TR, EECRE. AATIE, WELE. BNER. AR
NES ISR R RS,

fE LY HE R B AT, AR KO 5 A
DR L, — R AR R B R, e SR DA b
W AR AR, (A mt S, — R T B
B, A TEREFRAE, B AR AR — R,
TSAE A, ST TR R KR
AN SRR BRI, PO ARG, I
AR SHBHE, I AR S, Hr s RIAFEGD
Py Lt DU JE St LR R I A, S i BT O Y £
NGRS, RO,

Liu Xiaoyin,

Research Center of Economics of Shanghai School,
Shanghai University of Finance and Economics,
Xiao Qing,

Shanghai University of Finance and Economics

THE CONDITION AND MEASURE
OF USING FOREIGN INVESTMENT IN CHINA

After the Financial Crisis, the global economy was still too weak to
recover. The world’s growth of FDI had been going up and down, while
the developing countries’ proportion of FDI tended to strengthen all the
way. China--the large developing countries with common historical
background of planned economy, experiencing the economic transition.
During the process, China regard attracting foreign investment as an
important measure to revitalize its economy. Therefore, the research on
the feature, structure and deserved effectiveness of the investment going
to the country becoming more and more serious.

1. The foreign investment flow

China is the developing country that has attracted the greatest
foreign investment flow, ranking the second only after the United
States. In recent years, China has long been focusing on upgrading its
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industries, where FDI mainly has flowed into the labor-intensive and
low-end market, now it is meant to adjust as well. The paid-in foreign
capital in these industries has dropped a little; however, the average
growth rate per year still maintained 7 % in the past five years. China
tops the five host countries that multinational corporations most prefer
to invest, and is considered to be the first destination to invest. In
2012, FDI in China was US $111.72 billion, 3.7 % lower than the year
before, and it was China’s first negative growth in past three years;
the number of new founded foreign invested companies was 24925,
falling 10.1 % year-on-year.
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Figure 1 Investment flow of China from year 2005 to 2012 (million dollars)
Source: based on China Economic Yearbook

2. The industrial layout concerning utilizing foreign capital

The amount of foreign capital flowing into service-sector is one
of the important criteria which measure how the ability of one state
to utilize foreign funds is. As for China, most of foreign capital is
concentrated in manufacturing industry while service industry only
takes up less than 30 %. However, with the adjustment and
escalation of industrial structure, there has been an expansion
taking place in the scale of foreign enterprises along with the
extension of investment fields from initial manufacturing industry
to advanced manufacturing industry and service-sector. Finally the
amount of paid-in foreign capital in service industry is more than
manufacturing industry.
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Figure 2 The actual percentage of paid-in foreign funds in manufacturing
and service industry from year 2005 to 2012

Source: based on the China Economic Statistical Yearbook

In 2012, the actual paid-in foreign capital was US $ 53.84 billion,
decreasing by 2.6 % compared with the same period of last year,
accounting for 48.2 % of the national total and was 4.5 % more than the
manufacturing industry. The distribution within the service sector itself
has been further improved. Apart from real estate industry, the top 5
industries absorbing most foreign investment are as follows: distribution
service industry (13.25 %), transport service industry (5.78 %), computer
application industry (4.82 %), electricity, gas and water production and
supply industry (3.83 %) and financial services industry (3.46 %).

In 2012, the actual amount of paid-in foreign capital was US
$48.87 billion, decreasing by 6.2 %, accounting for 43.7 % of the
national total and decreasing by 1.2 % compared with the same period
of last year. The first five segment industries of manufacturing
industry in the absorption of foreign investment are communication
equipment, computers and other electronic equipment manufacturing
industry (accounting for 14.03 % of whole manufacturing industry),
electrical apparatus and equipment manufacturing industry (10.51 %),
transportation equipment manufacturing industry (7.32 %),
specialized equipment industry (7.31 %) and raw chemical materials
and chemical products industry (7.17 %).

Due to the weakening of exports and the rise of domestic
production cost, the foreign companies focusing on the low-end labor-
intensive manufacturing industry such as apparel and shoe industry
have been gradually moving its production bases to the low-income
countries in Southeast Asia. On the contrary, the amount of foreign
investment flowing into high-tech industry and advanced
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manufacturing industry is fast growing. As a result, the total number
of foreign R&D centers for the development of high technology in the
past five years has doubled, up to about 1800 by the end of
2012.Certain high-tech manufacturing industries had been increasing
swiftly. And the growth of actual paid-in foreign investment of
general equipment manufacturing, transportation equipment
manufacturing industry was 31.8 % and 17.2 % respectively.

3. Ways and Channels of Investment

(1) From the way of foreign investment, the majority of the
investment China attracts is direct.

Table 3

THE FOREIGN FUNDS GROUPED BY THE WAY OF INVESTMENT IN CHINA
FROM YEAR 2005 TO 2011 (TRILLION DOLLARS)

2005 2006 2007 2008 2009 2010 2011

total 638.05 | 670.76 | 783.39 | 952.53 | 918.04 |1088.21|1176.98
Direct Investment | 603.25 | 630.21 | 747.68 | 923.95 | 900.33 | 1057.35(1160.11
Joint ventures 146.14 | 143.78 | 155.96 | 173.18 | 172.73 | 224.98 | 214.15

cooperative 1831 | 19.40 | 14.16 | 19.03 | 20.34 | 16.16 | 17.57
enterprise

Foreign 429.61 | 462.81 | 572.64 | 723.15 | 686.82 | 809.75 | 912.05
companies

Joint stock enter-

‘ggiffizn with! 918 | 422 | 492 | 859 | 2044 | 646 | 1634

investment

cooperative
development

other
Other Investment| 34.08 40.55 | 3572 | 28.58 | 17.71 | 30.86 | 16.87
stock issue 1.60 13.55 4.02 0.77 1.62 16.64 9.39

intemational 1.08 | 036 | 1.80 | 144 | 230 3
easing

tcompensaﬁon 016 | 021 | 018 | 052 | 013 | 045 | 0.54
rade

processing and| 3y ¢ | 2543 | 2072 | 2585 | 13.66 | 1078 | 6.94
assembling

Source: based on the data from Chinese Economy Yearbook
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Direct investment accounts for the major part of the investment
that China attracts, most of which are used by joint venture,
cooperative enterprises and foreign-funded enterprises. Foreign direct
investment has played a vital role in promoting China’s foreign trade
export and has effectively contributed to making up for the shortage
of capital, introduction of advanced management and science and
technology and increase of employment opportunities, thus giving
impetus to the development of China’s open economy.

(2)China has been changing the «Green Land» policy and
developing international mergers and acquisitions, but this trend is
influenced by some external factors.

Since 1990s, international mergers and acquisitions is still the
major way of absorbing foreign capital, no matter in developed
countries or in developing countries. However, because of the
restrictions of histories and policies of law environments, international
mergers and acquisitions develops slowly in China. In China, the
«Green Land» investment is still the way of using foreign investment,
as a result, the newly built factories are waiting for investment while
the ratio of foreign mergers and acquit ions is very low, which is
merely 3.1 % in 2010far behind the ratio of global international
investment 27 %/
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Figure 4 the actual paid-in amount of foreign investment utilized in the way
of mergers and acquisitions from year 2006 to 2012

The number of approved merger and acquisition program is 1340
in2011 in China, increasing 18.17 % from a year, accounting 4.84 %
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of the newly built companies by foreign investment. The number of
actual utilized FDI is US $4.899 billion, increasing 50.53 % from a
year, accounting 4.22 % of the actual utilized FDI in China, which is
increasing 1.14 % from the last year. The range, turning cold, of
M&A by foreign capital is large compared with 2011, involving US
$3.658 billion. The major reason is that the situation of domestic
M&A is cold while that of overseas M&A is hot. The number and
total sum upps to historical height, the average number of M&A of
which is US $0.339 billion. On the contrary, not only the activity of
domestic M&A is decreasing,but also the number involved decrease
faster. The average number is US § 22.41 million, lower than 10 % of
the overseas M&A. This shows that overseas M&A has a more and
greater impact on the market of domestic M&A, and the effect of
large amount is more obvious.

4.Source of foreign investment

The investment from American, Japan and part of European tends
to increasing apparently, while that from Asian countries tends to
keep stable.

In 2012,the number of actual inserted foreign investment from
American is US $3.13 billion, increasing 4.5 % from a year ;as to
Japan,these two number are US $7.38 billion and 16.3 %.The number
of actual inserted foreign investment obtained from Europe is US
$6.11 billion, decreasing 3.8 % from a year, and the sum of
investment from German is US $1.47 billion, increasing 29.5 %.The
investment from Nederland and Switzerland also has a great
growth,that is 49.1 % and 58.1 % correspondingly. The number of
actual inserted investment from ten countries\areas (HK, Macau,
Taiwan Province, Japan, Philippians, Thailand, Malaysian, Singapore,
Indonesia, Korea) is US $95.74 billion, decreasing 4.8 % from a year.

5. Contrast of regional structure of foreign capital utilization

Regional wvariations of China’s utilization of foreign capital
changed from the eastern to central and western regions. Because of
rising producing cost in the east, some investment and producing
activity transferred from China’s coast to the internal. And the
western and central region share in attracting foreign direct
investment has increased. (rising from 12 % in 2008 to 17 % in 2012)

Central area actually used US $9.29 billion of foreign capital in
2012 which increased 18.5 % and accounted for 8.3 % of the total.
East area actually used US $92.51 billion of foreign capital which
decreased 4.2 % and accounted 82.8 % of the total. Western area
actually used US $9.92 billion of foreign capital which decrease 14.3
% and accounted 8.9 % of the total.

49



6.The experience and suggestions for development drawn from
China’s utilization of foreign capital

In 1980 China embarked on setting up the first batch of free economic
zones, starting to attract large-scale foreign investments through
preferential policies such as exemption of customs control and reduction
of tax rate. In the middle 1990s, China ranked NO.1 among developing
countries in terms of its total amount of absorption of foreign capital. The
long gaining momentum, its stable environment for investment and the
sustained high growth of its economy altogether make China an ideal
place to invest in for global enterprises.

The reason why the growth of China’s absorption of foreign direct
investment remains steady mainly lies in its respectively cheaper labor
force resource and broad market. Besides, foreign direct investments
make up the shortage of funds for economic construction. By
introducing advanced technology (i.e. spillover effect) and learning
from state-of-the-art management experience, China has greatly
increased labor productivity. And through the utilization of
competition and longitudinal or transverse links between enterprises,
industries have undergone great development, thus having improved
the international competitiveness of the host country.

At present, China is enduring multiple pressures such as the rising
cost of labor force, tightening supplies of land resources and financing
difficulties. In order to attract more foreign capital and improve
environment for investment, suggestions are made as followings:

(1) International investors have taken a wait-and-see attitude
towards the unclear trends of global economy. International capital
should play its role properly during the global economic recovery. We
should grasp the true demands of investors and investment attractors,
provide nice targeted specialized service and take sweeping measures
for innovations in the fields such as working mechanism, cooperation
modes, key industries and regional cooperation in investment, finally
leading to improve the efficiency of service.

(2) We should take an active and effective part in the global value
chain competition, attract foreign investment with higher quality and
level and introduce more foreign capital into high-end manufacturing
industries and service sectors requiring higher level of knowledge and
skills. Besides, our own global value chain and international
production system should be set up, transferring to building up own
regional and global value chain from merely participating in global
value chain. It’s important to promote our own competitive strengths
in the global value chain and stimulate the upgrade of domestic
industries.
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(3) Adaptations should be made to cater to the needs of economic
development, and technical regulations should also be imposed to
realize the abutment between the existing domestic criteria and
international ones. Tax burden should also be reduced so as to create
better environment for investment.
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TaBpuyecKHii HallMOHAABHBIN YHUBEPCUTET
umeHu B.1. BepHaackoro

YIIPABAEHHE ITEPCOHAAOM ITPEAIIPHUATHSA
B YCAOBHSAX HHHOBAITHOHHOI'O PASBHTHS

VYrpasieHue mepcoHaIoM MPEIIPHITHS B YCIOBUSIX €0 MHHOBAIIH-
OHHOTO Pa3BHUTHs IMOOYXKIACT PYKOBOIMTENICH COCPENOTAYMBATHCS Ha
CTPAaTErMYECKHX, TMEPCIICKTUBHBIX HANPABJICHUSIX PaOOThI C JIFOIBMH.
3T0 0COOEHHO BaXXHO B TIEPUOIBI MACCOBOH MepeKBaTU(UKALIIN PadOT-
HHKOB B CBSI3HU C TIEPEXO0JIOM Ha HOBBIC TEXHOJIOTHH. BBICIIIEMY PYyKOBOJI-
CTBY TPENPHATHI B IEISAX MOBBIIICHUS (PPEKTHUBHOCTH HHHOBAIIOH-
HOT'O Pa3BUTHSI HEOOXOMMO IIPOBOUTH KOMILIEKCHBIE MEPOIIPHATHS 110
OTHOILICHUIO K MEPCOHAITY MPEANPUSITHI, & UMEHHO: ONPEIEISITh MOTpe-
OHOCTH B TIEpCOHAJIC B COOTBETCTBHU C IIEJIbI0 HHHOBAIIMOHHOTO Pa3BH-
THS ¥ UMEIOIIUXCSI BO3MOYKHOCTEH MPEINPHSTHS; TUIAHUPOBATH PadoTy ¢
niepcoHasioM (TIpUBJICUEHHE, T0OO0P, TIOI00P ¥ YBOJIBHEHUS); POBOHNTH
OLICHKY ¥ aTTECTAIMIO TIEPCOHANIA, €r0 POTAIMIO; OCYIIECTBIATh IPOJI-
BIDKCHHE B CUCTEME YIIPABJICHUSI; TUIAHUPOBATh U CIIOCOOCTBOBAThH pea-
JIM3aIMU Kaphepbl COTPYIHUKOB; Pa3BUBATh KBATH(UKAIIMOHHBIC XapaK-
TEPUCTHKH MIEPCOHANIA; CIOCOOCTBOBATH HAKOIUICHHUIO U TIepeiaue OIlbITa,
OCYIIIECTBIIATh MOTHBALMIO M CTHMYJIMPOBaHHE IEPCOHANA; CO37aBaTh
OJIaronpHsATHBIC YCIOBHS TS 3P (HEKTUBHOM AESITEBHOCTH U OT/IBIXA.

Bce ckazanHoe moOyIaeT B YCIOBHSX WHHOBAI[IOHHOTO pa3BU-
THUS MIPEINPUATHIH YUYUTHIBATh CXEMY JIBMKEHUsSI paOOTHUKOB M Pado-
YHUX MECT MpeAnpusaTHs. JJaHHYI0 cXxeMy HEOOXOANMO YYHUTHIBATh MTPH
TUITAHUPOBAHUU MEPOIPUATHI WHHOBAIMOHHOTO Pa3BUTHUS MPEAIPUsI-
tist. Cxema, IpUBECHHAs Ha pHC. |, WIUTIOCTPUPYET MEXaHH3M II0-
n0opa nmepcoHaa JUisi HHHOBAIIMOHHOTO pa3BUTHA npennpusitis. OHa
CUCTEMAaTHU3HPYET KaKk 000pOT pabovYMX MECT, TaKk B 000pOT pabOTHHU-
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