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Executive summary

There is growing speculation surrounding the future of foreign direct investment (FDI) in China. A 
combination of rising domestic wages, concerns about growing impediments to market access and 

reduced export demand in advanced markets has fuelled conjecture that foreign investment into China 
may slow in the coming years. 

The Economist Intelligence Unit argues that China will continue to attract inward investment 
owing to the growing strength of its domestic market. Contrary to those that suggest rising wages 
in China will encourage multinationals to base their operations elsewhere, we argue that rapidly 
growing levels of personal disposable income will encourage foreign investors to try to tap into rising 
domestic demand. 

China has become increasingly focused on the services sector, rather than on manufacturing. In 2008, 
inward investment in the tertiary sector accounted for more than that into the secondary sector for the 

for the tertiary sector. 

of both cheaper labour and faster-growing markets.  The coastal provinces are no longer the only 
draw for foreign investors, despite their comparatively developed infrastructure. Instead, FDI will be 

readily sourced and booming retail markets await. In the central provinces the average urbanisation 

This shift is already clear. For example, the municipality of Chongqing, in western China, was in 

estimated US$10.8bn in inward investment, more than the national capital, Beijing. We believe that 
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than in the past, new regulatory barriers and restrictions may be encountered, and the government 

opportunities in areas such as alternative energy, biotechnology, information technology and high-
end equipment manufacturing, which dovetail with the domestic economic priorities set out in the 

investment into services will require a strong training component. Some multinationals have already 
started to open in-house training centres. 

FDI data issues

Commerce. There is a historical discrepancy between local 
havens, and then bring it back into the country to take advantage of 
favourable tax incentives. Even though the 2008 law equalised tax 
rates for both foreign-invested and domestic enterprises, incentives 
are still available for inland central and western regions. 
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Finvestors, particularly in the manufacturing sector, attracted by its low labour costs and 
relatively developed internal infrastructure. China has, in turn, largely invited foreign funding, 

From the very beginning, however, investment was never a free-for-all and has been tightly 

were devised to target particular groups of overseas Chinese investors. Shenzhen, for example, was 

In the following decade, policies concerning FDI were issued with an eye towards advancing 

plan. These regularly updated catalogues have since served as a tool of industrial policy, 

Up to the late 2000s foreign investment in export processing was especially encouraged. In the 

Although this quota was removed in 2000 as China prepared its entry into the World Trade 
Organisation, export-focused inward investment continued to be prioritised. FDI in the secondary 

Commission) issued a revised Catalogue in which the prior bias towards manufacturing for export 

restrictions were placed on traditional export-manufacturing sectors such as shoes, clothing and 

FDI then
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volatile export markets, as well as to push investors into higher value-added industries such as 
shipbuilding and hi-tech equipment manufacturing.

Further driving home the point, in 2008 the tax advantages that foreign enterprises had previously 

less developed western and central regions). The message was clear: incentives were to be provided 
based on type of business activity, not by location. Foreign capital was no longer seen primarily 
as a source of funding or means of job creation, but a way of bringing in advanced technology and 

innovation and upgrade industries with an emphasis on growth driven by domestic demand.
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These changes in the policy framework laid the groundwork for a change in the direction of FDI into 

funds has rapidly declined in the past few years. It now no longer takes up the bulk of foreign funds. In 
2008, in a reversal of a trend spanning two decades, FDI into the tertiary sector surpassed FDI in the 

A shift towards services 

FDI by sector  

Source: Economist Intelligence Unit estimates.
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operations in places such as Bangladesh and Vietnam. At the same time, investment into special-

Finally, rapid urbanisation is driving the development of the tertiary sector. Services providers tend 

wholesale and retail trade, residential-related services, and leasing and commercial services has 
expanded rapidly. Following entry into the World Trade Organisation (WTO), China opened up its retail 

such as pharmaceuticals and commodities. Accordingly, FDI in wholesale and retail sectors over the 

as the acquisition of the Little Sheep restaurant chain by a US-based food service retailer, Yum! 
Brands, suggests that the government remains open to foreign expansion in the retail sector. Fears 
that policymakers would use tools like the anti-monopoly law to prevent the expansion of foreign 

services has taken place. The city has been a popular investment destination for Taiwan companies 
manufacturing electronics for export. As costs of labour and land have risen, however, export-

and technical services, information technology (IT) consulting and computer-related services sectors 
saw the fastest growth in FDI.

FDI by industry sector
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T foreign investment was concentrated on the eastern coast, largely owing to proximity to capital 

a series of joint ventures with local carmakers in order to manufacture for domestic consumption. 

which are manufactured in its facilities in the provincial capital of Changchun, are two of the best-

this region is driven largely by domestic demand. A consumer-goods giant, Unilever, set up one of its 
largest manufacturing bases in Anhui in 2002, largely with an eye towards the domestic market. The 

juice maker. Investment into hospitals was liberalised as well, paving the way for wholly foreign-owned 
hospitals. To encourage more foreign-invested hospitals, the national government is starting to allow 
approvals for joint-venture hospitals to be made at the provincial level. 

Spreading inland and servicing the domestic 
market
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T
will see particularly impressive gains as they rise from a low base. Utilised foreign investment in the 

Although there remains a long way to go before the inland provinces catch up, three provinces 
in particular are making spectacular inroads. The north-eastern province of Liaoning overtook 

will centre around the cities of Shenyang and Dalian, which will continue to draw in big-ticket 
projects tied to carmaking and higher-end electronics manufacturing. For example, a Japanese 
electronics maker, Toshiba, announced in 2010 that it would step up its efforts to supply products 
to the Chinese market from its TV manufacturing facilities in Dalian by partnering with a domestic 
electronics company, TCL, as a supplier.

FDI tomorrow—the EIU forecasts

 Growth 2011-15 (RHS) %

Chongqing

Yunnan

Sichuan
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signal of the national importance of Chongqing as an investment location, in 2010 the central 

terms of overall FDI. But in 2011 it overtook the capital, Beijing, bringing in an estimated US$10.8bn 

attracting foreign funds. 

business in the information technology sector. For example, a US chipmaker, Intel, has moved its chip 

labour and access to inland markets are driving accelerated investment activity in the province. 

provinces by overall value. These provinces continue to boast the strongest infrastructure and highest 
urban average incomes in the country, and their long-standing openness to foreign enterprises have 
fostered a favourable environment for higher-value manufacturing and market for more sophisticated 
services. As absolute levels of FDI are already high, however, year-on-year growth will be slower than in 
the past.

Even though investment is spreading further away from the developed coast, we expect FDI to 

Big plans for Chongqing

Department stores in developed markets are 
struggling as consumers move towards online 
purchases, but in China developers are betting 
on a boom. Chinese customers, still unused 
to department store services, are lured to the 
experience much as Japanese shoppers were 
over two decades ago. A Singaporean property 

mixed-use development with a department store 

but is now placing its biggest bet on Chongqing. 
According to a Singaporean newspaper, the Straits 
Times, CapitaLand has projects worth around a 

space on the Yangtze waterfront, designed by an 

its growing retail market, as consumer spending 
power rises on the back of a manufacturing-led 

of manufacturers inland, particularly as it starts to 
attract the attention of a number of Taiwan-based 

have all started to set up production bases in the 
western municipality, bringing Chongqing closer 

Following the growth of the IT, manufacturing 
and automotive industry in Chongqing and western 
China, the city is also attracting companies 

polycarbonates widely used in these industries. 

likely that further materials suppliers will follow this 
move to capitalise on this trend to the west. 
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also expected to see a considerable uptick in FDI.  

The East has the most but its share is falling steadily
 Total FDI by region  
(US$ m)

Source: Economist Intelligence Unit.
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The continued shift in FDI towards non-coastal provinces is important for two reasons. First, it is 
not being driven by FDI in export processing. Coastal provinces are forecast to remain much more 

will not be negatively affected by the poor outlook for external demand. Also, as rising wages boost 

with boosting productivity, bringing in more advanced production methods, and providing the funds 
needed to scale up.

Skills needed

consumers created by increased urbanisation.

example, relies more on the quality of its staff than would be the case for a shoe factory. As companies 
begin to invest into the tertiary sector, the quality, not the cost, of the labour force will become 
increasingly an issue. 

The availability of adequate human capital is not to be taken for granted.  The average productivity 

is an excess of university graduates competing for well-compensated jobs, but most of them are 

rapidly, the mismatch between the education system and the job market is particularly acute. 

Some multinationals have already started to open in-house training centres. A US software giant, 

Implications 
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primary, high school and university levels.

sector. For the most part, the largest gains in the tertiary sector are being made at the lower-value-
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C hina will remain one of the top destinations for FDI in the near future, but the pursuit of low 

demand is now the main draw, but the resulting movement into services and inland China will be 
trickier to navigate than before. Although the government is more than supportive of FDI moving 
inland, its attitude towards foreign involvement in its services sector will be less clear-cut. Sectors such 
as insurance and consumer banking remain largely shut out to foreign actors even though they were 
technically liberalised under the WTO agreement. 

China should open its service sectors more to foreign investment. It lags far behind economies 

encouraged foreign entry. China is placing heavy emphasis on moving up the value-added chain and 

its companies to truly succeed on the global stage, China will need to encourage foreign investment to 
create a more competitive environment that is essential for fast productivity growth. 

At the same time, the importance of services in the new wave of foreign investment means that 
new ventures will often require a strong training component. Inland areas will be attractive training 
locations given their lower wage levels. The relative winners are likely to be inland provinces with more 
responsive education systems.  

Conclusion 
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Access analysis and forecasting of major 
industries with the Economist Intelligence Unit

In addition to the extensive country coverage the Economist Intelligence Unit provides each month 
industry and commodities information is also available.
The key industry sectors we cover are listed below with links to more information on each of them.

Automotive

country by country basis

Commodities 

Consumer goods 

providing detail on a country by country basis

Energy 

country by country basis

Financial services 

on a country by country basis

Healthcare 

country by country basis

Technology 

country by country basis
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c research needs with our 
Custom Research service 

Successful strategies leave nothing to chance.  That is why business leaders throughout the world 
commission custom research from the Economist Intelligence Unit to enrich their insight for 

sharper business decisions.

who need a more thorough understanding of current markets and growth opportunities at a strategic 
or operational level.   This specialist service delivers bespoke business intelligence that is deeper and 
broader than the published reports and subscription-based services for which we are renowned.

Benchmarking
We can provide a detailed evaluation of competitors operating in a market you are considering for 
expansion, evaluate local human capital, the overseas talent market, labour market conditions and 

Find out more by reading this case study.

Country analysis

forecasts including scenario analysis.You may be interested in business environment analysis or cross-

country framework is unparalleled.

Find out more by reading this case study.

Forecasting

with our ability to offer more granular research, allows us to do this effectively. 

Find out more by reading this case study.

Indexing
Our expertise is not limited to business or government applications. We can combine our analysis and 
modelling capabilities with access to global academic experts to develop highly customised indexes 
that highlight particular factors that your organisation needs to be aware of. 

Find out more by reading this case study. 

Market sizing
We can help you to determine the best markets in which to expand, how to expand effectively, and 
what your organisation needs to be ready to manage this expansion. We do this by drawing from our 
peerless databases of macroeconomic and demographic analysis and forecasting, combined with 
sophisticated econometric modelling services. 

Find out more by reading this case study.
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Custom Research service 

Product demand

analysis capabilities. 

Find out more by reading this case study.

Risk analysis
We can identify obstacles your company may face from exposure to new markets and new opportunities 
in a comparative framework that sets unfamiliar markets and situations alongside places and activities 

you to make informed decisions on a number of different indicators, including early warning of 
possible market and industry threats in areas such as security, tax policy, supply chain, regulatory, 
creditworthiness and labour markets. 

Find out more by reading this case study. 

Visit our website at h

Or 

Should you wish to speak to a sales representative please telephone us:



The event will feature sessions on: 

 opportunities for Chinese outward expansion in Africa, Latin America and the Eurozone 

 case studies of Chinese companies that have already successfully expanded overseas 

 practical ways Chinese companies can expand their businesses abroad 

 information and advice to help companies looking to expand their business in China. 

Read the full event programme and register  
are limited.
We hope to see you in Shanghai so we can discuss how to prepare your business for opportunity. If you have any 
questions, please contact us using the contact details below.

Economist Intelligence Unit 
 

AsiaEvents@eiu.com

TM

Economist Intelligence Unit 
outbound investment event
Amid signs of a slowdown in China and great 
uncertainty about the health of the global 
economy  -- the Economist Intelligence Unit is 
revisiting our assessment of the opportunities 
for Chinese companies to prosper in the 
rest of the world. We are running a one-day 

 on 
Wednesday April 18th, 2012, to examine these 
issues. I hope you will be able to join us at this 
China: Prepare for Opportunity discussion. 
The sessions will provide you with practical 
advice and suggestions to help prepare 
your business for opportunities outside and 
within China. You will also have the chance 
to meet and exchange ideas with over 200 
of your peers during the networking breaks 
and luncheon. 

China: Prepare for Opportunity
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