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Non-Chinese Investments in China
by
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Doctor of Philosophy in Geography
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Professor C. Cindy Fan, Co-Chair
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China has been the biggest recipient of foreign direct investment (FDI) among
all the developing countries since the 1990s. FDI in China comes from two main
sources due to its special geopolitics in East Asia. The first is from overseas Chinese
investors in Hong Kong, Macao, and Taiwan. The second is from overseas non-
Chinese investors (non-Hong Kong-Macao-Taiwan investors). This dissertation
focuses on an ethnic and cultural dimension of Chinese FDI and non-Chinese FDI.
Non-Chinese FDI is a global phenomenon, while Chinese FDI is merely a regional
phenomenon. Overseas Chinese investment and overseas non-Chinese investment
exhibit different sectoral and spatial patterns, and have different spatial outcomes and
impacts on China's development.

This research argues two different development patterns. One special
development pattern, regional integration, is driven by overseas Chinese investors.
The other, globalization, is driven by non-Chinese investors. Under CEPA (closer
economic partnership arrangement), a new regionalism between China and Hong

Kong and Macao has formally come into being. More interestingly, overseas Chinese
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investment in China is different from the simple cross-border investment (e.g. the U.S.
and Canada, the U. S. and Mexico, Germany and France, Belgium and France)
because the overseas Chinese have social network advantage (mainly in the form of
guanxi networks) in mainland China. Questionnaire surveys conducted in southern
China are used to verify the expected significance of guanxi networks for overseas
Chinese investors from Hong Kong, Macao, and Taiwan. Guanxi or social networks
are a key to understanding Chinese transnationalism, new regionalism, and Chinese
capitalism. In addition, based on detailed micro-level firm data (industrial census
data), I construct sectoral and spatial models on overseas Chinese and non-Chinese
investments in order to figure out what factors have influenced the distribution of the
two types of investors. The statistical analysis results support the central argument,
that is, overseas Chinese investment is spatially as well as sectorally uneven from
non-Chinese investment. Sectorally, it finds that Chinese FDI focuses more on labor-
intensive, low-cost, low-skill manufacturing activities, and non-Chinese FDI focuses
more on capital-, knowledge-, and skill-intensive industries. Spatially, it points out
that a majority of overseas Chinese enterprises are more dispersed to medium- and
small-sized cities, whereas a majority of non-Chinese enterprises are more
concentrated in super-large and mega-cities. Furthermore, I challenge the eclectic
paradigm as it applies to China by pointing out a significant blind spot of it —the
neglect of the social network factor. This research is also one of the important FDI
studies from a social-network approach.

The analysis results from quantitative approach (statistics and modeling,
spatial analysis techniques) and qualitative approach challenge the conventional FDI

theories and fill a significant gap in the theoretical realm of FDI studies.

XV
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Chapter 1 Introduction
This chapter first discusses the importance of foreign direct investment in
transitional China. After briefly introducing China’s economic transition and its
open-door policy, I define overseas Chinese investment and overseas non-Chinese
investment, which are the focus of this research. Then the basic research goals and
research questions are outlined in this chapter. Data sources and methodology are
also discussed and included. Finally, I conclude this chapter by providing the overall

framework of this dissertation.

1.1 Foreign Direct Investment in Transitional China

China has been the biggest recipient of foreign direct investment among all the
developing countries since the 1990s. FDI has played a critical role in China’s
internationalization and China’s astonishing growth rate since 1979. FDI has also
been helpful in improving Chinese management, productivity, and competitiveness,
and has supplied China with foreign technology and institutions. In sum, FDI is one
of the most important factors affecting China’s transition. It is the key to
understanding China’s reforms and its reintegration into the world economy.

Initially, foreign capital in China took the forms of foreign loans, foreign
direct investment, and other forms of investment. In the 1980s, foreign loans were the
main form of utilizing foreign capital. Only since 1993, has FDI surpassed foreign
loans and become the main sources of foreign capital (State Statistical Bureau, 2003).
FDI in China is mainly in the form of green-field investment, namely the foundation
of new enterprises, which '}nclude the basic entry modes of FDI, such as equity joint

ventures (EJVs), cooperative joint ventures (CJVs), and wholly foreign-owned
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enterprises (WFOE). Unlike green-field investment, other forms of FDI such as
cross-border merger and acquisition are still restricted by the Chinese government. In
addition, the industry structure of FDI is uneven in China because of government
restrictions. Due to limited sectoral openness, FDI is mainly concentrated in some
manufacturing industries. The FDI entry in service industry is still restricted by the
government (SSB 2003).

FDI has played an important part in China’s national economy. Figure 1.1
shows the share of exports and imports of foreign invested enterprises to the national
foreign trade from 1986 to 2004. By 2002, total exports and imports of foreign
invested enterprises accounted for more than 50% of the total foreign trade flows in
the national economy.

Figure 1.1 The Export & Import Share of Foreign Invested Enterprises to
National Foreign Trade in China 1986-2004

70
60
50 .

40

Share (%)

30 b
20 b

10

0

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Year

Source: Yearbook of China Foreign Economy and Trade, 2003; data of 2003-2004 is from the
Commerce Department of China 2005.
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Figure 1.2 shows the FDI trend in China over the past two decades (1979-
2004). Due to the impact of China’s open-door policy and economic transition, FDI
has experienced several stages in China from 1979 to the new century. Stage-1
(1979-1983): initial stage of the reform and open period. Stage-2 (1984-1988):
development stage. Stage-3 (1989-1991): stagnation stage. Stage-4 (1992-1995):
high speed development. Stage-5 (1996-2001): stable stage and the Asian financial
crisis stage. Stage-6 (2002-present): post-WTO (World Trade Organization) stage
(see figure 1.2). The late effect of the East Asian financial crisis in 1997 caused the
decline of FDI around 1999-2000. From 1979 to 2004, accumulated FDI stock in
China was U.S.$ 562.101 billion, accumulated contract FDI was US$1096.608 billion.
And by the end of 2004, there was a total of 508,941 overseas Chinese and overseas
non-Chinese enterprises approved in China (SSB 2005). Most of these foreign
enterprises were manufacturing enterprises.

Figure 1.2 FDI in China 1979-2004

US$ (100 million)

70-82 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004

Year

Source: Abstract of China Statistical Yearbook 2003, 2004. Data of 2004 is from the
Commerce Department of China 2005.
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In addition to promoting China’s foreign trade as described in figure 1.1, FDI
has also contributed to China’s total tax revenue, national industrial output, total fixed
asset investment, GDP, and employment. Figure 1.3 shows the share of foreign
invested enterprises’ tax revenue and industrial output to the national economy, and
the ratios of FDI to total fixed asset investment and GDP from 1992 to 2002. In 2002,
the proportion of industrial output of foreign enterprises to national industrial output
was 33.37%, the share of tax revenue from foreign enterprises (excluding customs
duty, tariff, and land fees) to national tax revenue from industry and commerce was
20.52%, the proportion of actual FDI to total fixed asset investment was 10.10%, and
the share of FDI to GDP was 4.3% (SSB 2003; see figure 1.3). By the end of 2003,
total employees in foreign invested enterprises were about 23,500,000 (SSB 2004).

Figure 1.3 The Contribution of FDI to Tax Revenue, Industry Output, Total
Fixed Asset Investment, and GDP (%)

40

35 —o&—tax revenue

30
= -—#— industrial output
25
§ 20 ratio of FDI to total
4 fixed asset
K 15 !

investment

=i ratio of FDI to GDP

e
o U O

1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002

Year

Source: Yearbook of China Foreign Economy and Trade, 2003; Abstract of China Statistical
Yearbook 2003.

As the largest developing economy in the world, China has been undergoing a
unique economic transition from a centrally planned economy to a market economy.
Economic transition is evident in two aspects. On one hand, the open-door policy was

initially started in south China and gradually expanded to coastal region, and diffused
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to the whole nation. On the other hand, market forces have been gradually introduced
in every field and market system has penetrated into the national economy. The
dynamic economic and social space dominated by two forces (institutional factors and
market factors) has been an important feature of China’s transition over the past two
decades. During the period of economic and social transition, however, there is
inevitably some weakness in China’s legal system, institutional factors, and even
market system. Therefore, some traditional customs aﬁd rules that include the guanxi
(personal relationship) networks, kinship networks, and other forms of social
networks, other cultural norms, have become a third potential force dominating
China’s economic and social space. Social networks include guanxi networks and
kinship networks, etc. As an invisible hand and the main form of social networké.,
guanxi is a type of hidden and important custom in China’s economic, social, and
political systems. Guanxi particularism can be simply defined as reciprocal
relationships in the Chinese culture. This means that foreign direct investment in
China needs to deal with three forces, institutional forces (the state, its institutions and
legal system), market forces, and the latent traditional customs or rules (including
guanxi forces, kinship ties, and other forms of social networks, civil society, etc.). It
is under this framework that FDI has gradually embedded into China’s economy.

The development of FDI in China is one of the most interesting components of
its economic transition process. The evolution of the open-door policy has
corresponding effects on the spatial and industrial patterns of FDI in China. Since the
establishment of the first special economic zone in Shenzhen in 1980, China has

gradually relaxed the locational and industrial restrictions on FDI. By mid-1990s,
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foreign firms were able to invest in most parts of China; they were no longer subject
to very stringent foreign exchange and tariff controls.

On April 21, 1980, Beijing Aviation Food Corporation, the first equity joint
venture with a Hong Kong investor, was approved by China’s central government and
obtained the first FDI operating license in China (SSB 2004). This had raised the
curtain on China’s utilization of FDI. The Chinese government has successfully
guided FDI patterns during the transitional period from a socialist economy to an
open market economy. During the transitional period, FDI has greatly depended on
China’s state policies. The state has played a significant role in directing market
forces towards national economic development. The state control includes governing
the formation and operation of foreign investment enterprises, the approval and
supervision of foreign investment projects, and entry modes. For example, only since
2002 has wholly-foreign-owned enterprises become the main form of FDI entry
modes due to the commitments to the WTO (SSB 2004). Investment incentives
include tax holidays, concessionary rates, and exemptions from import or export
duties. In addition to tax incentives, the special economic zones, economic and
technology development zones, coastal open cities and many provinces also provide

preferential land-use fees to foreign investors.

1.2 Overseas Chinese Investment and Overseas Non-Chinese Investment

From 1979 to 2004, FDI in China was mainly from the ten Asian
countries/regions (Japan, Korea, Hong Kong, Macao, Taiwan, Singapore, Malaysia,
Indonesia, Thailand, Philippines), the U. S. A. and the European Union (see figure

1.4). In 1992, the ten Asian countries and regions had a FDI share of 89.46%, the U.
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S. A. had a share of 4.06%, aﬁd the European Union had a share of 2.82% (see table
1.1). From 1979 to 2003, the Ten Asian countries/regions had a share of 71.27%, the
U. S. had a share of 8.79%, and the European Union had a share of 7.55% (SSB 2004).
In 2004, the proportions of the Ten Asian Regions, the U. S. and the European Union
to the total FDI shifted to 61.47%, 6.50%, and 6.99%, respectively (SSB 2005). Ina
word, FDI in China is mainly the intraregional FDI of East Asia and Southeast Asia
countries, especially the intraregional FDI flows in Chinese regions or greater China
(mainland China, Hong Kong, Macao, and Taiwan). Furthermore, FDI can be
classified as overseas Chinese and non-Chinese investments (see figure 1.4).
According to the State Statistical Bureau (SSB) of China, FDI refers to
investment from foreign enterprises, economic organizations or individuals (including
the overseas Chinese, compatriots from Hong Kong, Macao, Taiwan, and Chinese
enterprises registered abroad), who establish ventures following the relevant policies
and laws of China. FDI also includes the reinvestment of profits by foreign
enterprises and capital that enterprises bqrrow from abroad. China’s first main FDI
source is overseas Chinese investment, which is mainly from Hong Kong-Macao-
Taiwan investors. The second is non-Chinese investment, which is mainly from non-
Hong Kong-Macao-Taiwan investors. This research adopts this definition due to the
special status of Hong Kong, Macao, and Taiwan in greater China and the economic
connections of different overseas Chinese Diaspora with Mainland China as will be
discussed later. Due to increasing transnationalism and the intensification of
globalization, this definition underestimates the amount of overseas Chinese
investment and overestimates the amount of non-Chinese investment in China.

However, it greatly simplifies the data acquirement, data processing and modeling.
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Figure 1.4 Overseas Chinese, Non-Chinese and Other Major Investors in China
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Source: China Foreign Economic Statistical Yearbook and Almanac of China’s Foreign
Economic Relations and Trade; 2003 data comes from the Commerce Department of China.

Over time China’s FDI sources have been more diversified. Initially, during
the period from 1979 to 1992, overseas Chinese investment from Hong Kong, Macao,
and Taiwan was the dominant source of investment, and in 1992 it accounted for
79.4% of the total FDI in China. However, since 1992, investment from developed
countries (mainly from the United States, western European countries, etc.) has
increased greatly. Overseas non-Chinese investment has overtaken overseas Chinese
investment since 1998 when non-Chinese FDI had a share of 51.95% to the total FDI
(SSB 1999). In 2002, overseas non-Chinese investment accounted for 56.21% of the
total FDI, although overseas Chinese investment still accounted for 43.79% of the
total FDI (see table 1.1). In 2003, Chinese FDI further declined to 40.17%, while
non-Chinese FDI increased to 59.83% (SSB 2004). Hong Kong and Taiwan investors
had only a share of 36.48% in 2004, although Hong Kong was still the dominant

investor (US$ 18.998 billion, 31.34% of the total FDI) in China (SSB 2005).
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Table 1.1 FDI Sources in China 1979-2003 (%)
Country 79-83 1983 1984 1990 1991 1992 1993 1995 1999 2000 2001 2002 2003
HK & Macao 5796 51.59 52.69 5642 57.04 70.04 64.93 54.64 4179 34.67 36.82 35.76 33.86
Taiwan 0 0 0 0 0 933 113 843 6.5 514 679 8.03 6.31
Chinese FDI 57.96 51.59 52.69 56.42 57.04 79.37 76.24 63.06 48.29 39.81 43.61 43.79 40.17
Singapore 0.73 032 008 142 125 112 1.77 493 6.55 44 432 425 385
Japan 12.81 20.35 1583 13.86 13.06 6.63 49 828 722 6.2 908 792 945
U.S.A. 11.54 9.08 18.06 1228 7.09 406 745 822 995 888 914 10.10 7.85
Southeast Asia 0.82 0.58 06 171 1.88 24 362 697 772 545 599 582 533
EuropeanUnion 10,36 1192 104 483 6.09 282 266 585 1158 953 888 724 1735
East, SEAsia 71,59 72.52 69.11 7199 7199 8946 86.13 81.1 6624 54.5 63.01 62.49 63.34
Non-Chinese 42,04 48.41 47.31 43.58 42.96 20.63 23.76 3694 51.71 60.19 56.39 56.21 59.83
Total FDI(%) 100 100 100 100 100 100 100 100 100 100 100 100 100

Note: Overseas Chinese investment here refers to FDI from greater China (excluding Mainland China, namely, Hong Kong, Macao, and
Taiwan). Overseas non-Chinese investment refers to FDI from non-Hong Kong-Macao-Taiwan investors. Both overseas Chinese investment
and overseas non-Chinese investment are FDI in Mainland China. Statistics for Taiwan investment has started from 1992. Southeast Asia
countries include Singapore, Thailand, Malaysia, Philippines, and Indonesia, which are the core members of ASEAN (Association of

Southeast Asia Nations).
Source: China Foreign Economic Statistical Yearbook and Almanac of China’s Foreign Economic Relations and Trade (1984-2004).




When examining the volume, the diversity of sources, changing entry modes,
the spatial and sectoral characteristics of FDI from 1979 to 2004, a few interesting
features can be distinguished. First, overseas Chinese investment from Hong Kong,
Macao, and Taiwan has made up a large proportion of FDI especially in southern
China. This is a unique phenomenon compared with other countries or regions in the
world. Overseas Chinese investment has caused a unique development pattern
because kinship networks, social ties and other social networks with Mainland China
have greatly facilitated overseas Chinese investment and its integration with China.
The ethnic component of FDI in China and its potential utility for social networking
deserve more attention. A second striking feature is the uneven spatial distribution of
FDI, which has been highly skewed for over two decades. FDI has concentrated in
the eastern coastal region, and there is little diffusion to central and western China
(although the government has been encouraging FDI to locate in central and western
China since the late 1990s). There has been only a sticky movement of FDI from
southern coastal area to northern coastal China due to the effect of institutional forces
and market forces such as agglomeration (Fan and Lu, 2001). The effects of
institutional framework (policy environment), market factors, and guanxi or social
networks on FDI are very important features of FDI in transitional China. However,
these factors haven’t been systematically studied in the current FDI literature, and my
research attempts to fill these voids.

The study of the overseas Chinese investment has by now become a global
subject, raising new theoretical problems and empirical challenges. The transnational
economic connections between Chinese communities have drawn the attention of

scholars from many fields. The transnational and transregional economic activities of

10
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the overseas Chinese between East and Southeast Asia have raised some challenging
questions with the intensification of globalization. In general, the overseas Chinese
make up a number of different groups:

a. Compatriots of Hong Kong and Macao;

b. Compatriots of Taiwan;

c. Overseas Chinese in Southeast Asia;

d. Overseas Chinese in North America (Chinese American);

e. Overseas Chinese in other developed countries, e.g. the European Union, Oceania,
and other developed countries;

f. Overseas Chinese in other developing countries (mainly due to labor cooperation
for some special construction projects. These temporary labors or migrants will
return to mainland China after the end of cooperation): e.g. South Africa, Cuba, Peru,
Mexico, and Eastern European Countries.

This is the general structure of the overseas Chinese world system formed by
the dynamic overseas Chinese transnational groups. During the 1980s and 1990s,
only the first three groups engaged in significant investment in China, especially the
first two groups. Overseas Chinese capital from Hong Kong, Macao, and Taiwan
tends to be spontaneous and unofficial investments, although Taiwan and China’s
governments are still in the virtual state of war. In fact, Taiwan investment in China
is FII (foreign indirect investment channeled through Hong Kong, British Virgin
Islands and other free ports) instead of FDI. Although most Southeast Asian
countries’ economies are dominated by the overseas Chinese, their direct investment
in Mainland China is different from that from Hong Kong, Macao, and Taiwan. First

of all, not until 1991 had China established or reestablished diplomatic relations with
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these Southeast Asian countries. Due to the cold war, China was in hostile relations
with these nations. A few of these countries still have a subtle relationship with
Mainland China, e, g. Indonesia has overt racial discrimination towards Chinese (Ma
and Cartier 2002). For overseas Chinese capital from Southeast Asia, their
investment has official links between their governments and China. Namely,
investors from these Southeast Asian countries must be loyal to their governments.
Therefore, there are strong government involvements for investors from Southeast
Asian countries. For example, Suzhou Industry Park in China’s Jiangsu Province was
a super-large FDI project between China’s and Singapore’s governments in the 1990s.
The overseas Chinese elsewhere in Southeast Asia dominated the economies of their
countries and had significant political influence. For example, some Malaysians and
Indonesians criticized the flow of Chinese investment in Mainland China as “capital
flight”, although Southeast Asian Chinese insisted that their loyalties were strictly to
their country of birth not that of their ancestors (Huntington 1996). In short,
Southeast Asian countries have different and subtle attitudes towards overseas
Chinese investment in mainland China.

For the overseas Chinese in North America, their main connections with China
are remittances, return visits and traveling, donations, and trading, etc. As the
accumulation of economic wealth and the improvement of their social and economic
status in North America, the overseas Chinese Diaspora in North America will
become the origin of FDI in Mainland China during the new century. The overseas
Chinese in the European Union and Oceania, and other developed countries has a long
history, however, due to the small number of Chinese, overseas Chinese capital from

these countries probably won’t appear in China in the near future. In addition,
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different generations and descendants of the overseas Chinese also have different
economic and social connections with China.

In my dissertation, overseas Chinese investment specifically refers to Chinese
investment from Hong Kong, Macao, and Taiwan due to their differences with other
overseas Chinese. The rest of the overseas Chinese invested relatively little in China
in the 1980s and early 1990s, and therefore their FDI is largely omitted in the analysis.
Hong Kong, Macao and Taiwan have very unique geopolitical relations with
Mainland China. Hong Kong was a British colony before 1997 and Macao was a
Portuguese colony before 1999. And Taiwan is considered as a renegade province by
P. R. China. In addition to the reasons mentioned above, the most important reason is
that Chinese investment from Hong Kong, Macao, and 