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REALTIME ECONOMICS

Foreign direct investment is
exiting China, new data show

Nicholas R. Lardy (PIIE)

November 17, 2023 10:00 AM

T
aking time away from his tense meeting with President Joseph R. Biden Jr.,

President Xi Jinping spoke in San Francisco in mid-November to US

corporate and big tech CEOs, assuring them that China is ready to be a 

 and that 

 Little wonder that he seeks to dial back tensions with the United

States: New Chinese data imply that foreign firms operating in China are not only

declining to reinvest their earnings but—for the first time ever—they are large net

sellers of their existing investments to Chinese companies and repatriating the

funds.

partner and

friend of the United States its modernization offers a “huge opportunity”

for the world.

These outflows exceeded $100 billion in the first three quarters of 2023 and are

likely to grow further based on trends to date. The investment selloffs are

contributing to downward pressure on the value of the Chinese currency and, if

sustained, will modestly reduce China’s potential growth.

Several factors appear to be influencing the trend, including the spike in US-China

tensions, making investors more cautious. In addition, 

 that are critical to foreign firms’ evaluation of

potential new investments and its increasingly stringent regulatory environment,

including a new national security law and restrictions on cross-border data flows,

have led foreign firms to reduce their direct investment or even to disinvest from

their existing direct investments.  

Beijing’s closure of foreign

consultancy and due diligence firms

https://www.piie.com/blogs/realtime-economics
https://www.piie.com/experts/senior-research-staff/nicholas-r-lardy
https://www.reuters.com/world/xi-tells-us-firms-china-ready-be-partner-friend-2023-11-16
https://www.reuters.com/world/xi-tells-us-firms-china-ready-be-partner-friend-2023-11-16
https://www.ft.com/content/a8633d7f-f785-4195-b0b2-0ea9506968c9
https://www.ft.com/content/a8633d7f-f785-4195-b0b2-0ea9506968c9
https://www.reuters.com/world/china/consultancy-firms-china-tested-limits-before-beijings-crackdown-2023-05-15/
https://www.reuters.com/world/china/consultancy-firms-china-tested-limits-before-beijings-crackdown-2023-05-15/
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Time will tell whether President Xi’s words will first stem the current large foreign

direct investment (FDI) outflows and eventually lead to a resumption of the net

FDI inflows that China has enjoyed for more than four decades. A safe assumption

is that it will take more than words to accomplish this objective.

The figure below shows two different official time series for inward FDI: one from

the  and the other from the 

  There are multiple differences

between the two series, but the main one is that SAFE measures FDI on a net basis,

i.e., FDI inflows minus FDI outflows, while MOFCOM only measures gross FDI

inflows. Both agencies include greenfield investment and mergers and acquisitions

(M&A) by foreign firms in their FDI data while SAFE also includes several other

items. While these additional items were large a few years ago, as explained below,

they are now likely quite small. Most of the $113 billion difference between the two

numbers in the first three quarters of 2023 must result from the net sale of direct

investment assets by foreign investors.

Ministry of Commerce (MOFCOM) State

Administration of Foreign Exchange (SAFE).

http://www.mofcom.gov.cn/article/xwfb/
https://www.safe.gov.cn/safe/2019/0627/13519.html
https://www.safe.gov.cn/safe/2019/0627/13519.html
https://www.safe.gov.cn/en/2023/1103/2145.html
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As shown in the figure, through 2021 the SAFE measure of FDI inflows was larger

than MOFCOM’s. There were several reasons for this disparity:

1. Because of the peculiar legal structures involved, SAFE numbers include the

value of initial public offerings (IPOs) of some Chinese companies in

offshore markets. MOFCOM does not include these inflows.

2. When foreign venture capital and private equity investment leads to a

foreign ownership share in a Chinese startup of 10 percent or more, SAFE

counts this as FDI. (If it is less than 10 percent, SAFE counts this as a

portfolio inflow, per International Monetary Fund conventions.) MOFCOM

ignores these transactions.
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3. SAFE counts on a real time basis reinvested profits of foreign firms as

inflows of FDI and repatriated profits of foreign firms operating in China as

FDI outflows. MOFCOM apparently estimates these flows based on data

from the prior year.  This leads MOFCOM to an underestimate of FDI when

reinvestment flows are rising and an overestimate when the repatriation of

earnings is increasing.

4. Finally, when foreign financial institutions make direct investments in the

financial sector in China, SAFE includes these transactions in its accounting

of China’s FDI, MOFCOM does not.

In the figure, the four items enumerated above led to a large increase in 2021-22 in

the FDI reported by SAFE relative to the MOFCOM data. But in 2022 the numbers

reported by SAFE declined dramatically, while those of MOFCOM rose slightly.

The result was that the two agencies reported almost identical numbers in 2022.

This pattern cannot be accounted for precisely since SAFE does not publish

disaggregated FDI data. Other sources appear to show the main causes.

Proceeds from offshore IPOs in the United States alone peaked at 

 But in late 2021 the Chinese securities regulator tightened the rules for

offshore listings. And the US accounting watchdog was threatening to delist

Chinese companies from the US market if it could not get access to certain auditing

papers of these listed Chinese firms.

$12.6 billion in

2021.

As a result of these actions, offshore listings of Chinese companies in US markets

plummeted to . The US accounting watchdog announced in

December 2022 that it had achieved full access to the relevant auditing documents,

thus lifting the risk that Chinese firms could be kicked off US stock exchanges. And

the Chinese securities regulator in March 2023 announced new regulations

designed to revive offshore listings. Nonetheless, new listings in the United States

languished at  in the first three quarters of 2023. Hong Kong also

counts as an offshore market, and the value of IPOs there by Chinese firms in 2020

was even larger than in New York and fell by an even larger percentage by 2022.

$468 million in 2022

only $405 million

https://asia.nikkei.com/Business/Markets/China-s-appetite-for-U.S.-IPOs-shows-little-sign-of-roaring-back
https://asia.nikkei.com/Business/Markets/China-s-appetite-for-U.S.-IPOs-shows-little-sign-of-roaring-back
https://asia.nikkei.com/Business/Markets/China-s-appetite-for-U.S.-IPOs-shows-little-sign-of-roaring-back
https://asia.nikkei.com/Business/Markets/China-s-appetite-for-U.S.-IPOs-shows-little-sign-of-roaring-back
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Foreign capital raising for China-focused venture capital and private equity funds

followed a , rising from less than $15 billion in 2020 to almost $50

billion in 2021 before falling to $20 billion in 2022 and only about $5 billion in the

first three quarters of 2023.

similar pattern

It is likely that reinvested earnings by foreign firms operating in China followed a

similar pattern, but the magnitude of this reinvestment is not known. Surveys show

attitudes of these companies turned increasingly cautious in recent years 

 with China rose and China appeared to be transitioning to

much slower growth, presumably leading to less reinvestment and more

repatriation of the earnings of these companies.

as

geopolitical tensions

Finally, in the  China reached with the

United States in January 2020, China agreed to lift existing equity limitations on

foreign firms engaged in joint ventures providing banking, insurance, securities,

and other financial services. This allowed foreign firms to either establish new

wholly foreign-owned financial services firms or buy out their Chinese partners in

existing joint ventures. In either case these foreign firms had to invest, in the case

of establishing new wholly foreign-owned financial firms by purchasing Chinese

government bonds, to meet the minimum capital requirements imposed by the

relevant Chinese regulators.

Phase One Economic and Trade Agreement

Since these bonds can’t be traded but must be held for the life of the foreign firm,

SAFE treats these funds as direct investment. SAFE also treats the funds used to

buy out the ownership shares of existing local joint venture partners as direct

investment. For example,  both 

their securities joint ventures in 2021. In July 2021 the China Banking and

Insurance Regulatory Commission approved 

as a wholly foreign-owned insurance asset management firm. In late 2022 the same

regulator approved  in its joint venture

insurance group from 47 to 83 percent, giving Chubb majority control.

JPMorgan Chase and Goldman Sachs took over

Allianz Insurance Asset Management

Chubb’s expansion of its ownership stake

https://www.ft.com/content/56294843-7eff-4b83-9fa2-c46fb4ac1278?shareType=nongift
https://www.ft.com/content/56294843-7eff-4b83-9fa2-c46fb4ac1278?shareType=nongift
https://www.ft.com/content/56294843-7eff-4b83-9fa2-c46fb4ac1278?shareType=nongift
https://ustr.gov/countries-regions/china-mongolia-taiwan/peoples-republic-china/phase-one-trade-agreement/text
https://en.pingwest.com/a/9379
https://www.securitiesfinancetimes.com/securitieslendingnews/industryarticle.php?article_id=225097&navigationaction=industrynews
https://www.allianz.com/en/press/news/business/asset_management/210730_Allianz-Insurance-Asset-Management-receives-approval-in-China.html
https://news.chubb.com/2022-11-18-Chubb-Receives-Regulatory-Approval-to-Increase-its-Huatai-Stake-to-83-2
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In addition, even prior to the 2020 lifting of equity restrictions, foreign banks took

ownership stakes exceeding 10 percent in several Chinese banks, which SAFE

counts as direct investments. The largest seems to be 

, establishing a 19.9 percent ownership

position. Following the lifting of equity ownership restriction in 2020, most foreign

financial firms that sought to establish new wholly foreign- owned financial firms

or assume full ownership of existing joint ventures had completed such

transactions in 2021 or early 2022, so these direct investments presumably fell in

2022 and 2023.

HSBC’s investment in 2004

of $1.7 billion in Bank of Communications

This incomplete information only partially accounts for the sharp decline in FDI

reported by SAFE for 2022, suggesting that foreign firms began to sell down their

FDI that year. The figure above shows that in 2022 FDI reported by SAFE was very

close to the greenfield and M&A FDI reported by MOFCOM. The extra

contribution to FDI of the four items not counted by MOFCOM but included in the

SAFE data on FDI appears to have vanished.  In the first three quarters of 2023,

data reported by MOFCOM exceeded that reported by SAFE by $113 billion,

implying that foreign firms had exited from more than $100 billion in direct

investment.

[1]

NOTE

. If these four items were net positive in the first three quarters of 2023, then

foreign firms in 2023 must have sold even more than $113 billion of their prior

direct investments.

1

DATA DISCLOSURE

This publication does not include a replication package.

https://www.frbsf.org/banking/wp-content/uploads/sites/5/AsiaFocus-Foreign-Banks-in-China-July-2005.pdf
https://www.frbsf.org/banking/wp-content/uploads/sites/5/AsiaFocus-Foreign-Banks-in-China-July-2005.pdf
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Article · 02 Jan 2024

The U.S.-China Chip War: Who Dares to Win?

Global Insights

China and the U.S. are increasingly jostling over semiconductor intellectual

property and manufacturing, with the U.S. seeking to jump-start its own chip

production while using sanctions to blunt China’s drive for self-reliance in this

critical industry. A new Must C Citi Research report from a team led by Chris Danely

looks at the battle for supremacy in semiconductor manufacturing unfolding

between the U.S. and China.
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The semiconductor industry is the driving force behind such technological
innovations as artificial intelligence, electric vehicles, and factory automation,
playing a crucial role in nations’ economic prosperity and national security. Despite
accounting for 25% of total semiconductor demand, the U.S.’s total semiconductor
manufacturing capacity is just 12%, down from 37% in the 1990s. That has sparked
concerns about a threat to national security given China’s efforts to gain a
significant foothold in this vital industry.

Source: Citi Research, TechInsights, SIA, and Gartner

A key focus of the report is the CHIPS and Science Act, which became U.S. law in
2022. Its aim is to boost domestic chip production, with $52.7 billion earmarked
for allocation over five years to develop domestic manufacturing, as well as R&D
and workforce programs.

As part of the CHIPS Act, semiconductor companies will get 25% investment tax
credits for investing in semiconductor manufacturing or specialized tooling
equipment. But as the report notes, the CHIPS Act faces challenges in turning its
goals into realities. In March, the Commerce Department introduced conditions for
companies seeking $150 million or more in funding, including stock buyback
limitations, profit sharing, and a preference for union labor. The report warns such
conditions could make returning leading-edge semiconductor manufacturing to
the U.S. extremely difficult, with companies working to stay below the $150
million threshold.

The former chair and CEO of the Taiwan Semiconductor Manufacturing Company
(TSMC), a behemoth that produces 90% of the world’s most advanced processor
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chips, estimates that it would cost up to 50% more to make leading-edge chips in
the U.S. than in Taiwan due to labor costs and different worker norms.

And most semiconductor companies don’t need extra funding, as the industry is
one of the world’s most profitable. That leads the authors to conclude that only
less-profitable chip companies may prove more willing to participate in the CHIPS
Act in its current form, limiting its industry impact.

Semiconductor companies that choose to manufacture chips in-house are known
as Integrated Device Manufacturers (IDMs), with the plants that make such chips
called fabs. Another model for the industry is to go “fabless,” outsourcing the
manufacturing process to a foundry. And some companies have chosen a hybrid
model.

The Semiconductor Industry Association estimates that the 10-year cost of a
state-of-the-art fab ranges between $10 billion and $40 billion, up from less than
$1 billion in 1997. Only four IDMs—Samsung, Intel, Hynix, and Micron—have the
scale necessary to support construction of leading-edge fabs. Other
semiconductor companies, including Nvidia, AMD, Qualcomm, and Marvel, have
outsourced some or all of their manufacturing to TSMC.

Source: Citi Research, TechInsights, SIA, and Gartner

TSMC is the clear leader among the five major foundry companies, with a 58%
share of the global market. In 2021, Intel announced it would refocus on the
foundry business with an eye on overtaking Samsung as the second-largest
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foundry by 2025. But the authors point to several obstacles that got in the way of
Intel’s ambitions—including rigid design rules and talent churn, and the fact that
the foundry business model is totally different than that governing Intel’s CPU
business.

Meanwhile, TSMC is rushing to establish fabs outside Taiwan as a hedge against
supply chain disruptions that might arise from the region’s geopolitical tensions.
The authors think this move will help TSMC hold onto most of the foundry
business, although they note it has been having trouble establishing a leading-
edge foundry in the United States. Samsung’s foundry business, on the other
hand, is expected to benefit from the CHIPS Act given its 27 years of foundry
experience in the United States.

The CHIPS Act isn’t the only tactic deployed in the U.S.–China chips rivalry. The
U.S. and its allies are also using sanctions on China. These date to 2017 and U.S.
action against ZTE; in October the U.S. Commerce Department’s Bureau of
Industry and Security further tightened export controls on advanced
semiconductor production equipment and high-performance computing chips.
Such restrictions have limited China’s ability to acquire and make advanced chips,
with an emphasis on items or technologies used for supercomputing and AI
training. The export restrictions also apply to non-U.S. vendors and exporters,
which has led Japan and the Netherlands to limit their semiconductor-making
technologies. The authors note their belief that China’s advanced semiconductor
fabs are still capable of producing chips in limited volumes, which will likely lead to
further sanctions. 

The European Union has created its own take on the CHIPS Act with the European
Chips Act (ECA). As with the U.S., only about 10% of global chip manufacturing is
situated in Europe; the EU aims to double that to 20% by 2030. European and
international chip makers have already committed to R&D and fab expansion plans
in Europe in hopes of accessing funding from the ECA and other sources. Because
the ECA lacks the restrictions that come with the CHIPS Act, chip manufacturers
seem to have few if any reservations about accessing this funding.

Japan has pursued its own drive to establish semiconductor production facilities,
with 2022’s Economic Security Promotion Act outlining a framework for combined
public and private financing of ¥10 trillion over 10 years. Japan accounts for 12% of
global semiconductor consumption, but its share of production capacity is
extremely low. Semiconductor industry activity is booming in Japan, a
development that has been fueled by expectations for growing demand for
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Japanese-made chips as sourcing diversifies out of Taiwan. Japan has been
encouraging foreign companies and foreign capital to play an active role, with
examples of entities pursuing investment and collaboration including TSMC
subsidiaries, Taiwan-based PSMC, and U.S.-based Micron.

A redacted public version of the report, first published on 30 November 2023 and
including a Q&A with semiconductors expert Chris Miller and a graphical overview
of the semiconductor industry, is available here.

Citi Global Insights (CGI) is Citi’s premier non-independent thought leadership
curation. It is not investment research; however, it may contain thematic content
previously expressed in an Independent Research report. For the full CGI
disclosure, click here.
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