The Investment Policy Review of
China 2008 exp lores Chinese
government efforts to encourage
respons ible business conduct
against the bac kground of recent
regulatory changes and China's
increasing outward investment.

Chinads regul at ¢

The five landmark laws and sets of
regulations promulgated since the pub-
lication of the 2006 OECD Investment
Policy Review of China improve the
tax and competition elements of the
regulatory environment within which
businesses, including foreign-owned
enterprises (FIEs), operate in China, but
tighten restrictions on inward direct
investment, including  cross-border
mergers and acquisitions. The review
also takes stock of developments in

Chi na’ s i nward FDd statés-
tics methodology.
Chinads i ncwaedas:

investment is prompting calls
for responsible behaviour

China has been rapidly becoming an
important source of outward foreign
direct investment (OFDI) in recent
years. Government policy was initially
the main determinant of OFDI, but it is
now increasingly driven by commercial
motivations. I n
growing role as an investor in Africa in
particul ar, C 0npg
vestment behaviour are being raised
and Chinese enterprises are under in-
creasing pressure to be more responsi-
ble global players.

China’s economic growth has been more rapid than its FDI inflow
growth, so the shares of FDI in gross fixed capital formation and GDP
have fallen to 4.1% and 2.3% respectively after peaking in 1994 at
14.3% and 5.8%. FDI has always accounted for a minority of capital
formation in China. China has throughout the period of economic reform
enjoyed a high saving rate which has enabled it to finance fixed invest-

ment from domestic resources.
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China is adopting policies to
encourage re sponsible
business conduct (RBC)

tional agreements relevant to promoting
RBC. Chinese companies are seeking
to learn about RBC standards.

The OECD supports the Chinese gov-
ernment’
dards of corporate behaviour and
develop further the framework condi-
tions that enable responsible business
conduct (RBC). The Chinese authori-
ties are striving to ensure corporate
compliance with laws relating to RBC
and are also promoting RBC in over-
seas operations of Chinese enterprises.
China has signed and ratified interna-

s effor tn«

More can be done to
encourage responsible
business conduct

While the Chinese government has
made efforts to encourage responsible
business conduct, many Chinese enter-
prises are still largely unaware of what
RBC entails and have not organised
themselves to promote it. The lack of
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Starting from virtually no outward direct investment (OFDI) in 1979,
China’s OFDI was around US$450 million per annum in the 1980s,
when most Chinese firms did not have sufficient knowledge and compe-
titiveness to carry out outward investment projects. In addition, overall
capital outflow was restricted by the government, given the severe
scarcity of foreign exchange. China’s OFDI stagnated around an aver-
age flow of US$2.3 billion per annum during the 1990s. In 2001, Chi-
na’'s OFDI flows posted a big jump to US$6.9 billion — more than six
times the figure recorded in the previous year. This coincides with Chi-
na’s accession to the WTO, after which China made great progress in
liberalising its trade, investment and financial regimes and official an-
nouncement of China’s “go global” policy within its 10th five-year plan
(2001-2005).

This time the momentum seems to be sustained into a robust upward
trend with steep acceleration in 2005-06 after the government substan-
tially relaxed OFDI regulations in 2004. The average annual growth rate
of China’s OFDI registered 116% for the period from 2000 to 20086,
which is among the fastest in the world and is particularly impressive
compared with the average growth rate of only 6% for total OFDI flows
from the whole world for the same period. The latest figure showed
US$17.6 billion of OFDI flow for 2006, accounting for 1.5% of total
world OFDI flows. This makes China’s OFDI flow the 18th largest in the
world and 4th among developing and transitional countries.
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coordination of o
approaches hinders communication of

the government ' dg-
nese companies. The OECD offers pol-
icy options to help implement at local
level legislation and regulations estab-
lishing framework conditions for re-
sponsible business conduct.

China has made progress,
but still faces challenges, in
encouraging environmental
RBC

China’s rapid e (
been accompanied by negative envi-
ronmental impacts. The Chinese gov-
ernment has accelerated its efforts to
develop the legal framework and stan-
dards for environmental protection. The
OECD offers policy options to meet the
formidable challenges faced by the
Chinese authorities in enforcing and
implementing these.

FURTHER INFORMATION

More information about OECD-China
co-operation in the field of investment is
available online at:

oecd.org/daf/investment/china

Requests for information can be
addressed to:

Mr. Kenneth Davies
Kenneth.Davies@oecd.org
Tel: +33-1 4524 1974

Ms. Misuzu Otsuka
misuzu.otsuka@oecd.org
Tel: +33-1 4524 1491
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