Reform Commission (NDRC), which were previously instrumental to the
formal approval process, now purport to provide mainly advisory, information and sup-
port functions to international investors. A further important aspect is the treatment
of private Chinese enterprises, which were prevented from investing abroad officially
(with a few notable exceptions, like the white goods manufacturer Haier) before this
restriction was lifted in 2003.

In future, it seems likely therefore that the individual investment decisions of Chinese
firms will be shaped more by commercial considerations and less by political ones. The
partial nature of the privatisation of SOEs may also influence ODI. In the early years of
privatisation SOEs were given the opportunity to invest overseas and were encouraged
to do so but they were not strictly governed as for-profit enterprises. This led to a serious
agency problem. Top managers in SOEs could increase their income by positioning them-
selves overseas as managers of the companies’ foreign operations. This perverse incentive
(together with round-tripping to exploit tax incentives) induced excessive ODI and may
account for some of the unique patterns of China’s ODI. As institutional reform proceeds,
we would expect these perverse incentives to subside.” However, the picture is complex and
the challenge for researchers is to disentangle the role of national and sub-national govern-
ment from other determinants (such as demand conditions and competition) of the level and
direction of Chinese ODI flow.

China’s Outward Direct Investment Position3

When firm level and individual FDI data are aggregated in source country statistics, some
issues become blurred. However, from the above account we expect that Chinese ODI
will be aimed at developing countries, especially in Asia. In line with theory, we expect
proximity effects to decline over time as more global strategies are developed and as
investing firms become more experienced. We note that the stage of development of firms
in this trajectory will slowly feed into the aggregate data. To address this, we analyse
project-level data collated by SAFE to draw inferences about the behaviour of single
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foreign direct investments. Ecological fallacy issues are avoided by analysing MOFCOM
data at an aggregate level and SAFE data at the level of the individual foreign investment
project.

Trends in China’s Aggregate Annual ODI Flow

Between 1982 and 1991, ODI from China increased year on year, but only slowly and
never exceeding US$1bn annually (see Figure 1). In addition to restrictive investment
approval procedures and tight foreign exchange control, the poor competitiveness of many
Chinese firms was a contributory factor. Outward investors were generally large SOEs
investing in projects of national importance, typically resource-oriented ones. Between
1991 and 1993 outward investment policies were relaxed and ODI surged, only to slow
again in 1994 as the government sought to cool the rate of domestic economic expansion.
New project proposals were subjected to more exacting approval procedures.

After 1994, ODI flows recovered, accelerating modestly between 1995 and 1998 in
parallel with further foreign exchange and trade liberalisation, growth in Chinese exports
(which promoted trade-complementing FDI) and the handover of Hong Kong. In 1999,
official Chinese investment outflow again declined, partly in response to the re-imposi-
tion of foreign exchange controls and the economic slowdown of several neighbouring
countries, both outcomes of the Asian Financial Crisis. This continued to 2000, after
which Chinese ODI accelerated sharply. This was concomitant with the introduction of
the government’s formal ‘go-global’ (zou chu qu) policy initiative. At the time, this growth
caused some commentators to assert that Chinese companies were on the threshold of
becoming major foreign direct investors in Asia and beyond (e.g., UNCTAD 2003). By
contrast, between 2002 and 2003 levels of Chinese approved outward FDI was in decline.
This mirrored trends in global FDI flows more generally, with the economic downturn
in the US and in the broad global economy being contributory factors. More recently,
Chinese ODI has accelerated once more: in 2006, it amounted to some US$16bn, a seven
fold increase on 2004 levels (MOFCOM 2007, NBS 2006).

The rapid recent growth in Chinese ODI is reflected in a number of key indicators.
First, the contracted value of Chinese-owned outward FDI stock (at current prices)
increased from US$1.4bn in 1991 to US$73bn in 2006. By 2006, Chinese ODI was dis-
tributed across some 160 countries (MOFCOM 2007). Second, although China’s ODI
stock position is still quite modest relative to industrialised country norms, it already
compares favourably to a number of smaller developed economies. To illustrate, by 2004
it was greater in value terms than that of Israel and Ireland and was only slightly smaller
than that of Norway and Portugal, for example (UNCTAD 2004). Third, between 1996
and 2003 the number of Chinese MNEs grew from 103 to 510, while the number of
Chinese-owned affiliates abroad rose from 1008 in 1991 to 8259 in 2004 (MOFCOM
2005). Fourth, the number of mainland Chinese firms among the world’s top one hundred
non-financial MNEs from the developing countries rose from three in 2000 to ten in 2004
(UNCTAD 2002, 2006).

Although Chinese ODI is dominated by state-owned enterprises, since private Chinese
firms were not permitted to invest abroad officially prior to 2003, at least a proportion of
the recent improvement in China’s ODI performance will have been due to the internatio-
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nal expansion of firms outside of direct state-control. However, data on this development
are sketchy. Estimates suggest that 12 percent of Chinese ODI in 2004 was undertaken by
private sector firms, but the overall contribution of the private sector to the accumulated
stock of Chinese ODI remains minimal, standing at around 2 percent in 2004 (MOFCOM
2005). Although these data hint to the fact that private Chinese enterprise is likely to
contribute increasingly to annual FDI outflows, research is needed to establish just how
much of the recent expansion of Chinese ODI is attributable to this or to the relaxation of
ODI controls enjoyed by state firms.

Geographic Distribution

MOFCOM statistics allow us to characterise changes to the geographic distribution of
Chinese outward FDI since 1990. The MOFCOM Almanac of China s Foreign Economic
Relations and Trade (now the China Commerce Yearbook) reports an individual annual
stock position for each host country in respect of approved Chinese FDI. These data are
cumulative flow statistics based on new project approvals (but does not distinguish by
ownership form or industry). We present these data in Table 3, using a rolling three year
annual average to smoothen the irregularities commonplace in annualised FDI flow stati-
stics. It also shows the number of investment projects made by Chinese firms per country
per period so inferences can be drawn about average project value. Informal transactions
that circumvent official FDI approval procedures (e.g., those associated with the round-
tripping phenomenon) inevitably are excluded from the data.’

Table 3. Approved Chinese ODI by Host Region and Economy, 1990-2004 (US$ 10,000 and

percent)
Percentage Annual Average Cumulative FDI Stock
(Project Number)
1990-1992  1993-1995  1996-1998  1999-2001  2002-2004
TOTAL CHINESE OUT- 133,847.53  176,010.77  235,466.77  377,761.70  1,196,772.09
WARD FDI STOCK: (1057) (1765) (2173) (2855) (7572)

USS$ 10,000 (project number)
Percentage distribution by area:
DEVELOPED COUNTRIES 69.44 (384) 64.12 (574) 49.95(652) 36.11 (759) 21.97 (1920)

Western Europe 2.62 (81) 2.63 (108)  2.21 (122) 1.72 (141)  4.55 (453)
European Union 2.29 (71) 2.38(97) 2.01(110) 1.58(129) 4.48(437)
(15 countries)

Denmark 0.02 (2) 0.02 (2) 0.01 (2) 0.01 (2) 2.56 (3)
Germany 0.52 (21) 0.48 (27) 0.42 (30) 0.36 (35) 0.66 (168)
France 0.58 (8) 0.52 (12) 0.41 (14) 0.26 (16) 0.35 (56)
Italy 0.22 (6) 0.17 (6) 0.13 (6) 0.22(9) 0.24 (34)
UK 0.33 (6) 0.33 (8) 0.29 (10) 0.22 (13) 0.24 (60)
Other Western Europe 0.33 (11) 0.25 (11) 0.20 (12) 0.14 (12) 0.07 (16)
(3 countries)

North America 41.59 (186) 39.86 (291) 31.25(335) 23.67 (401) 11.75 (948)
USA 22.19(137) 18.87(217) 1598 (256) 13.65(311) 8.00(791)

Canada 19.40 (49) 2098 (74)  1527(79)  10.03(90)  3.75 (157)
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Table 3. continued

Percentage Annual Average Cumulative FDI Stock
(Project Number)

1990-1992  1993-1995  1996-1998  1999-2001  2002-2004

Other developed 2522 (117) 21.63(174) 16.49 (194) 10.71 (217) 5.68 (519)
countries (4 countries)
Australia 23.34 (56) 18.39 (85) 13.93 (95) 9.03 (110)  4.44 (232)
Japan 0.71 (56) 0.78 (77) 0.68 (85) 0.46 (90) 0.81 (254)
New Zealand 1.18 (5) 2.46 (11) 1.88 (14) 1.22 (16) 0.42 (29)
DEVELOPING COUNTRIES  30.56 (673) 35.88 50.05 63.89 78.03 (5652)
(1191) (1521) (2096)

Africa 4.03 (111) 5.18 (173) 11.02 (259) 16.07 (401) 8.64 (642)
North Africa (6 countries)  0.20 (10) 0.19 (16) 0.76 (24) 1.13 (43) 1.23 (93)
Egypt 0.14 (3) 0.10 (3) 0.37(5) 0.70 (15) 0.46 (31)
Morocco 0.03 (5) 0.05 (10) 0.04 (10) 0.07 (14) 0.06 (24)
Sudan 0.00 (0) 0.01 (1) 0.32 (6) 0.30 (8) 0.20 (16)
Other Africa (46 countries) 3.83 (101)  4.99 (156) 10.27 (235) 14.93 (358) 7.41 (549)
Zambia 0.24 (3) 0.20 (4) 0.91 (8) 2.77 (15) 1.17 (19)
South Africa 0.02 (1) 0.45 (14) 1.95 (39) 2.44 (76) 1.33 (109)
Mali 0.00 (1) 0.42 (2) 1.20 (3) 1.29 (5) 0.49 (5)
Nigeria 0.51 (11) 0.68 (18) 0.65 (21) 0.69 (27) 0.51 (62)
United Republic of 0.15(2) 0.19 (6) 0.69 (9) 1.02 (13) 0.36 (22)
Tanzania
Zimbabwe 0.19 (1) 0.14 (1) 0.88 (4) 0.85(9) 0.30 (15)
Congo, Democratic 0.00 (1) 0.00 (1) 0.12 (3) 0.64 (7) 0.27 (11)
Republic
Mauritius 0.47 (14) 0.39 (16) 0.30 (18) 0.33 (20) 0.32 (26)

Latin America & the 4.87 (72) 4.96 (121) 10.04 (147) 13.83 (207) 8.08 (402)

Caribbean
South America 3.64 (45) 3.19 (70) 8.40 (85) 8.89(109) 3.71(209)
(12 countries)

Peru 0.06 (2) 0.14 (6) 5.12 (8) 5.23(11) 1.69 (22)
Brazil 0.83 (10) 0.72 (15) 1.38 (21) 1.78 (27) 1.07 (72)
Chile 1.60 (4) 1.24 (5) 0.93 (6) 0.55(6) 0.21 (19)
Argentina 0.03 (6) 0.11 (10) 0.16 (13) 0.20 (18) 0.12 (28)
Other Latin America & 1.23 (27) 1.78 (52) 1.64 (62) 4.94 (98) 4.37(192)
Caribbean (18 countries)

Mexico 0.38 (9) 0.92 (27) 0.83 (30) 3.60 (35) 1.40 (47)
British Virgin Islands 0.00 (0) 0.00 (0) 0.01 (0) 0.05 (17) 0.51 (56)
Bermuda 0.37(2) 0.28 (2) 0.33(3) 0.36 (8) 1.72 (12)
Cuba 0.00 (0) 0.00 (0) 0.00 (0) 0.35(3) 0.22 (10)

Central & Eastern Europe 4.17 (114) 5.76 (251) 4.85 (280) 4.44 (344) 4.92(722)
(18 countries)

Russian Federation 4.09(106) 543 (224)  4.14(240)  3.09(284)  3.93 (527)
Romania 0.00(0) 0.0 (0) 0.07 (2) 0.34 (8) 0.25 31)
Georgia 0.00 (0) 0.00 (0) 0.01 (1) 0.24 (2) 0.22 (5)
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Table 3. continued

Percentage Annual Average Cumulative FDI Stock
(Project Number)

1990-1992  1993-1995  1996-1998  1999-2001  2002-2004

Asia 16.61 (358) 18.71 (606) 22.22 (790) 27.87 55.81 (3823)
(1090)

West Asia (Middle East) 1.09 (35) 1.17 (47) 0.98 (51) 1.61 (67) 1.38 (146)
(12 countries)

United Arab Emirates 0.32(12) 0.38 (16) 0.33(19) 0.44 (25) 0.44 (80)
Yemen 0.24 (7) 0.22 (8) 0.18 (8) 0.49 (9) 0.36 (10)
Central Asia (8 countries) 0.09 (5) 0.26 (19) 0.49 (34) 1.50 (75) 1.06 (152)
Kazakhstan 0.01 (2) 0.08 (12) 0.16 (17) 0.80 (36) 0.51 (63)
Kyrgyzstan 0.02 (1) 0.06 (4) 0.16 (8) 0.46 (19) 0.30 (36)
Uzbekistan 0.04 (2) 0.09 (2) 0.12 (6) 0.17 (15) 0.18 (36)

South, East and SE Asia 15.42 (319) 17.28 (540) 20.74 (705) 24.75 (948) 53.38 (3526)
(20 countries)

Hong Kong (China SAR)  8.12(116)  8.08(146)  9.35(176)  8.83(240)  38.19 (2127)

Thailand 294(76)  3.15(120) 2.83(135)  2.96 (146)  2.15 (247)
Korea, Republic 0.23 (2) 0.39 (9) 039(17)  035(23)  3.68(75)
Macao (China SAR) 1.19(24)  1.02(26)  2.11 (40) 1.55(57)  1.71(238)
Cambodia 0.00 (0) 0.11 (4) 1L1721)  240(47)  1.51(65)
Indonesia 0.16 (4) 078(27)  0.96 (37) 145(43)  1.19 (66)
Viet Nam 0.00 (0) 0.03 (2) 0.14 (8) 0.86(27)  0.81(91)
Singapore 0.65(26)  0.81(49)  0.87(69)  0.86(90)  0.79 (188)
Myanmar 0.02 (1) 0.06 (4) 0.18(11)  0.93(19)  0.59 (39)
Mongolia 0.07 (6) 0.14(22)  0.12(25) 1.28(53)  0.63(78)
Malaysia 0.82(21)  121(51)  L17(71)  0.85(80)  0.34 (106)
India 0.00 (0) 0.00 (1) 0.04 (3) 0.41 (9) 0.18 (16)
The Pacific (9 countries) 0.88(18)  127(d1)  1.92 (46) 1.69 (55)  0.58(63)
Papua New Guinea 0.45 (5) 0.56 (9) 1.31(12) 1L16(17) 037 (20)
Fiji 0.21 (6) 029(11)  026(13)  024(14)  0.08(16)

Source: Calculated from MOFCOM, Almanac of Foreign Relations and Trade 1991-2003 and China
Commerce Yearbook 2004.

Notes: The principal host countries of Chinese FDI are listed for each region. The total number of recipients
of Chinese FDI is shown in the region heading. Regions are as per UNCTAD (2003). Countries are listed
in declining rank order for the period 2002-2003.

In the period 1990 to 1992, the majority of China’s outward stock of approved FDI
(almost 70 percent of the total value) was located in the developed countries. Indeed, the
bulk of Chinese ODI was concentrated in just three countries: Australia (host to an annual
average of 23.3 percent of the total), the USA (22.2 percent) and Canada (19.4 percent).
Western European and other developed countries received negligible amounts. Develo-
ping countries, by contrast, hosted collectively just under a third (30.5 percent) of Chi-
na’s ODI, with the South, East and Southeast Asian region receiving almost half of this
amount (15.4 percent). Of this, Hong Kong (the fourth ranked recipient), Thailand (6th)
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and Macao (8™) were the main destinations, the balance being more or less evenly distri-
buted amongst the others. The remaining share of Chinese ODI to developing countries
was divided almost equally between three regions, namely Africa (4.0 percent), Latin
America and the Caribbean (4.9 percent) and Central and Eastern Europe (4.8 percent).
No individual developing country in these regions was host to more than one percentage
point of Chinese outward FDI stock except the Russian Federation (4.1 percent) and
Chile (1.6 percent).

The distribution of Chinese ODI by value observed in the early 1990s is at odds with
aspects of the received view of developing country FDI and its development path as
predicted by the stages theory. In particular, the prominence of the industrialised coun-
tries and the comparatively weak positions of developing countries as hosts to Chinese
ODI, especially in Southeast Asia, Africa, South America and, notably, India, suggest
that Chinese firms were generally slow to invest substantial funds in other developing
countries. In respect of geographic distance, the sixteen countries that physically border
China attracted only 13.5 percent of Chinese ODI by value between 1990 and 1992.1°
This provides some evidence for the assertion that, when viewed in aggregate, Chi-
nese ODI at this time was not influenced much by geography. Moreover, the fact that
developed countries like the USA, Australia and Canada (all physically and, arguably,
psychically distant from mainland China) figure so highly as hosts to approved Chinese
FDI in the 1990s,'! and that Hong Kong and Macao (both with large ethnic Chinese
populations) were not major recipients, suggests that psychic distance and relational
location advantages were also not key determinants. This interpretation contrasts to
that of Zhan (1995), for example, who, among others, identifies ethnicity as a major
determinant of the location decision of Chinese MNEs in the early 1990s. We attribute
the distribution to the high degree of government involvement in the internationalisa-
tion decisions of Chinese firms.

A somewhat different picture emerges when we examine project numbers, however.
Between 1990 and 1992, Australia, the USA and Canada were host to 24.2 percent of
the investment projects made by Chinese firms, while the developing countries were
host to 63.6 percent, with Hong Kong and Macao together accounting for 13.2 percent
of the total. This hints at the possibility that a combination of physical proximity, cul-
tural affinity and relational location advantages did indeed contribute to strengthening
the presence of Chinese MNE:s in these locations relative to others, but only when smal-
ler scale investments are concerned. This is recognised by Fung (1996), who reports
that Chinese FDI to Hong Kong in the early 1990s was largely motivated by the need
to access new sources of finance for mainland operations. Besides a few large-scale
investments in Hong Kong by China Resources, China Merchants International and the
Bank of China, amongst others, this involved the formation of numerous shell compa-
nies — Sung (1996) estimates more than 14,000 — with minimum registered capital and
limited commercial activities (Sung 1996). Such investment is not modelled well by
the ,,stages™ theory. However, as Fung (1996) comments, some Chinese ODI in Hong
Kong at this time was to gain early internationalisation experience in a location with a
contrasting institutional setting but cultural similarities to home, a behaviour which is
predicted by the ‘stages’ model.
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Between 1992 and 2001, there was a steady, three-fold increase in the annual average
value of Chinese ODI. However, this growth was distributed unevenly. Although Aus-
tralia, the USA and Canada continued to attract increasing amounts of Chinese outflows
(in terms of both value and number), this was outstripped by that recorded for develo-
ping countries. Contrary to expectation, perhaps, the improvement in the relative position
of developing countries in Chinese ODI is not accounted for by Hong Kong SAR and
Macao: the proportion of total annual approved Chinese ODI destined to these countries
over this period remained confined to the narrow range of 8 to 10 percent and 1 to 3 per-
cent, respectively. Similarly, the position of the Russian Federation changes little over
this period, consistently hosting between 3 and 6 percent of outflow. Overall, this pattern
suggests that geography, geo-political and culture-related factors continued to play only
a limited role in determining the destination of new Chinese ODI at the time. Again, this
suggests that the stages theory has only limited explanatory power when applied to the
internationalisation of Chinese firms prior to 2001, particularly of investments made by
state-owned enterprises via the formal, approved route, with government influence a key
contributory factor.!?

Instead, the greatest growth in China’s ODI position took place in Africa, and espe-
cially sub-Saharan Africa (notably Zambia, South Africa, Mali and Tanzania), Latin
America and the Caribbean (especially Peru, Mexico, and Brazil) and in the South,
East and Southeast Asian region generally (notably Cambodia and Indonesia). This
distribution mirrors the findings of a survey on leading Chinese TNCs conducted by
UNCTAD (2003). Since many of these countries at the time were characterised by
comparatively high levels of political and economic risk, this distribution raises a
number of interesting issues concerning the management of risk by internationalising
Chinese firms. First, Chinese firms may have drawn on their home-country embed-
dedness (beyond those culturally-derived relational advantages) to exploit opportuni-
ties abroad in countries that industrialised country MNEs might regard as risky and
where international competition levels are therefore low. Scott (2002), for example,
points to the ability of Chinese-owned enterprises to manage risk as being a key source
of ownership advantage (though his analysis is confined mainly to Chinese family-
owned enterprises). Second, soft budget constraints and access to cheap capital (that
is, domestic capital market imperfections) arising from high levels of state involve-
ment in overseas projects may also have led Chinese MNEs to demonstrate a perverse
attitude to risk management in comparison to industrialised country firms (Buckley
et al. 2007, Antkiewicz/Whalley 2006). Third, the conclusion by the Chinese govern-
ment of bilateral investment treaties, double taxation agreements and other initiatives
designed to build strong economic and diplomatic relations with developing countries
will also have helped Chinese investors to mitigate certain aspects of investment risk
in the countries concerned (Buckley et al. 2008). This is especially relevant in the case
of state-directed FDI that advances the political agenda of the Chinese government:
for example, when it is used to develop connections with countries ideologically or
politically distant from the west, for whatever reason. In such instances, the normal
commercial considerations associated with risk, psychic distance and exposure to the
liabilities of foreignness, for example, will have had little bearing upon the decision-
taking of Chinese firms.
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Given its population, geographic proximity and developing-country status, India con-
tinues to be a notable absentee from the list of principal destinations for Chinese firms
throughout the period under investigation (mirrored also in India’s relatively modest posi-
tion in global FDI flows generally). Also evident is continuation in the comparatively
weak position of the western European countries, which attracted less than 1.7 percent of
annual global Chinese ODI flow in the period 1999-2001, a decrease from the 2.5 percent
or so generally observed in the 1990s. Given the relative openness of the European Union
(EU) countries to inbound FDI, this is worthy of comment. First, despite the Single Euro-
pean Market and other economic harmonisation initiatives, Chinese firms may have been
discouraged from investing because the EU is viewed by them as comprising distinct and
separate national markets, each with their own set of standards, regulations, employment
laws, immigration and visa requirements, language and so forth, unlike other attractive
markets such as the USA. Second, because Chinese firms are required to negotiate sepa-
rately with different national and regional investment agencies in Europe, this may have
served as a disincentive by comparison to investing in other large markets. In sum, there
may be a perception among Chinese firms that investing in the EU is more complex and
bureaucratic than investing elsewhere.

Notwithstanding the dominant position of the USA as a host, figures suggest that the
distribution of Chinese ODI in recent years has begun to approximate that of developing
countries more generally in that other developing countries are increasingly being tar-
geted as investment locations by Chinese MNEs. Indeed, the widening distribution of
Chinese FDI by country over the period is striking. The number of individual countries
host to Chinese ODI rose from 95 in 1990, to 139 in 1996 and to 162 in 2003, by when
Chinese MNEs had invested in forty-six Sub-Saharan countries, thirty Latin American
countries and eighteen Central and Eastern European countries. While this distribution
can be attributed to responses to market opportunities and other factors endogenous to
the firm, another interpretation is that it is in response to the government’s preference for
a spatially diversified overseas production portfolio that minimises exposure to political
and other risks, especially in places like Africa and West and Central Asia.

In the 2002-2004 period, when Chinese ODI continued to increase sharply, this again
was mainly to the developing rather than developed countries, in terms of both value
and project number. Much of this is attributable to Hong Kong SAR, which has become
a major destination for Chinese investors. This suggests that geo-cultural affinity is an
increasingly important driver of Chinese ODI, although Hong Kong’s position as a finan-
cial centre and as a pathway for investing elsewhere is also an important locational advan-
tage for Chinese MNEs.

Sectoral Distribution

Using SAFE data, we are able to discern certain changes to the sectoral distribution of
Chinese ODI. The SAFE dataset, the most detailed available on the subject, comprises
approved investment project information by host country, industry and entry mode for
the years 1991 to 2001 (after which project level data were no longer formally collected).
Annually collected data on projects by sector reveals that the bulk of Chinese ODI by
value in the early to mid 1990s was predominantly engaged in the tertiary and manufac-
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turing sectors (see Table 4). Historically, Chinese FDI in services has generally involved a
large number of small scale investments in trade-supporting activities by Chinese trading
companies, with investments in the banking sector (notably by the Bank of China but also
by CITIC and China Merchant Holdings, both in Hong Kong), insurance and construc-
tion, communication, real estate and restaurants also are significant. Many of these invest-
ments served as vanguard operations for later Chinese entrants in addition to providing
important overseas trade support to firms in China. Similarly, Chinese manufacturing ODI
has generally involved relatively small-scale and labour-intensive production of undiffe-
rentiated and low-value-added goods using simple product and process technologies. In
more recent years, SAFE data reveal that Chinese ODI has occurred mostly in the manu-
facturing sector. The presence of foreign invested enterprises in China and two decades of
market opening have yielded spillover benefits that have enhanced domestic and interna-
tional competitiveness (Buckley/Clegg/Wang 2002, Buckley et al. 2007). Together with
greater familiarisation with operating internationally, this is likely to have assisted in the
international expansion of Chinese-owned manufacturing activity. In addition, Chinese
government policy to shift international expansion away from ‘one-track’, trade-related
activity to more diversified, ‘multi-purpose’ operations and the support provided to Chi-
nese manufacturers as part of China’s ‘go global’ policy are also key driving forces. Vie-
wed in aggregate, the growth in Chinese manufacturing FDI in recent times is congruent
with the received view of developing country ODI in that a greater propensity to invest in
manufacturing activity abroad is observed over time. We note, however, that official ODI
stock data published by MOFCOM suggests that the greatest proportion of Chinese ODI
has occurred in the primary sector. Taylor (2002), for example, uses MOFCOM data to
report that the manufacturing sector accounted for only 11.5 percent of China’s outward
FDI in the late 1990s, compared with 19.4 percent for resource development and extrac-
tion, 1.8 percent for communications and transport, and 66.4 percent for other categories
(see also Zhan 1995, Chan 1995). MOFCOM (2005) report a similar sectoral distribution
of Chinese ODI stock for 2003 as follows: 6.2 percent in manufacturing, 19.2 percent
resources in development and extraction, 6.1 percent in transportation and warehousing,
19.7 percent in wholesale and retail trade and 48.8 percent for the remaining categories
(construction, business services, information technology-related sectors and other indus-
tries). It is clear from these data that investment in the extractive industries is an important
contribution to Chinese ODI, especially in mining, fisheries and forestry exploitation and
petroleum and natural gas exploration. However, regular reclassification and procedural
revisions to the reporting of ODI by activity on the part of MOFCOM makes it difficult to
draw further conclusions from a longitudinal examination of the data.

Table 4. Sectoral Distribution of Outward Chinese FDI: 1991-2001 (percent of total value)
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001

Primary 3 43 4 5 18 34 45 49 11 9 11
Manufacturing 47 28 29 61 36 31 5 30 56 56 52
Tertiary 34 15 49 18 33 22 49 20 30 25 31
Other 16 14 18 16 13 13 1 1 3 10 6

Source: Calculated from SAFE statistics on approved FDI projects
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Box 1. Some Observations about China’s FDI Data Collecting Agencies

In China, data on outward FDI are collected principally by those two agencies most
concerned with regulating international investment by Chinese firms, namely (i) MOF-
COM, the main approval granting agency for non-financial Chinese firms, and (ii) the
State Administration of Foreign Exchange (SAFE), which administers, via the banking
system, foreign exchange-related matters of China’s international investors. Differences
exist in the FDI data reported by these two agencies, however, with SAFE generally
reporting much larger values than MOFTEC/MOFCOM. Some explanations follow:

1) Overseas investments by Chinese financial institutions require approval from the
People’s Bank of China and therefore fall outside of the scope of MOFTEC/MOF-
COM. However, such investments are recorded by SAFE through the national balance
of payments statistics reporting system.

2) Large, State Council approved ‘show-case’ foreign investments by privileged Chi-
nese state-owned enterprises (SOEs) are not registered with MOFTEC/MOFCOM,
but are nevertheless captured by SAFE through the balance of payments reporting
system.

3) When bidding for large-scale natural resource exploitation projects, Chinese firms
are often required to have requisite foreign exchange available as ‘good faith’ in
advance of the project ‘go ahead’ and before MOFTEC/MOFCOM approval has been
sought. Potential investment funds appear in the balance of payments statistics repor-
ting system and are recorded by SAFE.

4) Capital fund transfers by Chinese parent firms to overseas affiliates are recorded as
FDI by SAFE under the capital account, but are not registered as overseas investment
by MOFTEC/MOFCOM. Reinvested earnings, intra-company loans and non-financial
and private sector transactions are also absent from MOFTEC/MOFCOM statistics.
5) Contrasting treatment by SAFE and MOFCOM/MOFTEC of different financial
aspects of a large scale investment project may lead the two agencies to record in dif-
ferent years effectively the same instance of FDI.

In many respects, SAFE data present a more complete picture of China’s outward FDI
position than do that of MOFCOM/MOFTEC. Nevertheless, there are limitations with
SAFE data, in particular:

1) Most non-monetary (in kind) transfers, such as those relating to equipment, raw
materials, technology, know-how and intellectual property are not recorded by the
banking system nor, in turn, are collected by SAFE for balance of payments reasons.
However, the investment division of SAFE (which manages foreign exchange admini-
stration for Chinese outward investments) does collect this type of data on an informal
basis (i.e. it is not contained in the published national balance of payments statistics or
those of the International Monetary Fund).

2) Some of the data of SAFE will be ‘inflated’ by round-tripping behaviour by dome-
stic firms seeking to benefit from investor incentives only available to foreigners.

3) Some outward FDI initiated or approved by local government is not reported cen-
trally in order to circumvent the approval process.
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Entry Mode

Literature on the internationalisation of developing country MNEs suggests that minority
1JVs are the preferred mode of market entry (Wells 1983, Yeung 1994). One reason is that
such firms seldom possess the level of proprietary technology and firm-specific know-
how to necessitate internalisation via majority or full ownership (Buckley/Casson 1976,
Dunning 1993). This is also evident in the early years of Chinese ODI development: pro-
ject level SAFE data reveal that, in the early 1990s, around 70 percent of overseas projects
of Chinese firms took the IJV form (see Table 5). Zhan (1995) also reports that Chinese
firms tended to opt for majority equity shareholdings in overseas projects, typically in
the range of 40 to 70 percent equity participation, especially in natural resource-oriented
and manufacturing-related projects. A number of explanations can be envisaged. From
a governmental perspective, the formal investment approval process generally required
Chinese MNEs to adopt the IJV entry mode. The Chinese authorities had become familiar
with the economic gains associated with the promotion of inward FDI in the form of IJVs,
the promotion of which was a cornerstone of China’s ‘Open Door’ policy. The JV form
was seen as a vehicle for promoting the inflow of foreign-owned technology, management
know-how and other skills to China. The authorities were also now adept and comfortable
with at administering foreign invested enterprises in China. It is likely that equivalent
advantages were sought when Chinese enterprises invested abroad. Familiar cost and
risk-minimising features of IJVs will also have been important to the investment approval
agencies (Zhan 1995, Taylor 2002, Wang 2002). From an enterprise perspective, ineffici-
ent domestic capital markets and budget constraints meant that many Chinese enterprises,
including state-owned ones, often found it difficult to obtain sufficient funds to purchase
overseas assets outright, compelling them to opt for the IJV alternative. The JV form
also allowed Chinese MNE:s to exercise a degree of control over local operations whilst
avoiding outright ownership and the concomitant exposure to political and commercial
risk. Chinese enterprises could tap foreign partner contributions, such as improved access
to market intelligence, knowledge of the local operating environment, opportunities for

Table 5. Entry Mode in Chinese Outward FDI: 1991-2001 (percent of number of foreign
affiliates)
1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001
Wholly owned 30 32 42 46 52 62 55 58 58 58 61
Joint Venture 70 68 58 54 48 37 45 42 42 42 39
Source: Calculated from SAFE statistics on approved FDI projects

reputation riding and better access to local distribution channels through the 1JV (Taylor
2002). When established with other ethnically-Chinese enterprises (in Hong Kong and
elsewhere), the JV form also allowed relational assets to be optimised, reducing per-
ceived risks and costs associated with psychic distance, especially for smaller and less
experienced Chinese investors (Zhan 1995). Mutual trust would also have been easier to
establish. Thus, we see both institutional and firm-specific factors influencing the choice
of IJV by Chinese firms at this time.
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From the mid-1990s onwards, however, SAFE data at individual project level reveal
that wholly-owned FDI projects have increasingly substituted for jointly-owned ones in
the international expansion of Chinese enterprise, with 61 percent of overseas affiliates in
approved projects taking this form in 2001 compared to 30 percent in 1991. We note that
this contrasts somewhat with the findings of Taylor (2002), who reports much greater use
of IJVs in the recent internationalisation of Chinese firms, especially in manufacturing-
related activity. A number of reasons explain the more frequent use of the wholly-owned
entry mode in recent years. First, more frequent approval of wholly Chinese-owned pro-
jects reflects growing confidence among the regulating authorities that managers of state-
owned Chinese MNEs have become sufficiently experienced and skilled to take control
of, and co-ordinate effectively, the activities of geographically-dispersed affiliates. It is
also a reflection, at least in part, of the strategic importance placed on particular projects
by the Chinese authorities. Theory asserts that, by internalising markets, the internatio-
nalising firm is able to reduce its dependency on independent intermediaries; militate
against the threat of technology and know-how leakage; reduce the risk of opportunistic
behaviour by alliance partners and allow for full appropriation of returns on investment
(Buckley/Casson 1976). Both the investment approval agencies and enterprises will have
found such advantages attractive, despite the costs and risks associated with full owners-
hip. Second, greater use of wholly-owned affiliates may reflect improved availability of
investment funds. Government initiatives under the ‘go global’ (zou chu qu) policy have
released capital to state-owned firms (often at below market rates) in the form of loans
and improved access to hard currencies, to help them finance the outright purchase of
foreign assets (Antkiewicz/Whalley 2006). Many Chinese enterprises are also now skil-
led at raising investment funds on international capital markets, especially in Hong Kong
(Buckley et al. 2007, Chan 1995). Thus, many Chinese firms are no longer obligated to
reduce investment cost by undertaking an IJV. Third, the growth in international market
entry by acquisition will have led Chinese enterprises to establish more wholly-owned
subsidiaries in foreign markets rather than jointly-owned projects.

The standard theoretical model of “Asian ODI” suggests that China is not unusual
among Asian countries in using wholly owned subsidiaries more frequently over time
(Pang/Komaran 1985, Euh/Min 1986, Yeung 1994). However, caution should be exerci-
sed in assuming that this mirrors improvements in the managerial capacity and compe-
titiveness of Chinese MNEs: greater deployment of majority and wholly-owned foreign
operations may also be more a function of the government’s desire to retain effective con-
trol of state assets abroad and a growing confidence in its ability to do so than of purely
firm-specific or market-related considerations.

Motives for Chinese Outward FDI

In this section, we relate historic and emergent trends in aggregate Chinese ODI data
identified above to changes in the motivations driving the internationalisation of Chinese
MNEs. Dunning (1993) identifies four basic motivations that provide the impetus for
foreign-owned production and are discussed below: namely, natural-resource seeking,
market-seeking, efficiency-seeking and strategic asset-seeking motives.
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Natural Resource-Seeking FDI

Backward integration to acquire or secure the supply of specific location-bound resources
and commodities abroad for domestic consumption has been the predominant driver of
Chinese outward FDI since the late 1970s (Taylor 2002). More recently, China’s rapid
economic growth over the past decade has fuelled what some say is an almost insatiable
demand for raw materials and other inputs in many sectors (Economist 2004).!3 The dual
objective of further improving the supply of natural resources from abroad while ame-
liorating (at a national level) exposure to political and commercial risk has seen Chinese
enterprises recently investing in natural resources-oriented projects across a broad range
of resource-rich countries, especially in Africa and East and Central Asia (see Table 3).
Leading recent recipients are Zambia (for copper), Peru (iron ore), and western and cen-
tral Asian countries like Kazakhstan (oil exploration and extraction). Most investors are
state-owned enterprises which enjoy strong support from the Chinese government in the
form of direct financial assistance; the negotiation of bilateral investment treaties and
trade agreements with host countries and the close inter-governmental relationships that
China is now reviving across certain parts of the developing world. Exemplar companies
include China Natural Petroleum Corporation (CNPC), the joint owner of a Sudanese
oil production plant (together with Canadian, Malaysian and local interests), Sinopec,
Shanghai Baosteel (the owner of six joint ventures in Australia, Brazil and South Africa
in iron-ore mining and steel trading), Sinochem and China National Offshore Oil Corpo-
ration (CNOOC). There is some evidence to suggest that official development aid pro-
vided by China to developing countries (for example, concerning telecommunications
and transportation infrastructure development, project-specific inter-governmental loans,
education packages and so forth) is predicated upon market access or exploitation and
extraction rights being granted to Chinese MNEs (Pan 2006, Evans/Downs 2006).

It has been argued that MNEs from emerging countries are most likely to invest in the
industrialised countries when looking to access technology and learning (Monkiewicz
1986, Ye 1992, Deng 2003). However, this may not be the case for China. Whilst know-
ledge-acquisition has become increasingly important to Chinese MNEs in recent years,
much of Chinese ODI by value was invested in the industrialised countries primarily for
natural-resource seeking reasons, especially in the early 1990s. Good examples include
the investments by CITIC and Huaguang Forest Co. Ltd in timber plantations in New
Zealand, CITIC’s investment in forestry in the USA, CITIC and China National Non-
ferrous Metal Industrial Corporation’s 10 percent (US$120mn) investment in Portland
Aluminium’s smelter operations in Australia. Canada is also now host to a number of
timber and fisheries related Chinese investments (e.g., CITIC’s investment in the Celgar
pulp mill and sawmill project) (Zhang 2003).

Market-Seeking FDI

Chinese MNEs now conduct both defensive and offensive market-seeking FDI. It is
axiomatic to state that China enjoys a comparative advantage in low-cost labour and
labour-intensive production. Given the location-bound nature of labour, the internatio-
nal competitiveness of the majority of (both foreign and locally-owned) firms in China
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necessitates domestic production and foreign market servicing by exports. Chinese enter-
prises have long established overseas operations to facilitate trade. Certainly, in the early
1990s, the bulk of Chinese ODI in services was export trade-related. Chinese expor-
ters have commonly confronted a range of tariff and non-tariff trade barriers abroad.
Although China’s WTO accession should see these reduced, the reverse may happen in
those countries with which Chinese enjoys a large trade surplus, such as the USA. For
example, the imposition of protectionist measures (or its threat) presently underpins a
small but significant proportion of the recent growth in Chinese ODI to the USA, Latin
America and, but less so, to Europe (Taylor 2002), for defensive market-seeking reasons.
Protectionist pressure also accounts for a significant share of Chinese ODI in ‘third-party’
trading countries (Taylor 2002). Increasingly, Chinese enterprises are locating ‘offshore’
manufacturing plants to those countries with which the industrialised nations set few, if
any, export quotas and other ‘anti-dumping’ measures, or they invest in countries where
quota rights can be appropriated readily (Lau 2002, Taylor 2002, UNCTAD 2003). This
accounts for much of the recent growth in market-seeking ODI by Chinese firms in a
number of countries, including, for example, Cambodia (where Chinese garment manuf-
acturers in particular enjoy fewer quota restrictions in third markets); Mauritius (where
export quota restrictions are mostly absent), Jamaica and Fiji (UNCTAD 2003). A further
illustration of defensive, market-seeking FDI is provided by the purchase in 2002 of the
insolvent German television maker Schneider Electronics AG by TCL, China’s second
largest television and mobile-phone maker. Reportedly, this was motivated, at least in
part, by TCL’s desire to negate possible accusations of dumping products in Europe
(CNN 2003).

A second aspect to defensive market-seeking FDI by Chinese firms is their response
to factors that combine to limit growth opportunities at home (Beede 2006). First, China
is obligated under its WTO accession terms to further open domestic markets to both
imports and FDI. This has inevitably increased competitive pressures in home markets
(Taylor 2002). Second, supply-chain bottlenecks, restricted demand and fragmented nati-
onal markets are now commonplace in certain sectors in China (e.g., domestic appliances
and machinery and in textiles, clothing and footwear) and this has led to excess capacity.
Third, greater regulatory transparency and superior distribution networks abroad means
it is often easier for Chinese enterprises to develop foreign markets than domestic ones,
especially for those located in the coastal provinces close to international transportation
networks. For many, the challenges associated with supplying domestic markets are less
in evidence abroad.

There is also growing evidence to suggest that Chinese enterprises are now investing
abroad for offensive market-seeking reasons; that is, to develop new markets and raise
brand awareness (UNCTAD 2003). Although inefficiencies and lack of competitiveness
of Chinese enterprise across a gamut of industries and sectors have been highlighted (e.g.,
Nolan 2001, Nolan/Zhang 2002), a growing number of Chinese enterprise are now able
to compete more effectively in international markets. For them, international expansion
represents a proactive step, with new markets being developed overseas because of attrac-
tive demand conditions. Although many Chinese companies are able to compete by sel-
ling simple, undifferentiated, mature products in low-income countries (exemplified by
Chinese-owned bicycle production in Ghana and video-player sales in South-East Asia),
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others are increasingly able to compete in more technology-intensive sectors in both
developing and developed countries by undertaking large-scale, capital-intensive, mar-
ket-seeking investments. Good examples include electronics companies such as Huawei,
ZTE, Konka Electronics, Skyworth Group, Changhong Electronics Group Corp, Lenovo
Corporation (formerly known as Legend Corporation) and Haier, and a number of enter-
prises in the plastics, chemicals and pharmaceuticals sectors (UNCTAD 2003). Chinese
MNEs are now establishing sales and marketing functions in target markets to lower their
dependency on intermediaries. Sinochem, for example, now has sixty foreign affiliates to
develop and expand sales of chemical products in major overseas markets while Lenovo
Corporation now has over twenty foreign affiliates to sell software products internatio-
nally. Typically, physical proximity to key local markets reduces transportation costs and
improves access to local market knowledge and information flows to and from both con-
sumers and suppliers. It also facilitates the adaptation of products and services to local
conditions. In time, a local presence should also allow Chinese investors to be perceived
as ‘insiders’. This may become important should neo-protectionist trade or political ten-
sions grow between China and host countries as negative ‘country of origin’ effects may
be reduced. To illustrate, the private Chinese autoparts supplier, Wanxiang, purchased a
number of insolvent US component manufacturers to secure access to leading car assem-
blers in the USA and, reportedly, to help circumvent negative connotations associated
with its nationality that might have been held by unionists and other stakeholders.

A second aspect to offensive market seeking FDI is the response of Chinese firms
to deepening regional economic integration in some parts of the world. For example,
a number of recent Chinese investments in Mexico were made in order to benefit from
preferential treatment given by the USA to Mexican imports under the terms of the North
American Free Trade Association (NAFTA). Similarly, a proportion of Chinese FDI
bound for Cambodia and Vietnam was stimulated by the prospect of improved access to
South East Asian markets as a consequence of the ASEAN Free Trade Agreement and the
Asian Investment Area. However, the relatively modest amounts of Chinese ODI hosted
by the European Union points strongly to the fact that regional economic integration and
large markets may be a necessary but not a sufficient condition for offensive market-see-
king FDI by Chinese MNEs, for reasons already discussed.

Strategic Asset Seeking FDI

A variety of foreign-owned assets, both tangible and intangible, are of potential interest
to Chinese enterprise. Historically, the principal intangible resource sought by Chinese
MNEs was information, especially about external economic and trade conditions. In the
past, Chinese MNEs have been obligated to assimilate and disseminate experience and
knowledge of foreign management practices to advance the international competitive-
ness of Chinese enterprise more generally. Indeed, Taylor (2002) comments that China’s
outward FDI is an on-going quest for market information to improve domestic export
performance. Nevertheless, there is some evidence to indicate that Chinese MNEs are
becoming less interested in market information and operations-related knowledge and
instead are looking to tap foreign knowledge of technology-intensive production and
local markets (UNCTAD 2003). To this end, Chinese enterprise are now establishing
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research-oriented affiliates in high-income countries to assist in the development of high
technology, knowledge intensive products manufactured in China and exported via sales
affiliates. In some places, like the USA and UK, this process is supported by home coun-
try efforts to attract this type of investment (Sauvant 2005), especially in sectors that do
not challenge the local manufacturing base.

A second intangible asset increasingly sought by Chinese MNEs relates to brands and
complementary assets (see Table 6 for recent examples). While some companies, such
as Lenovo Corporation and Haier, have extended their key brands and trade names into
foreign markets themselves, with some success, others have found it quicker and more

Table 6. International Brand Acquisition by Chinese Companies — Some Successes and

Attempts

Chinese party Foreign party Brand Year

China Bluestar Drakker Holdings (Belgium) Adisseo 2006

Haier Maytag (USA) (aborted) Maytag 2005

Nanjing Automobile MG Rover (UK) MG 2005

Lenovo IBM PC Business (USA) Think products (e.g. ThinkPad) 2005

Shanggong Diirkopp Adler (Germany) Diirkopp Adler 2004

TCL Thomson (France), Schneider Schneider, RCA, Alcatel 2002,

(Germany) 2003
Shanghai Haixing Group Glenoit Textile (USA) Glenoit 2002
Source: CIBUL China M&A database

Table 7. Selected Acquisitions by Chinese MNEs since 2000

Chinese party Foreign party Value and type Year

China National Petroleum Corp. PetroKaz (Canada) US$4.18bn 2005

Lenovo IBM’s PC Business (USA) US$1.75bn 2005

China National Offshore Oil Corp.  Repsol’s Indonesian oilfields US$585mn 2001
(Spain)

Shanghai Automobile and Indus- Ssangyong (S. Korea) US$530mn 2004

trial Corp.

China National Bluestar (Group) Drakker Holdings (Belgium) US$482mn 2006

Corp.

BOE Technology Hynix Semiconductor’s flat panel  US$380mn 2002
display plant (Republic of Korea)

China National Chemical Import Atlantis Holding Norway AS US$250mn 2002

and Export Corp. (Norway)

Huaneng Power International Inc 0zGen (Australia) US$227mn 2003

PetroChina Devon Energy Group (Indonesia) US$216mn 2002

BOE Technology TPV (a PC monitor US$135mn 2003
manufacturer)

Nanjing Automobile MG Rover (UK) US$50mn 2005

Huayi Group (Shanghai) Moltech Power Systems (USA) US$20mn (est) 2002

Haixin International Group Glenoit Fabrics (H.G.) Corp US$14mn 2004
(USA)

TCL International Holdings Ltd Schneider Electronics (Germany)  US$8mn 2002

TCL International Holdings Ltd Thomson (France) A merger of TV and 2003

DVD manufacturing ac-
tivity in a joint venture

Source: CIBUL China M&A database
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effective to simply acquire established western brands and associated marketing channels.
To illustrate, a key reason for the formation in 2003 of TCL-Thomson Electronics, an [JV
between the French electronics firm Thomson and TCL International Holdings (the Hong
Kong-listed affiliate of TCL Group), reportedly was to enable the JV to exploit the brand
portfolios of the partners in Asia and North America respectively (CNN 2003).

While the large amount of investment finance required to effect an overseas acquisition
may have precluded most Chinese enterprises in the past, this is no longer the case. Sales
growth in certain sectors of the Chinese economy has meant that an increasing minority
of Chinese enterprises, both private and state-owned, are accumulating sufficient retained
earnings to fund major capital investment projects abroad. It is also helped by the relaxa-
tion of foreign exchange controls, by the low cost of capital enjoyed by some state-owned
firms and by the strength of the Renminbi, which has lowered relative investment costs
in certain markets. All this means that increasing numbers of Chinese enterprises are now
able to obtain the foreign currency required to make strategic-asset seeking FDI in indus-
trialised as well as developing countries a feasible option. In the case of industrialised
country target firms, this often entails the purchase of loss-making businesses (see Tables
6 and 7 for examples). Viewed alongside the observation that many Chinese MNEs have
acquired intangible and complementary assets that they have little to no prior experience
of managing, this raises a question concerning the ability of some Chinese firms to gene-
rate profits from post-acquired businesses.

A third type of strategic asset sought by Chinese MNEs is improved access to capital
markets. China’s domestic capital market has long been inefficient and Chinese policy
has generally restricted the holding of external debt by SOEs. Project finance was often
difficult to obtain, therefore, especially in non-priority sectors. In the early 1990s, a
number of large Chinese enterprises responded by acquiring weak corporations in Hong
Kong, transforming themselves into MNEs overnight. These were used to obtain listings
on the Hong Kong stock exchange with the capital secured redirected to China to fund
domestic enterprise (Liu 2001, Liu/Li 2002, Sung 1996). Many Chinese-owned stocks
are now listed on the Heng Seng Index, including China Telecom, China Merchants Hol-
dings, China Unicom, China Mobile (HK) Ltd., Sinopec, CNPC, China Everbright Ltd.,
Lenovo Group Limited (formerly known as Legend Holdings Limited) and Founder Hol-
ding International (Shi 2000). Tax-havens such as the British Virgin Islands, the Cayman
Islands and Bermuda have also been used by Chinese MNEs to obtain venture capital
(Frost 2005), to channel funds back to mainland China (and thus benefit from foreign
invested enterprise status) and to circumvent restrictive outward investment approval pro-
cedures (Voss 2007).

Efficiency-Seeking FDI

When a firm internationalises for efficiency-seeking reasons, it generally does so by reor-
ganising and rationalising established resource-based or market-oriented FDI operations
(Dunning 1993). Typically, this is done to exploit the benefits of regional economic integ-
ration and the international division of labour. Firms take advantage of different factor
endowments, yet converging cultures, institutional arrangements and economic systems
across a regionally integrated group of countries by supplying markets from a reduced
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number of intra-regional plants. In contrast to much of the FDI undertaken by indus-
trialised country MNEs, it is unlikely that greater efficiency is currently a major driver
for Chinese firms. At present, Chinese enterprise have little incentive to seek production
efficiencies abroad since domestic markets provide ample supplies of relatively low-cost
labour, land and other factor inputs, especially away from the coastal regions. Moreover,
few Chinese companies currently have sufficient numbers of overseas operations to war-
rant substantial reorganisation. However, as we have seen, regional integration is begin-
ning to shape the investment strategies of Chinese MNEs, notably within NAFTA and
South East Asia, though mostly for market-related rather than efficiency-related reasons.
As these international operations expand in scale and scope, efficiency-seeking FDI by
Chinese MNE:s is likely to become more commonplace.

Conclusions: Is Chinese ODI a Special Case of Emerging Country ODI?

This paper makes a number of contributions to our current understanding of Chinese
ODI. An application of several levels of explanation using aggregate (MOFCOM) data,
individual project level (SAFE) data and a review of recent studies has enabled us to
provide a rich picture of the phenomenon little discussed in the literature (e.g., Deng
2003, Taylor 2002). We find that Chinese ODI is similar to, yet distinct from, the standard
model of emerging country ODI, as Table 1 shows.

Our analysis of the changing geographic distribution of aggregate Chinese ODI by
value suggests that geographic and psychic distance were not important determinants
of larger scale Chinese investment projects in the 1990s, which were generally directed
towards the industrialised countries, often for resource-seeking reasons. This is at odds
with aspects of the standard model of ODI from Asian developing countries and the incre-
mental ‘stages theory’ approach which predict a tendency for Chinese ODI to be asso-
ciated negatively with the level of development of the host country and with increasing
geographic and psychic distance (see Table 1). We attribute this to the significant involve-
ment of government, both direct and indirect, in the internationalisation decisions of Chi-
nese MNEs in the 1990s. However, we observe geographic and psychic distances to have
had greater influence on the international distribution of smaller scale and more recent
projects by Chinese MNEs, especially after 1999. This suggests that ‘stages’ model of
internationalisation has greater explanatory power for more recent Chinese ODI. Today,
Chinese ODI is distributed more widely to encompass a large number of developing host
countries (notably in Africa and Southeast Asia) in addition to the industrialised coun-
tries, which historically have been important destinations (with the exception of Western
Europe). This provides some support for the argument that the distribution of Chinese
ODI is beginning to conform to patterns predicted by the received view of ODI from
developing Asian economies. However, to what extent this is attributable to the gradual
disengagement of government from the direct regulation and control of ODI is a subject
for further research.

It is clear that increasing numbers of Chinese MNEs (mainly government owned or
controlled) are now grasping opportunities arising from deregulation and liberalisation of
the ODI regime by extending their international reach. They continue to pursue strategies



742 MIR 200816

that fulfil certain national economic and political imperatives but other motivations are
also now at work. In the 1990s, improvement to the supply of natural resources was an
important driver of Chinese ODI and this continues to be the case. The development of
overseas market opportunities also remains an important driver. However, firm strategy
appears to be shifting away from merely support of the trade function and information
gathering towards market-seeking FDI that is both defensive (i.e., to circumvent obstac-
les to trade with import-substituting and quota-hopping FDI or in response to competi-
tive pressures and weak market access at home) or offensive (i.e., that seeks to improve
foreign market access through the establishment of sales and manufacturing subsidiaries)
in orientation. We also see Chinese enterprises attempting to raise their competitiveness
by undertaking strategic asset seeking FDI. Often, but not always, this is achieved with
the purchase of under-performing foreign firms. The objective is to acquire hard-to-repli-
cate assets such as advanced technology and established foreign brands and to improve
access to distribution channels and sources of foreign capital. For these reasons, manu-
facturing activity now takes a greater share of the sectoral distribution of Chinese FDI,

Table 8. Some Emergent Trends in Approved Outward Chinese FDI

Historic Emergent
Government involvement Hands on Hands off
Geographic distribution Concentrated in developed Dispersed among developing
countries countries
Sectoral distribution Services-oriented Manufacturing-oriented
Entry mode Joint venture Wholly-owned
Natural resource-seeking Raw materials extraction focussed Raw materials and commodities,
strategy in developed countries distributed more widely
Market seeking-strategy To support the export function Defensive (import-substituting

and quota-hopping FDI) and of-
fensive (to develop new markets)

Strategic asset-seeking To obtain information and foreign  To obtain foreign technology
market knowledge and brands and to access foreign
distribution channels and capital
markets

Source: The authors

and wholly-owned subsidiaries are now preferred to 1JVs. These findings contrast with
aspects of earlier work on Chinese MNEs (e.g., Taylor 2002, Deng 2003) and with the
notion that developing country firms generally opt for the IJV entry mode because of
the cost and risk-related advantages it brings, along with opportunities for learning from
partners.

There is some evidence from our analysis, therefore, to suggest that Chinese MNEs
can no longer be regarded as ‘apprentices’ on the international stage, investing primarily
in the developed countries to obtain information and to support the export function, or to
learn from joint venture partners. Rather, a small but growing number of Chinese MNEs
are becoming truly ‘transnational’, acquiring not only the confidence but the knowledge,
resources and capabilities needed to coordinate international activities and compete effec-
tively for market share in both developed and developing countries. This gives rise to
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an ‘emergent’ strategic behaviour of Chinese MNEs (see Table 8) which we argue is
increasingly superseding ‘historic’ behaviour under each of Dunning’s internationalisa-
tion motives.
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Endnotes

(o)}

10

We acknowledge, of course, inherent difficulties with generalising about a disparate collection
of nations like the developing countries.

Formerly, the Ministry of Foreign Trade and Economic Cooperation (MOFTEC) and the
Ministry of Foreign Economic Relations and Trade (MOFERT). For simplification, we refer
only to MOFCOM in this paper. Also, SAFE has previously been the State Administration
for Exchange Control (SAEC) and the State General Administration for Exchange Control
(SGEC).

Throughout this paper, the term outward direct investment (ODI) encompasses Chinese invest-
ment in minority-owned as well as majority and wholly-owned overseas affiliates.

On the other hand, upgrading developing country firms may also be able to leapfrog obsole-
scent technology and to adopt state-of-the-art production and product technology because of
low sunk investment costs (Vernon-Wortzel/Wortzel 1988).

Although the precise mechanisms for the promotion of Chinese ODI activity remain sketchy.
For example, the investment value ceiling has been raised to US$30mn from US$1mn for
natural resources-oriented FDI and from US$1mn to US$3mn for non-resource and non-finan-
cial FDI for projects under the control of provincial authorities (Sauvant 2005).

We owe these insights to a referee who we would like to thank for useful comments.

In Box One, we outline a number of shortcomings inherent with data from MOFCOM and
SAFE. In particular, the data are for approved outward FDI only (typically undertaken by
SOEs and large private or quasi-private Chinese firms). This excludes direct investments made
by those (typically private, small and medium sized) Chinese firms using ‘informal’ (and often
illegal) routes to international expansion beyond the government approval process. In practice,
MOFCOM and SAFE data probably undervalue China’s outward FDI position, but to an inde-
terminate extent.

In order to better approximate the universe, future econometric work on Chinese ODI should
ideally strive to incorporate estimates of ‘round-tripped’ FDI, although lack of suitable data
inevitably makes this a difficult task.

Afghanistan (76 km of border with China), Bhutan (470 km) Burma (2,185 km), Hong Kong
(30 km), India (3,380 km), Kazakhstan (1,533 km), North Korea (1,416 km), Kyrgyzstan (858
km), Laos (423 km), Macau (0.34 km), Mongolia (4,673 km), Nepal (1,236 km), Pakistan (523
km), Russia (northeast) (3,605 km), Russia (northwest) (40 km), Tajikistan (414 km), Vietnam
(1,281 km). Source: The CIA World Fact Book.
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11 This is a contentious point, of course. The population of both the USA and Canada comprise
a significant proportion of ethnically-Chinese people as does Australia, but to a lesser extent.
It is likely that the presence of a large Chinese diaspora facilitates the internationalisation of
Chinese firms, but in ways not well captured by models of inter-country psychic distance.

12 It is an open question whether or not the Uppsala model is relevant to the internationalisation
of' smaller SOEs and private firms in China which invest outside of the formal approval process
(and whose activities are thus not captured by the data reported here).

13 To illustrate, The Economist estimates that 40 percent of global coal production and 30 percent
of global steel production was consumed by China in 2003, while the British Independent
newspaper of 7t Sept 2006 reported that 60 percent of African timber production is now con-
sumed by China.
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