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Background

HRTH

The Environment

— Questions have been raised about
the value of trade and investment

— FIEs are facing increasing
scrutiny and pressure
Most studies

— Do not estimate the size of impact
and have issues of accessibility,
assumptions, interpretation

— Or compile facts and figures
without much analysis
As aresult

— Few host governments have a full
picture of the benefits of FDI

— Few companies, source countries
have the information to “make
their case” to host countries

— Potential benefits are lost

© Copyright Michael J. Enright and the Hinrich Foundation, 2018.
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The Project
HMHESE

 Hinrich Foundation and ESA initiated o E{LTHEESESEESAT201545H

the project in May 2015 KHEIZTH
« Assess the economic impacts of
foreign investment on China’s o EIMEIE T R ELZ 5
economy
« Project phases o THHMEE
— Policy analysis — BEESF
— Literature review — SrEREHR
— Compile statistics _ 3
— Economic impact analysis %ﬁﬁﬂfﬁﬁ*ﬁ
— Case studies of impacts of specific - LEpTR .
companies and on specific locations - REAEREZFIRINITRE M
— Econometric analysis across a wide X 24|
range of variables — SR BZFIN
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Chinese Policy Toward FDI and FIEs

|

Most foreigners do not understand the reasons
behind China’s evolving policies towards
foreign investment

China’s policy toward FDI have been influenced
by its unique history

It has evolved on a step by step basis by
geography, sector, and corporate form

Policy has reflected the tension between the
benefits of FDI, retaining control over the
economy, developing indigenous companies,
and limiting the influence of FIEs

China had to develop the legal, regulatory,
administrative structures to oversee FDI / FIESs
from scratch

For FIEs, Chinainvestment has reflected the
constant tension between the potential benefits

and risks

At each stage, China and FIEs have gone

through a process of learning

2018-11
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FDI Into China
o [0 S N B R B
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Typical Statistics |
— IR

ndicate a Declining / Limited Influence of FDI

& NN T IEAE R AR

FDI / GCF Foreign Investment in FA/ FIE Net EXpOI’tS % of China
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But FIEs are important in many sectors (FIE% in the Secondary Sector, 2015)

A SRR ASATIIFE ER (201555 e Bl SR — M & AT EEEE )

Computers, etc. 115 51% 62%| 48%| |Metal Prods <& il 19% 17% 15%
Autos 52 40% 46%| 52% Textiles 252 19% 14% 15%
Paper, Paper Prods #4514l 38% 25%| 28%/| |Other Manufacture FLAhAR S 18% 21% 19%
Leather, Footwear, etc. f7 & « B2k 379% 339%| 339%| |Food Processing Eritifil L 17% 15% 14%
Gas 1 33%|  34%| 47%)| |0 Ship Aerospace Fauip RIS IR y5el  a796)  21%
Repairs Mach, Equip 4 1a KA 33%| 38%] 40%| [Non-ferrous Metals £ {4 14% 10%|  10%
Chemical Fibers {E4T 32% 27%| 34% Non-metallic Min Prods JE4 JEH #7815 13% 9% 8%
Foods R 31%|  26%| 27%]| [prod, supply of Water KHEFIBK | 13%|  16%| 32%
Apparel, etc. [[24<55 30% 28%| 25%| [yse of Waste Resources [ 7 725l ] 12% 10% 10%
Culture, Educ, Sport Goods 4 A i 29% 30%| 24%| [Proc Pet, Coking, Nuclear Fuel 7531 ~ 1 10% 11% 24%
Rubber, Plastic Prods /% ~ ¥l 28% 21%| 18%| |fERAXAEL 0 0 0
Furniture 575, 27%|  23%| 21%| [Wood Processing AHTIT 10% 7%| 6%
Gen Purpose Mach I/l 26%|  23%| 28%| |Ferrous Metals (/% 8% 9%| 21%
Measuring Inst, Mach {3/ 22{)/ % 25%, 28%| 27% Mining , Proc Ferrous Ores B (a @l i’k 7% 9% 8%
Liquor, Bev, etc. THSTICEL - FRijkl % 24% | 24%)| 21%| |Electric Heat Power i) » At 6% o%| 14%
Elect Mach, etc 1S e 239%, 24% | 229%| |Support Activities for Mining JT 7)) 6% 7% 26%
Chem Mats, Prods (L T JEUELE, 5 229% 229% | 249| |Extraction of Petrol, Gas #iii + KT 4% 6% 18%
Medicines FE2 22% 20%| 249%/| |MiningProc Non-metal Ores JF<:@h % 4% 2% 2%
Printing, Recording Media N + 1055/ 21% 17% | 219%| |Mining, Washing of Coal /5% 4% 5% 22%
Spec Purpose Mach % & 21% 17%| 179%| |Mining Proc Metal Ores /5 (& JE K ik 4% 2% 2%

All Industries 20% 22%| 24%
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Another Way:. Economic Impact Analysis

T3 T SRR

« Estimates the impact of an investment . HE—NERAETZERHIE
and the subsequent operation of B S B = 4 B e

businesses based on the investment . B FISRANTRATRIS S » AN

« Typically employed for single I " S X
\ ~ )
investments, such as a new highway, gﬂﬁbﬁ”ﬁ REMHD ~ MRS
exhibition center, tourism attraction, etc.
DIRECT g
BB
INDUCED >
TR/ A& 20 TOTAL
= ECONOMIC
INDIRECT IMPACT
EIEEZSZALH | BRZFEN
CATALYTIC i >
________ Eem
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Total FDI/ FIE Impact on China
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Further Impacts of FDI / FIEs on China (1)
SN E IR BT, S B A R E R #—P i (1)

 Modernizing Industries - BFHTBIAAL
— Auto sector - REMIL
— Computer sector _ HEHAT
— Services, and others - BRLEREE
 Developing Suppliers, Distributors R
— Local suppliers that now sell %gigt\%%?%@%fﬁﬁﬁ%EMEEﬁé5ﬁ
internationally themselves IR iy Al Al :
— Distributors that contribute to the ety .
consumption economy - EEHNLEREHT AT DI
« R&D and Tech Development - MESFEALRE
— Over 1,500 FIE R&D centers — #E 1,500 g R BT AL & HLs
— Linkages to local universities - S RFEIIEEA
— High-tech spinoffs — EEEARTTES
« Business Practices, Standards - BECESIRE
— Accounting standards — RN
- SO standards —  ERAR AL S A
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Further Impacts of FDI / FIEs on China (2)
SN B BTSN R B L R E R #H 2 #m (2)

-H

« Financial System s SEMEA
— Access to global capital markets _ : 52 BT 2
— Competition and examples for _ géﬁ;ﬁg-{ggj AP
improvement - =
+ Management Training and Education - EHEHE)ISEE
— Introduction of MBAs and mgmt training - SIALEEEmMLT REHEE)E A
— Creation of corporate universities and — QIBASIRFERNIEIE £

internal training

- KESEKREH

 Regional, Global Management

i : i Chi - RS ERE T E RIS MR B Rl

— FIEs with Asia HQs in China

— FIEs with global BU HQs in China - 2RSS ERS MR TR
« Environmental and CSR Initiatives - BES5AIHESTEEN

— Introducing world-class environmental — E[AMAR—AHELRSEE

practices and reporting — EIADETRTIRE

— Introducing CSR reporting )
« Policy Advice ) ﬁ%@% .

— Advice on legal and regulatory reform - ﬁﬁg@?ﬁ%ﬂfgaﬂiﬁ%ﬁﬁﬁ

— International advisory committees - EREEERAS
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Cities

RPN

Shanghai (US$150 billion in FDI)

— FIEs accounted for 2/3 of exports, imports, and
GIO; 1/3 of tax revenue, employment (without
Indirect or Induced)

— 2004: FIEs 83% of high tech output, 2014: 90%
Shenzhen (US$70 billion in FDI)

— Impact of industrial FIEs 41% of GDP and 42%
of employment

— FIE net exports > 20% of GDP
Tianjin (US$115 billion in FDI)

— FIEs have built up the electronics, food,
automotive, pharmaceutical, aerospace
industries, among others

— Industrial FIE impacts 22% of GDP and 15% of
employment, 60% of Tianjin’s trade

Chongging (US$25 billion in FDI)

— FDI helped build the chemical, automotive,
computer, hospitality, and real estate
industries

— Chonggqging assembles ~1/3 of the world’s
notebook PCs, up from zero in 2008, nearly all
from FIEs

© Copyright Michael J. Enright and the Hinrich Foundation, 2018.
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Implications

JER

China’s approach to foreign investment has
been very successful

China has probably benefitted more from FDI
than any other country over the past 35 years

China has managed the process so it has not
lost sovereignty or any significant amount of
control

Foreign companies can help Chinareach its
development goals and carry out major
initiatives

No single country, even China, can come up
with all the ideas it needs

It will be impossible to anticipate all the
benefits that FDI, FIEs may bring in the future

China and Chinese companies can use
similar tools to “make their case” when it
comes to their foreign investments

2018-11 © Copyright Michael J. Enright and the Hinrich Foundation, 2018.
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