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Chapter 3  FDI’s Development in China 

 

Since the implementation of an “open door” policy in 1978, FDI has not only 

played a symbolic role in China’s opening up to the outside world, but it has also 

become one of the major driving forces to boost the economy at provincial and national 

levels (Li and Li, 1999). The FDI is always an important source to inject foreign capital 

and foreign experts, together with the necessary technical and managerial know-how to 

China. There is no doubt about the contribution of FDI to China’s capital formation and 

the impact on income in priority areas as well as the ability to earn foreign exchange.  

In this chapter, the issues of historical development of FDI, FDI policy in China, 

FDI inflow, the regional distribution of FDI, the characteristics of FDI in China and the 

impact of World Trade Organization (WTO) accession as well as the prospect of FDI in 

China will be stated and explored respectively.  

 

3.1 Historical Development of FDI in China      

Foreign investors began to go to China soon after the British took over Hong 

Kong in 1842. In the period from 1937-1949, China was engaged in a war with Japan, 

in the Second World War, and in a civil war. Soon after the establishment of the PRC in 

1949 the Chinese government took over all foreign enterprises in China. Except for 

Soviet aid received until the beginning of the 1960s, China’s door was closed to the 

outside world. Soviet aid ceased because Chairman Mao and Stalin disagreed on 

Sino-Soviet relations and Mao was unwilling to be number two among Communist 

countries. It was not until Deng Xiao-Ping came to power in 1978 that China’s door 

was open again.  
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Early in 1979, the Law on Chinese-Foreign Equity Joint Ventures was 

announced. At that time, Chinese society was not conducive to foreign investment. 

Laws to regulate business conduct and to protect the investor’s interest were very 

limited. The supporting facilities of power supplies, transportation, and communication 

were inadequate. The government was considered hostile by many potential investors 

who were unwilling to put their money in China. Furthermore, many Chinese 

Communist Party members and government officials mistrusted potential foreign 

investors and still considered such business to be exploitation by capitalist imperialist.  

To solve these problems, four special economic zones were established. They are 

Shenzhen, Zhuhai, Shantao and Xiamen, the first ‘three” in Guangdong province 

bordering Hong Kong and the fourth in Fujian province, which is also along the sea 

coast northeast of Guangdong and across the strait from Taiwan. The zones provide 

infrastructures, special business laws and favorable tax conditions for foreign investors. 

They also served as experimental stations for skeptical Party members and government 

officials to observe. If the results turned out to be good, they would be convinced of 

the virtue of foreign investment. Better policies for foreign investment could also result 

from the experience observed in the special economic zones.  

Later, 14 coastal cities were opened, including Dalian, Shanghai and Guangzhou. 

Heinan also became a special economic zone. One hundred forty counties were 

incorporated into open economic areas. In 1986, entirely foreign-owned enterprises 

were allowed, whereas previously only join ventures with Chinese had been permitted. 

Both joint ventures and entirely foreign-owned enterprises took advantage of the cheap 

labor and engaged in activities, including processing for exports, manufacturing, 

service and retail trades, finance, insurance, and foreign trade. As the Chinese economy 

expanded, investors saw the potential of a large Chinese domestic market, and foreign 



 27

investment grew rapidly.  

Attracting foreign investment was a main motivation of Deng’s “open door” 

policy. That policy was an enormous turn from the previous thinking prevalent in the 

Chinese Community Party that foreign capitalists came to China to exploit the Chinese 

people. Exploitation takes the form of using cheap Chinese laborers and extracting 

Chinese natural resources at low prices. Foreign investors take over Chinese land to set 

up their business. Foreign factories pollute the physical environment of China. Foreign 

businesses make money from the Chinese people. The sale of their goods drives out 

domestically produced goods in Chinese markets. All these accusations of exploitation 

have some partial truth.  

Even educated people living in developed market economies today believe it 

themselves. Human rights advocates complain that capitalist investors exploit cheap 

laborers in developing countries because they pay the laborers at much lower wages 

than in the developed countries, although the wages are quite a bit higher than most 

domestic wages in those countries. Buying the right to dispose of waste on the cheaper 

land of developing countries is considered immoral (Chow, 2002).  

The negative sentiments of critics towards foreign investment aside, the Chinese 

government sees it as beneficial to China if it is properly channeled and regulated. 

With qualifications, it sees foreign investment as an important engine for China’s 

modernization and economic development. It has encouraged foreign investment by 

setting up special economic zones. Foreign investment has provided to China capital, 

new technology, managerial skill, and training for labor. It has introduced modern 

managerial systems, business practices, and a legal framework for conducting business 

transaction. In addition it has provided competition in the domestic market, and 

competition has forced domestic enterprises to become more efficient.  
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China’s entry into the WTO forced China’s door even more open. Both foreign 

investment and foreign trade are expected to increase because of it.  Foreign firms will 

be able to penetrate China’s financial and telecommunications sectors. Trade will 

increase in both directions. The Chinese government has committed to lowering the 

tariffs on both agricultural and industrial products, which will lead to an increase in 

imports. Chinese exports will also increase because Chinese goods will have better 

access to world markets open to members of the WTO. 

The Chinese government is well aware of the economic and social-political costs 

and benefits of joining the WTO. While the government is pursuing institutional 

reforms in state-owned enterprises and the banking and financial sectors, it is aware 

that reforms and the accompanying globalization of the Chinese economy have to 

proceed at an appropriate speed. If foreign competition enters China too rapidly, 

Chinese producers and enterprises subject to the competition may have to make 

adjustments that are too severe to be socially desirable. 

China’s economy regained momentum in the early 1990s. During a Chinese New 

Year visit to southern China in early 1992, China’s paramount leader at the time, Deng 

Xiao-Ping, made a series of political pronouncements designed to give new impetus to 

and reinvigorate the process of economic reform. In 1996, the Chinese economy 

continued to grow at a rapid pace, at about 17.3%, accompanied by low inflation. The 

economy slowed for the next three years, influenced in part by the Asian Financial 

Crisis, with official growth of 10% in 1997, 5.6% in 1998 and 4.6% for 1999.  

From 1995-1999, inflation dropped sharply, reflecting tighter monetary policies 

and stronger measures to control food prices. The year 2000 showed a modest reversal 

of this trend. Gross domestic product in 2000 grew officially at 8.1% that year, and had 

quadrupled nearly since 1978, and now its GDP has been rapidly growing at US$3.56 
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trillion in 2007, at about a 35.7% growth rate. China has become the second largest 

economy in the world after the United States (Table 3-1).  

 

Table 3-1: The GDP in China—1981-2007 

Unit: US$ billion 

Year Amount  Growth Rate (%) 

1981 287  1.0 

1982 290  1.1 

1983 307  5.9 

1984 308  0.3 

1985 299 -2.9 

1986 293 -2.0 

1987 316  7.8 

1988 395 25.0 

1989 437 10.6 

1990 382 -12.6 

1991 399  4.5 

1992 469 17.5 

1993 598 27.5 

1994 541 -9.5 

1995 700 29.4 

1996 821 17.3 

1997 903 10.0 

1998 954  5.6 

1999 998  4.6 

2000 1,079  8.1 

2001 1,191 10.4 

2002 1,237  3.9 

2003 1,409 13.9 

2004 1,936 37.4 

2005 2,224 14.9 

2006 2,626 18.1 

2007 3,564 35.7 
Source: National Bureau of Statistic of China, http://www.stats.gov.cn. 
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Source: National Bureau of Statistic of China, http://www.stats.gov.cn. 

Figure 3-1: The GDP in China—1981-2007  

 

In the meantime, the major results of the open door policy have been effected as 

follows: 

 The policy has actively promoted development of the productive forces and 

the economy in general.1 

 The investment environment has improved. 

 The policy has promoted dramatic increase in the use of foreign funds. 

 Technological progress has been made possible by the importation of 

advanced technology and equipment. 

 The policy has enhanced the foreign－exchange－earning capacity of the 

export trade, and has promoted the development of an export-oriented 

economy. 

 The policy has strengthened lateral economic links and promoted the 

economic development of the country’s interior (Gao, 1996).2

                                                   
1 The GDP has been grown rapidly at record US$3.56 trillion in 2007, the growth rate surged up by 
35.7%.  

2 The both campaigns of “Western China Development” and “Rejuvenating the Industrial Base in the 
Northeast China” which were promoted by China authority has improved the investment environment 
in west and northeast area significantly. 
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3.2 FDI Policy in China 

One of the major contributions of China’s economic reform in 1978 was to open 

up the Chinese economy to both international trade and foreign investment. Regarding 

openness of FDI inflow and its policy development, it certainly represents that China 

now engages in trade and investment relations with all kinds of countries to increase its 

national productive capacity. To build up China’s social and political stability and 

international position, the Chinese government has shifted to a more pragmatic 

approach to economic development and has expected to improve its economic power 

and living standing of citizens through FDI inflow (Li and Li, 1999). 

For the major evolution of China’s FDI policy, China’s first step to open up FDI 

inflow was always significant but cautious. The legal status of foreign investors was 

initially acknowledged in July 1979 after the passage of the Law on Joint Ventures. In 

the late 1970s and early 1980s, government policies were characterized by setting new 

regulations to permit joint ventures using foreign capital and setting up Special 

Economic Zones (SEZs) and Open Cities.3  At the second session of the Fifth National 

People’s Congress in July 1979, The Law of the People’s Republic of China on 

Joint-Ventures using Chinese and Foreign Investment was adopted, granting foreign 

investment a legal status in China.  

The State Council also awarded rights of autonomy in foreign trade to Guangdong 

and Fujian Provinces and, in 1980, set up four Special Economic Zones (SEZs) in 

Shenzhen, Zhuhai, Shantou, and Xiamen. In December 1982, the decision to open up 

China to the world economy was formally included in the 1982 state constitution 

adopted by the Sixth National People’s Congress. Late in 1983, Regulations for the 

                                                   
3 Chinese authority gave these open cities and regions some of the privileges and liberties such as the 
use of foreign exchange, granting priority to foreign-funded enterprise. 
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Implementation of the Law of the People’s Republic of China on Joint Ventures using 

Chinese and Foreign Investment was formulated in 1983 to further liberalize the 

domestic market and to clarify the business environment for foreign joint ventures.    

Since 1984, China has also moved to further open up the country to FDI. In 1984, 

the concept of SEZs was extended to another fourteen coastal cities and Hainan Island 

(it became a province and the fifth, the largest SEZ, in 1988). Twelve of the fourteen 

cities were designated Technology Promotion Zones in 1985 to expedite the transfer of 

technology. In 1985, development triangles the Yangtze River delta, the Pearl River 

delta in Guangdong, and the Min Nan region in Fujian, Liaodong and Shandong 

Peninsulas, and the Bohai Bay Coastal Region were also opened to foreign investors. In 

1990, the Pudong District of Shanghai was designated as a new development zone to 

lead development along the Yangtze River Delta (YRD).4    

In 1986, more favorable regulations and provisions were used to encourage FDI 

inflow, especially export-oriented joint ventures and joint ventures using advanced 

technologies. Wholly foreign-owned enterprises were also allowed. On October 11, 

1986, the State Council promulgated the Provisions of the State Council of the People’s 

Republic of China for the Encouragement of Foreign Investment. These so-called 22 

Article Provisions provided foreign joint ventures with preferential tax treatment, the 

freedom to import inputs such as materials and equipment, the right to retain and swap 

foreign exchange with each other, and simpler licensing procedures. Additional tax 

benefits were offered to export-oriented joint ventures and those employing advanced 

technology.  

The government also attempted to guarantee further the autonomy of joint 
                                                   
4 The concept of SEZ was further developed to Shanghai Pudong New Development Area, which is 
about the size of Singapore.  
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ventures from external bureaucratic interference, to eliminate many unfair local costs, 

and to provide alternative ways for joint ventures to balance foreign exchange. 

Privileged access was provided to supplies of water, electricity and transportation 

(paying the same price as state-owned enterprises) and to interest-free RMB loans.    

The importance of the 1986 Provisions is that it provided incentives for FDI 

rather than merely permitting it, and this more proactive approach was furthered by the 

adoption on April 12, 1986 of the Law of the People’s Republic of China on Enterprises 

Operated Exclusively with Foreign Capital at the fourth Session of the Sixth National 

People’s Congress. This explicitly linked (Article 3) the establishment of wholly 

foreign-owned enterprises to the development of China’s national economy, and 

required such enterprises either to be exported-oriented or to use advanced technology 

and equipment. The more liberal approach was furthered by the April 1990 

Amendments to the 1979 Joint Venture Law. These amendments permitted non-Chinese 

to act as Chairman of the Board of Directors, allowed extensions to the terms of 

operation of joint ventures, and removed the upper limit to the proportion of the 

registered capital (minimum not less than 25%) contributed by the foreign partner.    

China’s proactive policies toward FDI resulted in increasing inflow of foreign 

capital in the late 1980s and, in particular, early 1990s. From mid-1990s, while 

maintaining favorable environment for foreign businesses, government policies began to 

focus more on linking FDI promotion to domestic industrial objectives. In April 1994, 

the State Council outlined new proposals to attract FDI into the agriculture, hydropower, 

communications, energy and raw material sectors through favorable tax policies and 

selective financial support.  

On November 3, 1994, the State Administration for Industry and Commerce and 
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the Ministry for Foreign trade and economic Co-operation issued a Circular on Issues 

relating to Strengthening the Examination and Approval of Foreign-funded Enterprises. 

This tightened the procedures regarding the approval of contracts and the registration of 

foreign enterprises, and enhanced the penalties if agreements were not fulfilled.    

The Provisional Guidelines for Foreign Investment Projects took effect on June 

27, 1995. Priority was given to FDI in the agriculture, energy, transportation, 

telecommunications, basic raw materials, and high-technology industries, and FDI 

projects, which could take advantage of the rich natural resources, and relatively low 

labor costs in the central and northwest regions were to be vigorously encouraged. The 

Guidelines stipulated that the Guiding Catalogue of Foreign Investment Projects was to 

provide the basis for the examination and approval of FDI projects, which were to be 

classified to one of four categories: encouraged, Restricted, Prohibited, and Permitted.    

Included in the encouraged projects were those in infrastructure or 

underdeveloped agriculture; those with new/advanced technology which could upgrade 

product function, save energy and raw materials, improve economic efficiency, or 

manufacture under-supplied new equipment/materials to satisfy market demand; those 

which were export-oriented; those which involved new technology/equipment which 

made use of natural/regenerative resources and prevented/controlled pollution and so 

on.  

Some projects were classified as restricted, such as those whose technologies had 

been developed or transferred, and those where production exceeded domestic demand, 

and those under experiment or monopolized by the State, and those engaged in the 

exploration of rare and valuable mineral resources. The third category was the so-called 

prohibited projects. They were projects that jeopardized national security or harmed the 
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public interest; damaged the environment, natural resources or human health; those 

which used sizeable amounts of arable land or were detrimental to the protection and 

development of land resources, or endangered the security and functioning of military 

facilities; those which applied technologies unique to China, and so on. Projects that 

were not in any of the above groups were classified as permitted.  

This action of regime change actually stimulated a dramatic rise in TDI as well as 

the broader FDI to China until now. While China accessed the World Trade 

Organization (WTO) on December 2001, the impact on FDI will be discussed in later 

section. In addition, China’s FDI policies were changed in January 2008, such as the 

performance of new Labor Contract Law, cancellation of the exemption of rebate export 

tax as well as the enactment of macro-regulation; all of these will surely affect the 

willingness of foreign direct investment in China.5 

The major evolution of FDI policy in China is that it is most significant to the 

FDI inflow (Table 3-2). These incremental legal as well as policy modifications, plus 

general economic liberalization, have resulted in China’s FDI regulatory regimes being 

more favorable for investors compared with the regimes in other East Asian and 

Southeast Asian Newly Industrialized Economies (NIEs), such as Korea, Indonesia, the 

Philippines and Thailand (Huang, 1998).  

Generally speaking, China’s policies toward FDI have experienced roughly three 

stages: gradual and limited opening, active promoting through preferential treatment, 

and promoting FDI in accordance with domestic industrial objectives. These changes in 

policy priorities inevitably affected the pattern of FDI inflow in China.  

 

                                                   
5 China authority enacted macro-regulation to refrained from the overheated economy, NPC passed the 
“Unification of the Corporation Income Tax” for both domestic and foreign enterprises in March 2007, 
at the same time, cancelled the exemption of rebate export tax. 



 36

Table 3-2: Major Evolution of China’s FDI Policy 

Year Important event and policy 

July 1979 

 

 

August 1980 

 

 

December 1983 

 

October 1986 

 

 

 

March 1990 

 

April 1990 

 

June 1995 

January 1997 

 

December 2001 

 

November 2003 

 

November 2004 

 

 

February 2005 

 

 

May 2006 

 

March 2007 

 

January 2008 

The “Law of the People’s Republic of China on Joint Ventures Using Chinese and 

Foreign investment” was adopted, granting foreign investment a legal status in 

China. 

Four SEZs were established on the Southeast coast to lure foreign capital and 

Xiamen is the one located in Fujian to attract TDI and intended to facilitate the 

eventual reunification of China.  

Regulations for the Implementation of the Law of the People’s Republic of China 

on Joint Ventures using Chinese and Foreign Investment was formulated  

Wholly Foreign-Owned Law was passed and New provisions called “Twenty-two 

Provisions on the Encouragement of Foreign Investment” were also established. 

The new incentives included reducing fees for labor and land use and extending the 

maximum duration of a joint venture agreement beyond fifty years. 

Amendments to the 1979 “Joint Venture Law” were passed to improve investment 

climate in China. 

The concept of SEZ was further developed to Shanghai Pudong New Development 

Area, which is about the size of Singapore. 

The Provisional Guidelines for Foreign Investment Projects took effect. 

Shenzhen, as the most important SEZ, allowed foreign-invested enterprises with 

advanced technology to sell 100% of their products in the domestic market.  

Accessed WTO, reduced the tax incentives, cancelled the exemption of preferential 

tax. 

Announced “Provisional Regulations on Foreign Investors Mergers and 

Acquisitions to Domestic Enterprises” to expand the foreign investment scale.  

To induce foreign advanced technology and managerial experience, China 

announced “Regulation to Allow Foreign Investors Set Up Investment Company in 

China”. 

Announced the “Approval Notice on Technology Imports Corporate Income Tax 

Relief” to allow foreign investment enterprises (FIE’s) to have business income tax 

exemption.  

Announced “Notification of Adjusting Tax Refund Items for FIE’s Purchasing 

Domestic Equipment” to let FIE have value-added tax (VAT) rebate preference.  

NPC passed the “Unification of the Corporation Income Tax” for both domestic 

and foreign enterprises.  

The performance of New Labor Contract Law. 
Source: Produced by the author. 
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3.3 FDI Inflows in China 

Global FDI reached a new record high in 2007, reflecting the fourth consecutive 

year of growth, with inflows of US$1.83 trillion; the previous record set in 2000 was 

surpassed by some US$400 billion. All the three major groups of 

economies—developed countries, developing countries and the transition economies of 

South-East Europe (SEE) and the Commonwealth of Independent States (CIS)—saw 

continued growth in FDI. 

According to the World Investment Report 2008, global FDI inflows into 

developing countries rose by 21%, to reach a new record level of US$500 billion (Table 

3-3). China remained the largest FDI recipient in the region as well as in developing 

economies as a group (Table 3-4). Those to least developed countries (LDCs) alone 

reached US$13 billion, a 4% increase over the previous year.6 

FDI flows to South, East and Southeast Asia and Oceania rose to another record 

level in 2007, to reach US$249 billion. Most of the sub-regions and economies received 

higher inflows. Factors contributing to this performance included a favorable business 

sentiment about the region’s economies, the significant rise in cross-border merger and 

acquisition (M&A) sales, progress towards further regional economic integration and 

country-specific attributes.  

While East Asia continued to account for the lion’s share of FDI to the region, 

flows to South and Southeast Asia also increased significantly. Oceania saw a decline in 

flows, despite substantially higher flows to a few island economies. China and Hong 

Kong remained the two largest FDI recipients in the region (as well as in developing 

countries as a group). 

 

                                                   
6 See http://www.unctad.org/en/docs/wir2008_en.pdf. 
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Table 3-3: FDI Inflows by Region—2005-2007 

Unit: US$ billion 

Region 2005 2006 2007 

Developed Economies 611 941 1,248 

Developing Economies 

   Africa 

   Latin America and the Caribbean 

West Asia 

South, East and Southeast Asia and 

Oceania  

316 

29 

76 

43 

168 

413 

46 

93 

64 

210 

500 

53 

126 

71 

249 

 

Transition Economies (South-East 

Europe and CIS) 

31 57 86 

World Total Inflow 959 1,411 1,833 

Source: UNCTAD, FDI/TNC database, http://www.unctad.org/fdistatistics. 

 

 

Table 3-4: Distribution of FDI Inflows in Asia—2007 

Range Inflow 

Over US$50 billion China and Hong Kong  

US$10 billion to US$49 billion Singapore and India. 

US$1.0 billion to US$9.9 billion 

 

 

Thailand, Malaysia, Taiwan, Indonesia, 

Vietnam, Pakistan, Philippines, South 

Korea, Macao. 

US$0.1 billion to US$0.9 billion 

 

 

Cambodia, Iran, Bangladesh, Sri Lanka, 

Myanmar, Mongolia, Lao, Afghanistan 

and Brunei. 

Less than US$0.1 billion  Bhutan, North Korea, Maldivivies, Nepal 

and Timor-Leste. 

Note: Economies are listed according to the magnitude of their FDI inflow. 

Source: UNCTAD, FDI/TNC database, http://www.unctad.org/fdistatistics.  
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On the other hand, FDI flows to South, East and Southeast Asia and Oceania rose 

to another record level in 2007, to reach US$249 billion. Most of the sub-regions and 

economies received higher inflows. Factors contributing to this performance included a 

favorable business sentiment about the region’s economies, the significant rise in 

cross-border M&A sales, progress towards further regional economic integration and 

country-specific attributes. While East Asia continued to account for the lion’s share of 

FDI to the region, flows to South and Southeast Asia also increased significantly. 

Oceania saw a decline in flows, despite substantially higher flows to a few island 

economies.7 

Since the economic reform and opening up to the outside, China has attracted 

increasingly large amounts of foreign capital. There are mainly three forms of foreign 

capital inflow: foreign loans, direct foreign investment and other foreign investment. 

Between 1979 and 2007, China’s actual usage of foreign capital amounts to more than 

US$325 billion; more than two third of foreign capital are in the form of direct 

investment (Table 3-5).    

Table 3-5 also indicates that the importance of FDI as a source of foreign capital 

inflow has increased dramatically since the late 1970s and early 1980s. Between 1979 

and 1983, FDI inflow accounts for only 12% of total actual foreign capital utilization. 

Many factors contributed to China’s relatively slow progress in attracting FDI during 

this period. For example, the government required that all foreign ventures maintain its 

foreign exchange balance and made it difficult for foreign investors to repatriate any 

profits not earned in hard currency. As Renminbi (RMB) is not convertible, 

foreign-invested companies had to export to cover their foreign exchange expenses. 

                                                   
7 See http://www.unctad.org/en/docs/wir2008_en.pdf. 
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Uncertainty in property rights, fear of policy reversal, as well as lengthy process of 

bureaucratic approval may all contribute to discourage foreign businesses.    

   

Table 3-5: China’s Foreign Capital Inflow—1979-2007 

Unit: US$ billion  

Year 

Realized 

Utilization of 

Foreign Capital

Foreign Loans
Foreign Direct 

Investment 

Other 

Foreign 

Investment

1979-1983 14.44 11.75 1.80 0.88 

1984  2.71  1.29 1.26 0.16 

1985  4.65  2.69 1.66 0.30 

1986  7.26  5.01 1.87 0.37 

1987  8.45  5.81 2.31 0.33 

1988 10.23  6.49 3.19 0.55 

1989 10.06  6.29 3.39 0.38 

1990 10.29  6.53 3.49 0.27 

1991 11.55  6.89 4.37 0.30 

1992 19.20  7.91 11.01 0.28 

1993 38.96 11.19 27.52 0.26 

1994 43.21  9.27 33.77 0.18 

1995 48.13 10.33 37.52 0.29 

1996 54.80 12.67 41.73 0.41 

1997 64.41 12.02 45.26 7.13 

1998 58.56 11.00 45.46 2.09 

1999 52.01  8.36 41.22 2.43 

2000 71.13 ------- 62.38 8.75 

2001 71.97 ------- 69.20 2.78 

2002 84.75 ------- 82.77 1.98 

2003 116.90 ------- 115.07 1.83 

2004 156.58 ------- 153.48 3.11 

2005 192.59 ------- 189.06 3.53 

2006 204.66 ------- 200.17 4.49 

2007 325.94 ------- 322.37 3.57 

Total 1,994.01 138.54 1,808.21 47.25 

Source: Ministry of Commerce , PRC, http://www.fdi.gov.cn/pub/FDI_EN/Statistics/default.htm. 



 41

The growth in FDI began to pick after from the mid-1980s, when a variety of 

measures were adopted to improve the investment climate in China. Between mid-980s 

and early 1990s, FDI increased steady and accounted for about one third of total foreign 

capital inflow. FDI inflow accelerated since 1992 and became the most important 

source of foreign capital inflow, after the famous “Tour to the South” by China’s then 

paramount leader Deng Xiao-Ping. China has also become the second largest FDI 

recipient country in the world and the largest recipient among developing countries. 

Annual FDI usage grew from US$4 billion a year in 1991 to more than US$ 45 billion 

of its peak in 1997 and 1998. In 1999, FDI inflow decreased from its highest level, but 

still amounted to more than US$ 40 billion a year.  The inflow kept growth and 

reached US$322 billion in 2007. 

One of China’s strategies in promoting capital inflow is to attract investment from 

overseas Chinese. This strategy underlies the government policy choice of opening up 

Special Economic Zones (SEZs) in the Southeast part of China at the beginning of the 

reform. In late 1970s, the government established four SEZs in the two Southeast 

coastal provinces, Guangdong and Fujian.  

In Guangdong province, three SEZs were established in Shenzhen, Zhuhai and 

Shantou. Shenzhen was a small town sharing a border with the then British colony 

Hong Kong. Zhuhai is next to Macao, another growing economy in the region. Both are 

populated largely with Cantonese speaking Chinese, who are either descendents of those 

who emigrated from Guangdong province or have themselves migrated from 

Guangdong. Shantou is another coastal town near the border between Guangdong and 

Fujian. These SEZs were  chosen with a clear intention to attract investment from 

overseas Chinese in not only Hong Kong and Macao, but in other Southeast Asian 
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economies as well. There is also a fourth SEZs, Xiamen, Xianmen in Fujian province. It 

is a relatively industrialized city, located near Taiwan, only divided by the narrow 

Taiwan Strait.    

Partly a result of the government conscious policy choice, investment from 

overseas Chinese has been the major source of China’s FDI inflow, especially during 

the late 1980s and the early 1990s. In particular, Hong Kong and Macao have so far 

been the most important source of China’s FDI inflow (Table 4-8). Investment from 

Taiwan, Singapore, and South Korea, the other Chinese economies, has also been very 

important. Other external factors have also contributed to the increasing cross-border 

investment activities in these economies, such as domestic currency appreciation. 

One important feature of China’s FDI inflow is that they are mostly concentrated 

in the eastern coastal regions. Table 3-7 shows that between 1990-2005, about 80% of 

all FDI were received by coastal regions. In contrast, 20 inland provinces, whose 

population makes up almost two third of national total, accounted for about 20% of FDI 

inflow.    

Among all regions, Guangdong Province has received the most FDI. There are 

mainly two reasons where this is the case. First of all, as discussed earlier, Hong Kong 

is the most important source for FDI inflow in China. The close proximity between 

Hong Kong and Guangdong made the region the first and foremost destination for FDI 

from Hong Kong. Second, Guangdong is among the first open to foreign investment. 

Three of the four SEZs are in Guangdong. However, as the country became more open 

and more investment came from other parts of the world, the importance of Guangdong 

as a primary investment location decreased. The share of foreign investment in 

Guangdong in total FDI inflow has decreased continuously and significantly from the 
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early years. The other southern coastal province, Fujian, is also an important location 

for FDI, especially for those from Taiwan, especially in the 1990s when Taiwan’s 

policies toward outgoing investment to mainland China became less restrictive.  

After the Chinese government opened 14 coastal cities in 1984, FDI began move 

north to other part of the east cost. The establishment of Pudong District of Shanghai as 

a new development zone also contributed to the shift in FDI destination, to Shanghai as 

well as to Shanghai’s two neighbor provinces, Jiangsu and Zhejiang.  Two northern 

coastal provinces, Liaoning and Shandong, have also become important FDI locations 

since early 1990s.  

 

3.4 The Regional Distribution of FDI 

Foreign direct investment started modestly in China after passage of the 1979 

Law on Joint Ventures. The Law permitted foreign investment and defined equity join 

ventures. Still, the legal environment for FDI was not well-defined and little attention 

was directed to attracting foreign investors. In 1986 and 1987 more serious attention 

was given to providing investment incentives. The provisions for the Encouragement of 

Foreign Investment were promulgated in October 1986 and their implementing 

regulations announced over the next ten years, and partly as a result, FDI flows into 

China have been growing continuously ever since.  

By 1992 China was receiving almost a quarter of total FDI inflows to developing 

countries, and today the share is 40 percent. Foreign investment has expanded to 

become by far the single most important source of external capital for China, surpassing 

the combination of bilateral development assistance and borrowing commercially and 

from international organization. 
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Table 3-6: The FDI Inflow in China—1990-2007 

Year Amount (US$ billion) Case 

1990 3.49  7,273 

1991 4.37 12,978 

1992 11.01 48,764 

1993 27.52 83,437 

1994 33.77 47,549 

1995 37.52 37,011 

1996 41.73 24,556 

1997 45.26 21,001 

1998 45.46 19,799 

1999 41.22 16,918 

2000 62.38 22,347 

2001 69.20 26,140 

2002 82.77 34,171 

2003 115.07 41,081 

2004 153.48 43,664 

2005 189.01 44,001 

2006 200.17 41,485 

2007 322.37 37,871 

Total  1,485.87 610,046 
Source: Ministry of Commerce, PRC, http://www.fdi.gov.cn/pub/FDI_EN/Statistics/default.htm. 

 

Foreign direct investment (FDI) has played a major role in China’s push towards a 

market-oriented economy. As part of the first phase of reforms that began in 1978, the 

Chinese government experimented with preferential policies to attract foreign capital.  
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From the period of 1990 to 2007 China has received around US$ 1.5 trillion in FDI 

(Table 3-6).  

While, owing to the imbalanced investment strategy of the regional economic 

development and its setting coupled with the relatively well developed economic 

foundation, the regional economic development strategy has given priority to the 

coastal region, various preferential policies in terms of investment, finance taxation, 

foreign capital and pricing were adopted for the coastal region (Chan et al., 1996).  

The uneven geographical distribution of foreign capital within the country, among 

the concentration of FDI flows in the East and Southeast regions is seen clearly, the 

twelve coastal provinces attracted around 80 percent of total FDI inflows to China 

during the 1990 – 2005, among the coastal regions, Jiangsu, Guangdong, Shandong and 

Zhejiang have all been hosts to significant amounts of foreign direct investment. 

Although its ability to attract such a large amount of FDI is mostly attributed to its 

unique geographical location and the favorable investment policies implemented there, 

the initial transformation to an Special Economic Zone was especially responsible for an 

upsurge in interest from the international investment community (Table 3-7). 

Indeed, today China is the largest developing country recipient of FDI.8 But 

while China’s record in attracting foreign capital in the past two decades has been 

impressive, potential problems exist. These present the Chinese authorities with 

challenges to overcome if FDI is to continue to help sustain the country’s record 

growth rate and further its economic development (Broadman and Sun, 1997). 

In contrast, the inland provinces, which are considerably less developed and 

poorer, and in greater need of capital investment, have not played host to FDI to any 

                                                   
8 According to UNCTAD database, China’s FDI inflow has been surpassed over US$50 billion in Asia’s 
FDI distribution, http://www.unctad.org/fdistatistics.  
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significant degree.  

Table 3-7: Chinese FDI Inflow by Region—1990-2005 

                                                     Unit: US$ billion 
1990 1995 2000 2005  

Region Amount  Share 
        in Total
         ( %) 

Amount  Share 
        in Total
         ( %) 

Amount  Share 
        in Total
         ( %) 

Amount  Share 
        in Total
         ( %) 

Coastal Provinces 
 
Jiangsu 
Guangdong 
Zheijing  
Fujian 
Shanghai  
Liaoning 
Beijing  
Shangdong 
Tianjin 
Hebei 
Hainan 
Guangxi  

2.91    83.38% 
 
0.14  
2.02 
0.16  
0.29  
0.77 
0.48  
0.63  
0.19 
0.04 
0.05 
0.10 
0.04 

26.23   70.01%
 

4.70  
10.10 

1.53  
2.03  
2.25  
2.75  
1.14  
0.68  
0.26  
0.15  
0.37  
0.27 

40.34   84.35%
 

7.40 
14.60 

3.48  
5.80  
4.16  
5.07   
3.60  
3.05  
2.98  
1.76  
1.34  
1.35 

128.49    70.50%
 

14.10 
14.90  
13.93 
12.50  
10.17  
11.66  
9.95  

12.04  
8.67  
7.88 
7.64  
5.05 

Inland Provinces 
 

Anhui 
Chongqing 
Sichuan  
Hubei 
Hunan 
Henan 
Jinlin  
Heijongian  
Shanxi  
Yunnan  
Xingjiang  
Inner Mongolia 
Shaanxi 
Shanxi 
Jiangxi 
Guizhou 
Gangsu 
Qinghai 
Ningxia 
Tibet  

0.58    16.62% 

0.01 
0.10 
0.05 
0.07 
0.06 
0.01  
0.02 
0.01 
0.07 
0.08 
 
0.03 
0.05  
0.01  
0.01  
0.01 
0.01 

11.29   29.99%
 

0.48  
0.61 
0.54 
3.89 
3.68 
0.07  
0.48 
0.02 
0.36   
2.14 
0.03  
0.40 
0.07 
0.34 
0.02  
0.06  
0.05  
0.02  
0.02  
0.02 

7.48    15.65%
 

0.31  
0.34  
1.42  
2.43  
2.16  
0.04  
0.12  
0.01  
0.04  
0.08  
0.02 
0.30   
0.02  
0.09  
0.01  
0.05 
0.01 
0.01 
0.01 
0.01 

36.85    29.50%
 

7.54  
4.70  
6.10  
7.71  
6.33  
1.12  
2.25  
0.15  
2.44  
6.03  
0.05  
0.89  
0.95  
5.71  
0.85  
1.27 
0.05 
0.93 
0.87 
1.06 

Total  3.49     100.0 37.52    100.0 47.82    100.0 189.01    100.0 
Source: Ministry of Commerce, PRC, http://provincedata.mofcom.gov.cn/almanac/disp.asp?pid=517; China 

Statistical Yearbook, various issues. 



 47

In part, this outcome is probably the result of an absence of incentives offered by 

the government to foreign investors outside certain areas. Within the context of opening 

the economy, the earliest reform experiments focused on developing four initial Special 

Economic Zones (SEZs), which have embodied preferential tax policies to attract 

foreign capital and technology and promote exports. Subsequently, the government 

designated fourteen open coastal cities and development zones. But as international 

experience shows, such incentives only marginally affect FDI decision. More important, 

the geographic concentration of FDI is likely due to the fact that the inland regions have 

inadequate or undeveloped infrastructure networks and facilities which among other 

factors, tend to play an important role in foreign investors’ location decisions 

worldwide.  

It is apparent that the unevenness in the geographical distribution of FDI is 

contributing to the skewed pattern of the country’s regional growth as well as other 

discrepancies between regions. In general, the implication of FDI disparity in regional 

development indicated that the economic disparities between coastal and interior 

regions are widening persistently owing to the pro-coastal orientation, which will not 

only threatening social stability and national unity but also endanger the sustainability 

of rapid economic development in the nation as a whole. Rich natural and human 

resources in the interior are lying un-exploited while, coastal regions are losing the 

advantage in resource endowment in international competition; all of these indicate that 

further economic development required a rich, not poor, interior.  

 

3.5 Characteristics of FDI in China 

3.5.1 Regional Bias and Investment Behavior of Source Countries 

A study to discuss FDI development in China since the end of the 1980s has   
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recognized the regional bias of investment destination at the provincial level among 

different investors and their investment behaviors, such as investment patterns in 

manufacturing and entry modes which are characteristically different (Chen, 1997).  

The explanation for regional bias of investment can be attributed to the level of 

economic proximity between the host provinces and the investors. Chen argues 

economic proximity is a comprehensive conceptual measure of the overall similarities 

including geographic distance, cultural proximity and regulatory barriers. Economic 

proximity plays a significant role to facilitate investment and tends to minimize 

transaction cost during investing overseas. Foreign investment initially goes to where 

the transactional and information-cost disadvantages are least and it is helpful to explain 

Guangdong and Fujian being the initial destination of Taiwan Direct Investment (TDI) 

in China. 

For the early TDI in the period of 1987 to 1991, Guangdong, Fujian and Jiangsu 

had already become the top three host provinces. Since 1992, all the major investors 

from different countries, including Taiwanese, have spread investment from their initial 

concentrated provinces to other regions of China. Chen has identified the Yangtze River 

Delta, comprising Shanghai, Jiangsu and Zhejiang, is an increasingly important host 

region. Even for the TDI, the shares of Guangdong and Fujian have both declined in 

recent years. 

 

3.5.2 Provincial Characteristics and FDI Location Decision within China 

Another empirical study to acknowledge that location advantages or location 

determinants of host provinces are crucial in attracting FDI inflow in China as well as 

causing regional bias of investment destinations based on Dunning’s “OLI” theory. It 

hypothesizes and empirically demonstrates the provinces with better location factors 
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such as higher GDP, higher per capita income, higher level of accumulated FDI stock 

and intensive transport infrastructure attracted more FDI inflow relatively. Besides, 

timing of the implementation of an ”open door” policy for the FDI is also another 

significant reason causing regional differentiation (Chen, 1997). 

To see the comparison of location factors of three regions in China including East, 

Central and West, coastal region provinces always have overwhelming advantages due 

to the bias of early “open door” policy. As a result of uneven location factors among 

regions, the Eastern region mostly accounted for almost 80% of FDI inflow in China. 

With a view to attracting more FDI inflow to boost provincial economies, provincial 

governments must increase per-capita income, improve labor productivity and transport 

infrastructure even it is never easy for economically backward provinces. 

 

3.6 The Impact of WTO Accession  

An important part of the economic reform process in China has been the 

promotion of foreign direct investment (FDI) inflow. After more than thirty years of 

economic reform, China has become one of the most important destinations for 

cross-border direct investment. The future trend of FDI inflow in China particularly 

after China’s formal accession of the World Trade Organization (WTO) in December 11, 

2001 will now be traced.  

As a result of the active government promotion through various policy measures, 

FDI in China has grown rapidly since the 1978, especially in the 1990s. From early the 

1980s to the late 1990s, contracted FDI inflow to China has grown from about US$1.5 

billion a year to more than US$40 billion a year in 1999. During the same period, 

China’s actual use of FDI grows from about US$0.5 billion to more than US$40 billion 

a year (Fung et al., 2004). 
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     In December 2001, China finally became a formal member of the World Trade 

Organization (WTO) after 14 years of talks and negotiation. With the accessions, China 

promised to abide by the WTO’s basic principles of non-discrimination, pro-trade, 

pro-competition and so on. In return, China will have the privileges enjoyed by WTO 

members. These will have significant implications for future FDI inflow in China.  

WTO accession provides incentives for more export-oriented FDI. First of all, the 

world export market for China, as a WTO member, will be larger and more predictable. 

Quota and restrictive measures against China’s export will be either eliminated or 

reduced. In addition, China will be able to resolve trade disputes with other member 

states under WTO’s trade dispute settlement mechanism. As a result, FDI in industries 

where China has comparative advantage will grow. 

On the other hand, opening up of the domestic market will attract FDI in 

industries where market potentials are great. In particular, industries that were originally 

dominated by relatively inefficient state-owned enterprises, such as telecommunication, 

banking and insurance, will see increasing interest from foreign investors, especially 

from large multinationals. More importantly, WTO membership will serve to encourage 

China to implement further economic reform as well as various legal and institutional 

restructuring to fulfill its WTO obligations.  

As a result, there will be important improvement in China’s business environment 

for foreign as well as domestic companies.  In agreeing to the WTO, China committed 

to reduce its industrial tariffs to an average rate of 9.4% by 2005. Information 

technology, tariffs on products including computers, semi-conductors and all 

internet-related equipment were to drop to zero by the end of 2005. For agriculture 

products, tariffs were to drop from an average level of 31.5% to 14.5%. 

Foreign firms will be granted full rights to engage in distribution activities in 
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China, including wholesale, retail and after sale service, repair, maintenance and 

transport. They will also be allowed to control their own distribution networks in China. 

These changes open up potential investment opportunities. China is also committed to 

opening its telecommunication sector to foreign investment. With the WTO agreement, 

China will allow foreign participation in all telecommunication services and will allow 

50% foreign ownership for value-added paging services in two years.  For mobile 

services, China will also allow 49% foreign ownership in five years. 

China agrees to implement WTO agreement on trade-related investment measures. 

For example, trade and foreign exchange balancing requirements and local content 

requirements that in the past have been imposed on some foreign direct investors will no 

longer be allowed. Laws related to the transfer of technology will also have to be in 

accordance with the WTO agreement on the protection of the intellectual property rights.  

Through its commitment to open up many new sectors of potential investment, it is 

expected that foreign firms will continue to invest in China. 

China has made great strides in its reform to open up its market for foreign direct 

investment. Among developing countries, China is now the largest recipient of foreign 

capital.   Foreign direct investment is still concentrated in the southeast and the coastal 

areas, even though we see a slow process of diffusion.  Foreign-invested firms have 

played an increasingly important role in Chinese economic reform.  It is also a large 

part of China’s trading activities with the rest of the world.  While there may be some 

differences in interpretation with respect to the role of foreign investment in raising 

China’s GDP, few would deny that without foreign investment, China’s reform will 

eventually suffocated. 

In next decade, as China has become a member of the WTO, foreign direct 

investment will continue to increase. Some new changes will take place.  First, 
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mergers and acquisitions will become an important part of FDI, especially in services.  

Second, more multinational corporations (MNCs) will choose China as a site for their 

regional headquarters, R&D centers, etc. Third, more service sectors will be open to 

foreign investors.  While the pace of foreign capital inflow will inevitably slow down, 

and all these new changes will certainly further deepen the integration of FDI into the 

Chinese economy.  This will have profound consequences on both the macro and 

micro levels. 

 

3.7 The Prospect of FDI in China  

The problems related to sub-prime mortgage lending and their fallout in the 

United States since the latter half of 2007 have disrupted financial markets, with broad 

impacts on the United States economy as a whole. The resultant liquidity problems have 

extended to some European countries as well.9 

These, along with long-term effects in terms of difficulties and higher costs of 

obtaining credit, are also affecting FDI flows. Such effects can be discerned at the micro 

(or firm) as well as macroeconomic levels. At the macroeconomic level, the economies 

of developed countries could be affected by the slowdown of the United States economy 

and its subsequent impact on the most important financial centers, affecting bank 

liquidity and credit supply. 

To date, the financial crisis has mainly affected North American and European 

commercial and investment banks, whereas the negative effects on the Asian financial 

system have been fairly limited. Asian banks, and especially Chinese banks, have 

gained strength recently. In both 2006 and 2007 three Chinese banks (ICBC, CCB and 

                                                   
9 Examples include bailed out banks in Germany (IKB, Sachsen LB), a bank run in the United Kingdom 
(Northern Rock) and massive losses by some of the largest banks (e.g. UBS of Switzerland). 
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Bank of China) were among the top seven banks in the world in terms of the value of 

their market capitalization.10  

In contrast, many banks in developed countries had to bear substantial losses in 

the market value of their equity.11 The turmoil in financial markets and the problems 

faced by several banks has started a new process of consolidation in the banking sector 

through M&As.12 Banks that were able to ride out the crisis without suffering large 

losses are seeing an opportunity for (cheap) investment in banks that were severely hit, 

and the equity prices of which fell sharply, by 40% to 60%. Chinese banks have started 

to acquire larger stakes in the banking and other financial industries of developed 

countries. Minsheng acquired a 20% stake in the United Commercial Bank in the United 

States for US$200 million, while China’s CitiBank invested US$1 billion for a 6% stake 

in Bear Stearns (United States).  

After four years of high GDP growth, a slowdown was expected in 2008 due to 

the financial and credit crises which are now affecting a number of countries worldwide 

(IMF, 2008). Economic growth in developing countries could compensate for weaker 

growth in high-income countries, although economic growth in developing economies 

was projected to decline from 7.8% in 2007 to 6.5% in 2008, it remains well above the 

average of recent decades (World Bank, 2008). 

The financial crises could worsen the existing global external imbalances, trigger 

exchange rate fluctuations, lead to rising interest rates and high and volatile commodity 

prices, and build inflationary pressure. All of these possible developments pose risks 

                                                   
10 See “Global 500”, Financial Times, June 29, 2007 and June 28/29, 2008. 
11For example, the MSCI (Morgan Stanley Capital International) bank index plummeted by nearly 20%in  

2007.  
12 The phrase mergers and acquisitions (abbreviated M&A) refers to the aspect of corporate strategy, 

corporate finance and management dealing with the buying, selling and combining of different 
companies that can aid, finance, or help a growing company in a given industry grow rapidly without 
having to create another business entity.  
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that may also affect global FDI flows. Based on 75 countries for which data on FDI 

flows for the first quarter of 2008 were available, annualized FDI flows for the whole of 

2008 were estimated to be some US$1,600 billion, about 10% less than in 2007.13 

UNCTAD’s World Investment Prospects Survey 2008－2010, points to lower 

optimism than that expressed in the previous survey (UNCTAD, 2007), though it 

suggests a rising trend in the medium term.14 In terms of preferred regions and country 

groups for FDI, East, South and Southeast Asia remains the most preferred region, 

followed by the EU- 15, North America, and the new EU-12 (countries that joined the 

EU in 2004 and 2007). China is the most preferred investment location, according to the 

UNCTAD survey, followed by India, the United States, the Russian Federation and 

Brazil (Table 3-8).  

Vietnam remains in sixth place because of the availability of skilled and cheap 

labor and its being the second fastest growing economy in the world behind only China. 

A.T. Kearney’s 2007 FDI Confidence Index shows the same top three countries. The 

JBIC survey of Japanese manufacturing TNCs found that China again ranked at the top, 

although the number of firms planning to expand production in the country continued to 

decline (JBIC, 2008).  

                                                   
13 See http://www.unctad.org/en/docs/wir2008_en.pdf.  
14 An average of 63% of the companies surveyed expressed optimism regarding FDI prospects for the 

period 2008－2010, and 59% expected an increase in FDI flows in 2008.                            
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Table 3-8: The Most Attractive Locations for FDI—2007-2009 

Rank Economies Confidence Index 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

10. 

11. 

China 

India 

United States 

Russia 

Brazil 

Vietnam 

United Kingdom 

Australia 

Germany 

Mexico 

Poland 

56 

45 

38 

23 

14 

13 

10 

10 

 7 

 7 

 7 
Note:  This survey of some of the largest TNCs is conducted worldwide on an annual basis. It was undertaken from  

March to June 2008 using a sample of 3,000 companies chosen from among 8,000 TNCs. Simultaneously, 
an ad hoc group of international location experts has been set up to provide a more qualitative and global 
analysis on medium-term business opportunities, risks and uncertainties affecting international investment. 
The results of its analysis are included in a separate survey report.  

 
Source: UNCTAD (2008).  

 

3.8 Summary  

China’s economic reform promoted the FDI inflow rapidly and raised the GDP 

growth significantly; this development reflects both a shift of TNCs strategy from 

viewing China primarily as a low-cost production base to focusing on the country as a 

large and competitive market and a pool of knowledge manpower and the Chinese 

Government’s growing policy emphasis on attracting quality FDI. Inflows to Hong 

Kong, US$60 billion in 2007, benefited from its greater integration with the Chinese 

economy and a stronger position as a top location for regional headquarters. However, 

Chinese authorities adopted the biased regional development which caused the 
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phenomenon of regional disparity nowadays.  

The explanation for regional bias of investment can be attributed to the level of 

economic proximity between the host provinces and the investors. Economic proximity 

is a comprehensive conceptual measure of the overall similarities including geographic 

distance, cultural proximity and regulatory barriers. Economic proximity plays a 

significant role to facilitate investment and tends to minimize transaction cost during 

investing overseas. 

With the removal of non-tariffs and lowering tariffs after China’s entry to WTO, 

the import of intermediate and semi-finished materials from foreign enterprise for 

assembling in China can enjoy a much more lower tariffs than before.  It is certainly 

helpful to further minimize the production cost of foreign enterprises investing in China 

together with the originally and relatively lower labor cost. Therefore, it is reasonable to 

expect TDI as well as the investment from other countries will further flow into China 

after its accession to WTO.  

Significantly, China’s WTO entry increases the complementarities of 

manufacturing industries across the Taiwan Strait, allowing the combination of Taiwan’s 

capital and know-how with the efficient use of abundant cheap labor in Mainland China 

so that it could enhance the competitiveness of both China and Taiwan in world 

manufactured product markets.  

Still, the financial crises could worsen the existing global external imbalances, 

trigger exchange rate fluctuations, lead to rising interest rates and high and volatile 

commodity prices, and build inflationary pressure. All of these possible developments 

pose risks that may also affect global FDI flows. China is the most preferred investment 

location, according to the UNCTAD survey, followed by India, the United States, the 

Russian Federation and Brazil.  


