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1. Foreign Direct Investment (FDI)

Physical or real investment o WANEIFERS 2\ LUE
IQZ%E’JﬁTFﬁﬁ/ﬂZE’JlﬁTIEﬂ
In 2012 China’s outbound FDI BAREERZ,

increased 17.6%, reaching $87.8 bill,
the rest world declined by 17%

behind of US, Japan, becoming #3 FDI
investor in 2012
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1. Foreign Direct Investment (FDI)

Accumulated outbound FDI $532 billion, listed
as #13 in the world

about 10% of US, 29% of UK, 34 of Germany,
36% of France, and 50% of Japan.

Over 16,000 domestic companies set up 22,000

firms or subsidiaries in 179 countries and
regions, 77% of the rest world

Cover most manufacturing, resources and
agriculture sectors

M&As were 457 in 2012 with $43.4billion

High potential in future, will be in trillion S club,
and may overtake Japan, France, Germany and
UK in a short period
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2. Foreign financial investment (FFlI)

* Investment in Equity, median-long
term bonds, MM instruments, and
derivatives (excluding Official Foreign

Reserves)

» Majority by central government
companies (CIC, SAFE Inv. Co. Ltd.,
PRC Inv. Co., etc.),

» Minority by QDIl organized by Fls:
banks, insurers, national Social

Security Fund
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3. Foreign Alternative Investment (FAI)

YV V Y V

Many types:

Gold: China Gold Inc. monopolizing

Real estate: no idea how big the size???
VCs, PEs, and Other investment vehicles ???
Arts ?7?7?

How big “Black Hole”??? very unclear, many ways of

circumventing capital controls

narrowly-defined: CASS estimated $130bil (800 bil
yuan) illegal outflows by corrupted officials and SOE
executives from mid-1990 to 2010

broadly-defined: Global Financial Integrity estimated
cumulative illicit financial outflows in 2000-2009 : China:
$2.74 trillion, Mexico: $504 billion, Russia: $501 billon,
Saudi Arabia: $380 billion, Malaysia: $350 billion, United
Arab Emirates: $296 billion, Kuwait: $271 billion, Nigeria:
$182 billion, Venezuela: $179 billion, Qatar: $130 billion.)
http://iffdec2011.gfintegrity.org/.
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1. Foreign Direct Investment (FDI)

» Loosen controls and simplify approval procedure:

Under the environment of “going out”, the
government encourages outbound investment, the
relevant authorities have changed the approval
procedure of outbound FDI from “Examine &

Approve” to “Ratify & Authorize”.

Multiple authorities in charge: include State
Development & Reforms Commission, Department
of Commerce, Department of Finance, People’s Bank
of China, SAFE, Security Regulatory Committee,
Banking Regulatory Committee, and other quasi-

agencies

hierarchical and discretionary process: firms deliver
application of FDI project to relevant agencies in
their district/county level, localities report to city/
province /central level for ratify, finally Department

of Commerce and SAFE wrap up the case

KENNEFERZBREH T NEXRE
HIEI ARSI D K B ER, BRI
BE'EEEFNEBERT, BERZD
2BV 2 A& T X BERF@EA
RENEZEKRE, HEBERKERFAR

REE AENEERENFEZ LN
T BERES], MEBUFH BN ERE
LAY (Examine & Approve)#E J B ERN
(Ratify & Authorize), BUH/RKZE E /=
BiERF, W T EHAER,



1. Foreign Direct Investment (FDI)

SAFE

China IM & EX Bank

SAFE & CSEC

¢ Responsible for control of foreign debts issued by FI’s and
companies,

¢ Set relating procedures and policies

¢ Arrange funds for certain foreign resources exploration and big
projects

E%E%ﬂ&%

e Authorized by the State Council as overall management agency for
FDI.

e Issue rules, regulations and policies for outbound FDI
e set approval procedures and ratify/authorize FDI investment

* Oversee home firms’ foreign subsidiaries via commerce division at
embassies

¢ Foreign reserve management

¢ Control, approve and check foreign currencies used for FDI

¢ Oversea state assets management in foreign soils,

e Check foreign currencies for investment Project on behalf of SAFE

[E K AN R [H
rp 3 Y AR AT
[ B 2ot Ah B %
BRI AR

e Approve QDI investment quota, assess, check and supervise QDlls,




2. Foreign financial investment (FFlI)

Households :

SAFE has gradually lifted tight controls on

household transactions.

raised quota for individual purchase/wire

out foreign currencies up to $50 K annually

simplify foreign exchange transaction

approval for individuals

broaden transactions of household foreign

exchanges involved , eps. Investment

formulate procedure of foreign currency

deposits, withdrawals, wire and carryon.
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2. Foreign financial investment (FFlI)

Institutions:

restrict FIs’ financial investment by institution,
including intl lending, FFl, issuance of debts
denominated by foreign monies. But gradually

loosen certain controls

permit institutions apply for FFI at local SAFE
offices, such as opening account in foreign land,

purchasing FX for investment, etc.

Only permit to invest on fixed-income
securities, as US T-bonds, Agency bonds,

European sovereign debts

Set up QDII (Qualified Domestic Institutional
Investors) to invest listed equities, bonds, trust
certificates, mutual funds, structural investment

vehicles,
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List of rules, regulations and policies on FDI &FFI
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List of rules, regulations and policies
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List of rules, regulations and policies
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List of rules, regulations and policies
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1. Policy Dilemmas

Conflict Objectives: domestic macroeconomic
stability vs. financial liberalization to lift capital

controls for “going out”

Approaches with Chinese Characteristics: State
capitalism vs. global prevailing private property
rights, esp. in matured markets, worry about

“nationalizing campaign from China”

Administrative Means: discretionary regulatory

practices vs. ruled-based regulations/policies

Main players: decentralized biz decisions by
market agents vs. centralized decisions by

bureaucrats or quasi-bureaucrats

Black Hole: “legal” capital out vs. “illicit” capital
flows (15%> and up to 3 times)
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2. Defects

Complicated approval procedure : time-consuming and
high transaction costs for firms

Differential treatment for agencies :

SOEs VS NOEs, central SOEs VS local SOEs; central
SOEs mainly through SDRC, while more hurdles for local
SOEs and NOEs.

opaque, unfriendly and discretionary settings

fragmented, inconsistent and contradict regulations with

many loopholes

multiple policies makers and regulators, semi-
regulators to govern outbound investment, each designs
rules and policies from its status

alternative investment especially real estate are

retoured through legal ways of trade accounts and FDls.

Agency problems: more outbound investment, heavier
money-loss with SOES due to info-asymmetry and

subsequent agency problems
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3. Reforming directions

Improve public governance

» Transparency of regulations and rules

» Change examination & approval practice to registration system, free firms from

vV V VY V

administrative controls, and let them to make biz decisions

Biz-friendly and equal treatment on all investors

Trans-departmental committee to consolidate relevant policies

Progressively lift capital controls and set up firewalls to ward off speculations

Improvement of external audit and internal governance on SOEs



Thanks



