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Note:

This report was first prepared for a Bangkok meeting : Grassroots Strategies

for Sustainable Chinese Investment, on 3 -6 November 2007, convened by

Friends of the Earth  -US, Ear th Rights International, Focus on the Global

South, Globalization Monitor and International Rivers Network . The

information and statistics mainly belong to the period before or immediately

after the meeting, with minor exceptions. The purpose of the report is to

provide an overview on Chinads overseas inves
environmental perspective, and to stimulate debate on the issue among social

activists.
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Introduction

Since thedrn of the century Chinhas already beconeesignificant player of otflowing FDI
(Foreign Direct Investment)-PI (Foreign Portfolio Investment) aeh internationalworld lender
Thisisagainst the background of Ckinadsipedcl!l dma
by more than 20 years of huge FDI inflow, which for many yesas second only to the US#ad
then for three consecutive yeangginning from 2002surpassed.

For some years the think tanks of the Chinese governsemtthe relationship between
Yinjinlai, literally meaing 6 i nvi t i ng iwwaldZdguchagiioré g o iF D¢ Jogtflow b al 6
FDI), as supplementarto the course of modernization. According to this discourse, in the first
phase of modernization, a country tenalad¢ceptmore inflow FDI, without, the surplus capital for
export.Then the inflow FDI, after interacting withe domestic market, necessarily modersittee
country to a point where it is both possible and necessary for the country to build its own TNCs
(Transnational Corporationajd conduct overseas investment.

In 2004 the head of the Research CentréHerstudy offNCs WangZhile, edited a report on
Chinad sS’TNCs with funding from the state. The Research Centre is a branch of the Research
Institute of the Ministry of Commerce. Wang noted that

ABothéndi nvi t i nobgg oii ma@ saptedieb aré &ays to integrate into economic
gl obalizati on. 0l bgygbt ng,gagdd g 6 & h § is thd metessardresultf o r
of &6inbv.i tThmeg fimr mer strategy enabl es our coun
capital, technology and raw materials, butithiative does not lien the hands of our corporations.
In fact, Chin® sccession tahe WTO (World Trade Organisatiomot only implies thatshe has
domestic obligatios to fulfil, but alsothat sheis entitled to herdegitimaterights beyondChina
Only when we enhance our strategyoof) o i n g, ofgtlansratiohaboperationcanwe balance
our obligation with our righst*d

Another professor from the think tank further elaborates the relations bedbvgemi ng gl o't
andtheWTO:

ANow t h aasbeComeadl\arO member state, we aihe one hand need thulfil our
domestic obligationsyhile on the other wean also enjoyhe privilege of national treatment (under
WTO terms) afforded to Chinese enterprises, when they enter the markets of WTO membr states.

1 Zouxiang Shijie de Zhongguo Kuaguo Gon(Bhinese TNCs going out for the woyjadited by Wang ZhileChina
Commerce Press, 2004, p. 20.
2 |bid, p. 70
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Chinabeganher overseas investment in 19®0owing the course of market refosithat were
kick started in 1979. &nerally we can divide the last 28 years into three periods.

The preparatory phase: 19791991

Although the amount of over seas investment in this period is small, éd@lpnese firms to
accumulate the necessary experiences and to cultivate partnenstiipentacts for more overseas
investment in the following years. In this period the placeoferseasnvestmentwas first and
foremost Hong Kong.

The second phase: 1992998

DengXi aopingb6s tour to the Sout h mtheikaegdratbni s a
of full scale integration to global capitalism. It also began a period v@i@nas overseas
investment increaskedramatically. Again HK remagtd the most important destination, although it
also started to diversify.

The third period: 1999 present

In early 1999 the State Department adopted a new document to promote overseas investment
with special emphasis on processing industry. In 2001 Premier Zhu, in his policy address to the
Peopl edbs Congress, o f globab stratdgy fgr Chirese firméh thispertogé r m A
there isnot onlyadramatic increase of outflomg FDI, but also FP(Foreign Portfolio Investment),
includingfinancial investment and international lending.

Motivation of Overseas Investment

There are variouseasons why Chinese TNCs are investing ahraadigure 1 may show. We
do not consider the motives listed here to be adequéelsothink that it is beneficial to look at
motives in accordance tbedifferent phases of Chidascoromic and politial development.

% Under the On€ountry Two Systems, Hong Kong remains as an autonogemrmicentity.



Figure 1: Motivations of Chinese Outward F
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There aremainlyfivetypes of Chiese TNCs:

Trading companies;
Manufacturing enterprises;
Oil and Mining companies;
Financial institutions;
Construction companies.

a s PR

Generally the development of thefdee types of compayis related to the different phases of
thed g o i n g strgtégy. bihe eérlier period overseas investment was chiefly t@de source
reported thatrademade upasmuch as60% of all overseas investméentA typical Chinese trading
company for examplewasthe China National Textiles Import and Export Corporatiarthke later
period Chi naos begareto mogestsmanufactueirsgyiand eatutal resourceshand
even to high end product¥his wasa response to the increasing short supply of domestic energy
and also to intensified competition at home ambad.For the formeperiod for instancethere is
Petro China, which has enormous overseas investment. For the latter, we have Lenovo, ETE etc.
was aly when China hé accumulated huge foreign reserves and when the domestic financial
marketshad expeiencel both further liberalization and boom since 2000, that we witnesithe
rapid growth of overseas investment by financial companies. In 2001 the four Chinese commercial
banks ranked between 7 and 29 in the top 1000 banks in the waonias diso n this periodthat
Chinese FPI becomes significant.

* Zhongguo zouchuqu de fazhan celdée China Strategy @ g o i n g ), ly ITam Kiaol Ghina Social Science
Press, 2003, Beijng, p. 527
® |bid, p 525, 4041.
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The Scaleof Chi n &dgttobw ing FDI

In 2002, Chinéa sutflowing FDI only amountedo 2.85 billion US dollars rankg 22nd in the
world. This is much smaller than Hong Kongihose outflowing FDI amounteid 17.69 billion.
China digure has experienced leaps and bounds since then, reaching 21.1 billion iar2D06
ranking 13, according to the Chinese official figafeShe is behind a dozen developed countries
but is top amonst developing countries. (S@able one)

Tabl e 1: Chinabés outward
(100 million dollars)
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(Source: 2006 Statistical Bulletin of Chi

According to calculatiogiwith official figures,throughoutthe 198@ the average FDbutflow
wasonly 1 billion dollars’ Inth e 1 9 9 0 dwasretpivadyvstabie then,from 2001 onwardst
becamemore dramatic. dble 2 also shows that there was an investment boom in 1992 and 1993,
surges agaim 2001, andadramatic increase since 2004.

2006 Statistical B u | .| jantlyi pablisbed byGhe Ministrd af Cabhmérae ahe ddminiBtiation
of Foreign Exchange, and the National Bureau of Statistics
"Wang Zhile, 2004, p. 31 and 32.



Table 2: 1990-2006 China's Outward F
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(Source: 2006 Statistical Butlei n of Chi ngés Out ward FDI .

Instockter,mChi nads owasnegigibtein F9BA It thenbegn to pile upand reached
46.3 billion dollarsin 2005 This ishigher thanthe outward FDI oSouth Africa (38.5 billion) and
Korea (36.4 billion) andsignificanly surpasssIndia, althoughit still remairs behind Brazil. (See
Table 3)

Table 3: Outward FDI Stocks of selected coun

(Millions of dollars)

80000

60000 -

20000

e
0 #-7
1980 1990 2000 2004 2005

== |ndia 78 124 1859 7080 9569
== China 0 4455 27768 35005 46311
== Brazil 38545 41044 51946 69196 71556

(Source: World Investment Report 2006, UNCTAD

In per capita termdoweverC h i n awael FOd ig $till very low(it is only 35 US dollars in
contrast to the much higher figgref South Africa (812) and Korea (768ee table 4)lt simply
mirrors the same discrepancy in GDP ter@$ i rG®B ranked fourth in the world in 2006, but in
per capita termi ranked beyond 100, reflecting botartstrength and weakness one of the deep
contradictions of China.
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Tabl e 4: Chinads ou
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(Source: World Investment Report 2007, UNCTAD, p.115.

The policy of6 g 0 i n g regulted ib the répid growth of Chinese TNCs. In 1995 there were
only two Chinese TNCs listed in the Fortune 500. In 2005 roseto 22. (See Tablb)

Table 5: Number of Chinese TNCs listed in the Fortune
giants in various years

20 @\m

BN
10 H%%%%
5@ 3 m%%%\%

1995 1997 1999 2001 2003 2005 2007

For 1995 2001 figures, se€an Xiaop. 5389.

For 200307 figures, visithttp://economy.enorth.com.cn



http://economy.enorth.com.cn/

Are the statistics reliable?

It is difficult, however,to makepr eci se eval uat iingnFDIdbécausehof n a 0 s
discrepanesin staistics. In the past, statistics on outward Fdremore or less consideréd be
a state secret. Onuld only make rough estimatisioy referring to statistics about the balance of
payments, which fthserious limitation as an effective tofdr analyss. Things only began to
change in recent years when some of the statistics were relatisedgh they were stilttery much
incomplete. In December 2006 the Chinese government released the first comprehensive report on
Chinad sutward FDI. The Chinese oitial figures for outward FDMere quite different from
UNCT A DO ss, ab taljgibel@v shows:

Table 6: China's Outward FDI according to two diffe|

(Millions of Dollars)

14,000

sources of figures

12,000
10,000

/L

8,000

/

6,000
4,000
2,000
0
-2,000

2002 2003 2004 2005

CJUNCTAD figures

2,518 -152 1,805 11,306

== China's official

figures

2,700 2,850 5,500 12,260

According tothe official explanationfor table 2, the 199@001 figures come from UNCTAD,
while the 200206 figures are from Miistry of Commerce (MoC). Before the turn of the century,
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MoC figures tendd to be lower than UNCTAD figures. After that they become higher than the
latter. The Singapore scholar Friedrich Wu remarked th& hi nadés Mi ni stry of
has consisteht reported significantly lower outward FDI value figures in comparison to UNCTAD
statistics, which adopt the more inclusive data basatiebalance of payments statistics from the
Peopl eds Bank of China. By f ai |byfirmgs using eacnemgst ur e
from exports or loans raised in international capital markets for instance, MoC has grossly
underestimated the total value of Chinads out

On 24 March 2004, the Research Centre tog study of TNCs held a seminar wherept
officials from different chief think tanks of the government attended. Some of the participants
complained that

A(Concerning the outflow FDI figures) there
and those released by the AdministrationFofeign Exchange, and also the World Investment
Report put out by UNCTADé.. Al of them coul d

other, so that there exist discrepancies. It is chaotic. | made a comparisoio@amdiout that the

figures releaed by the Administration of Foreign Exchangee closerto those released by
UNCTAD, butstill therearediscrepanest . The t hird source (Ministry
a standard measurement at all . o

Another professor, Lu Tong, added that

A Wh e n tol confgrences outside China, the foreigners always ask me the same guestions
which figuresarereal? | respond that | do not know. We are told that every yeamatheuntof
outflowing foreign exchangés equal to infloving foreign investment, which is-80 billion US
dollars. The figure of FDI provided by the Administration of Foreign Exchange is just 7 billion,
which is far too low. You cannot say that all these (the missingafurapital outflow) are asset
drairs. Certainly there must be lots of inte®nt. lamconfusega | | t hese stalistioc

Professor Lassetchre antichdn hushjlin passing, a term which in théhinese
context means state asset misappropriated by corrupt officials and business people. In 1998 a
popularbo k was published in Beijing with the tit]l
state asssd’’, which reported the misappropriation of state asdéany of these stolen monies
becamehe main source of capital flight.

Perhaps these complairfieally worked. On December 2006, the Ministry of Commerce, the
Administration of Foreign Exchange, and the National Bureau of Statistics jointly published the

8 The globalization of Corporate Chin&riedrich Wu, NBR Analysis, Vol 16, No 3, Dec 2005.

® Wang Zhile, 2004, p. 72 & 89. For more discussion about @hstatisticsliscrepancyplease reaéiThe pattern and
magnitude of Chin& outward FDI in Asig, by Shaoming Cheng and Roger R. Stough.

10 Liushi de Zhonggupby Chen Jian, China City Press, Beijing, 1998.



first report on Chind sutflowing FDI, taking common responsibility on the isstdnstead of

cd arifying the mystery ar ounrmporCrhisefudhérguesiians war d
Table 7 compare C h i no#iidas figures for outflowing FDI to the worldwith the Hong Kong

official figure for Chin@ sutflowing FDI to Hong Kong alondt is common senséhatthe former

figure must be bigger than the latter, or, in the extreme case, equal to the lattervaidictimean

that Chinahadonly invesedin Hong Kong and nowhere else in the world. However, in the seven
year period of 1992004, here were five years wheroHgKongrecorded much moreDI outflow

to Hong Kong than Chinadid to the whole world Then in 2000 leng Kong experienced an
inflowing F D | from China amounting t outfldivdhg EDitonthes t h e
world. This is entirely nonsensicaMight the Hong Kong figures albe wrong? We must say that

we are more confident indthg Kongd s  fsiberauseedng Ko n ggdwernment has no past

record of forging figures. Surely we must make an allow#doicthe factthat, sinceHongKongis a

free potand mn o contr ol over outfl ow angmightmdtbeow c &
being recorded by the authees If this wasthe casgehoweverthen HongKongds f i gur e w
have been even larger th#imey arenow, which mées the discrepancy between the two sets of
statisticsevenmore norsensical.

Tabl e 7: Chinabds out wa

Millions of Dollars
25,000

=O= China official figure of outward FDI to the worl o

20,000

=== HK official figure of China outward FDI to HK /
15,000 /}/{
10,000 /\ //

1998 1999 2000 2001 2002 2003 2004 2005 2006

5,000

(Source: 2006 Stati stwargFdllandBul | etin of Chi na
HK Annual Digest of Statistics, 2005 & 2006.

Yang Haizhen, the assistant professrthe Graduate University ofie Chinese Academy of

1 http://hzs.mofcom.gov.cn/accessory/200709/1190343657984£pdfed on 21 September 2007.
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Science in China, wrote a book on the subject of capital flight. She telatespital flight may be
done throughmvot tadhneg 6 mi svhhe awdelinvacaag af expartd dr ¢he
overinvoicing of imports. These techniques enable firms tkeep overseasrevenue whichis
supposed to flow to the home countmproad Then she reported that there have been huge
discrepanies between trade figures released the Chinese government artiose releaseder
trading partners (see tat8p which she argues may become the main source of capitalflight.

Table 8: Trade figures of China and her trading par

(100 million US
dollars)

4500

4000 | E3cChina's Export Statistics (fob) /N

E=EE China's Trading Partners' Export Statistics (fd

3500 —
== China's Import Statistics (cif)

3000 | == China's Trading Partners' Import Statistics (c
2500 A/(

2000 / M g
1500 / — ,g \
/ N d
1000 = B
SHIEHEE SHIEELEE:
500 H R &\ N[N NN TN R
O | |
Q% (%) \a %) © AN Q (®) () Q%

Yang Haizhen, p. 152

Table8 shows that for many years in import terms the statistics of Gtanaconsistentlybeen

12 Ziben Waitao: Guoji Qushi yu Zhongguo Wetapital Flight: International Trend and Chis&roblen), Yang
Haizhen, China Finance Press, 2005, p. 27 and 152.
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more thantwice as low aser trading partnersOne must take into accoyritoweverthat the role

of HK as an entrepotogether withthe way that China andhe US record their trade figures,
creata significant discrepancies. So in practice thectBpancies are less than what the figures may
suggestFurthermore de to the fact that huge discrepancies only exist for imports and not exports,
these factors can only partially explain the discrepanci®ddence suggest that trade
mis-invoicing is qute common among Chinese traders. Another redsonthe huge import
discrepancywhich Yang has not covere smuggling. i is common knowledgen Hong Kong

that there has always been serious smuggling between HK and Mainland China, hence the imports
to Ching as recorded by her trading partneesnd to bedramaticallygreater than those recorded by
China.

The Hong Kong scholar Ferfguochao wrote in his book about smuggling between HK and
Mainland China:

AByYy compar i ngbetivaeeratdeetwoaunties, iore wiill enderstand how significant
the amount of smuggling.i§or instance, between January and April 1991, Korea exported 26,688
cars to China, yet on théhineseside only 166 cars impat from Koreawererecorded in the
same period. It isammonly understood th#the cars which went astray were in fact smuggled into
Mainland China without ever passing through cusm . Accor di ng t o t he Sem
Association, US, one third of semicondudtoportsto Chinaaresmugged 3

The rexenuedrom smuggling often end up in money laundering in Hong Kong and Maceai
then become clean money for overseas investment.

Feng continuesi Hong Kong becomes a safe demmithemat i o
Mainland. Some othis money is for bng term investment in HK, and someitodvill flow to other
regions™via HK.O®

Al n the t raplansdd edoroomy tdsroocm al i st mar ket economy
has encountered the typical problem of corruption among transitional economies reguilthn
huge state assebeing drainedMoney ends up in the hands of the privileged (management of
SOEs,or State Owned Enterprises, and government officials etc), and when they have accumulated
great amourstof illegal assetthey see moving it abrdaas a way to legalize it.

fln 198285, there waslmostno capital flight. In the period 19888, there was some capital
flight, which wasquite stable and not significant. It was arourd Billion US dollars annually. In
198991 there began a big irase in both the amount and growth rate of capital flight, with an
annual growth rate of 65%. In 1991 the amount of capital flight reached 22.6 billion US dollars.

13 Maoyi yu touzi Zhongguo dalu, Xianggang, Taiwéfrade and Investment, Mainland China, Hong Kong, Taiwan),
Feng guochao, Commercial Press, 1997, Hong Kong,-B. 72
% Ibid, p. 128.
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Between 1992 and 1994, the growth rate of capital flight slowed dovam annual amount &7
billion US dollars. Beginningn 1995, capital flight entered a new period of rapid growth, and in
2000 it reacheds peak, namely 106 billion US dollars, whichequal to 518% ofthe inflowing
foreign capitalfrom the same year, or 646% of foreigabd. We can say that much of the capital
inflow in 2000 was turned into outfloy mean® f capi t°al fl i ght. 0o

The author of the 1998 book O06The Drain of
Jian, has this to say concerning capital flight:

fiThere have been large amaospf irregular oerseas investmenand this has beemising in

C

recent years. Thus domestic capital resources, already scarce, keep on flowing out in large

guantites Many enterprises, including State Owned Enterprises (SQ&®}, tried their very best
to evade governmental monitoring and control aadhavefounded branches overseaéccording

to an incomplete estimation, in one of theesibf the Jiezhang Province, there were more than 50

firms which were involved in oversas investment, butnty 14 of them went througlproper

procedurs with the City Foreign Exchange Administration. Most of the firms have conducted

overseas investment without any haeused differenb n é .

methodsto keeptheir goods or foreign currency outsidé Chinaso as to make thewverseas
investment an accomplished fact

Some of the SOEs claimed that the purpose of their overseas invesiaséntoecomeplayers
on theinternational stageglthoughin practice i is away for the managers, their children and their

relatives to immigrate to overseas. For instance, the former Director of the Wuhan Changjiang

Power Group, YuZhian, before his defection ta foreign country, had misappropriatediarge
amount of stat asset and investédoverseas in his own name, resultingaihuge amount of state
propertybeingd r aified. o

We | earnt from Professor Lu that much of
investment.This suggestshat if we take capital fight into consideration, then all of the outward
FDI figuresreleased by aforementioned institutes may have been seriouslyastidested. We are
not able to make an assessnafrthe amount o€ h i numaEuntedor overseas investmerur
purpose bre is to raise our concexover this issuelf civil society does not even know the exact
amount of Chinads outward FDI, wha't i's the
accountability?

Secondly, the aforementioned facts shows that ngosuispiciousrevenues earned at home to

t h

pu

abroad is undoubtly one of toleseasimuesinent afactor 6 p u s

often neglected by studies on the subject.

15 Yang haihen, p.144 & 156.
6 Chen jian, p. 20%.
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Round tripping of investment

What makes €&dninfioaidgsand foutflguing FEDI problematic is the phenomenon
of roundtripping of investmentsThis refers to Chinese capital that first goes to HK and then
re-enters China in the form of FDI so as to enjoy preferential treatment provided to foreign capital
inChina. A cording to UNCTADOSs in2006]indthe lcasevoéiswanchEDiin R e |
China, roundripped inflowing FDI is estimated from 25% to about 53%This hasa significant
meaningfor outflowing FDI, because ief ak e o6 f or e i qakihgaprafipin Chad, can af t e
officially or unofficially berepatriatddt o over seas Omother & compani e
figures for both inward and outward FDI look incredible.

" Huigui Shinian de Xianggan@iong Kong economy 10 years after the hand over), GuoGuocan, Joint Publishing
(HK) Co. Ltd, p. 12
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The First Phase of doing Gl o b and @he HK Experience

AccordingtoChimd s f f i ci al st at iisgtFDloainly géesto Asaadlis20@Butt f |
accoungd for 80%, and then 55% in 2004 and 71% in 260%he majority of it goes to Hong
Kong. Figure 2 below shows that in 2003 HK received 40% of ©hdwdal outward FDI.
According to Chinese official figusgthe net outward FDI (nefinancial sector) to Hong Kongp
until 2005accoungd for 90% of her FDI stock in Asia> Hong Kong is the most important host
region for Chinads FDI .

Figure 2. Geographic Distribution of Chinese Outward FDI
Value Terms, End 2003

Others, 8.10%

EU, 6.00%
HK/Macau,
39.90%
Africa, 8.10%
Oceania, 5.10%
Rest of Asia,
5.20%
Latin America,

12.20% ASEAN, 8.20% 1.40%

(Source:Swrey of Chinadd efaldamgs OFilrmdsy sot rRpl and Berger Str

Quotedinin The gl obalization of corporate Chinad, b

Table7above shows that Chi na 6 s$ng kDt tb HK iis aeriouslyi gur
undere st i mat ed, which meaarsitphatnt HK& D nmoaoimg FRbLIf o rC he
iIs much more significant than the statistics nsayggest Indeed, HK has always acted like a

18 Zouxiang Shijie de Zhongguo Kuaguo Gor(@iinese TNCs going out for the woylédited by Wang ZhileChina
Economic Publishing House, 2007, p 8.
192006 yearly statistics, 180.
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pl atf or m f orglob@lstrategy.0ltsbeggnoim 109 whePhina first promulgated her

mar ket refor m. I n the first half obfcdpitalethel 9 8 0 ¢
purpose of whiclwasfirst and foremost political. Xdiatuan, the defected head of the Hong Kong

New China News Agency, who wasso a defectotop diplomat representing Chitfarevealed

Chi ncapital export plansagainst the background dhe transition of the return of HK
sovereigntyto China In this period of tmeChi na 6s twagpto winr oves HK Cligese
capitalistsand gain theilsupportfor the sovereignty return. Thus

AWe instructed the Bank oHBhindband albé Ghiofads fir ms t
stabilize the Chinese capitalists, to cooperate with them, to do business with them. It means to give
themhelpbboh in terms of trade and the raising of

Another motive for capital export to HK was to make use of HK experiences in helping Chinese
firms to learn Western skglin management, trade and technology. It is the strategy of so called
makingHKasa wi ndow f or Chinads reform. For instan
theearly 19806s for this purpose.

Tan xiao in his book China Strategy @fg o i n g, giyds ¢thb aglgrégate figure of China
outward FDI between 1979 and 1983 as 45.TionilUS dollars, and then between 1984 and 1988 it
is 665 million. However, var i ou stoslangKoogeam®nei ndi
in these periods far exceed the aggregate figures provided Ky KanJiatuan estimated that in
this perod thef i r st hal f of 198006s) Chi nZbilienUsdajjarse gat e
and if reinvested earning from Chinabs fir ms
billion. No one knows the exact figure because it was considestate secret.

According to Xu, until 1983 the Central government was still unfriendiyatdsthe idea of
investing abroad, therefore everything was under its co@ra. of he top leadex Chen Yun, who
was the only old cadre who were able to chagéement Xiaoping, hated the idea of investing

abroad, seeing this as a road to corruption under capitalist influencet he | att er hal f
however,following the increasing doses in domesnarketreform, central control was gradually
relaxing, which also implisthatap ol i t i c al agenda no |l onger occu

overseas investment. Rather, for many of them, making money, andgntdiast, became the top
priority. GuoGuochan, a Chinese scholarote in a new boak

fln 1985, basically all the Ministries and all the provinces and all the citealteady set up
owindow companiesd in Hong Kong. Then in 198
County, the Rural Township, and then even Village and Townshiprises followedin their
footsters. In 1989 the number of Chinese firmasmore than 2500, and irregularities became a

2 The British Colony refused Chifsrequest in setting up an office in HK which enjoy the status of consulate.
2L XuJiatun huiyi lu(Memoirs of Xu Jiatun), Hog Kong United Daily News Co. Ltd, 1988,235
% Tan Xiao, p. 40
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problem. The State Department spent the subsequent three year91)188g to clean the house.
ln 1991 it onl®y kept 1500 firms.?®d

Xu Jiatuan reported that

Al n 198D 8 &somke. Chinese firms set up mother companies, subsidiaries and
subsubsidiaries, which made them greatly esized. Some of the management was corrupt,
accepting brides, and invadin irregularities. It became ut of contr ol é. It w
CITIC was involved inthe illegal trading of foreign currency and there were lots of comigain
about*this.o

The reason for us to go into some detail about thingshappened more than 20 years ago is
thata significant portion of Chinese overseas investments are from the very beginning connected to
capital flight, irregularitiesand corruption, hence the absence of transparemtysocial
accountability which civil society needs. It is also obvious that thevn®ts o f movi ng
r e v e nrasalmgfrom the misappropriation of public mongyas always been one of the
important consideratiao f t he management s overseas i nvest
will continue to use HK experiences as a refeeencp oi nt f or owrgosthygdy !l oft
strategy.

Phase Il 1992 -98:the Birth of Chinese TNCs

SOEsreformandé goi ng gl obal 6

After defeating the 1989 democratic movement, which was not just a student movement but
movement wherenillions of workersalsojoined the protest, the Party under Deng Xiaoping then
felt secure inmakinga great leap forward to harmonize with global capitalism. In 1992 the 14
Congress of the CCP inaugurated the consstruct
to giving the green light to privatization or the commercialization of SOEs (Sbateed
Enterprises). It also amounted to the proclamation of the etite@bmmand economy, implying
that both investment and consumptiware to be left increasinglytohe & mar ket 6. Th
when the 1% Party Convention of the Central Committee was convened, it passed a resolution
endorsing O6Modern Enterprises6é as a model f o
transforming big SOEs into joint stock conmmges whth would draw in private share holders and
see maximization of profit as their tgpiority. It also meanthat theywere giving thegreen light
for their eventual floatingt home or overseasor big SOEs, even when they renslin state

% Guo Guocan, p. 172
2 |bid, p. 2579
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hands, they have been restructured as commercial entities whose ultimate purposeake a
profit.

Already in 1991 the State Council decided to start the experiment of building 100 giant SOEs
through mergrs® For instance, six big power companies were fodrttieough merers and they
accountedor nearly half of the national electricity generated. In the car industry, six giants were
created which accounted for 70% of national car production. Oligopoly has been formed quickly in

many key industries. Inordero hast en the pace, in 1996 the C
the large (SOEs), letting gft h e  sltwadinlpr@cticea signal for nation wide privatizatipim

the course of whickeven many medium SOBgere6 | et go 6 as eddheletheni . e.
started a great tide of dismissalfie tide of dismissalby medium and small firms was followed by
dismissals bybi g f i r ms when the l atter under went r

c o0 mp a Wlkheughdthe laws on the Workers Congresswhich wereto a certain extent similar

t o the Gdetermaationsmodelp at least on paperentitled workers to share power with

the management, they were simply put asidetatde r e f or e wor k ewesedevdr e gi t
respectedThe fundamental reforms in SOEs resultedtimillion workersbeingsacked with little

or no compensatiorin the meantime, a new working class of 150 millicomposed mainlyf

rural migrans, arose as a result of a policy which alemithe free developmemif the private sector

with special emphasis on attracting FDI.

Thed g o i n g strgtégy ib cdokely related to SOE reform:

1. If China has to open up her market to foreign capital, tilynadter immense downsizing
couldthe bigChinese SOEbeable to conpete domestically and then, later, internationally,
with foreign capital.

2. Transforming SOEs into joint stock companies provides them with the necessary legal and
economic conditions to float first the domestic market and then in Hong KaagdNew
York. It is their floating in HK first which provides them with huge amauwritcapital for
further expansion both domestically and globally.

3. The creation of SOE giantand hence the oligopoly of key industriast only enable
them to enjoy the economy afae, but also to a considerable extent allows them to acquire
monopoly rent, which enhangtheir ability to invest overseas.

4. The growingoligopoly in key industriesneans thatmedium size firms rapidly lesheir
marketshareand have to look to oversemarket as compensatio-or example, in the oil
industry, because of the three giantsé dom
Sinochem, have been forced to invest overéeas.

% Zhongguo guoyou giye gaige ershi zhour(iwenty Years of Reform of Chinese State Owned Enterprises), edited
by Wang Dongjiang, Zhongzhou Classi@fs, Zhengzhou City, 1998, p. 184 & 191.

% \Wang Zhile,2007, p. 12
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5. The immense privatization of medium and small SOEs resultedancenration of state
assetgjoing tocronies of the officialsand thisis one of the main sources of capital flight
and overseas investment.

The fipusho factors for FDI in this period
There are thregpusto factors for FDI in this period, namely:

1. Over investrent resulting in the need to export surplus productive capacity.
2. The waves of privatisation and corruption.
3. The rush to invest ithe HK market which was very bullish because of fth697 effect.

I.  Over Investment andExport of Capital

Dengs tour to the Sath encouraged all level of governmetdsengage in a rush to invest.
Between 1993 and 199Bere was a domestic investment boom as is shouwabla9 below. The
provincial governmentsaw this as a chance to develop their regiéfttough another factowas
thatthe promotion of provincial officialbecamedirectly linked to theeconomic growtlunder their
jurisdiction

The rapid rise of investment inevitably squeezes consumption. There are three main components
in the calculation of GDP, namely finebnsumption, capital formation and net expbrtthe period
19501979, capital formation had been excessively high in order to rapidly industrialize China, and
very much at t he expe lvagesswere fizenfoeneagly thidysyealsrn v e | i
order to accumulate more capital goods, resulting in capital formation as high48%635 GDP.

This became one of the main criticisms of the
of eighties witnessed ariggp e o p |l e 6 s aversage B4Poiagainstapital formation of

33.9%. (See Tabl@) It was the result adheg o v e r n me n huanghamya | ioay pfayi ng b
was owed to the people.

Then beginning from the second half tife eighties the trend reverseagain:peop | e 6
consumption continwkto fall, and in 2005t was down to the historic low point of 51.9%n
contrast, capital formation has never been lower than 35% since 1985, and in the periodsD6f 1993
and 200305, periods of mad investment boom, the annuala@eereached 40.4% and 42.3%
respectively.Table 10.1 further break down the category of finatonsumptionand the trend is
unmistakable: government expenditure contthigerise against a fallingouseholdéconsumption.
The table unmistakably speaks toe fact that, despite the governntest r e p e a tudtimy c al |
government expenditure, ¢gontinuedto grow at the expenses of theopke. Table 10.2 shows that
there is also growing i negqtuauseholdibes Rusehadsldoe f i
consumption continwk to fall against rising urbarhousehold 6 consumpti on. \
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householdsstill account for over alf of the population, it is terrifyingo see their weight of
consumption droping to merely 26.8%. If weéakeinto consideratiorthe continuously rising Gini
coefficient, reaching 0.49 several years back, then the picture is very clear: the share of national
output for common people is declinirg an uninterrupted rat@articularly so for the rural poor,

while the share of theai kee on rising, either for capital formation or for luxurious consumption.
This is thecombinedresult of the immense scale of privatization, sacking of SOEs workeith@nd
mis-appropriation of land from the peasants by local officialsast rural eea is bankrupt and the
peasants earn little cash from tilling the land. They are virtually marginalized in the money
economy.Over investment and under consumption dommonpeople creates a problem for the
sustainability of ChomesacG@emaras af the pagple make thetheugablea t e
to buyall that China produces. It exacerbates the problem of over capacity of the rapidly growing
industries. Although the new rich and the new middle class are willing to spend, in the final analysis
it is mass consumption, nahe consumptionof luxuriesby the rich, which is crucial for a more
balanced development of capitalism.

Table 9: Weight of Final Consumption and Caf
Formation as a percentage of GDP

(%)
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Table 10.1 Breakdown of Final Consumpt
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Table 10.2: Beakdown of Households' Final Consumj
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Exporting overcapacity

The decentalization of economic decisiamaking unleashed byhe market reforrs) resulted
in fierce competition between provinces theyoverinvesed inthe same industries, which turn
resulted inovercapacity. In 1995, 14 provinces planned to prioritizedthelopment of metallurgy
and machinery; 16 provincgganned toprioritize the petro chemical industry; 22 the car industry;
23 bicycle and washing machines; 27 of them chose TV product@shkeyssupporting industry; 28
chose synthetic fibse 29 of ttem chose steel and fertilizer and plastind so on and so forth.
Another consequence of this competititminvest was the fragmentation of investment funds,
which often ends upeading tosmall scale productionn industries where only large scale
prodiction isefficient Hence, in the car industry, there were 751 car plants all over the cduttry,
they were only able to put out 1.5 million cars, which was only a fraction of the annual car
production of GM.(General Motors)in 1997 the number of car gits droped to 115 after
restructuring but the numbers wesell consideredo betoo big and soall the plantsremained
inefficient®’

ASince the 19906s,haststhe f Cadndés ® me @onsoemyl er 6s
mar ket . € A c c oveydon imdustry im 1988, weith the exception of energy and raw
materials, all other industry experienced general overcapacity. The utilization rate of productive
capacity for T\6was 46.1%, washing machines 43.3%, refrigerators 50.5%, air conditioners 33.5%
bicycle 54.5% textiles 70%. 0

In 1998 the now dissolved State Economic and Trade Committee released a policy document
Index of Overinvested Products for Moving Abroad. The title of the document is self explanatory.
't wants t o exvyeaeapdcity ®hsolve thé domestic preldems. It was particularly
urgent as many firms were not able to pay back ithébans to the bank because pbor
performancesa consequence of inadequate domestic demand and over inveSthreedibcument
stressedthait he third national i ndustr i aypeso$producte y st
whose capacity wtilization rate was below 60Y%
products are orthe one hand more advanced in technology and qudidy many developing
countries; on the other hand, congriito advance countries our products enjoy the advantages of
competitive prices, therefore our products ar
batch of industries and produdisat need to move abroadhe light industry, machineries and
electronics, motor cycles, refrigerators and TVs’&tc.

According to official documents, movingver invested productive capacity abrasdot only

27 Tan Xiao p. 540
% TanXiao, p. 129

29 China International Economic Consultants Co. Ltd,
http://www.chinavista.com/business/ciec/ch/chciec19981013.html#cn00006
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beneficialbecausdt turnsidle capacity intaevenue, but alsbecause it i way of earning foreign
currency. The official standpointsiterate the urgency to earn more foreign currency, especially so
during and after the Asian Crisis, when expakperienced a downturn. It is no wonder that
Chinese firmss ee o6acquire foreign mar ket o, 6earn fo
goal 6 and avalabledidleymsaec homhheri esd as the f eforr mo s
overseas investment. (See Tallg 1

The destinatiosiof theexpotso f Chi na d0s e warechisflg devweleping @opnaiesi t vy

AOur country possesses a whole range of r el
industries abroad in general ataldeveloping countries in particular will, apart from solvihg
problem of overcapacity, enable us to improve our national industrial structure. We now encourage
the export of our overcapacity industries to developing countries, espdoiaiigerging markets
like theMiddle East, Southern region of Africa, Lakmerica, Far East Asia efé.

Whil e TNCs in the Chinabs Eastern region ar
countries, those in the Western region, which are less advanced in technology than the East, see
South East Asiand other poor deloping countriegs their natural destination for capital export.

AThe firms in the Western Regi onhefarmdr dSSBR,v er s
Vi et nam, Laos, Burma, and those countriae i n
firms which mostly facevercapacity, Their technology is comparatively lower (than the Eastern
Region). They chiefly export capital to relatively backward developing counffies Guiyang
Hisense for instancejnvested in trading networks of TVs in Burmahile the Guangxi Province
invesedi n Vi ét nam. o

Table I: SurveydCh i ne s e TasfGroverseamitvesiment

Motiv e points
Acquire overseas market 9.38
Earn foreign currencies 7.75
To realize the firmsé strateg 7.50
Make use of curremhachineries or to export more 6.75
Earn more profit than in domestic market 6.0
Making use of overseas capital market 5.86
Diversification of products or expanding the scope of business 5.85
To maximize advantages managemerandtrading 5.50

% Tan Xiaop. 5413
% |bid, 545-6.
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Motiv e points
Overcome import restriction of the host countries 4.50
Expand overseas market 4.25
Overcome domestic restriction 3.71
Acquire overseas natural resources 2.14

Note: The most important motéis 10points.The leastimportantis Zero poins.

Saurce: Tan xiao, p. 144

[I. Corruption

For a considerable section of the officials, theses also the hidden agenda of corruption
their drive to invest abroad

fiBecause of the fact th&OE reformhasnot been completed, their ownersigpmot clear, and
bath the mechanism of incentives and control for S@tegar from complete, overseas investment
often ends up losing contrdbome of the investing companiase not even aware of their own
strengtls and weakness they are blind to the investment envineent of the host countries, and
fail to understand the traps prepared for them by crooks. Some comipavéegolated the national
laws and set up overseas branches without prior permission, hencsethd &6 coupl es cor
6singl e per stmbBomeammpardaes engagedin financial irregularities in their overseas
projects, and the problems of 6doubl e accoun
security of state assets, for keeping their value intact and appreciation. Some ¢emeptshave
used overseas investment as a means to transfer state profmetheir own names ansb have

~

drainedthe staté a s s &t s . 0

We continue to discuss this issue in the following section.

lll. The rush of investment to Hong Kong and the Asian Crisis

In 1992 Deng Xiaoping toured the south and it was regaadadsignal of his support for more
overseas investment, particulaity Hong Kong--- because at that time Chinaas still being
sanctioned by the West for her crackdown on the democratic moveamehtlso becauséiK
remains the most accessible place for Chinabébs
their own by the provincial governments is no longer enough. Buying shell companies and then
floats in the HK stock markas beconming more common. The CITIC group is famous for this
practicceAccording to the Chinese scholar Yasheng |
in HK rose from 400 in 1991 to 2,000 in 1994 and their cumulative investments reached US$20

32 Wang Zhile, 2004, p. 33
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billion by 1993. By 199, China had surpassed Japan as the number one investor in HK. Most of the
Chinese firms in HK are unlistai®

The rush to invest in HK peaked again in 1996 and 1997, because many provincial governments
and their window companies were eagersétfoot in the HK stock market before, or at least
immediately after, the handover in July 2007. Tal#eslh o ws t h a't i n 1993 Ch
stocks only accourgdfor 4.78% ofthetotal value of the stock market. It rose to 8&i® 1996 and
jumped agairto 16.2%6 in 1997.0ne must note that apart fratre big Chinese companies floicigy
to float in HK, there were also immense numbermetlium and small window companies coming
too, bringng a huge amount of money into HK. Mainland Chinese money was one of the chief
factors which fed the bubble in real estate a

Table 12: Chinese Companies Share of Total Market \
% of Hong Kong Stock Market
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50

40 26.87 29.2

30 25.9d)26.29 28.13

16.29 21.13
20 F 13.84

4.78 5.42] 8.48
10 |

47.67

36.86

Source: Gudsuocan, p. 208

In this period there was stiMlainlandcapital control over outfloimg capital, thereforenuch of
the Chinese monegtid not arrivein HK via the official channellt cameto HK via a growing
net work of oOunderground bankingbo. It i's this
channel for Chinese capital f1ight .etwbrkwhichi 9900
continues to the present. Accordingth® bookInvestigation on China $Jnderground Banking,
written by aChinese scholar, in 2004 algnéhe amount of money which went throughthe
underground bankingetwork between Mainland China and HK oieed 100 billion yuan, ot3.4

% FDI in China, An Asian Perspectiy¥asheng Huang, Chinese University Press, HK, 1998, p. 57
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billion dollars>*

While Hong Kong becomes a financial centre for Chinesepanies to raise capital there,
Macau plays the role of money laundering from suspicious Chinese origin through its casinos. The
twin cities of Chingproved to be paramount as a platfornfaailitating both inward FDI to China
and Chin& outward FDI and capital flight, official or unofficial. Any discourse@®ise of Chiné
cannot afford leaving out the role the twin cities has played and will play.

The continuous flow of Chinese money into HK fed the bubbles in real estathesibck
market.The Hong Kong scholar FenGuochao reported that

AChi nads i nvest metmenhonmanufactiingi sectorcdspe@altyresl estate.
Chi n aéisvestmerg in this sector brings about its high speed development. In 1992 and 1993,
HK real estate prices went gy more than 100 percent. Thpeces havalready surpassed those in
Tokyo. Even Chinese officials from the Hong Kong and Macau Office carnt® criticize Chinese
companiedor being too involved in speculation in the real estate market. Landlords benefit from
rising real estate prices, but it also resultsh@re-distribution of incomemeaning thatcommon
peopleareunable to pay for &ir houses and their living standarare affected

ACertain kinds of Chinese i nvest ment s ar e
government funsifor investment, and they face the issue of moral hazard. The investorgemay
involved in high risk speculation because they believe that even if the investmestsomn the
state will come to their rescue; and if it reaps profit then they again will be benefited as individuals.
This makesé.the marRet exceedingly volatile.d

The stock market boom wasiddenly halted by the Asian Crisis. In October 1997 it hit HK and
the stock market crashed. Many Chinese companies found themselves in trouble. Then came the
bankruptcy of Guangdong International Trust and Investment Corporation (GITIC), the window
compaty of the Guangdong Provincial Government. It could not pay back its debt, and it was only
thenthatthe publicbecameaware of the hidden debt and all gecretborrowing practices of this
company. Many local and foreign investors and lenders were fudouse r GI T1 C6s ba
They were angry because these window companies had always used their government background
as their proof of credibility in luring for loans, leading many investotselievethat theycould not
go bankrupt. The investors wereomg. Whatmadethings more unacceptableasthat the scandal
exposed the irregularities and even corruption of these window companies. Very soon the
Guangdong I nvestment Ltd, another Guahsdideongos
it was saved byhe public money of the Guangdong governmemhich simply gavehe asset of

34 Zhongguo dixia jinrong diaoch@nvestigation on China Underground Banking), edited by Li Jianjun, Shanghai

People Press, 2008, 260. There is also the same underground banking between Taiwan and Mainland China. On 31
Oct 2007 it reported that Taiwan authority uncovered an underground bank which undertook money laundering between
Mainland and Taiwan, amounting to 5 billion yuarjust 2 years.

% Feng, p. 131.
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Dongjiang fresh water supply to HK tthe company’, fearing that if itwere to gdbankrupt again

it might trigger off a meltdown foMainland Chinese firms. Eventually thesis was contained.
According to the Chinese scholars G@aocan, the crisis of these window companies were the
result of:

1. Misuse of government supporborrowing too muchand accumulatingebt;
2. Being over ambitious in seeking the expansion of theirtasse
3. Irregularities of accountind.

Although the crisis was contained, it was followed by wave after wave of arrests amdftrial
CEOs(Chief Executive Officersand highup officials in the Chinese companies, both in HK and in
Mainland China, reflectindhe terrible scale of corruption. Guo hinted that

APri or t Pnitial Aublic Offering] i® Hong Kong, the management of these Stock H
companies (Chinese listed companies which registered in HK) know too little about the Laws of
HK, and their thinkig and modes of actions tend to remtia Mainland ,stherefore they often
breach the | aws®without knowing it.?®d

What i s O0the Mainland thinki rcaptexd of @Ghinahmebess o f
many things: nadeasabout therule of law, coruption,accountabilityto no one, incompetencand
so on and so forth. But there is also one thing which is beyond dispute: despd#idiaé
propaganda ofrespectinghe law ofthe markefj the fact is that arbitrary government interventions
or evencollusiors between officials an@husiness people astill common. Inside irdrmation and
insiderstradingarer a mp an't in the Chinese stock market
c o mp an i ®asednugh morerelated to their balance shibetn goverme nt pol i cy. 0
iresearch proves that t he c or réegolecy and the skoekt we e
market is as high as 80%, whiletireUS it is only 81 0 %° o

Phase Ill 1999 -present :the qglobal offensive

The Asian Crisis serthoseChinesecompanies whiclineavily invested and borrowed in Hong
Kong into crisis. It did not spread to China, thanks to her capital control régithmigh eroding
gradually, it was still in place. The fact that China was not seriously affected by the Asian Cri
enabl ed her Centr al and provinci al gover nmen

% HK& fresh water relies on the Dongjiang river of the Guangdong province, and HK pay million of dollars annually
to Guangdong government for the supply.

37 GuoGuocan, p. 201.

3 |bid, p. 215.
% Tan Xiao p. 172
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Chinads export 0 rconéinuds ¢odenjagadighngoomtly rate in the post Asian Crisis
period and this creates nefpusto factorsfor overseas investme

I.  Looking for overseas investment in energy and raw materials

To sustain rapid growth it is necessary for China to import more energy and raw mdterials.
instance, sincel993 Chinahas bemme a net oil importing country and today half of her
consumpbn relies on impog Sourcing from overseas puesup the prices of primary products
andsothey become increasingly costly to Chinese firmbkich mostly have a low profit margin,
especially soin the export sectorsTo get around tls problem China ircreasinglyrelies on
acquiring overseas energy and raw material resources.

Table Bshows that trade has become | ess import
(with oil as the most important element) accountsaforuch higher proportion. China hasdmme
the worldd second largest oil consuming country afterUS.*°

The oil industry is also one of the model industries wiiakeundergmet he o6i nvi ti ng
6going global é transfor mat i on .waskestrudtubdandtmaden o f
into three giant companies: Sinopec, Petro China and CNOBGI€was to prepare the industity
face direct competition from thev o r |thite@ snain oil giants (Exxon Mobil, BP Amoco, Shell)
when the domestic market opened up under the condilion t y o f Chinads acce
order to raise the competitivenesstloé Chinese oil giants, 600,000 oil workers were sacked with
miserable compensation. Their legitimate rights were also denied. The oil wstkgesl &0,000
strongone month longlemonstration in Daging Oilfield in March 2002, but subsequently they were
repressed. Meanwhile, the three Chinese giants, on one hand compete with the three world giants;
while on the other hantheyclosely collaborate with them in joint projects aleoChinai from oll
stations to oil pipe construction to oil and gas extractlbms not astonishingo see that when
CNPC,the mother company of Petro China, encountered oppoditidgts attempt to float in New
York in 2000because oits involvementm Sudandés operation, it was
|l atter bought 20% of CNPCOohmvemightasgsficantAmduntofhr e e
sharesin the three Chinese oil giants. Both sides share the same isfeatistit both sides also
compete with each others.

The three Chinese oil giants raised bilari dollars after listing in HK and New York, and are
now able to acquire more overseas assetsithdne previous period. Table’ belowshows that in
the top ten overseas acquisitidng Chinese TNCs, half of them are for oil. After the failure to
acquire the US oil company UNACO, Grhldoking fors o i |
oil and gas assein developing or smaller countries. In March 2007, China announced thaashe h

0 It is prgected that in 2015 China oil consumption will reach 3600 million tons, which is twice of her domestic
production. SeeTan Xiao p. 255
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targeted nine countries as suitable for investment by the nation's oil companies. The nine countries
are: Bolivia, Ecuador, Kuwait, Libya, Morocco, Niger, Norway, Oman and Q#tar.

Table 13: Composition of C
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Il.  Accumulating huge amount of foreign reserves

The export drivdhasenablel China to accumulata huge amount of foreign reserves, reaching
1.43 trillion US dollars in October 200M.is estimated that two thisbf the reserves are US bonds
and security. Chinaasnow become a major player the global financial markether aitflowing

Foreign Portfolio Investment (FPI) and foreign aid, which in the former parashegligible now
becomes ever more prominent

Table 4 below gives some idea of the proportion of financial Dtelation toChinad $otal

“http://www.uofaweb.ualberta.ca/chinainstitute/nav03.cfm?nav03=57486&nav02=57275&nav01=57272
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outward FDI. It includeshe acquisition of foreign financial asseandthe setting up of overseas
branches. A word of caution is needed here. Given the scale of capital flight, Zahde hot be as
accurate as the official figures suggedsevertteless the more China is integrated into global
capitalism, as illustrated by the export oriented growth and rising Chinese overseas investment, the
more it is necessary for Chinese banks to set up overseas branches to provide import and export
credt to the Chinese TNCs. There is another aspect of financial overseas investment apart from FDI,
however. Foll owing the Hagalso imgeasigdlyonbesl todorosde r at e
private and pulic loans to, for instance, aid recipient courgtier importing Chinese goods or for

the financing of construction projects. On top of this is @hdrmutward Foreign Portfolio
Investment (FPI), which is also becoming more significant.

Table 4: Composition of Chin@d EDI outflow, 2006 (Millions of dadlars)

2006 Outflow 2006 stock
amount (%) amount (%)
Total 211.6 100.0 906.3 100.0
Non financialFDI 176.3 83.3 750.2 82.8
Financial FDI 35.3 16.7 156.1 17.2

Sour ce: 2006 Statistical Bull etin of Chi nad

The banking sectorisonedfe best il lustrations of Chinabo
6goi ng gl obal &heCHinase bahkeerdteahnieally behl@uptsbecause of bad debt
and nonrperforming loans, a result of the investment boom which later turnedwumto of bad
debt for the four commercial banks was 13.2%, if we believe the official figures. As a matter of fact,
few serious observers and bankers believe it. More respectable sources put the figure at 25%, and
othes havespeculated that it may be as higbd 40%.Neverthelesgshe government came to the
bank®rescue. Within a few years as much as 1,700 billion yuan of bad debt, or 227 billion dollars,
was shifted from the four banks to state run companies. On top of this, the Central government
handed then®8 billion dollars to help them to raise their reserves and to transform themselves into
joint stock companieslhis was not enoughhowever,to make them competitive without sacking
hundreds of thousands of bank workers. After these reforms the Chardseldeame attractiveo
investors. Under the conditem f Chi nads acces stoopen upder idandial Ch i
sector, including banking, to foreign capital in 2007. For the last few years the foreign banks have
been in a rush to become strateghareholders of the Chinese banks.ofi October 2005 17
Chinese bankkadaccepted foreign strategic partn&fs.

“2 Invest in Chinattp://www fdi.gov.cn/pub/FDI/zgjj/hyzk/fwy/yh/t20060419 24224 .htm
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Af t erinvitingpien @ t hen comes the &égoing gl obal 6.
One is floating abroad to raise more cdpifaday all four commercial banks have already been
floated in Hong Kong and New Yor k. The seconc
There were Chinese banks investowgrseaslecades ago, of course. The Bank of China, given its
history, h& been the most internationalized Chinese bank, and its operation in Hong Kong is
decades oldThe total sumo f Chinese banksd o vhe980svassmallnyv e st
however Thingshavechange rapidly since the turn of the centureviouslythe Industrial and
Commercial Bank, the Construction Bank and the CITIC group bought several small and medium
banks in Hong KongAccording to theChina Finance Netint he f i r st hal f of
commercial banks ldaup t0110 branchem thirty countres, with a total asset of 2000 billion yuan,
or 133.6 billion dollar$? The rapid rise of their overseas investment is the outcome of a strategy of
increasingly relying on acquisition and magas a way to expand. Tablb dhows that, in little
more thara year thereverealready six acquisitions of foreign banks. The recent acquisition of the
Standard Bank of South Africa by the Industrial and Commercial Bank of China is quite significant
because the former is the biggest African bank.

In terms of owneship,81 percent oChinese outward stock FElongs taSOEs, while private
enterprises only accowed for 1% in 2006* It has beengovernment policy since 1998 to
encourage private overseas investmémtOctober that year the Ministry of Foreign Tradel a
Cooperation released a document granting private enterprises and research institutes the privilege of
export®®

Table b: Chinese Bank®ecent acquitionsof overseas asset

Chinese banks Foreign Banks

Bought D% of sharesn Standard Bank of
S.A. for 5.46 billion dollars

Bought 9.9% of San Francistased UCBH
Holdings Inc. for 200 million dollars
Bought 79.9% of Seng Heng Bank, Nac
for 4.4 billion yuan

Oct 2007 | Industrial and Commercial Bank

Oct 2007 | China Minsheng Banking Corp.

Aug 2007 | Industrial and Commercial Bank

Bought 90% of HALIM Bank of Indonesia
Jan 2007 | Industrial and Commercial Bank

3 China Finance Nehttp://bank.zgjrw.com/News/20071025/Bank/053137176500.html
4 2006 statistics bulletin, 13 &14
%> Tan Xiao p. 154
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) Bought 100% of a Singapore aircraft rentir
Dec 2006 Bank of China .
company for 965 million dollars
_ Bought 100% of Bank of Aerica (Asia) for
Aug 2006 Construction Bank .
9710 million HK dollars

(Source: Ming Pao, 26 Oct 2007

The huge foreign reserves of China enable her state banks to evolve into big international
lenders as well, ané considerable part otheir loans act asaid to developing countries
Comprehensive statistics are lackinigough One report quoted Professor Deborah Brautigam who
used data from the China Statistid@arbookand estimated that Chinese aid worldwide in 2005
was $970 million, rising from $650 million in 2002. World Bamificials suggesthat Chinese aid
to Africa alone might amount to $2 billion, implying that the Chinese figures may be
underestimatiors. The author of the report estimated that Chinese aid worldaidssomewhere
between $1.5 and 2 billioff.

The ChinaExport andimport Bank h& evolved in a short time (established in 1994) into
Ch i nnaid $ending agency. Its accumulated loans in 2@@®unted ta20 billion US dollars.
*’According to aChinesereport, it a ¢ ¢ u musdtoaAfrieadeadhed &Mbillioguan (about 6.6
billion dollars) in the first half of 2008° Peter Bosshard quoted a Chinese reseawhemgives a
slightly lower figure--- 44.4 billion yuan. He then quoted a World Bank report which reported 12.5
billion dollars in mid2006 in Africaninfrastructure investment alone, which may suggest that the
Chinese figure is undasstimaed*’

Chinabés export oriented growth enabl édave her
amounéd to 1430 billion US dollars this year, amepresentshe wotdd $argest reserves. A big
portion of the reserves has been used to buy US bonds. Although the amount of which is declining,
in 2007 it still amoured to 400 billion dollars® Sovereign funds have become one of the main
sources ofhis global financial ator. China, although a late comer, has drawn the @waattention
because of the size of her reserves and her ambitious buying @actierent years. In late
September 200the Chinese government officially founded the China Investment Corp (CI@), wi
a registered capital of 200 billion dollars. Prior to its official founding, Cl1@ dleeady bought 3
billion dollarsworth of the shares of Black Stone in May 2007. It is expected that the CIC will be
more aggressive iits investment strategy than camon governmental reserves funds, because
Cl Cbébs capital i s raised through the issuing

“® The Chinese Aid systetny Carol Lancaster, Center for Global IEpmenthttp://www.cgdev.org
47 Export Credit Agency and Environmental Stangdogl Peter Bosshard.

8 Wang Zhile, 2007p. 44

9 China® Role in Financing African Infrastructurey Peter Bosshard.
0 Ming Pao, 19 October 2007

o
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pay an interestDue toits close relation with the Chinese government, it is #iemghtthat its

mission is totake concerted actioregardingt he gover nment s economic
Another source of Chinese sovereign fsirlthe Social Security Fund. Founded in 2000, it has a
total asset of 282.7 billion yuan, or 37.8 billion dollrdt began investingverseas in 2006.

The UNCTADOGsSs Worl d | nvest mendasutRadrDrwill s&dgg06 e

because of the evérncr easi ng amount of O6China doll arso.
FDI an imperative for the Chinese Government, leading t o adopt a 06going
take concrete measures to promote®the interna

lll. The rich lack of investment opportunities in the real economy

Today Chi samdusttokb®00 billiog yuan, and private fusithave a total net asset of
3,000 billion yuan.The narrowing of domestic markets means that there is simply a lack of
profitable investment opportunity, hence tierce speculation in both the stock market and real
estate markefThere are lots of invests who arealsolooking to overseas investment. In 2006 the
government implemented the QDII (Qualified Domestic Institutional Investors) regime to allow
banks and private funds to invest overseas. Again, it is HK which becomes the most active platform
forChi naés outward hot money. Il n t he sdintoddHKd hal
from Mainland China under the QDII regimettike advantage of the booming stock market there.
The market expects that in the foreseeable future the amountwardyportfolio investment from
Mainland China may reach 140 billion HK dolldfsThe Wall Street Journal reported ttity
encouraging the movement of funds out of the country, Beijing is seeking to tackle those
inflationary forces and alleviate pressune the yuan to appreciatésteadily pushing forward the
yuarts convertibility on the capital account is the longer term goal of changes in the system of
foreignexchange managemeiithe Peoplé Bank said Wednesday'

There is now serious concern thae thot money flowing into HK from Mainland China is
feeding a stock market bubkdgain

IV. Over capacity may become serious again

In the period 20087 there begn another round of investment boom, and a high iaffitom
the think tanks, Wandian, anticimted that it would be followed by a new round of over capacity
after 2007%°

*L http://big5.gov.cn/gate/bEwww.gov.cn/jrzg/200906/15/content_650453.htm

%2 Chapter I, p.55.

3 Ming Pao, 9 Oct 2007.

% China takes steps to ease transfer of funds overseas, Wall Street JouPdaMa@h 2008.
> Hong Kong Economic Journal, 15 August 2005.
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The offici al procl amati on of C

At the turn of the century the Chinese government felt itself at a crosSioa@hinagrowth
model of export orientedand low value addedhad attraced criticism from various corners,
including from the nationalistswho sawthis as a net outflow of revenues for the advantage of
foreign capital. This outcry against foreign capital is in fact part of the new trend sinterthod
the century. It is a period when the concern over the threatrafeo | oni zat i ond bec«
intense, as foreign capital beg to increase its market share rapidly. In 2000 foreign capital
accoungdfor 24% of gross industrial output, and folfrat export value.

The response of the Party to $skeproblemss notto roll back the neeliberal reforns, nor
impose any administrative restrictienon theinflow of foreign capital, but ratheto embrace
corporate led globalization more enthusiasljcal order to become the winner of the same old
game.lt very much coincides with the remarkstbé CEO of Haier: Western TNCs are all wolves.
If we are to compete with them we must also turn ourselves into wires will be thesheep
then?) It lookslike a game of using the devil to hit the devil.

Whenthe Chinese governmewereassured that the Asian crisi®uld not hit China, it became
moreconfidentaboutbecoming a winner as a late conmethe gameof corporate led globalization
It kicked stated a new round ofnore ambitious projestwwitht he i mpl ement ati on
i nd amd n g stgtbgesbnaixing more capital market reform and more state support for
Chine® TNCs at one and the same time

1. More emphasisonthe needforCline i ndustry-rted i amde mren ovsad li
the need for more state support for big firms in their competition in both domestic and
international market

2. More ambitious state plamsgarding théuilding of giantChinese firms in key industriges
through acquisition and mengeand through various sorts of economic incentives;

3. Acquire more overseas oils, minerals and r

4. Further liberalization of the capital market and capital control, which simultaneously
enhamces both 0600 gquuoii i g ireddwimgmadte &oreigh capital to acquire
Chinese market while encouraging more Chinese TNCs, small and medium firms, or even
individuals to invest abroad, which is seen as an effective way to direct the hgtimone
China tavardsoutward overseas investment;

5. Continue to maintain an iron hand over the potential growth of social protests and social
movemend, so as to give the ruling elites entirely free hands in implementing the bold
policy and in crushing any psible opposition.
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When the CCP convened thel5" Congressin 1997 the General Secretary Jiadgmin
already spoke about t he strat egyywhereourdnatiorc our a
enjoscomparati ve advant age sn®remidr Zhu,wahis pohcy addrassitd i |
the Peopleds Congress, oldbd&bi cd tarl d tye guys efdo rt h@h itr
following year the Central Committeeportto the 16' Party Congresst r essed t he nee
ourownstrongTNCsah our own brando.

In 2001 the government released its Tenth Five Year Plan. Regarding overseas investment it
said

1. Strive to raise the ratio between inflow and outflow FDI to 10:1.

2. The National Development and Reform Commission shall compile a lis¢ oferseas
investment bthose resources which Chinansshort supplyof, for instance, oil, gas,
wood, ferrous and nonferrous metal etc. The objective of which is to ensure the
sustainability of our countfyeconomic development and our economic sécas well.

3. Support the growth of overseas processing manufacturing.

4. Encourage overseas investments which aim at expanding global market share and high
tech.

5. Strive to develop a batch of competitive TNCs in five years, and 50 Chinese TNCs big
enough to eterinto the 500global giants in 2015.

6. Set up overseas research and development centers.

7. Expand overseas construction projects tegxport of labor®

In his speech to the recent™ Party Congress in Oct 2007, General SecretaryJidtao
reiterated he need to:

1. Support the growth of Chinese TNCs and the building of Chinese Brands;
2. Develop international cooperation over energy resources;
3. Implement the strategy of Regiorake Trade AgreementFTA;>’

What concerns us her e idna FTA.Chisa ismleeady comnitied tb u i |
the building of ASEAN + China FTA in 2010, apart frahe dozens of FTA agreemenwith many
other countries. It is again a reflectiontbEChi nese government ds over al
to the nediberal agenda of the US Empire and the EUendorse the agenda and try to make itself
the winner of the same old gameidhs t he e s s encedgoofi négi. ngvliiotbianlgd i r

**Tan Xiaq p.5 &148
5’HK Economic Journal, 16 Oct 2007



35

Featuresof Chi nads (Quvarseas miestment

More Acquisitionsand Mergers as aorm of overseas investment.

There are reports thacquisitions and Mergers (A & Maccounedfor an average a20% of all
overseas investmeiiefore 2002° Table B shows that Chinese outward FDI increasingly takes
the form of A & M. The taking over dmportant overseas assets by Chinese TNCs, as is shown in
Table T, increasinglyattractsworld attention and occasionatiticism. Why are Chinese TNCs
inclined towardsA & M? As a late comer, it is the quickest way to expand globally. For instance,
the ATIC group chiefly takes the form of A & M to transforitself into a global playerhy buying
up several dozen companies across Hong Kong, USA, Canada, Australia and Thailand etc. Many
other big Chinese TNCs, especially those with government badikiaghe three oil giants, follow
the path of CITIC.

It is worth noting that 70% of Chiba®verseas investmertonsists ofjoint ventures or
foreignChina collaboration projest While solely ownedcompanies account for 2094ost
productive projects and gilrojects are joinventures; trading firms are mostly solely ownéd.

Table b: Breakdown of @ herms af desv investimemtaandd\ & MD |

Year New Investment A& M

2003 82.0% 18.0%
2004 68.2% 31.8%
2005 47.0% 53.0%
2006 63.3% 36.7%

SourceWang Zhile, 2007, p. 100. For 2006 figures, see
http://news.xinhuanet.com/fortune/200%/11/content_6700685.htm

8 \Wang Zhile, 2007, p. 45.
% Tan Xiaop. 536
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Table I7: Top Ten Chinese Cro€¥order Deals (until July 2005)

Date Target Nationality Acquirer
Dec 2004 | IBM /PC business us Lenovo Group
PCCW (20%) China Network
Jan 2005 HK L
Communications
Oil & Gas AssetgGorgon , China National Offshore
Oct 2003 _ ) _ Australia _
Liquefied Natural Gas Field) Oil Corp (CNOOC)
Hyundai Display Technolo Beijing Orient Electronics
June 2001 y aed 9 South Korea Ing
Inc (80.1%) Group Cando Corp
RepsolYPF SA (Indonesian _ CNOOC
Jan 2002 Indonesia
assets)
Ssangyong Motor Co Ltd Shanghai Automotive
July 2004 South Korea
(48.92%) Industry Corp- SAIC
PetroChina International Ltd China National Petroleum
June 2005 Indonesia | Corp (CNPC), PetroChina
Co. Ltd.
Hyundai Display Technolo BOE Technology Grou
Sept 2002 y Py 9 South Korea 9 :
Inc. Co. Ltd.
Aug 2002 | Woodside Petroleum Ltd Australia | CNOOC
BP Pic (Tangguh LNG . CNOOC
Sept 2002 ) Indonesia
Project)

Source: Dealogic, quoted from The Obsen24 July 2005.

Floating abroad as a meaasto raise capital

To finance their overseas investment and acquiring of expansive assets, the Chinese TNCs
cannot rely on government credit or international lenders alone. Hence they incresikgly
floating in HK, London and New York stock markets. TabRshows that there are three Chinese
TNCsd6 I PO (Ilnitial Public Offering) i sted i
i mportant platform for Chinese Tbf@hetotal m&lket Her
value ofthe HK stock market, whereas in 1993y only accounted fof.78%, and in 1998nly
13.84%. (See Table2) In 1996, only one Chinese TNC entered the top ten listed companies in HK.
In 2006this number rose to folif

 Guo, p. 215



Table B: The World Biggest IPO until 2006
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Amount of
Country _ Year of .
Rank Company . Business IPO (million s
origin IPO
of dollars)

Industrial and

1 Commercial Bank of China Finance 2006 191
China

2 NTT DoCoMo Japan Telecommunicatior] 1998 184

3 Enel Spa Spain Power 1999 170
Detsche L

4 L Germany | Telecommunicatior, 1996 130
Telecommunication

5 Bank of China China Finance 2006 111

6 OAO Rosneft Russia | QOil 2006 106

7 AT & T Wireless UK Telecommunicatior; 2000 106

8 Telstra Australia | Telecommunication 1997 100
China Construction _ _

9 China Finance 2005 92
Bank

10 | Kraft USA Food 2001 87

Undertaking Overseas Contracts

(Source: Gudsuocan, p. 213.

Another aspect othe 6 g o i n g sttbgy s dhle éindertaking of overseas contracts, from
infrastructures like roads arthms to telecommunication. Tabl@ ghows that in recent years the
value of overseas contradtasincreasd significantly. According to the same sourae,2005the

accumul

ated sal

es

v al

ue of Chii

naods

u mdalarst a k i

which is more than the 57.2 billiatollarsworth of FDI (nonfinancial parts), and accounts for 59%
of all overseas investment (excluding portfolio investm&n#\ccompanying this trend &growth
in the exportation of workers,which in 2005 reaché 565,000. This figure will rise if
un-documented Chinese workers are included.

China considers this aspect of overseas undertakirayn asportant component dis6 goi n g

g | o btrateg§. A Chinese scholar noted that

AiBegi nni f'decf2006 time trarkition period of our construction industry under the
conditiors of China accession to WTO wilhaveended. Our construction industry will face direct

®\wang Zhile 2007,p.77.

n
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competitionat the same levebn both the domestic and international playing fi&tall wesimply
remain on the defersive, or shall we (Qgo over to the offe

construction industry e .the anplementt®n ofithegdbegnoti ntgh agnl o é
strafegy. o

Al nvol vement i n over seasto onprave reraptoyment ghmagh | e s
exporting labor) and also enhasd¢ke exporation of domestic machinery and raw materials. For a
long period ahead of us, we will face very serious employment prebl&i must not forget the
fact thatour huge quantity of lseap labor is one of our comparative advantages which enable us to
compete in the ®nternational market.d

Table B: Sales value of Chinabés undertaki

Year Sales value (in billiors ofdollars) Annual growth rate (%)
2001 8.9 --

2002 11.19 25.8

2003 13.84 23.6

2004 17.50 26.0

2005 21.76 24.6

(SourceWang Zhile,2007, p. 7%

The Giant ChineseCompanies

The tremendous market refasnsuccessfully transformed big SOEs into profit seeking
corporations and themto TNCs in a very short time. Table 4 shows that whereas in 1995 there
wereonly 2 Chinese firms listed ithe Fortune 500, in 2007 themeere22. Table20 below shows
the ranking of these 22 TNCs.

%2 China Reporhttp://www.reportchina.com.cn/news_detail.php?id=298&nowmenuid=41&cpath=0050:&catid=5
8 Tan Xiao p 542
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Table20: The ranking of Chinese TNCs in the Fortune 500, 2007

Revenues
Rank Logo of Company Name Industry -
($ millions)
17 LA A SINOPEC Petroleum Refining | 1316.36
SINOPEC
China National
24 Petroleum Refining | 1105.20
Petroleum
29 m % %if%@ State Grid Utilities 1071.85
Industrial &
170 @ ':F E I m iR ﬁ Commercial Bank ¢ Banks 368.32
China
=g s g China Mobile
180 i@ﬁ %E o Telecommuications 359.13
Communications
192 R EAE China Life Insuranc Insurance 337.11
CHIMA LIFE
215 @ * @ ’ig‘- ‘f Bank of China Banks 307.50
BANK OF CHINA
China Constructior
230 EIJ EiZIRERT1T Banks 285.32
China Construction Bank Bank
China Southern .
237 | SE+E@AER Utilities 279.66
Power Grid
& China
275 ‘e 'ﬂ €4a Telecommunications| 247.91

CHINA TELECOHNA

Telecommunication
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1 Agricultural Bank of
277 (§) PER LT . Banks 244.75
AQANCULTURAL RANK OF CHBA Chlna
299 | gy A HIEAT] Sinochem Trading 231.09
307 @ i ﬁ Baosteel Group Metals 226.63
T hiETIE China Railway .
342 Ql Construction 205.20
w LCREL Engineering
China Railway
384 . Construction 187.35
Construction
_ Motor vehicles and
385 China FAW Group 187.10
Parts
China State
396 _ Construction 181.63
Construction
_ | Motor vehicles and
402 Shanghai Automotiv 180.10
Parts
405 COFCO Trading 179.53
435 China Minmetals Metals 169.02
China National o
469 _ Petroleum Refining 160.38
Offshore Oil Corp.
China Ocean
488 o Shipping 154.13
Shipping




