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Characteristics of Chinese Overseas Foreign

Direct Investment in Latin America (2000-2012)

Enrique Dussel Peters*

iThis paper is based on two important facts concerning Chinese overseas
foreign direct investment (OFDI). First off, there is a strong coherence
amongst Chinese public sector policies. including those aimed toward the
_attraction and outflow of foreign direct investments (FDI) and OFDI,
which creates a certain political coherence that China has used in an
attempt to strengthen aspects of its economy considered to be strategic in
the long run and in line with recent policies oriented to strengthen China’s
domestic market and an overall upgrading process, including an increasing
share of services over total GDP (Dussel Peters 2012; Han 2012). These
include economic growth to promote and increase in employment and
quality of life, as well as greater efficiency in the use of raw materials
(Nappoleoni 2011, 2012). This stands in stark contrast to what we see in a
large part of Latin America and the Caribbean (LAC)., where innumerable
contradictory policies and instruments exist simultaneously with one
another. Secondly, China—including Hong Kong and Macao—has
significantly increased its OFDI as a means of reaching its aforementioned
goals, currently making it the second-largest exporter of capital in the
world—with 8.66% of the total worldwide in 2011 (vis a vis the 23.41% of
the United States). China has also been one of the main exporters of capital
since the international economic crisis of 2007-2008 (Bittencourt. Dussel
Peters, et al. 2012; UNCTAD 2013). Taking these numbers into account. it

" Enrique Dussel Peters is Professor at the Graduate School of Economics, WNational
Autonomous University of Mexico (UNAM) and Coordinator of the Center for
Chinese-Mexican Studies at the School of Economics at UNAM, http://dusselpeters.

COm.
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makes sense that the flow of Chinese OFDI is significantly affecting LAC.
as much in its dynamic as in its dimension. Until recently, it should be
noted, Chinese FDI did not play an important role in LAC and its effects
were largely insignificant. That being said, the former might be considered
as a “second phase” of research, i.e. FDI beyond trade, in the relationship
between LAC and China.® As part of this phase, however, China’s OFDI
might have decreased importantly in 2012.

This paper argues that Chinese OFDI is qualitatively different from
other OFDI worldwide. Until now, studies done by national and regional
institutions like the OECD, the World Bank. the IDB. and the ECLAC have
focused primarily on guantitative and descriptive aspects of foreign direct
investment. A series of studies have been done on Chinese OFDI in the
United States-and European Union (Davies 2012; Kolm and Tilman 2012
Meunier and Hanemann 2012).

Based on the above, this paper will be divided into three parts. The
first will discuss the most pertinent outcomes of Chinese OFDI in LAC,
and will particularly focus on the Chinese institutions and criteria involved
in the approval or rejection of overseas transactions. The second part will
analyze generally the characteristics of Chinese OFDI from 2000-2012,
with a particular focus on OFDI centered in LAC. The third sectio=s
presents the main findings of the aforementioned analysis, as well =
contrasting the main outcomes of this analysis with other existing smudiss
and implications for China and LAC.

Policies Enhancing FDI and OFDI

In general terms, in addition to massive funding from &=
predominantly public banking system, the principal measures that haws

' Economic Commission for Latin America and the Caribbean (ECLAC,
estimates that Chinese OFDI in LAC in 2010-2011 could have exceeded 37
dollars, which would have made China the third source of FDI in LAC,
only the United States and the European Union.

* With this relationship in mind, the Latin American and Caribbean
Network on China—Red Académica de América Latina y el Caribe sobre
(RED ALC-CHINA) —was established at the end of May of 2012 (htp

redalc-china.org/).
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been taken to promote exports are linked closely with a flexible monetary
policy and a competitive exchange rate. Furthermore, manv measures are
linked to the promotion of Science and Technology, as well as industrial
upgrading to stimulate higher value-added processes (WTO 2010/a; Zhang
and Gang 2010). Second, we also see that aside from the export-promoting
initiatives of the central government, there are numerous measures which
have been decentralized and regionalized as a result of China’s adherence
to the World Trade Organization (WTO) since 2001 (Dussel Peters 2005/a).
For some institutions, however, such decentralization has in fact permitted
new forms of protectionism and created new trade barriers (WTO 2010/b:
13).

In terms of specific policies implemented to attract FDI and
stimulate OFDI, China has taken a diverse array of concrete measures.
Up to the 1990 's and even until today, the Chinese public sector—in its
various territorial dimensions—was able to attract FDI on a large scale.
This FDI has come in various forms. and has been particularly
channeled toward a process of scaling and knowledge acquisition by
means of joint investment and purely foreign investment in areas
considered strategic by the public sector (Wu, 2005). Since the early
2000 s however, such measures have proven insufficient to support this
learning process and, depending on the specific sector. have required the
use of new foreign technology, access to new markets, and integration
into a new era of the global marketplace. Having been a substantive part
of the reform process initiated in the 1980’s, as well as the learning
processes mentioned above, China’s FDI attraction policies have
nevertheless played a functional role in these areas. As we will see
shortly, China has been one of the most successful countries in the
world at attracting FDI since the 1990 s, due in large part to a group of
policies explicitly linked with FDI. The Special Economic Zones
(SEZ ’s), as well as sectoral and territorial mechanisms. have plaved a
significant role in this attraction.’

' Zhang and Gang (2010) show that exports from SEZ 's increased from less than 10%
in the 1980’s to more than 50% in the second half of the 1990's. Since then, this
number has decreased to less than 50% of all total exports.
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Particularly since the second half of the 1980s and into the 19907s.
the Chinese public sector offered huge incentives to foreign companies.
favoring them by way of lowered taxes and a diverse array of policy
instruments designed to advance their operations in China. Companies run
with 100% foreign capital. however. were not permitted unless they
allowed their products to be exported and/or they developed advanced
technology (Ali and Wei 2005; Guogiang 2005). In the case of FDI,
specific requirements were set in place regarding the transfer of
technology - particularly in import industries (such as the automotive
industry) - from which exports were exempt (Yan 2009). China's adherence to
the WTO at the end of 2001, however, entailed the gradual dismantling of
instruments such as varying tax rates and project evaluation criteria based
on investment nationality, and saw increased openings for a growing
number of FDI sectors (OECD 2003; WB 2004).

Considering that FDI in China has fallen as much in proportion to
China’s GDP as it has in relation to its capital stock—despite the total
flows of FDI that we will analyze below—there are currently a series of
specific measures being implemented 10 attract FDI (WTO. 2010ab:
Zhang et al., 2010; Zhang and Gang, 2010):

a. Important improvements in the FDI approval system, as well as an
increasing decentralization of these procedures since 2005, in which cities
and provinces are playing an increasing role.

b. Reinforcement of industrial projects which have been prioritized by
the public sector into strategic areas linked to FDI atraction. These
projects are increasingly oriented toward Chinese businesses and the
domestic market in order to encourage internal demand, strengthen the
dynamic of the service sector and a higher value-added manufactunng
process, and promote generalized scaling alongside a massive process of
urbanization.

¢. Reorient FDI to regions bevond China’s coastline. particularly two
the central and western regions, in order to disperse the flow of FDI to a
wider range of territories.

The strategies mentioned above are currently reflected in a series of
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specific policy instruments, as well as in the Twelfih Five-Year Plan
(2011-2015) (Davies 2012).

First, over the last decade various changes have been made to the
“Catalogue of Industries for Guiding Foreign Investment™.' as well as to
the “Catalogue of Priority Industries for Foreign Investment in the Central
and Western Regions”. These modifications embody the central
government’s main priorities with respect to FDI. The Catalogue of
Industries for Guiding Foreign Investment presents a list of industries
which are encouraged, restricted, or outright prohibited. Industries not
falling into any of these categories are permitted as long as the public
sector continues to offer increasing incentives to bring FDI to regions
outside of China’s coastal zone. Despite a slow decentralization process.
the public sector and particularly the central government continues to
define and regulate - the majority of FDI coming into the country. For
instance, the State Council defines the industries in both of the catalogues
above, and projects that are “encouraged and permitted” which exceed 100
million dollars must be approved by the National Development and
Reform Commission (NDRC) and the Ministry of Commerce
(MOFCOM). Restricted projects that exceed 100 million dollars must be
approved by these same entities. Any other projects are examined.
evaluated, and approved or rejected by local authorities.

Secondly, both domestic and foreign companies must pay the same
taxes,” and there are no significant differences in other tax-related matters.
Since 2008, all companies must pay a 25% income tax.’

Thirdly, there are differences between domestic and foreign
businesses regarding the incentives granted to them by the central

! Here we are referring to the Catalogues from 2007 and the most recent from 2011,

taking effect on January 30, 2012 (MOFCOM 2011).
* The only exception is the maintenance and construction tax in cities which are only

required to tax Chinese companies.
* As a result of this tax agreement, the new law planned for a transitional period into
2011 for those foreign businesses paying a 153% income tax. Gradually, the rate was

increased to 25% untal 2011,
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government, and, above all, by the cities, provinces, and municipalities. &8
the national level, for example, the Ministry of Commerce promotss FIN
through the Investment Promotion Agency,” as well as through w=se
shows. scientific and technological exhibitions, etc.

All of this suggests that the attraction of FDI will continue to be =
important priority for China. despite the fact that its quantitatove
importance has diminished since the mid-90’s. While this decreass = =
result of diverse trends, China's continuing reorientation toward iBe
domestic marketplace since 2007-2008, economic growth (which means
a decrease in the importance of FDI), the appreciation of the renminbs
the increase in Chinese salaries, and an enhanced competitiveness in e
global market are of particular importance. Such changes indicate tha
FDI in China will grow much more slowly than it did during the
1990 's. but it is not expected to decrease. From the perspective of the
public sector - and the policies implemented over the last five years are
very clear in this respect - the composition of FDI in China is due for =
change: greater investment in those spheres prioritized by the public
sector in order to promote higher value-added products and processes.
along with an emphasis on advanced technology and modemization of
services.

On the other hand, it is important to recognize the increasing political
difficulties of maintaining significant Chinese export growth. However,
OFDI allows for the establishment of economic ventures abroad without
the need to export products solely from China. Additionally. China’s

' The majority of incentives are given through income tax reductions, and to a lesser
extent through value-added tax reductions (a “horizontal” approach.
non-discriminatory toward capital based on its country of origin). For example.
these types of incentives are given to micro, small, and medium-sized businesses, as
well as investments in developing regions and areas prioritized by the public sector.
such as agriculture, environmental protection, renewable enmergy. and advanced
technology. The prioritized spheres pay a 15% income tax. We also see. however,
that FDI benefits from investments made in SEZs. In those cases in which FDI was
realized in SEZs after January 1. 2008, for example, income iax payment wWas nol
required for the first two years, and was set at 12.5% afterwards (WTO 2010/D:31).

* htip://www.fdi.gov.cn/pub/FDI_EN/News/MofeomECIPA/default htm.
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enormous reserves—estimated at more than 3 million dollars in 2011—
along with the appreciation of the renminbi in recent vears. make the
purchase of foreign assets, and/or OFDI in all of its varying forms, an
attractive option.

Currently, the main instrument used by the central government to
promote OFDI is the “Going Global Strategy . Unveiled for the first time
in 1999, it continues to be a valid strategy for fulfilling macroeconomic as
well as microeconomic ohjectives, such as reducing international reserves
and obtaining new technologies, raw materials, and energy sources,
respectively. In March of 2009, the Rules for the Administration of
Overseas Investiments were enacted, and since May of 2009 the Ministry of
Commerce (MOFCOM) has delegated to provincial authorities the power
to examine and approve OFDI projects. Even in cases regarding larger.
politically sensitive projects, MOFCOM must provide an evaluation of the
project within 30 business days and the provincial authorities must come to
a final decision within 20 business days.' Of particular importance is the
fact that OFDI will not have restrictions on the purchase of foreign
currency, and institutions such as the China Investment Corporation plan
on investing part of their funds—with assets totaling around 200 billion
dollars—overseas (WTO 2010/b).” It is important to remember that: 1. if
historically there have existed methods of regulating OFDI, with the
“Going Global Strategy’ companies are now actively helped, if not
pressured, to engage in OFDI; 2. historically companies that have engaged
in OFDI have enjoyed significant incentives, such as being exempt from
value-added tax for five years, as well as receiving funding from the

' The NDRC is the institution that defines the Board on Chinese foreign investment,
while MOFCOM—both in the central government and in the provinces—plays the
critical role of approving OFDI projects and ultimately granting the Investment
Certification.

* Gallagher, Irwin, and Koleski (2013) estimate that China invested around 75 billion
dollars in LAC from 2005-2010, particularly through the China Development Bank
{82% of the total), the EIBC (12%). and the ICBC (Industrial and Commercial Bank

of China) (6%a).
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Export-Import Bank of China (EIBC), the NDRC,' and the Credit
Insurance Company (SINOSURE) in order to ensure the continuation of
overseas projects at preferential rates® (Berger, 2008); 3. as a result of the
global economic crisis, since 2008 the Chinese Banking Regulatory
Commission has permitted commercial banks to directly finance all foreign
purchases and transactions: and 4. paralleling its domestic incentives.’
China has promoted bilateral investment treaties and double taxation
agreements—a total of 127 and 112, respectively—congruent with
increasing levels of OFDI (Davies 2010).

As a result of the diverse array of instruments of OFDI promeotion. it
is required that every OFDI project be approved by the NDRC, the
State-owned Assets Supervision and Administration Commission of the
State Council (SASAC) and the State Administration of Foreign Exchange
(SAFE).! This includes Chinese companies established in China as well as
their foreign subsidiaries, and projects exceeding 200 million dollars,

' After 2005, the NDRC established the strategic axes for OFDI support: a)
exploration of raw material projects in order to prevent a shortage in the domestic
market, b) infrastructure and production projects that allow the export of
technologies, products, and equipment from China, ¢) scientific and technological
projects which would allow the use of advanced international technology and make
use of talent and administrative experience, and d) the fusion and acquisition of
companies and projects overseas - a diverse range of OFDI - which would increase
competitiveness, presence, and recognition in international markets (RBS 2009).

* While an investment proposed to the NDRC can be found in the Catalogue of
products and sectors, and projects currently exceeding 1 billion dollars must be
approved by the NDRC and the State Council. Chinese busincsses count on the
financial support of the EIBC and the China Development Bank, as well as the
guarantee of SINOSURE to reduce risk for Chinese companies. In concrete terms.
this means that only 30% of the funding must be obtained directly by the company.
while the rest can be secured through the above-mentioned banks by means of
privileged interest rates, fiscal periods, and loans.

* On July 3, 2012, the NDRC with 12 other government departments issueed “The
implementing Opinions on Encouraging and Guiding Private Enterpnses 1o
Actively Develop Overseas Investment” resulting in tax privileges and financial
support in these key sectors to private enterprises investing abroad. resource
projects involving less than $300 milllion or non-resource ones will not require
submitting application reports, but more simplified forms (TUSIAD 2013:20-23).

4 Bernasconi-Osterwalder, Johnson and Zhang (2013) offer an important overview of
the legal and institutional framework of China’s OFDL
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which, even after their approval by the NDRC, must be agreed upon by the
State Council.' It is clear that the function of the NDRC is to coordinate
and encourage OFDI through specific processes, which is why the
Commission demands to be informed of all negotiations with overseas
counterparts and—contrary to a merely informative process—have the
final say regarding OFDI approval (RBS 2009). The NDRC is explicitly
understood to be an “expedited coordinator”® in the event that multiple
Chinese companies show interest in the same OFDI project.

This process of orienting investment toward foreign markets with a
particular emphasis on higher value-added practices will continue to be
promoted until the year 2020 at least, as is affirmed in China’s Twelfth
Five-Year Plan (2011-2015). The plan allows for the growth of new
industries (such as those involved in environmental protection, advanced
machinery, state-of-the-art information technology, renewable energy, new
materials, and alternative energy for automobiles). given that the
contribution of these industries to China’s GDP could increase from 5%
now to 8% in 2015 and 15% in 2020 (DRC 2010/a; Melton 2010; RBS
2009; TUSIAD 2013). All of this seems to indicate, therefore, that the
Chinese authorities will continue this process for the short. medium, and
long term. It is expected that China will increasingly liberalize the
“positive lists” for China’s OFDI, but will still significantly guide this

' In the NDRC, project proposals are reviewed by two different departments: the
Department of Foreign Capital and Overseas Investment (which. until the name was
changed to reflect the growing importance of OFDI. was called the Department of
Foreign Capital Utilization), and the Department of Economic System Reform.

* In RBS (2009), the initial steps are outlined that a Chinese company must follow in
order to realize a potential OFDI project. Generally, companies have no more than
25 business days to complete the initial steps, although in some cases the NDRC has
approved a project in two days depending on the specific type of OFDI. The NDRC
itself has said that it has no interest in interfering with or participating in project
negotiations, but that it will verify the strategic relevance of a project in conjunction
with the Catalogues and ensure that it does not contradict national policies regarding
increased energy consumption or pollution, for example. This was one of the
reasons that the Chinese company Tengzhong Heavy Industrial Machinery was not
able to purchase the American company Hummer in 2009.
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process.’

Since the initial phases in the 1980°s, China was able to link these
policies to a general vision of socioeconomic development. In this way,
after decades of utilizing innumerable policy instruments and mechanisms,
China was able to find those which were most beneficial in terms of trade,
FDI and OFDI in an array of different regions, sectors, and specific
businesses which will be examined in the chapters to come. There are two
aspects of China s strategy in particular which are worth noting: 1. massive
public funding to achieve a value-added increase demanded by the
country ' s economic policies, and in line with macroeconomic shifis
towards the domestic market and, 2. policies and incentives enacted in the
early 2000’s—specifically those involving direct financing—designed to
promote the flow of Chinese OFDI and improving the quality of acquired
processes, brands and goods. There are many reasons behind the enactment
of these types of policies. Macroeconomic arguments point 1o China’s
enormous reserves and the recent debates surrounding the actual exchange
rate, while from a microeconomic point of view these policies are hoped
increase the learning curve of Chinese businesses.

Chinese OFDI: General and LAC-specific tendencies

There are significant statistical problems regarding the total FDIi
coming into China and the total OFDI leaving from it. This is due o the
fact that historically, and up until the present day, Chinese businesses and
households have utilized external channels— whether through foreign
transactions and/or informal and illegal exports—in order to reinvest the
benefits gained from FDI back into China.’ This is a critical issue: from
2003-2011, 81.54% of Chinese OFDI went to Hong Kong, the Cayman

! According to the 12th Five-Year Plan OFDI will total $150 billion in 2015 =2
account for $500 billion in OFDI stock, with more than a million Chinese nationals
working on OFDI projects in “positive lists” of products and processes in ensrzs
raw materials, biotechnology, agricultura. services, high-tech manufacturing ===
innovative technologies.

For a full discussion on China’s FDL. including massive statistical problems ==&
different sources, see: Deng (2011); Dussel Peters (2013); Lin (2013),

(]
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Islands, and the Virgin Islands and the share of these financial heavens
even increased throughout the period. These numbers are particularly
problematic when we consider Chinese OFDI in LAC. According to
official MOFCOM figures for those same years, the Cayman Islands and
the Virgin Islands represented 95% of Chinese OFDI in LAC (a total of
56.1 billion dollars in OFDI to LAC (Mofcom 2013). If both tax havens
are excluded, the total comes out to 2.8 billion dollars). In addition:’

i. Table 1 clearly reflects the decreasing relevance of China’s FDI—
particularly in terms of China's gross fixed capital formation and of its
GDP—and contrary to OFDI flows: since 1990 the OFDI/ FDI share
increased from 23.80% to 69.12% in 2012. On the other hand, FDI s share
over gross fixed capital formation and GDP has fallen significantly since
the mid-2000s, and as a result of the shift towards the domestic market of
China’s macroeconomy.

ii. From 2004-2009, Chinese OFDI was principally concentrated in
lease agreements and business services (34.77% ), mining (21.12% ), and
the financial sector (14.04% ), while the amount that has gone toward
manufacturing (6.04% ) remains secondary. These trends have continued
until 2011, with a share of 37.31%, 21.13% and 10.26%, respectively.

iii. During 2005-2011 China’s OFDI has specialized in greenfield
investments, with 61.09% of total OFDI’s value, but with a falling
tendency (from 73.26% in 2005 to 53.26% in 2011), i.e. mergers and
acquisitions (M&A) are becoming increasingly important for China’s
OFDI.

iv. China’s OFDI to LAC accounted for 19.93% during 2003-2011—
and including LAC’s tax havens—and highly concentrated in Caymand
Islands (11.73% of China’s OFDI), British Virgin Islands (7.20% ). Brazil
(0.30%), Peru (0.16%), and Venezuela (0.14%). Countries such as Mexico
and Cuba accounted for 0.04% of China’s OFDI or around $120 millions
each.

' For a full analysis, see: Mofcom (2013); TUSLAD (2013): Bermnasconi-Osterwalder.
Johnson and Zhang (2013).
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With respect to the argument of this paper, UNCTAD (2011) stresses
for state-owned transnational corporations that:

a. state-owned transnational OFDI projects increased from
2003-2010—from around 89 billion dollars to 146 billion dollars. This
reflects an average annual growth rate (AAGR) of 7.3%.

b. by country, China’s involvement has significantly increased. from
12.91% of state-owned world OFDI in 2003 to 26.7% in 2010, followed by
France and Germany with 14.22% and 7.94% in 2010, respectively.
China’s state-owned OFDI over total OFDI coefficient represented 67.77%
for 2003-2010, or more than ten times that of all the “developed” countries
combined and 920 times greater than that of the United States.’

In what follows, we will analyze information provided by
Thomson-Reuters on Chinese OFDI at the company-level from 2000-2012.
This includes information on the total mergers and acquisitions (Md&A)
carried out by Chinese companies. as well as those specifically realized m
LAC. We are provided with amounts of the transactions (acquisition
projects), the names of the buyers and sellers, as well as information about
the acquired companies. The information on company ownership (publhic—
belonging to the central government, provinces, cities. or municipalities—

' UNCTAD (2013:12) concludes that “the trend towards liberalization and
privatization in the past 30 years has been accompanied by the rising imporance of
the State in foreign ownerhip ++- There are now 18 SOEs among the world top 100
TNCs. The Chinese State is the largest shareholder in that country'’s 150 biggest
firms, and State companies make up 80% of the stock market value ---.
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or private) is a personal contribution and responsibility. Only those
transactions which have already been completed and with respected
amounts will be included in the analysis. The data set is of particular
interest given important statistical problems according to the origin and
final destination of OFDI, as we analyzed above for the case of China’s
OFDI channeled through Hong Kong, British Virgin Islands and Caymand
Island.' The amount of information we have to work with allows for an
extensive and in-depth analysis, although with respect to the argument of
this paper we will only highlight five important tendencies regarding
Chinese OFDI in LAC.

First, from 2000-2012 there have been 2,817 registered OFDI
transactions in China, of which 1,502 were completed (only 986 of these
show amounts). In LAC, only 102 Chinese transactions have been
completed, while of these only 58 show what they are worth (see Table 2).

TABLE 2
Chirea: hlmin Characterisiics of tha Data Bank {Thomson-Redilars 2013)
(sosarch chiiteria: M&A by China 2000-2012)

Transschols Arnaount

numiber shara Srmdilion share
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manulactinng 47 4,77 A=y 1.1R

st hnoiogy 17 I3 k. L
damestic market 159 ELEE] w649 3380
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Compinted, with amowsnt B | 3432 J6.O6EF H el
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manufacturing 4 L] 94 015
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domestic marfoet I 3e 1848 a5

‘A The data bank infarms of aneactions thal are in process, planned, faded andfon compbslad
M For giffarent raasons {confidentslity, kow amaounts and'or no disponibiiity) the dets bark Soes not repon e amount of the cormpisted Iransscson

Sourcs: own eflaboration based on Thomson-Feutens (2093)

! While the data set has some limitations—such as not including all known Chinese
OFDI—it also has substantial benefits, i.e. in particular that it registers OFDI
according to its final destination. and independently of its financial or intermediary

apgents.
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Second, Table 3 indicates certain general characteristics of Chinese
OFDI regarding its value in aggregate terms for the period 2000-2012.
Hong Kong was the primary recipient of Chinese OFDI (23.77% ).
followed by Canada (15.80% ), United Kingdom (10.44% ) and LAC
(10.05%). Brazil and Argentina are by far the most relevant recipients of
China’s OFDI, with 5.80% and 2.07%, respectively for 2000-2012. while
Mexico only plays a minor role (with 0.05%). Very relevant is also the fact,
that the average amount per transaction in LAC is much higher than for
total Chinese OFDI. of 465 million dollars vis a vis 174 million, and in the
case of Brazil and Argentina it is of $1,414 million and 32,775 million.
Australia is also an important case for China’s OFDIL, accounting for 156
transactions averaging $130 million each.

TAHLEZ
China: realized OFDI fior selecied countries (2000-20120
Emoun PETOSRLAEE r. af ranss i TSR e e tractaoe | = S5
Hong Kong &3,741 177 126 3306 1%
Canads 42370 15 B0 &3 L 10
Unired Kingism 2E,012 1044 e e 155
Latin America sad the Caribbean 26,968 10.08 =B 1ES L5E
Brazil 15553 £50 ] 1.12 1aps
Argentina 5550 207 ) 13 s
Barbados 1aT? .51 3 ] L
Biritish Wirgin lsland 5l [l r L 133 ol
Peru Ei1] o1l 1 i) 1%
Belexicn 13 Lo 3 3.3 =4
Caytmind islands & 0.0 L a6l b
United Sinies I I50 564 Ll 813 54
Austrabia 20230 744 135 1852 L
Singapore 1.565 383 43 &35 176
Switzeriand Tdh 278 2| asn el 3
South Afica 6169 =30 3 i ] 1293
France 5 .50 - 142 oL
Norway 4,839 |.RD 3 o5t ety
Russian Federation 25010 L AS 3 8.30 |00
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Mlacao 0 0.3 4 o= 2H3
lialy T93 430 7 a7 s
Mongolis 175 007 a " 1] pe
Taiwan aT 1018 T .71 T
RESTO 19324 1.3 T 1135 by
TOTAL 268,192 100. DG 2ES 10000 -

Souree: own ellaboration hased on Thomsosn-Fewsrs {2013

Third, upon examining the twenty main Chinese OFDI transactions in
LAC from 2000-2012. we find a very small number of transactions carried
out by private Chinese companies (only seven), as well as a contribution of
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only 10.7% from this group to the total amount of the twenty main
transactions. Tellingly, most of the private Chinese OFDI transactions in
LAC were aimed toward the Latin American market, while the other 88%
of the total amount of the twenty main transactions was invested in public
companies with an eye toward access to raw materials (cil, natural gas,

etc.).
TABLE 4
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Fourth, Table 5 takes an in-depth look at one of the principal
characteristics of Chinese OFDI in LAC from 2000-2012: with only 40%
of the transactions, 87.3% of China’s total OFDI to LAC comes from
publicly-owned companies—which is 83.92% of public Chinese OFDI in
total—and each public transaction exceeded 1 billion dollars. Of the 35
private Chinese OFDI transactions carried out from 2000-2012, each
transaction only equaled around 100 million dollars. Aside from these large
discrepancies, 86.15% of the total Chinese OFDI during this period was
carried out in 2010 and 2011 alone (see Table 5). showing exponential
growth during the last two years of this period. Nevertheless, it is
important not to exaggerate Chinese OFDI in LAC: until now completed
transactions have been very limited—356 in total from 2000-2011, although
we are seeing a positive trend for the growth of Chinese OFDI in the
region for the period. In 2012, however, China’s OFDI to LAC fell by
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66.6% and accounted for less than 6% of China's OFDI in 201]. the

highest ever amount yet.
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Fifth, 56.52%% of the total Chinese OFDI was concentrated on raw
2000-2012., and the search for market share

materials during the period
accounted for 33.80% of the total (see Table 2). However. since 2007

OFDI in raw materials has increased to more than 62% while involvement
in other areas has diminished. In LAC, 97.29% of the public Chinese FDI
was concentrated in transactions linked to raw materials and energy, while
77.37% of private Chinese FDI was oriented toward access 10 the Latin
American market (banks, services, infrastructure, etc.); so far Chinese
OFDI of its public sector has been minimal in order to hnk to its domestic
market (see Table 6). Again, the differences in regard to public and private

OFDI are critical,
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TABLE 6
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Conclusions and Discussion

Throughout this paper, a series of relevant conclusions have been
reached which support our understanding that Chinese OFDI—both in total
and in LAC-—has qualitatively different conditions and characteristics
from any other FDI coming into the region. Institutionally speaking.
Chinese capital can only be exported if it is both approved by the public
sector—particularly the NDRC-—and if the specific investments are
justified in the Catalogues for OFDI. by the “Going Global” policies and
other public institutions such as Mofcom, SINOSURE, SASAC. SAFE,
and EIBC, among others. Proposals on behalf of public and private
companies which contravene the approved strategies. products. and
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processes are not permitted. The supply of Chinese OFDI. then. is
different—insofar as it is qualitatively incomparable—from any other
capital of which LAC is currently a recipient. These unique characteristics
are supported by the conclusive results of this paper: state-owned Chinese
transnational companies are the most dynamic in the world, parallel 1o the
process of liberalization and globalization.

The empirical evidence presented in the second section of this
paper reflects the recent dynamism of Chinese OFDI. At 84 billion
dollars in 2012, China has become the third most prolific exporter of
capital worldwide, and at least in the medium term could become the
primary source of global FDL [LAC was one of the largest recipient of
Chinese OFDI from 2000-2012, with only Hong Kong, Canada and the
UK receiving more. The analysis for the period 2000-2012 highlights
the importance of OFDI ownership in LAC: 87% of the OFDI in the
region came from public firms (contrasted with only 13% coming from
private entities), the amount per transaction exceeded 1 billion dollars
(vs. 100 million dollars per transaction in the private sector). and 97.3%
of the public OFDI was concentrated in companies and Pprocesses
involving access to raw materials and energy (while only 19% of the
private OFDI was focused in this area). In other words, the strategic
institutional requirements and guidelines followed by Chinese OFDI are
clearly manifested in the transactions which have been effectively
carried out during this period. From a Latin American perspective
China’s OFDI is surprisingly coherent with FDI. trade and overall
development strategies, and parallel to incentives and an institutional
framework.

The implications of the differences connected to OFDI ownership are
relevant from multiple perspectives, three of which will be discussed here:
the legal perspective, the economic perspective, and the pelitical
perspective.

From a legal perspective, there is a debate on how FDI on behalf of
state-controlled entities (SCE’'s) should be treated in contrast to private
FDL Authors like Feldman (2012). for example. argue that institutions
such as the World Bank’s International Center for Settlement of
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Investment Disputes (ICSID) should differentiate between private and
state-controlled investors. While some precedents have been set on the
matter, certain tensions still remain: currently, the ICSID itself deals only
with private FDI cases, the settlement of disputes between states which
would otherwise be heard by the International Court of Justice, and
disputes between private entities. In the latter case, SCE s have generated
new legal challenges which were not conceived of in Article 25(1) of the
ICSID Convention.'

Massive public OFDI also generates important challenges from an
economic perspective. While for the majority of foreign investment. the
causes and reasons for it are mostly microeconomic—such as profit
maximization and/or access to new markets—or strategic from an intra
and inter-firm viewpoint, in the case of public companies the reasons for
investing can vary. As was seen in the case of China., long-term
guidelines have established specific products and sectors that are not,
however, necessarily compatible with an economic rationality
predominantly for international foreign investment. This is of even greater
importance considering that the evaluation of OFDI is not necessarily
compatible for public and private OFDI. In the case of public OFDI, for
example, strategic, long-term criteria involving politics, national security,
etc. may prevail, therefore moving beyond a strictly microeconomic
approach.

Lastly, public OFDI generates challenges within the political realm.
At the outset, it is a direct conflict with the Chinese public sector—
municipalities, cities, provinces, and/or the central govermnment—the
characteristics of which are different than if it were a relationship between
private entities (in terms of negotiation, conflict, constraints, etc.). Public
OFDI can generate misunderstandings, suspicions, and political responses
within the receiving countries, and particularly among “sensitive” sectors.
for reasons of employment, technology. national security, cultural

' Article 25(1) of the ICSID Convention applies to those disputes having to do with
investments between a Contracting State and a national of another Contracting
State, without making specific reference to SCE s (Feldman 20612:1).
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preservation, etc.' The fact that public Chinese companies are starting to
own mines as well as manufacturing and service companies means that
conflicts within the labor, environmental, and commercial spheres must be
considered too, given that Chinese involvement in these areas has never
been experienced to such an extent internationally or in LAC. The topic, of
course, is not only relevant in LAC, but also in other recipient countries of
China’s FDI.

Given the results identified above, OFDI has proven to be an
enormous institutional and political challenge in LAC as well as in China.
It requires the training of personnel in LAC not only to handle negotiations
on foreign investment, but also to effectively receive Chinese OFDIL
Economic policies exclusively oriented toward the companies themselves
are not sufficient for the success of OFDI. They do not take into account
that Chinese OFDI is prednminantii.r a result of the negotiations, the
interests, and the strategies of the Chinese public sector. The rejection or
acceptance of OFDI, therefore, is a complex process of evaluation and
negotiation within the public sector of China.

We believe that two final aspects of Chinese OFDI in LAC are worth
mentioning. First, contrary to the work of other authors—such as for the
US (Kolm and Tillman 2012) and Europe (Hanemann and Rosen 2012)—
this paper presents arguments which highlight the importance of political
and strategic relations regarding the promotion and approval of Chinese
OFDI in the region, i.e. ownership is by no means “neutral” and is
substantial for understanding specific transactions and OFDI flows to
countries. For example, if the relationship between the Chinese

' The Economist issue released on August 4, 2012, for example, analyzes a case
involving the company Huawei. which specializes in telecommunications and
electronics. With sales exceeding 32 billion dollars and emploving more than 140,
000 people, the company has clients in about 140 different countries. However,
considering that it has become a critical provider of servers which could possibly
affect the national security of many countries, as well as increase the potentizl for
“espionage”, Huawei’s connection with the Chinese public sector has generated
criticism and rejection of its products in many countries, including the United
States. From this perspective, the structure and conditions of company ownership in
China generates and will continue to generate serious conflicts with their
counterparts in Western states (Tejeda Canobbio 2011).
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government and a government in LAC were not harmonious. iriendly and
or strategic, we would not expect to see significant flows or vitality
regarding OFDI between them. Mexico is probably paradigmatic in this
case: until the end of 2012 the government-government (G-G) relatonship
was considered to be distant and non-strategic and thus, Chinese OFDI was
not significant and even lower than in Panama. With the new polincal
engagement between both countries—and respective visits of President
Enrique Pefia Nieto and Xi Jinping in 2013—it could be expected thar
China’s OFDI would increase: the G-G relationship. however, is a
necessary but not sufficient condition for understanding Chinese OFDI
flows, since, in addition, the host country has also 1o comply with the
strategic interests of China’s development strategy, as discussed in the first
part of this document. Contrary to other systems of encouraging FDL
therefore, relations with China’s public sector are essential to its success,
Secondly. the huge (and still growing) Chinese investments in LAC could
allow for a different type of trade relationship with China: until today
LAC—Argentina, Brazil, Chile, and Mexico. among others—export raw
materials with little added value and import manufactured products with
state-of-the-art technology. These commercial and productive processes
have a long tradition in LAC independently of China (Dussel Peters and
Katz 2006), but they could be modified in light of a new dvnamic of
China’s OFDI in LAC. The political negotiations for shifting these
value-added and technological structures are fundamental for LAC. as
China did in the last three decades and is currently actively pursuing to
promote its domestic market.
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