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[Abstract] This paper examines the pattern and magnitude of China’s outward FDI in Asia to shed light on China’s outward FDI policy development and Chinese firms’ globalization strategies. This paper first surveys previous theories on outward FDI from developing countries to provide an analytical and theoretical background for examining China’s FDI outflows. Then a review of China’s political and ideological debates over FDI policy development and multinational operations is presented to provide a historical and evolutionary policy and regulatory framework for examining the emergence and growth of China’s outward FDI. The paper then examines the characteristics, geographic distribution, and investment scale of Chinese FDI flows in Asia. Finally, the paper ends with an assessment of past and present outward FDI patterns, discussion of both “pushing” and “pulling” factors behind China’s outward FDI, and future prospects and policy implications. 

The Pattern and Magnitude of China’s Outward FDI in Asia
Introduction

China is known as one of the largest recipients of foreign direct investment (FDI) and a global manufacturing hub. Since 2002, China has surpassed the United States, becoming the top FDI destination in the world. China, however, has not been widely recognized as an important FDI exporting country. By the end of 2004, China had established 8,299 overseas enterprises and had more than $15 billion cumulative FDI in over 150 countries, based on statistics of China’s Ministry of Commerce (MOFCOM). In 2005, China recorded $11 billion FDI outflows, accounting for one-tenth of all FDI outflow from developing countries (United Nations Conference on Trade and Development (UNCTAD), 2006). The lack of research on China’s outward FDI hinders researchers and policy makers from understanding China’s outward FDI policy evolution, market development strategy, and Chinese firms’ globalization strategies. 
The purpose of this paper, therefore, is to show the pattern and magnitude of China’s outward FDI with special emphasis on FDI destinations in Asian countries and economies. This paper first surveys previous theories on outward FDI from developing countries to provide an analytical and theoretical background for examining China’s FDI outflows. Then a review of China’s political and ideological debates over FDI policy development and multinational operations is presented to provide a historical and evolutionary policy and regulatory framework for examining the emergence and growth of China’s outward FDI. The paper then examines the characteristics, geographic distribution, and investment scale of Chinese FDI flows in Asia. Finally, the paper ends with an assessment of past and present outward FDI patterns, discussion of both “pushing” and “pulling” factors behind China’s outward FDI, and future prospects and policy implications. 
Theories on Outward FDI from Developing Countries
Research on developing countries’ outward FDI first emerged in the late 1970s in response to the rise of outward FDI from developing countries. Lecraw (1977) was arguably the first study intended to examine the characteristics of developing countries’ overseas firms. Lecraw surveyed over 20 firms from various Asian developing countries in Thailand and concluded that these firms tend to use labor-intensive technology and produce for both domestic and international markets. Taking advantage of Dunning’s (1977, 1983) three dimensional paradigm of ownership, location, and internalization (OLI) advantages, other studies focused primarily on explaining what advantage(s) drive developing countries’ multinational firms. Wells (1983) argued that multinational corporations from developing counties possess the same basic advantages as those from developed countries, but they are derived from different sources. For example, unlike the ownership advantage for FDI from developed countries which comes from sophisticated technology and management, the advantage for FDI from developing countries results from technology and management expertise which are suitable or adaptable to local conditions in other developing countries. Lall (1983) and Tolentino (1993) further added that such adapted advantages may help multinational firms from developing countries overcome various disadvantages in host countries and predicted that FDI from developing countries should choose countries with economic and cultural similarities and geographic proximity as destinations. Only after having gained international experience through overseas operations can firms invest on a relatively large scale in more developed and geographically distant countries (Dunning and Narula, 1996; Riemens, 1989). One of the strongest critiques of the mainstream OLI approach for explaining outward FDI from developing countries is that this approach is erected on the observations of American and British experiences and thus may fail to capture the unique characteristics of multinational firms from developing countries (Yeung, 1998).
In addition to the mainstream OLI framework, outward FDI from developing countries has also be examined regarding its relation to both economic development, and knowledge and innovation transfer or spillover. Dunning (1981, 1986) proposed the investment development path (IDP) theory and argued that a country’s outward and inward FDI position is related to its level of economic development. A country will initially experience increasing FDI inflows and then generate enlarged outward FDI as its economy grows and its income increases (Dunning and Narula, 1996). Partly in response to the critique of the conventional OLI framework and partly in response to the critical role of technological innovation, outward FDI from developing countries has been undertaken as an effective vehicle for developing countries to access localized innovative assets and capabilities (Cantwell, 1989; Dunning, 1998; Porter, 1990, 1998; Wesson, 1993). Such asset-seeking FDI tries to enhance its dynamic competitive advantage by strategically locating itself around geographically dispersed local innovation centers in order to augment the competitive advantage of its parent company or parent country. This asset-seeking and innovation-enhancing interest in the FDI phenomenon may help explain the sharply increased amount of FDI inflows into the United States and other developed countries from many developing countries (Wesson, 1993).
History and Development of China’s Outward FDI

The development of China’s outward FDI is primarily promoted by China’s changing ideological perception toward multinational corporations and policy environment for Chinese firms’ transnational operations. This part of the paper discusses the evolution of the ideological and policy conditions that led to the dramatic growth of China’s outward FDI. Such evolution can be divided into three stages based on changes in attitudes toward China’s multinational firms and outward FDI and, consequently, based on the growth in volume of China’s outward FDI. The first period, from 1978 to 1991, witnessed strong ideological opposition toward multinational firms, and heated debates on China’s overall development strategy and China’s overseas investment. The second period, from 1992 to 2000, saw increasingly muted political opposition to developing China’s transnational businesses and officially endorsed and encouraged overseas investment and operations. The last period, from 2001 onward evidences the establishment of a consistent and coherent “going abroad” strategy that actively promotes China’s outward FDI as an integral part of China’s economic development strategy and as a response to the growing competitive effects of globalization. 
Political Debates and the Emergence of China’s Outward FDI (1978-1991). Prior to 1978, China’s ideological opposition and political denunciation were emphatic primarily due to the fundamental viewpoint that multinational corporations were imperialist tools for economic exploitation and were an expression of neo-colonialism in the unjustifiable international economic order. Such ideological preconception was challenged by China’s widely and readily accessible documents and discussions on the benefits of multinational corporations on developing countries after it returned to the United Nations (UN) and particularly after the publication of the Chinese version of Wells’ (1983) Third World Multinationals: The Rise of Foreign Direct Investment from Developing Countries in 1986 (Zhang, 2003). Wells’ pioneering work along with other studies by international organizations, especially UN subsidiaries, such as the United Nations Centre on Transnational Corporations (UNCTC) and the United Nations Industrial Development Organizations (UNIDO), elaborated possible economic and political benefits of third world multinational firms to their home and/or host countries. Such discussions gradually eased the strong ideological antipathy toward multinational firms and created support for China’s own multinational corporations and outward FDI.  
The ideological prejudice and political bias against multinational corporations, however, lingered on in the late 1980s and together they resulted in an inconsistent and incoherent outward FDI policy in China. Despite gradual and increasing political consensus that held the position that multinationals are no longer tools of capitalist exploitation and can well serve the purpose of China’s development in a changing global economy, ideological skepticism continued and was often raised on the basis of classical socialist doctrines. Ongoing debates on the role of multinationals and on their compatibility with socialism at that time resulted in half-hearted, inconsistent, and incoherent policies that encouraged and at the same time bounded China’s outward FDI. 
China’s outward FDI encouragement policy can be traced to 1985 when China’s Ministry of Foreign Economic Relations and Trade (MOFERT) released its Provisions Governing Control and Approval Procedures for Opening Non-Trade Enterprises Overseas, the first central government document regulating China’s overseas operations and investments. This 1985 provision for the first time clearly stipulated that all economic entities, as opposed to only trading companies and a limited number of specially designated firms, could apply to invest and establish overseas ventures. In addition, this provision clearly specified requirements for the approval of China’s outward FDI and these specific requirements set the tone for the motivation of China’s outward FDI. These five requirements are:
· It helps import advanced technology and equipment that are difficult to import thorough other channels (technology acquiring FDI). 
· It helps provide a long-term reliable supply of raw materials needed for China’s domestic economic development (resource seeking FDI).

· It helps generate foreign currency income for China (foreign currency generating FDI). 
· It is conducive to exporting China’s machinery and materials and to the expansion of China’s engineering and labor service overseas (market expanding FDI).

· It helps serve Chinese domestic market and make foreign currency earnings (foreign currency making FDI). 
These requirements or rationales were explicitly aimed at four types of outward FDI and three of them, namely, technology-, resource-, and market-seeking FDI, are completely consistent with the major prevailing motivations of outward FDI from developing countries (UNCTAD, 2006; Wall, 1997; Wu and Chen, 2001; Wu and Sia, 2002).
  
China’s outward FDI’s positive and legitimate role was also strengthened by China’s coastal-oriented export-led development strategy. Based the results of debates on the adoption of import substitution or export promotion strategies, China adopted the latter and opened up 14 coastal cities in 1988 along with previous four special economic zones (SEZs) to participate in international competition. Internationalized operations (guojihua jingying) of Chinese firms therefore were necessary for taking advantage of international cooperation and international division of labor to promote economic growth in China’s coastal regions. As a result, international operations of Chinese large state-owned enterprises were for the first time incorporated into China’s economic reform agenda (Duan, 1995; Zhao and Li, 1991). However, in this period, only state-owned foreign trade corporations under MOFERT were authorized to invest overseas (Tseng, 1996; Cai, 1999) and their overseas investment activities were strongly linked with the government’s political considerations of enhancing China’s political and economic influence and expanding China’s international trade relationships (Wu and Chen, 2001).   

In sum, heated debates were prevalent in this period focusing on compatibility between China’s multinational firms and socialist doctrines and the congruence between Chinese firms’ international operations and the nation’s fundamental development strategy. Consensus arose as China returned to the UN and selected the export-led coastal development strategy – that is, China’s outward FDI and international operations complemented with China’s outward-looking economic reform and export promotion strategy. Such debates, however, did not elaborate what role China’s outward FDI should play in China’s economic reform.  
Political Acceptance and the Early Boom of China’s Outward FDI (1992-2000). Deng Xiaoping’s tour of the southern provinces and cities of China in 1992 ushered determined acceptance and encouragement of China’s outward FDI. The primary purpose of Deng’s trip was to reaffirm the centrality of the export-oriented and FDI-led coastal development strategy in China’s overall economic reform scheme. In September 1992, at the Fourteenth National Congress of the Chinese Communist Party, Secretary Jiang Zemin formally stated and asserted that “we should encourage enterprises to expand their investment abroad and their transnational operations.” (Beijing Review, 1992, p. 20) Since then, transnational operations of Chinese firms have been officially incorporated into China’s national development strategy and explicitly regarded as one of the thrusts in China’s economic integration into the global economy. In addition, China’s preparation for joining the World Trade Organization (WTO) further liberalized China’s trade, investment, and financial regimes and, to a great extent, accelerated the transnational operations of Chinese firms. National-level support for outward FDI was mirrored at the provincial and municipal levels, that is, the support and encouragement of the Ministry of Foreign Trade and Economic Cooperation (MOFTEC) was paralleled by the support given by the provincial and municipal Foreign Economic Relations and Trade Commissions.
This period saw a huge surge in local and provincial enterprises investing in overseas operations due to the relaxed requirements, particularly businesses in Hong Kong engaged in real estate and stock speculation. Among these overseas branches and businesses, corruption and nepotism were rampant and many of the businesses experienced heavy losses especially during the Asian financial crisis in 1997. Consequently, the Chinese government, specifically, MOFTEC, tightened approval requirements and procedures for outward FDI projects. This tightening to a great extent resulted in a sharp decline in China’s outward FDI in the late 1990s.  
Political Enthusiasm and Rapid Expansion of China’s Outward FDI (2001 onward). Despite the temporary adjustment and tightening of China’s outward FDI approval requirements, China’s entry into the WTO in 2001 ignited both Chinese government’s and its enterprises’ enthusiasm to invest abroad. In 2001, Premier Zhu Rongji announced the “going abroad” (zou chuqu) strategy in China’s the 10th five-year plan (2001-2005), which pledged to establish favorable policies and coordinated schedules for Chinese enterprises to invest beyond Chinese borders. The “going abroad” strategy was envisioned in the late 1990s, formally adopted in 2001, and has been an integral part of China’s overall strategy of economic development since then. This strategy is a deliberate one aimed at allowing and promoting capable Chinese enterprises to invest globally, be actively involved in international competition, and therefore enhance their international competitiveness. The Ministry of Commerce (MOFCOM) (the successor of the former MOFTEC) is responsible for the implementation and coordination of the strategy. As a focus of the strategy, FDI has been greatly encouraged by the gradual relaxation of foreign exchange control and quotas, increasing investment incentives, and strengthened overseas FDI facilitation and protection mechanisms resulting from China’s newly agreed bilateral, multilateral, and international investment and trade initiatives. The “going abroad” strategy was a necessary step to deepen China’s opening to the outside world and economic reform. From political prejudice toward China’s multinational firms in 1979, to political acceptance in 1992 and to political enthusiasm in 2001, China’s outward FDI has been fully embraced as an integral component of China’s economic reform and as a powerful response to the increasing international competition and global integration.   
Data Sources and Qualifications
China’s outward investment activities can be categorized as either trading or non-trading. Non-trading investment activities refer to manufacturing (including processing and assembling), resource development (such as mining and forestry), and contracting works such as turnkey engineering/construction. Trading investment activities are generally service-oriented activities (such as financial intermediation, distribution, transport, and communications) which support international trade (Wong and Chan, 2003). 
Typically, there are two types of data tracking of FDI. One is the financial data at the national level from a country’s balance of payments accounts, which records inward and outward FDI flows. The other is business operation data at the individual firm level from FDI affiliates’ and their parents’ activities, including their sales, production, employment, assets, and expenditures on R&D. Both data sources are available in China, but each has its own limitations. The “balance of payments” financial data are provided by China’s State Administration of Foreign Exchange (SAFE) (the successor of the former State Administration of Exchange Control) and are used by UNCTAD for statistical purposes. Though the SAFE data cover almost all the countries in the world and document China’s outward investment flows from the late 1970s, they do not disaggregate the national-level flow data based on different destination countries, i.e., this dataset does not show the country-level distribution of China’s outward FDI. On the other hand, firm’s overseas operation and investment data are collected and provided by MOFCOM, the government agency responsible for the approval and administration of outward FDI in China. MOFCOM recodes every approved overseas investment project, including its destination country, total amount, industrial sector, and etc (Wong and Chan, 2003). The MOFCOM data, however, only consists of approved overseas investment applications from enterprises which need and actually pursue such permission. Consequently, the MOFCOM data do not include overseas investment projects that do not require MOFCOM approval or unauthorized outflows. Such underestimation has been clearly shown by the significant and increasing discrepancy between the approved investment amount (MOFCOM source) and actual monetary outflows (SAFE source).
Since one of the purposes of this paper is to show the distribution of China’s outward FDI among Asian countries, the MOFCOM dataset is the only official and country specific source and thus is used heavily for this paper. However, there are five qualifications in using this dataset. First, outward FDI may not take place in the same year of its approval, if it takes place at all. Based on existing data sources, it is impossible to track individual approved outward FDI projects and clearly understand when FDI is executed or whether the full authorized investment amount is met. Second, the dataset does not include reinvested earnings from existing Chinese overseas affiliations since MOFCOM (and previously MOFTEC) is responsible only for initial screening and approval of outward FDI projects (Zhan, 1995). Third, this dataset includes only non-trade overseas investment activities. Fourth, the pattern of China’s outward FDI derived from this dataset, particularly the sectoral and country compositions, is heavily influenced by the state’s overall, yet varying, objectives because the state may impose its own preferences and priorities in its overseas FDI project approval processes. Fifth and finally, the MOFCOM data do not include either unauthorized overseas investment or illegal and often personally motivated capital flight (Gunter, 1996; Wong and Chan, 2003). The size of such excluded capital outflows is very significant as indicated by the “Errors and Omissions” items in China’s balance of payments statistics, for instance, the “Errors and Omissions” item was over $27 billion in 2004 alone which is over eight folds of the total recorded by MOFCOM that year. In sum, the MOFCOM data likely is a significant underestimate of the size of China’s outward FDI because it excludes reinvested earnings, trade-related FDI, unauthorized FDI, and illegal capital flight and may reflect the government’s instead of enterprises’ priorities and strategies through the stipulated outward FDI approval criteria and procedures. 
In addition to the above qualifications regarding the MOFCOM dataset, this data source also regards Hong Kong and Macau as “foreign” destinations, despite the fact that they are Chinese sovereign territories from 1997 and 1999 respectively. This is primarily because Hong Kong and Macau remain two independent economic entities under the “one country two systems” framework and are treated as two separate economies by international organizations. Explicitly stipulated in the “Basic Laws” of the Hong Kong and Macau Special Administrative Regions, both Hong Kong and Macau operate separate territory customs. Both capital and goods movements between Mainland China and Hong Kong and Macau therefore continue to be treated as foreign in the post-sovereignty period and recorded and compiled into official statistics (Cai, 1999). This approach is still accepted by major international organizations, such as the International Monetary Fund, United Nations, and World Trade Organization. Technically treating Hong Kong and Macau as foreign destinations in the MOFCOM data may distort the magnitude, distribution, and composition of China’s outward FDI in Asia and in the world, since Hong Kong and/or Macau may not be the ultimate destinations of China’s FDI outflows, for example, the phenomenon of “round-tripping” FDI, which takes place when mainland China’s capital lands in Hong Kong and then returns to the mainland to take advantage of the favorable FDI policies. This is particularly true in light of Hong Kong’s traditional role as a springboard for Mainland China’s inbound and outbound FDI flows (Cai, 1999, Chan, 1995; UNCTAD, 2006) and in light of the ease of transferring capital, both legally and illegally, to Hong Kong from the rest of China (Wall, 1997).  
Characteristics and Geographic Distribution of China’s Outward FDI in Asia
China has become one of the largest FDI exporting countries in the world. China’s outward FDI has grown tremendously from merely $0.53 million in 1979 to over $3.7 billion in 2004 based on MOFCOM statistics and from $0.5 million in 1979 to over $6.8 billion in 2001 and $1.8 billion in 2004 based on “balance of payments” statistics. Particularly since 2001, China’s FDI outflows have accelerated, for example, from 2003 to 2004 alone, China almost doubled its outward FDI amount. This outward FDI acceleration, however, may not result from China’s rapid GDP growth starting from the late 1980s, as in the entire 1990s the total amounts of China’s outward FDI were quite steady despite some small fluctuations (see Figure 1). The recent increase of China’s FDI outflows may not result from China’s considerable success in attracting FDI inflows over the past two decades either. As shown in Figure 2, over the entire 1990s when FDI inflows increased significantly, China’s FDI outflow amounts remained stable. The lack of correlation between China’s FDI outflows with GDP and FDI inflows respectively may imply that adequate capital (or foreign exchange) reserve is not a sufficient but only a necessary condition of China’s recent rapid growth in FDI outflows, i.e., the outflows are not causally related to the inflows or GDP. A partial answer for such growth may be rooted in FDI home countries’ policy regime changes (UNCTAD, 2006), specifically, greater flexibility and encouragement resulting from China’s recently adopted “going abroad” strategy in 2001, which explicitly furthers China’s outward FDI as a response to increasing global integration and international competition.    
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[image: image2.emf]Figure 2: Relation between China's FDI Outflows and Inflows, 
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Geographically, China’s outward FDI spreads over 150 countries, but the majority of such FDI outflows are concentrated in its neighboring economies. In the period of 1979-2004, about 70 percent of cumulative China’s outward FDI was clustered in 11 economies including Hong Kong, Korea, ASEAN-5 (Indonesia, Malaysia, Philippines, Singapore, and Thailand), Russia, United States, Canada, and Australia (see Table 1). Also from 1979 to 2004, over half of China’s outward FDI, both in terms of total number of projects and accumulated investment amounts, was destined to Asia, as indicated in Table 1. Europe (12%) was the second most popular destination, followed by North America (10%), Africa (9%), Latin America (9%), and Oceania (5%). The orientation of China’s outward FDI towards neighboring and developing Asian economies to a great extent results from the economic, business, and cultural similarity shared between China and the Asian economies (UNCTAD, 2003; Wall, 1997; Wu and Chen, 2001). The lion's share, over a quarter, of Chinese FDI outflows went to Hong Kong, the top destination of China’s outward FDI in the world. The United States (7%) was the second most popular host country for China’s outward FDI, followed by Australia (5%) and Russia (4%). These four economies accounted for more than half of the cumulative approved FDI outflows during 1979-2004. Despite this concentration, China’s outward FDI flows reach a growing number of countries and regions. 
	Table 1: China’s Cumulative Approved Outward FDI
(by Continent, 1979-2004)

	Region
	Cumulative from 1979 to 2004

	
	No. of 
Projects
	Share


	Investment Amount 
($ million)
	Share



	Asia
	4,237
	51%
	8,224.7
	54%

	    Hong Kong 
	2,258
	27%
	5,298.0
	35%

	    Macau
	248
	3%
	217.6
	1%

	    Japan
	276
	3%
	117.4
	1%

	    Korea
	91
	1%
	1,408.5
	9%

	    India
	17
	0.2%
	22.8
	0.1%

	    Middle East
	169
	2%
	194.2
	1%

	    ASEAN-5*
	599
	7%
	900.3
	6%

	Europe
	
1,473
	18%
	1,765.1
	12%

	    Germany
	186
	2%
	110.7
	1%

	    Russia
	
575
	7%
	657.0
	4%

	North America
	1,077
	13%
	1,556.5
	10%

	    United States
	883
	11%
	1,089.3
	7%

	    Canada
	173
	2%
	467.3
	3%

	Africa
	717
	9%
	1,357.5
	9%

	    Zambia
	21
	0.3%
	149.7
	1%

	Latin America
	465
	6%
	1,422.3
	9%

	    Peru
	23
	0.3%
	202.1
	1%

	Oceania
	353
	4%
	819.7
	5%

	    Australia
	256
	3%
	695.4
	5%

	Total
	8,322
	100%
	15,145.8
	100%

	*ASEAN-5 countries include Indonesia, Malaysia, Philippines, Singapore, and Thailand.

	Source: China Commerce Yearbook, China’s Ministry of Commerce, 2004, 2005.


Most recently, from 1999 to 2004, the geographic concentration of China’s outward FDI in Asia has become deeper. As shown in Figure 3, all major continents have experienced growing Chinese FDI inflows since 2001, but the majority has gone to Asia, thus strengthening Asia’s position as the primary location for China’s outward FDI in the world. In addition, Europe witnessed significant growth in hosting China’s FDI in 2002-2003, but lost most of its share to Asia the following year and became the fourth largest destination continent for China’s outward FDI in 2004, following Asia, Latin America, and Africa.
[image: image3.emf]Figure 3: Geographic Distribution of China's Outward FDI, 
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As the global distribution of China’s outward FDI is highly skewed toward Asia, its geographic distribution in Asia is highly skewed toward Hong Kong. As shown in Figure 4, Hong Kong is the single economy hosting the largest amount of China’s outward FDI in Asia, followed by Korea and the ASEAN-5 countries. Hong Kong is also the single economy that attracts the largest number of China’s outward FDI projects in Asia, followed by the ASEAN-5 countries, Japan, and Korea. In addition to Hong Kong, Korea has experienced rapidly growing Chinese FDI inflows since 2001 and has outperformed other Asian countries becoming the second most favorable destination for China’s outward FDI. On the contrary, limited amounts of China’s outward FDI goes to the Middle East, India, and Japan.   
[image: image4.emf]Figure 4: Geographic Distribution of China's Outward FDI in Asia, 
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In addition to the continued rise of China’s outward FDI, both in terms of its total volume and number of FDI projects, the average investment scale of China’s overseas FDI projects has also increased. As shown in Figure 5, the average FDI project scales in the first two aforementioned three Chinese outward FDI policy development stages are almost the same with a slight decrease occurring in the second stage. The average scale in the third stage, however, increases considerably from less than $1.5 million per project in 79-91 and 92-00 to over $4 million per project in 01-04. This may imply that through learning and trial experiences over two decades, China’s enterprises have gained adequate management skills to operate multinational firms and therefore are now willing to invest in more capital-intensive projects than earlier (Wu and Chen, 2001). This may also imply that China’s more aggressive and more capital-intensive overseas FDI projects are more likely to be approved than they were as a result of the recently adopted “going abroad” development strategy in China. This may additionally imply that China’s overseas enterprises are more involved in securing natural resources which are projects that often require heavy capital inputs.  
[image: image5.emf]Figure 5: Average Project Scale of China's Outward FDI
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Similar to the rise of average FDI project scale in the world, the average project scale in Asian economies also increased. Due to the fact that the annual FDI project scale in each host economy is significantly influenced by the specific projects taking place in a given year, the long-term trend of each country’s FDI project scale has experienced considerable fluctuation. As shown in Figure 6, the average investment scale of China’s outward FDI in all Asian economies has increased slightly from 1999-2004 except for a slight dip in 2003. Hong Kong is the only economy whose average Chinese outward FDI project scale is larger than that of all Asian countries since 2000. The average scale in Korea has soared since 2001, from less than $1 million per project in 2001 to $12 million in 2002, $19 million in 2003, and $32 million in 2004. The average Chinese FDI project scale in India, on the contrary, is much less than that of all Asian countries except for a temporary increase in 2003. The average project scale in the ASEAN-5 countries remains quite stable despite a brief rise in 2003 contradicting previous observations and arguments that China’s outward FDI was primarily resource-seeking in the ASEAN countries (Frost, 2004; Zhang, and Hock, 1996). The average project scale in the Middle East decreases from 2002 onward in contrast to a steady increase from 1999 to 2002.
[image: image6.emf]Figure 6: Average Project Scale of China's Outward FDI in Asia, 
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In sum, China’s outward FDI has grown rapidly particularly since 2001 when China’s “going abroad” strategy was adopted. China’s FDI flows are highly concentrated in a handful of national economies, though they reach almost every country in the world. Among various continents, Asia is the top destination for China’s outward FDI with Hong Kong alone accounting for 35 percent of the entire accumulative Chinese outward FDI from 1979 to 2004. Parallel to the significant rise of China’s FDI outflows, the average FDI project scale has increased over time but continues to be variable across Asian countries. 
Pulling and Pushing Factors for China’s Outward FDI  
The literature on FDI has identified four types of outward FDI: 1) resource-acquiring FDI that aims at acquiring and securing resources, mainly natural resources, in FDI host countries; 2) market-expanding FDI that expands domestic production and sales in host and other overseas markets; 3) efficiency-improving FDI that improves productivity by avoiding trading barriers and taking advantage of inexpensive production inputs abroad; and 4) asset-seeking FDI that accesses localized knowledge and technology base (Dunning, 1998; UNCTAD, 2006). Despite Wang’s (2002) emphasis on political motivations behind China’s outward FDI practices, two recent surveys
 of leading Chinese corporations on their outward FDI motivations and factors clearly indicate that China’s outward FDI is not oriented by political or governmental agendas, at least to a much less degree, but by a combination of resource-, market-, efficiency-, and knowledge-seeking objectives, in consistent with prevailing theories (Hong and Sun, 2004; Wu, 2005; Wu and Chen, 2001). 
Resource-acquiring has been one of the key strategic considerations for China’s outward FDI. This consideration has been highlighted by a number of “blockbuster” acquisitions in the world. For example, Capital Iron and Steel’s acquisition of Hierro Peru Mining Ltd. in 1992 helped Peru become the largest Chinese FDI host country in the period of 1992-1996 (Wu and Chen, 2001). Similar acquisitions also include China Metallurgical Industrial Corporation’s (CMIC) investment ($180 million) in Channar Mine in Australia, China International Trust and Investment Corporation (CITIC) and China National Non-ferrous Metal Industrial Corporation’s investment ($120 million) in the Portland Aluminum Smelter in Australia, and China National

Chemical Import and Export Corporation’s investment ($105 million) in Atlantis subsidiary in Norway. Due to increasing domestic and international demand on energy and natural resources, it is foreseeable that China’s resource-securing FDI will not end with China national Offshore Oil Corporation’s (CNOOC) unsuccessful bid for Unocal in 2005, which ignited a prolonged congressional debate on the specter of the “China threat” and national/economic security in the United States. Resource-acquiring is also a leading motivation for China’s outward FDI in Asia, particularly in Southern Asia, and Asia may play a significant role in China’s efforts in accessing and securing foreign resources. In 2002 alone, major resource-driven acquisitions in ASEAN countries included CNOOC’s $585 million purchase of nine oil and gas subsidiaries of Repsol-YPF SA in Indonesia, CNOOC’s $275 million equity of the Tangguh Gas Fields in Indonesia, and Petro China Co. Ltd.’s 100 percent stake ($262 million) of Devon Energy-Indonesian Oil in Indonesia. 
Efficiency-improving and market-expanding outward FDI are often intertwined and complemented with each other. Efficiency-improving FDI is characterized by intents to avoid trade barriers and quotas in FDI host countries and third-country markets. Avoiding trade quotas for exports to developed countries has prompted some Chinese firms to invest in Southeast Asian countries (UNCTAD, 2003). For instance, some Chinese textile companies invested in Cambodia and Thailand to take advantage of quota-free access for exporting to the United States and the European Union. By investing in ASEAN countries, Chinese enterprises can transfer their mature low-tech and labor-intensive production manner into these countries and take advantage of these countries’ abundant labor in response to escalating wages at home (Wu and Sia, 2002). As a result, Chinese firms can lower their production costs, achieve economic efficiency, circumvent trade barriers, and expand international markets at the same time. Such efficiency-enhancing and market-expanding outward FDI could grow significantly in ASEAN countries.    
Asset-seeking FDI is driven by desire to access technology and other strategic assets such as brand names and distribution networks in foreign countries and is typically seen in developed countries. Such motivation has been well demonstrated by recent widely publicized Chinese acquisitions and bids for recognizable corporations in the United States and European countries, such as Lenovo's takeover of IBM, China Electronic Corporation’s acquisition of Netherlands-based Philips Electronics’ mobile handset division, Huali Group’s acquisition of US-based

Philips’ CDMA R&D department, and TCL's merger with French-based Thomson. In addition to the United States and Europe Union, Korea is a leading destination country in Asia for asset-seeking outward FDI. Major acquisitions include Shanghai Automotive Industry Corporation’s purchase of 51% stake of Korea's Ssangyong Motor for $419 million and BOE Technology’s acquisition of Hynix Semiconductor's flat panel display unit (Republic of Korea) for $380 million. These massive buyouts may explain why Korea’s rapidly growing share of China’s outward FDI and its soaring average FDI project scale, as shown in Figure 4 and Figure 6. 

All of these motivations discussed above can be summarized as “pulling” factors for China’s rapidly growing outward FDI, that is, favorable natural and economic endowments abroad lure Chinese corporations invest and expand their businesses overseas. Complementary with the pulling factors, there are also “pushing” factors inside China that facilitate, if not force, Chinese firms to actively participate in international and global investment and production. These pushing factors mainly come from increasing domestic competition, excess production capacity and sliding profit margins, from abundant foreign exchange reserves, from huge and still rising demands for natural resources, and from Chinese governments’ determination and associated policy and financial support to help Chinese firms go abroad. 
Increasingly severe competition and overcapacity are one of the most important pushing factors, particularly in China’s home appliance sector. Woetzel (2003) estimated that there was 30% excess production capacity in washing machines, 40% in refrigerators, 45% in microwave ovens, and 87% in televisions. Such production surplus in turn sends prices falling and encourages Chinese firms to seek sales abroad in response to diminishing profits at home. It is natural for Chinese manufactures to tap into existing overseas distribution networks and seek out new international markets through cross-border mergers and acquisitions, such as TCL’s merger with Thomson (France), TCL’s acquisition of Schneider (Germany), and Haier’s bid for Maytag (United States). Such mergers and acquisitions can provide Chinese manufacturers, almost instantly, brand name reorganization and existing distribution channels in North American and European markets. 
China’s foreign exchange reserves have ballooned from foreign trade surplus and inward investment and exceeded a record $1 trillion in November 2006, accounting for more than one-tenth of global reserves (The Economist, 2006). On one hand, such massive reserves can financially back up China’s increasing foreign acquisitions. On the other hand, China's burgeoning foreign exchange reserves will intensify demands and pressures, both economically and politically, that China reevaluates and significantly increases the value of its currency, which to many are purposely undervalued. Though China is loath to appreciate renminbi yuan enough to hinder exports and dampen growth, the renminbi yuan has appreciated modestly against the U.S. dollar. A stronger currency will greatly enhance Chinese firms’ purchasing strengths in international mergers and acquisitions and therefore lead to rising Chinese FDI outflows. If the Chinese currency appreciates against other major currencies, more Chinese corporations will be potentially pushed to invest abroad because of relatively lower investment cost and less competitive export prices at home.

With China’s economy growing at more than 10 percent for over a decade and China’s recent efforts to develop its vast western region, China has develop a huge demand for natural resources and energy. China, the world's sixth largest economy, accounted for between a fifth and a third of the world's consumption of alumina, iron ore, zinc, copper and stainless steel (Financial Times, November 15, 2003). China was also the second largest oil importer in the world in 2005 (BBC News, February 16, 2006). In light of China’s diminishing domestic reserve and surging global needs for natural resources, securing overseas resource reserves to fuel China’s economic growth is essential, despite China’s strong interests and financial commitments in finding alternative and renewable energy. Consequently, at least in the near future, Chinese firms will continue to pour money into expanding production and capacity in resource-rich countries.     
Finally, China government is determined to stand behind its recently adopted “going abroad” strategy with newly enacted policies that can further enable Chinese corporations to act on outward FDI opportunities. For example, Chinese Premier Wen Jiabao declared that “The Chinese Government will encourage more of its companies to make investment and establish their businesses in Asian countries,”
 in his speech at the ASEAN Business and Investment Summit on 7 October 2003 in Bali, Indonesia. This stance has been articulated by Chinese Vice-Premier Wu Yi in her speech that “We will actively foster our own multinational companies…We will create all kinds of [favorable] conditions to help our multinational companies further explore overseas markets and engage more strongly in global economic competition and cooperation”(China Daily, November 7, 2003). Guided by such determination, MOFCOM has relaxed its outward FDI approval system, the Export-Import Bank of China has provided easier access to loans and foreign exchanges, and China has signed bilateral investment treaties with 103 countries and double taxation treaties with 68 countries to support Chinese enterprises’ transnational expansion and operations. All of these favorable policy measures will greatly facilitate Chinese firms to internationalize their operations. 
Conclusions 

China’s outward FDI has grown tremendously, from initial political opposition, to selective approval, and to enthusiastic encouragement. Although China’s outward FDI reaches almost every country in the world, its majority concentrated in Asia. China’s outward FDI is driven by China’s increasing needs to secure overseas energy and raw material resources, intensified domestic competition and overcapacity in a number of key sectors, continuingly rising foreign exchange reserves and associated currency appreciation, and increasing government support arising around the “going abroad” strategy. Despite Hong Kong’s role of being China’s primary outward FDI destination, Southeast Asia and Koran have gain their shares significantly, serving as, respectively, China’s overseas production base and important technology and know-how provider. Given the China’s rapid economic development, surging foreign exchange reserves, and strong interest in encouraging outward FDI, Chinese corporations will continue to invest abroad and China will emerge as a large source of FDI in the near future. 
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� Another motivation of developing countries’ FDI that is often citied in both theoretical and empirical studies is efficiency-seeking FDI (UNCTAD, 2006). 


� The first survey is titled: “Chinese Enterprises' Expansion into European and North American Market” and was conducted by Chinese Academy of International Trade and Economic Cooperation and Welsh Development Agency in 2005. The other one is titled: “From Middle Kingdom to Global Market: Expansion strategies and success


Factors for China’s Emerging Multinationals” and was carried out by the Shanghai office of Germany-based Roland Berger strategy Consultants. 


� Speech of Mr. Wen Jiabao, Premier of the State Council of the People's Republic of China, titled


"China's Development and Asia's Rejuvenation," presented at the ASEAN Business and Investment Summit on 7


October 2003, Bali, Indonesia.
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