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Executive Summary

Once primarily a recipient of foreign investments, China has now become a significant
source of international capital flow. The year 2012 saw continued robust increase in China’s out-
bound foreign direct investments ( OFDI) . According to the Ministry of Commerce, Chinese
companies invested a total of 62. 5b USD from January to November 2012, a year on year in-
crease of 25%.

Despite the rapid increase, our understanding of the mechanisms of China’s investment out-
flow remains limited. This informational gap stems in large part from a lack of data, particularly
data at the firm level. The China Outbound Foreign Direct Investment Survey ( COFDIS) , con-
ducted by the China Council for the Promotion of International Trade ( CCPIT) with various in-
stitutional partners since 2008, timely fills this void.

The 2013 survey is led by CCPIT and implemented through the Council’s local subcouncils
with technical support from the School of Public Policy and Management ( Center for Industrial
Development and Environmental Governance) at Tsinghua University. The survey, covering over
1, 000 businesses across a wide range of industries in over 15 provinces, serves two main purpo-
ses. First, we portray the general patterns in Chinese OFDI in 2012 and projects investment
trends in the next two to three years. Second, we investigate several hot button issues related to
Chinese OFDI in the domestic and international policy spheres. This year we have chosen to fo-
cus on several themes; 1) in-depth, multi-faceted comparison of the roles of state-owned
(SOEs) and private enterprises in Chinese OFDL We maintain a comparative eye across these
two types of enterprises throughout the report; 2) Chinese companies’ perception and mitigation
of risks involved in international investments; 3) Chinese investors’ awareness and practice of
overseas corporate social responsibility; 4) sources and options of financing used by China’s out-
bound investors.

The 2013 survey highlights the following main findings .

® Current patterns in Chinese OFDI ;. North America and EU have become top destinations ,
manufacturing and trade top industries.

Relative to prior years, investors’ destination choices are more diverse. Although East and
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Executive Summary

Southeast Asia remain the number one destination for Chinese investments, North America and
the European Union (EU) are rapidly becoming more popular. Overall, the most popular indus-
tries for China’s overseas investors are manufacturing and trade. It is worth noting that, though
China has been portrayed by some media sources as seeking resources in Africa, China’s biggest
portion of investments on that continent is actually in manufacturing. SOEs tend to invest in lar-
ger scale projects overseas than their private counterparts.

® Motiwations and constraints facing Chinese companies: Brand internationalization strong-
ly motivates SOEs; both SOEs and private companies most limited by lack of managerial talents.

Companies, particularly SOEs, are increasingly motivated by brand visibility within and
without China. The growing awareness of and desire for branding distinguishes this year’s results
from that of 2009, where acquisition of internationally known brands was one of lowest ranked
priorities for overseas investments. Circumventing domestic regulatory restrictions is not a primary
motive for either SOEs or private companies. However, it does motivate the latter significantly
more. In terms of constraints, both SOEs and private companies are limited by a shortage of in-
ternationalized managerial talents. Private companies are also disproportionately affected by fi-
nancing constraints and low R&D capabilities.

® Risk perception and mitigation: Most concerned with macroeconomic risks, but weary of
possibilities for national security inspection in the US and labor disputes in Germany.

Regardless of investment destinations, companies are first and foremost concerned with the
risk of macroeconomic instability when they invest abroad. In mature, democratic countries,
companies are also concerned with risks of politically motivated inspection and labor dis-
putes. After normalizing risk perception against macroeconomic risks, the US is found to have a
particularly high risk of politically motivated inspection, whereas Germany has a high risk of la-
bor dispute. SOEs and private companies generally adopt similar risk mitigation strategies-the
Chinese embassy serves as companies’ instinctive first response. Relative to private companies,
however, SOEs are even more dependent on the embassy and less likely to use commercial strat-
egies to mitigate risks.

e Corporate soctal responsibility: SOEs have stronger CSR policies, but private companies
make up some in practice.

SOEs generally put more emphasis on CSR, but private companies are more likely to report
having established effective communicative mechanisms with various stakeholders in a pro-
ject. Far more SOEs than private companies consider the government as a top stakeholder in the
investment process. Both SOEs and private companies sorely lack awareness of media relations.

® Financing arrangements: Bank loans and accumulated revenues are the biggest sources of
Junds. SOEs have an advantage in raising funds through capital markets and partnerships.

Despite the common (mis) perception, the ability to get bank loans per se does not seem
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to hamper private companies’ going global. However, private companies do seem to at a disad-
vantage navigating the capital markets. They are also much less likely to get policy support inclu-
ding zero or low-interest loans, preferential access to foreign exchange, and quota allocation for
reimport.

® (Outlook of Chinese OFDI in the next two to three years: signs of caution.

In spite of a general upward trend in Chinese OFDI, Chinese companies may be looking to
curtail the weight of their overseas operations in upcoming years. Across most industries the share
of Chinese companies whose overseas revenues exceed 20% of its total revenue is set to de-
cline. This re-pivoting reflects mostly the positions taken by China’s non — SOEs. The precise
reason for the back stepping is not immediately clear. Almost all companies have more positive
global economic outlook for 2014 than 2013.

® SOFEs vs. non —SOEs.  SOEs share substantial similarities with private companies, but

there are also marked differences .

Similarities Differences
Non-SOEs SOEs
Scale of investments Smaller Larger
Investment mode Predominantly green field More M&A and joint ventures

o Home and host policies and | Also motivated by domestic regu-
Motivation o .
branding important for both latory constraint

Lack of internationalized man- | Also limited by financing and
Constraint ) o
agerial talent R&D capabilities

) o Chinese embassy is the in- | More apt at using commercial | More reliance on embassy and
Risk mitigation o ) )
stinctive first defense strategies. Chinese government.

Generally better awareness of
Poor awareness of media rela- | Considers the investor as top
CSR CSR. Much more likely to consid-
tions stakeholder.
er government as top stakeholder.

) ) Reliance on loans and accu- | Less apt to raise funds through ) )
Financing ) ) Receives better policy support
mulated revenues. capital markets and partnership.

Appears to be scaling back over-
Generally positive outlook on
Outlook seas operations as share of total
gobal economic environment )
revenue in next years

Policy Implications
Our findings suggest the following policy implications ;

® Brand promotion has become one of the foremost motives for Chinese companies going
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Executive Summary

global , calling for possible adjustment to existing government policies that oriented more toward
supporting market-seeking and resource-seeking OFDI.

® Lack of managerial expertise and personnel is now the biggest constraint facing Chinese
companies going global. Companies sorely need strategies and policy support to recruit interna-
tionalized managerial talents.

e Companies, especially state-owned companies, are dependent on embassies and govern-
ment organs as their primary risk mitigation mechanism. Companies need a more diversified risk
toolkit.

® C(Chinese companies, especially private companies’ CSR practice remains relatively
weak. Companies especially need to develop awareness and strategies for working with the
media.

® Chinese government’s preferential Going Global policies continue to benefit SOEs dispro-
portionately. This inequity needs to change if private companies are truly to become an integral

part of China’s Going Global strategy.
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