Please cite the Published Version

Sutherland, Dylan, Hurst, Jamie ©, Peng, Xinghao and Wu, Ludan (2022) Exploring the use of
offshore intermediary jurisdictions by Chinese MNEs for the purposes of ‘onward-journey’ transit
FDI: implications for measuring and understanding Chinese MNE activity. Asia Pacific Business
Review, 28 (2). pp. 214-234. ISSN 1360-2381

DOI: https://doi.org/10.1080/13602381.2022.2013605
Publisher: Taylor & Francis (Routledge)

Version: Accepted Version

Downloaded from: hitps://e-space.mmu.ac.uk/633147/

Usage rights: E Creative Commons: Attribution-Noncommercial 4.0

Additional Information: This is an Accepted Manuscript version of the following article, ac-
cepted for publication in Asia Pacific Business Review. Sutherland, D., Hurst, J., Peng, X.
&amp; Wu, L. (2022). Exploring the Use of Offshore Intermediary Jurisdictions by Chinese
MNEs for the Purposes of &lsquo;Onward-Journey&rsquo; Transit FDI: Implications for Measur-
ing and Understanding Chinese MNE Activity. Asia Pacific Business Review 28(2): 214-234.
It is deposited under the terms of the Creative Commons Attribution-NonCommercial License
(http://creativecommons.org/licenses/by-nc/4.0/), which permits non-commercial re-use, distribu-
tion, and reproduction in any medium, provided the original work is properly cited.

Enquiries:

If you have questions about this document, contact openresearch@mmu.ac.uk. Please in-
clude the URL of the record in e-space. If you believe that your, or a third party’s rights have
been compromised through this document please see our Take Down policy (available from
https://www.mmu.ac.uk/library/using-the-library/policies-and-guidelines)



https://orcid.org/0000-0002-0589-095X
https://doi.org/10.1080/13602381.2022.2013605
https://e-space.mmu.ac.uk/633147/
https://creativecommons.org/licenses/by-nc/4.0/
http://creativecommons.org/licenses/by-nc/4.0/
mailto:openresearch@mmu.ac.uk
https://www.mmu.ac.uk/library/using-the-library/policies-and-guidelines

Exploring the Use of Offshore Intermediary Jurisdictions by Chinese
MNEs for the Purposes of ‘Onward-Journey’ Transit FDI: Implications for
Measuring and Understanding Chinese MNE Activity

Dylan Sutherland, Durham University Business School, UK
Jamie Hurst, Durham University Business School, UK
Xinghao Peng, Durham University Business School, UK

Ludan Wu, Durham University Business School, UK

Abstract: This paper explores (i) the extent to which Chinese multinational enterprises
(CMNEs) undertake FDI via intermediary jurisdictions (also termed capital in transit
(CIT)) and (i1) identifies the specific offshore locations are used by CMNEs to conduct
CIT. We use newly available OECD/IMF bilateral FDI stock data reporting both
immediate and ultimate FDI between nations, which allows us to construct a CIT index
and empirically test whether Chinese MNEs have a higher propensity for CIT than other
countries. We demonstrate that CMNEs are indeed outliers with regards to CIT and
identify the specific hubs they use drawing from the Orbis database. Our findings imply,
among other things, that nationally aggregated Chinese FDI data is systematically biased
when used for the purposes of measuring CMNE activity. We then discuss the problems
this has created for many studies analyzing CMNE activity that have used data collected
at the firm-level. In conjunction, our empirical findings provide further insights into the
extent, reasons and ways in which CMNEs exploit the offshore world and how this

potentially confounds our understanding of their activities.
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Introduction

An important and much studied aspect of International Business (IB) strategy is the creation of
foreign affiliates over which long-term management control is exercised. Foreign direct
investment (FDI), the technical term given to this multinational enterprise (MNE) activity, is
usually monitored by national governments and international guidelines set by the
Organization for Economic Cooperation and Development (OECD) and International
Monetary Fund (IMF) for its collection at the national, aggregated level. While there are a
number of well-known and important limitations of using FDI data for the purposes of gauging
MNE activity (Beugelsdijk et al. 2010; Lipsey 2007), its strict focus on immediate bilateral
FDI flows has become a particularly thorny problem (OECD 2015). This is because MNEs are
increasingly routing FDI via intermediate countries, so called “capital in transit” (CIT).
Intermediary ‘special purpose entities’(SPEs), like investment holding companies, in havens
like the Netherlands, Luxembourg, Hong Kong and the Cayman Islands, figure ever more

prominently as both destinations and origins for bilateral FDI (Borga 2016; OECD 2015).

This magnifies the full scale of global FDI flows and confuses actual origins,
destinations and industrial composition (towards business services) of cross-border
investments (OECD 2015). CIT, in short, creates very serious distortions related to the use of
FDI data as a useful metric for measuring MNE activity. Unsurprisingly, its impacts are
becoming more widely acknowledged. UNCTAD, for example, in its flagship World
Investment Report exploring global MNE activity, is moving away from its heavy dependence
on nationally aggregated FDI data. The OECD, taking the lead in this area, have already
recommended that national level FDI data collection agencies account for these ‘pass through

companies’, so as to weed out CIT investments.



If CIT is present, it can create systematic biases in the use of FDI data for the purposes
of measuring MNE activity. Some studies have already shown that CIT is common in Chinese
MNEs — creating issues for better understanding their international investment behaviours —
but what does analysis of the newly available OECD data on immediate and ultimate
investment destinations reveal in this regard? The purpose of this paper is twofold. Firstly, we
quantitatively test some of the country level determinants of CIT using this recently available
OECD data. In particular, as this data reports on both ultimate and immediate inward FDI
investments for 19 reporting host countries, it allows us to test how the country of origin
impacts CIT. Each of these 19 host countries compiles data for up to around two hundred
inward investing (FDI origin) countries, including data on both their immediate and ultimate
investments. We first use this to construct a CIT index (measured as ultimate inward country
level recorded FDI divided by immediate inward FDI) and explore whether China stands out
as an outlier with regards to CIT when compared with international comparator countries, as
some have argued (Buckley et al., 2018; Sutherland & Anderson, 2015). We confirm this the

case.

Secondly, we use CMNE firm-level data extracted from Orbis (Bureau Van Dijk) to
identify the specific transit hubs that are commonly used by CMNEs. We discuss also the
potential issues CIT causes when using firm-level data to measure and analyse MNE activity.
We show that many recent studies in the leading International Business journal (i.e., JIBS,
representative of other studies from mainstream journals in this area) have misunderstood this

problem and as a result incorrectly measure CMNE activity, undermining their results.

We conclude that transit capital is a particularly thorny problem when it comes to
attempting to empirically measure and evaluate MNE FDI activities. At the national level, it

creates severe industrial composition biases (towards ‘business services’) as well as



geographical biases in FDI (with more FDI going to transit hubs). In addition, when using firm-
level data many studies also struggle to fully accommodate the issues associated with CIT —
namely the creation of SPE type ‘shell’ companies, often in tax havens and offshore financial
centers — incorrectly identifying SPEs as real, value adding MNE subsidiaries. Going forward
scholars of International Business and Strategy need to be more cognizant of this problem and
take more active measures to address it. Of course, understanding the use of CIT hubs may also
help us to better understand tax avoidance strategies that MNEs may employ, as these hubs

play important roles in the corporate structures of many MNEs.

Background and Research Questions

First, by way of context, we outline how SPEs and offshore incorporation, commonly
associated with CIT, may create problems for the use of FDI data when measuring MNE
activity. Second, we discuss the evidence relating to Chinese MNEs and their apparent
inclination towards CIT, leading to our first research question/hypothesis: do Chinese MNEs
have a greater propensity towards CIT than MNEs from other countries? Third, we outline our
methods and then discuss the aggregate results. In light of these affirmative results regarding
China as an outlier when it comes to CIT levels, we interrogate further firm-level evidence
which helps us to identify the specific transit hubs that CMNEs use. By way of conclusion we
argue that the use of offshore locations (in particular) to transit capital has likely led to
numerous erroneous conclusions in the mainstream International Business/Strategy literature,

in which numerous attempts have been made to empirically test CMNE outwards FDI.

SPEs and the CIT problem

MNEs often diversify their investments geographically through ‘special purpose entities’



(SPEs). SPEs are legal entities that “have little or no employment, or operations, or physical
presence in the jurisdiction in which they are created by their parent enterprises.” (OECD 2008,
61:186). They are often based in tax havens and/or financial hubs and are frequently also used
to raise capital and hold assets/liabilities. They do not, however, typically engage in production.
The OECD note: “The core business of SPEs is to channel funds between entities outside the
country where they are established.... The role of these SPEs is merely to serve as a financial
turntable for enterprises in other countries” (OECD 2008, 61:186). Compilers of FDI data,
moreover, argue that SPEs “hardly affect domestic economic activity and do not reflect genuine
investment activities in or of the reporting country itself”. Accordingly, the question for those
involved in tracking foreign investment is “how to ensure that the geographical and industrial
allocation of such investment is not distorted” (OECD 2008, 61:186). Often, unfortunately,
when used for the purposes of understanding MNE activity FDI data is seriously compromised
as a result of SPE- related foreign investments.

The distinction between genuine and non-genuine foreign investments (i.e. SPE related)
has attracted particular attention with regards to the problems (i.e. biases) it creates for using
FDI data as a measure of MNE affiliate activity (Sutherland, Hennart, and Anderson 2019).
Investment holding companies, financing subsidiaries, conduits, shell companies, shelf
companies and brass-plate companies are all examples of SPEs. The currently employed OECD
guidelines, outlined in the 3rd Edition Benchmark Definition of FDI (1996) and revised, though
not yet implemented by all countries, in the 4th Edition, state that investments in SPEs, even
though they undertake little physical production, should be incorporated in FDI data. The
problems introduced by tax haven and offshore financial centre (THOFC) use are caused by
both direct FDI transfers to offshore SPEs to facilitate round-tripping as well as CIT to other
countries (Sutherland and Ning 2011). Round-tripping involves moving capital offshore only

to bring it back onshore again. This inflates outward (and inward) FDI data. CIT, in contrast,



involves establishing an offshore business (often an SPE) and using this vehicle to conduct
further FDI in third countries. The initial offshore investment is mistakenly recorded as genuine,
value adding activity. The use of SPEs is closely related to CIT. Their formation creates genuine
problems in using officially recorded FDI data to measure MNE activity, both in terms of
identifying the ultimate geographical destination of FDI, as well as its targeted industrial sector
(i.e. manufacturing, natural resources, services and so on). As the OECD puts it, “where funds
are simply channeled through holding companies, major problems are created concerning the
geographical and industrial composition of FDI”. Of course, CIT may also take place via more
orthodox means and non SPE related companies. In such cases, biases to FDI data will also

occur, as the final geographical location and volume of the FDI project will still not be captured.

Chinese MNEs and ‘onward-journey’ CIT investments

The high frequency of CIT type investments among Chinese MNEs was remarked upon over
a decade ago (Sutherland and Ning 2011). Using a sample of Chinese listed companies that had
undertaken real FDI (i.e., FDI excluding tax haven-based shell companies) it was found that
many private sector MNEs, in particular, used offshore structures to channel FDI to third
countries. This research identified, at the firm-level, some of the specific offshore havens that
were used, noting the importance of the ‘triad’ of Hong Kong, BVI and the Cayman Islands.
Subsequent empirical work, later, largely confirmed these findings(Ning and Sutherland 2012;
P.J. J. Buckley et al. 2015; Anderson and Sutherland 2015). This literature, based on detailed
case-study evidence of individual MNEs, argued that one of the strongest original drivers of
Chinese offshore incorporation was linked to China’s domestic taxation policies, which had
offered lower corporation tax rates to foreign businesses to encourage inward FDI (Sutherland
and Anderson, 2015). This taxation policy, however, also encouraged domestic firms to

recreate themselves as ‘foreign’ businesses. They did so via the ‘round-tripping’ of capital



using offshore companies (Fung, Yau, and Zhang 2011), with Hong Kong proving to be among
the most popular transit hubs.

This early use of Hong Kong by CMNEs gave them, in turn, access to a broader range
of advanced business service providers, which also provided linkages with other tax havens,
particularly those linked to the former British empire and its dependencies (i.e., the BVI and
Cayman Islands, which have been historically linked to Hong Kong as part of the former British
Empire’s colonies). Offshore jurisdictions compete strongly with each other and different
jurisdictions provide, in turn, access to different specialisations in offshore business services
(Buckley et al. 2015). The Cayman Islands, for example, specialised strongly in access to
international capital markets (as companies incorporated in its jurisdictions could be listed on
both US and Hong Kong stock markets and it holds large deposits from US financial
institutions, which are based in the same time zones) and as transit hubs for further FDI projects.
Historically, institutions have been strong in these jurisdictions, as are linkages to global
financial centres, including London.

The initial availability of these tax arbitrage opportunities thus in turn encouraged
Chinese businesses to gain more knowledge of the offshore world and how it could be exploited
for other purposes, including planning, structuring and completing further ‘onward-journey’
FDI (transit capital) opportunities (Sutherland and Ning 2010). One of the key domestic
institutional deficits Chinese businesses face includes the poor functioning of domestic capital
markets. These ‘imperfect’ markets have undoubtedly created incentives for CMNEs to exploit
offshore pools of capital, particularly for private sector firms (Buckley et al., 2015). Indeed, a
great many private sector businesses have gone to considerable lengths to list offshore so as to
tap the liquidity of international capital markets (including tech giants like Tencent, Alibaba as
well as lesser known but highly dynamic companies, like Nine Dragons Paper, BYD

Electronics and Wuxi Pharma-Tech). Appetite for exposure to the Chinese market, owing to



restrictions on inward capital flows, has created a buoyant offshore capital market, with foreign
investors also keen to supply their money and expertise. Creative legal mechanisms (such as
variable interest entities), often involving complex offshore structures spanning numerous
jurisdictions, have therefore been created to facilitate these investments and circumvent
domestic institutional restrictions in sensitive sectors (i.e. media) (Buckley et al., 2015;
Sutherland & Ning, 2010). By raising large volumes of capital through offshore listings
CMNE:s have been able to fund further international investments, spurring ‘onward-journey’
FDI.

The legal institutional advantages of the triad offshore jurisdictions have also provided
a strong reason for offshore incorporation. Maurer (2010), for example, shows how Chinese
businesses/managers hold particular respect for the courts and legal system of the BVI to settle
property rights disputes. Many Chinese businesses, interestingly, are also bought and sold in
offshore tax havens (Sutherland et al. 2010). There may be tax advantages but evidence
suggests it is also the expertise of advanced business service firms helps smooth these
transactions and provides greater certainty for the parties involved (who often also hold their
shares in offshore structures). Moreover, complex share incentive structures can be put in for
top executives owing to the legal provisions available in such jurisdictions (ones which cannot
easily be replicated in mainland China).

MNEs originating from institutionally less developed markets like China may thus
look to avail of a variety of favorable features in the offshore world. This includes; lower tax
rates; functioning and liquid capital markets; advanced business services found in many
popular transit hubs; highly developed legal institutions facilitating secure property rights and
related property rights transactions. These factors may not only encourage an initial offshore
presence but also provide impetus to the first steps in the onward journey/CIT process.

Undertaking FDI directly from China to other markets (i.e., Europe/US) is further complicated



by the lack of compatibility in legal systems. It cannot, therefore, be entirely surprising that
many FDI projects (M&As as well as greenfield investments) are orchestrated via offshore
SPEs. The institutional deficits China experiences at home may also why CMNEs may be more
likely than other (developed market) MNEs, to engage in CIT ‘onward-journey’ FDI. Thus,

this leads to our first hypothesis as follows:

Hypothesis 1: Chinese MNEs have a greater propensity to undertake onward-journey (i.e.,

capital in transit) related FDI than MNEs originating from other countries.

If China has a higher propensity to engage in CIT than MNEs from other countries,
which hubs are used to transit these types of FDI, if any? As noted, several THOFCs
consistently figure prominently as major FDI recipients in China’s officially compiled outward
FDI data. This evidence from aggregated officially collected data strongly implies FDI
associated with the transfer of assets and equity from mainland Chinese businesses to SPEs
(often ‘investment holding companies’ typically providing business services) in these
jurisdictions.! The triad of three former British colonies and crown dependencies, Hong Kong,
the BVI and Cayman Islands, in particular, stand out in official FDI data. In 2016, for example,
Hong Kong, the Cayman Islands and BVI ranked 1*, 3™ and 4 largest recipients of Chinese
outward FDI flows (MOFCOM, 2016). The Netherlands, Singapore and Luxembourg also
ranked in the top 20. This raises a question: is CIT is undertaken via these offshore hubs and
can we provide systematic evidence to show that this is the case? As noted, these hub points
typically provide access to advanced business service providers (i.e., lawyers, accountants,
investment bankers) which are crucial intermediaries in facilitating FDI from weaker

institutional environments like China. China itself has historically lacked these advanced

! Since 2002 China’s Ministry of Commerce (MOFCOM) has compiled China’s FDI statistics in accordance with
the OECD/IMF’s balance-of-payment guidelines.



business service providers and the associated rules and legal systems in which they are able to
function. As noted, moreover, additional pools of capital are available to Chinese businesses in
these hubs (and therefore are likely to attract foreign investment). To date systematic evidence
has not proven which hubs are used for CIT. Here we hypothesize that specific hubs, for the
aforementioned reasons, are also selected and used to transit capital. These hubs also broadly
correspond and can be identified by examining aggregated Chinese outwards FDI officially

collected data (i.e., via MOFCOM). Thus, this leads to our second hypothesis as follows:

Hypothesis 2: Chinese MNEs use certain tax havens and offshore financial centres (THOFCs)

as hubs from which to undertake onward-journey (i.e., capital in transit) related FDI.

Data and Methodology

Measuring CIT at the national level

As noted, the agencies setting standards for collection of FDI data, the OECD and IMF, have
historically stipulated that reporting of FDI should be on the basis of immediate investing and
recipient countries. This was because FDI data was originally compiled for calculating capital
account balance of payments positions, so this approach was considered suitable (International
Monetary Fund 2011; Beugelsdijk et al. 2010; Lipsey 2007). However, FDI data is now
consistently also used to measure MNE activities (Casella 2019). Acknowledging this, the
OECD’s 4™ benchmark definition of FDI, has recommended significant changes in FDI data
collection procedures (OECD 2015). Use of GUO data, which accounts for the use of tax
havens by crediting the ultimate owners of the investment in the final host destination, is now

encouraged. In this way, offshore intermediate host destinations used chiefly as transition

10



points for capital transfer are disregarded. The ultimate investing country (UIC), which has

influence over the final investments, is therefore now identified.

One approach for further exploring the extent of CIT from MNE:s lies in using OECD
inward FDI data for all countries which currently separate out FDI positions by both UIC and
immediate investors (OECD 2018). Table 1 presents data on a selection of nine of the current
19 countries that publish such data for China as an inward investor. It records inward FDI
positions by UIC and immediate investment (for China only) to the host country. The CIT index
for Chinese FDI to that country (i.e., UIC FDI divided by immediate country FDI, to give an
indication of extent of CIT from China to the specific host country), as well as the rank of the
CIT index vis a vis all other inward investors to the respective nine host countries, is listed in
the table. This OECD data typically includes coverage of around 200 potential inward investing
countries. In the case of inward FDI to the US in 2014, for example, 187 countries returned an
inward investment entry. China ranked 5" highest in terms of CIT index among all inward
investing countries to the US, indicating a relatively high propensity to engage in onward-

journey CIT types of FDI.

(Insert Table 1 about here)

Further inspection of the CIT index for China shows it is typically greater than one,
indicating that Chinese MNEs often route FDI via intermediate countries. Again, using the US
case, immediate FDI from China stood at around $10 billion in 2014. UIC data, however,
indicated a stock that was nearly three times this — around $29 billion. This gave it a CIT index
2.9 in 2014. For the largest recipients of Chinese inward FDI, the CIT index ranged from 1.7

(Germany) to 4.2 (Italy).
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Variables and Model specification

Dependent variable

Thus, to explore our first hypothesis we use data from the OECD on UIC positions for the 19
countries that report both ultimate and immediate investment data. We focus on the inward
investment data from all inward investing countries to the 19 reporting OECD host countries
(1) where the position is greater than zero and positive for the end of 2016 and (ii) where both
immediate and ultimate investment data is available (allowing for a CIT index calculation).
The dependent variable is the CIT index as reported by each of the 19 reported countries for
all inward investing countries into that host country. The index is calculated as the ultimate
inward FDI divided by immediate inward FDI. We exclude several cases where the CIT index
is negative because of negative debt positions (i.e., lending from foreign affiliates back to their
overseas parents). Note that this variable is measured using data that is nationally reported at
an aggregated level. Arguably, therefore, it captures the full extent of CIT by the various inward
investing countries to the 19 OECD host countries that report FDI by ultimate inward positions.
It provides a unique glimpse into the onward-journey CIT approaches of MNEs from different

countries, including China.

Explanatory variables

We include a country dummy for China as an inward investor as our main explanatory variable.
We are interested principally in whether the China dummy is significant — indicating a higher
level of CIT than other countries in the sample. In addition, our model includes several
additional variables (drawn from the World Development Indicators database) that may be
related to CIT. We control for size of country of origin of the country sending FDI (measured
by GDP) and its relative level of development (via Net National Income per capita). Outward

orientation may potentially lead MNEs to gain more knowledge of the offshore world -so we
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can include exports per capita in our model to reflect this. In addition, countries with more
technology and internet related companies may guard intellectual property in offshore locations,
so we include the countries total patent applications to reflect the level of intangible assets or
intellectual capital in that economy. It has been hypothesized, moreover,that institutional
factors may play an important role in shaping CIT owing to their role in driving institutional
arbitrage related FDI. We include PRS risk guide data on country levels of corruption,
bureaucratic quality, political stability, rule of law, regulatory quality and accountability. In
addition, we include a measure of Financial freedom (i.e. China’s capital markets are controlled,
leading to THOFC use to raise capital). This is taken from the Heritage Foundation. Finally,
we use dummy variables to capture the impact of geography: do some regions (for unknown,
possibly historical factors) have higher levels of CIT? We include dummy variables for
European origin of investment, as well as African, American, South American and Asian
origins. While broad categories, these provide for a general reference point for geographical

impacts. We run individual models for each of these regional dummies (Table 2).

Model specification

The dependent variable (CIT) is a continuous measure and we therefore use OLS (with robust
standard errors). Our data is cross-sectional, exploring the overall determinants of the CIT
index for the year 2016. Only several years of UIC FDI data exist and there is comparatively
little annual change in many of the key variables of interest (i.e., institutional variables). As
such, running a panel data estimation is unlikely to yield substantially different results. Our

model is:

CIT index = o + B1ChinaDummy + B2GDP + BsNNIPercapita +BsExportsPercapita. +

BsPatentApplications + BeCorruption + BrBureaucratic Quality + BsPoliticalStability+
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BoRuleofLawe + BioRegulatoryQuality + Bir1Accountability + Bi2FinancialFreedom +

B13ChinaDummy + P14 (other country dummies) + it

Approach used for addressing Hypothesis 2

Which specific transit hubs are used by Chinese MNEs (CMNEs)? Additional insights into the
CIT hubs that CMNESs use can be found by looking at how CMNE:s structure their international
investments through intermediate companies at the firm-level. This provides a complementary
perspective and more micro-level evidence to support our first approach (in hypothesis one).
Orbis (Bureau Van Dijk), a database containing over 220 million enterprises worldwide, can
be used to first identify all CMNEs with a Chinese global ultimate owner (GUO). In addition,
it can be used to identify the foreign and domestic subsidiaries (i.e., it includes country of
location) of these Chinese based MNEs. To make our sample size manageable, we identify
CMNEs that have Chinese GUOs that own subsidiaries in four specific countries: the United
States, France, Germany and Italy.? These countries, according to the aggregated data
published by the OECD (Table 1), are ones in which the CIT index from China is positive and
greater than one. We can therefore assume CIT is taking place when CMNEs invest in these
destinations. Further analysis of them can shed some more insights into the micro-level

processes involved in CIT (thus complementing our first hypothesis).

To explore which specific hubs are used by CMNEs when undertaking CIT we can use
the Orbis database to trace back along the immediate ownership chains from all of the identified
Chinese owned foreign subsidiaries in these four countries. We thus first identify all
subsidiaries with a recognized Chinese GUO in these four countries and then identify the
immediate owners (i.e., owning in excess of 50% of the voting shares) of each of these foreign

subsidiaries. We do this for all CMNE foreign subsidiaries until we identify the first non-

2 We focus on countries that are relatively large recipients of Chinese FDI.

14



domestic owner. A US subsidiary may, for example, be owned by another US subsidiary (the
first immediate owner), which is in turn owned by a BVI intermediate firm (the second
immediate owner) leading finally back to a Chinese GUO. We note the country/jurisdiction of
incorporation for these intermediate foreign CIT subsidiaries, which provides us with
information on which hubs are being commonly used to structure international investments
(Table 2). In many cases, of course, the first immediate foreign owner is Chinese (i.e., there are
no intermediate countries in the ownership chain). However, a considerably high level of non-
Chinese intermediate owners also exist (as the OECD UIC FDI data implies). These are then

reported in Table 3, which lists the countries of these intermediate hubs.

RESULTS

In testing hypothesis 1, our results indeed confirm that CMNEs have unusually high levels of
CIT when compared to MNEs from other nations. The China dummy variable is significant
and positive at the 5% level in 7 of 8 models in which is it is included (Table 2). A number of
institutional variables are also significant and the model fit (R-squared) reaches 0.137 in model
9, which is a reasonable level of model fit given we have little prior theoretical knowledge
about what factors may be associated with CIT. Some of the signs on these institutional
variables appear somewhat counter intuitive. For example, as corruption increases CIT reduces
— whereas we might expect, possibly, the reverse. Moreover, as bureaucratic quality improves
CIT also appears to become more common. By contrast, as political stability and rule of law
improve, our results show that the CIT index becomes lower. These results are somewhat
intriguing. Further analysis of the sample (decomposing it by per capita income, for example)
suggests slightly different relationships may exist depending on the overall level of

development of the economies in question. CIT appears to be better explained using a sample

15



based on wealthier economies, in which cases the institutional variables have better explanatory

power.

(Insert Table 2 about here)

(Insert Table 3 about here)

Robustness tests

Estimations of variance inflation factors and pairwise correlations (table 3) suggest levels of
multicollinearity in this model are acceptable. Further analysis, restricting for example
comparisons between China and higher/lower income countries (i.e., different comparator

samples) also suggest that China remains an outlier with regards its higher levels of CIT.

Are specific jurisdictions used as transit hubs?

In testing hypothesis 2, our firm-level evidence strongly suggests that Hong Kong, the
Netherlands, Luxembourg, Switzerland and Bermuda are hubs for CIT related FDI by CMNEs
(Table 4). These CIT hubs, of course, did vary somewhat by host country. Important transit
hubs for US targeted investments, for example, included: Hong Kong, Bermuda, and the
Cayman Islands. For CMNE subsidiaries in Europe the CIT hubs of the Netherlands and
Luxembourg played a larger role. For example, Orbis records 1,014 Chinese foreign
subsidiaries in the Netherlands that have a controlling Chinese global ultimate owner (i.e.,
where the ownership chain exceeds a minimum of 50% — a relatively high threshold given the
standard threshold for FDI is ten percent). Of these 1,014 subsidiaries, 239 had a NACE code
indicating they were investment holding companies (NACE code 6420). They in turn owned a
further 578 subsidiaries, 377 of which were located outside of the Netherlands. This firm-level
data, therefore, is highly consistent with newly reported OECD SPE FDI data on the

Netherlands (Table 1), which highlights its role as a transit point for FDI.
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The scale of CIT is, as the newly reported OECD data suggests, significant. We present
evidence only on numbers of firms, moreover, not size of investments. This indicates on
average around ten percent of all Chinese FDI is transited through an intermediate country
(Table 4). In some cases, such as France, this reaches as high as fifty percent. The firm-level
data accurately captures the Netherlands as an important transit hub but also points towards

Switzerland, Luxembourg, Bermuda, the Cayman Islands, BVI, and Hong Kong.

(Insert Table 4 about here)

DISCUSSION

Why do Chinese MNES have unusually high levels of CIT?

There is little relevant IB scholarship explaining why CIT takes place and why some types of
MNEs may be more prone to CIT than others, or which hubs CMNESs choose to employ for
CIT. We have found that CMNEs do have higher levels of CIT/‘onward-journey’ FDI than
those from other countries. There are likely multiple reasons. These, as already explained,
relate partly to capital market deficits and domestic legal institutional factors, as well as being
taxation related. Undertaking FDI via these offshore hubs, in the case of CMNEs, likely arose
out of historical convenience. Many Chinese businesses, as noted, engaged in ‘round-tripping’
quite early on, as evidenced by the large FDI flows to Hong Kong (and the associated THOFCs
of the Cayman Islands and BVI creating a so-called ‘triad’ structure). Use of offshore
companies in these jurisdictions placed CMNEs on a more level footing with their international
counterparts, in terms of access to cutting edge advanced business service providers (i.e.,
accountants, lawyers, investment bankers). These same professionals provided the advice and

know-how to structure further capital raising and international deals, when the time was right,
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so leading CMNEs into FDI relationships (Sutherland and Ning, 2011). Doing deals via
offshore holding companies goes some way to circumventing many of the barriers that Chinese
officials might place in their way. It affords higher levels of secrecy and protection to
shareholders — who can hold shares in offshore accounts beyond control of Chinese

bureaucratic systems. More recent attempts have been made to

Extant literature has stressed institutional arbitrage as an important motive and
component of outward FDI in emerging market MNEs (Luo and Tung 2018). The argument
has potential relevance to explaining CIT, as it seems clear that certain offshore jurisdictions
are specifically targeted and used by CMNEs as they address specific institutional deficiencies
of the home market (Sutherland and Ning 2011; Ning and Sutherland 2012). The Cayman
Islands, for example, is one of the world’s largest offshore financial centers. It has thus been
an important jurisdiction for raising capital for CMNEs (Buckley et al. 2015). Cayman Islands
companies can be listed in both Hong Kong and New York — providing access to the best
valuations possible. Similarly, our results point towards other important hubs, including the
Netherlands, Switzerland and Luxembourg in Europe. Future research should explore in greater
detail exactly what benefits each hub offers CMNEs and why and how these hubs have built

themselves positions as key conduits for CIT from CMNEs.

Implications of CIT and the use of aggregated FDI data for measuring MNE activity

One important implication of high levels of CIT from Chinese MNE:s is that measuring their
activities can become more complicated. Although aggregated FDI data used as a measure of

country-level value adding MNE activity is biased in several ways (Beugelsdijk et al. 2010),
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CIT greatly magnifies the difficulties of using FDI as a measure of MNE activity. >
(Beugelsdijk et al. 2010; Cantwell 1992; Lipsey 2007; Stephan and Pfaffmann 2001). While
the newly available OECD data illustrates the full extent to which MNEs invest in tax havens
(or other intermediate countries), our empirical analysis also shows that CIT is higher in general
from China (UNCTAD 2015; OECD 2015). This leads to geographical composition biases
(towards the Netherland and Luxembourg, for example) and industrial composition biases
(towards services, typically). CIT, as it is highly common but distortionary to Chinese FDI data,
creates real problems in using this data for measuring CMNE activity. Much research on
CMNE related outward FDI, moreover, has struggled to adequately address the distortions CIT
creates (Sutherland and Anderson 2015). Some studies looking at the country location
determinants of Chinese FDI, for example, have used aggregated MOFCOM FDI data without
addressing the issue. Huang and Wang (2011), for example, incorrectly include tax haven
destinations (i.e. the Bahamas and Luxembourg). Others have acknowledged the problem but
simply ignore the biases introduced, ‘as there are no more reliable sources’ (Armstrong (2011:
28). The rest, with few exceptions, include Chinese FDI to Hong Kong whilst excluding other
THOFCs (Kolstad and Wiig 2012). This is problematic, as Hong Kong is a major CIT hub
(Table 4).

The issue of SPE use in tax haven or offshore financial centers, therefore, affects many
empirical studies that use official nationally aggregated FDI data to explore things like the

locational determinants of Chinese outward FDI (Sutherland, Hennart, and Anderson 2019).

31t does not, for example, incorporate locally raised funds. Affiliates in countries with well-
developed financial systems may put locally raised funds to productive uses which constitutes
MNE activity. FDI stocks, moreover, do not account for variations in levels of productivity in
host countries, they therefore tend to underestimate affiliate value-added activity in highly
productive countries (Beugelsdijk et al. 2010).
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These findings further reinforce the message that relying upon aggregated country level data is

a perilous exercise when it is used to measure MNE activity.

Implications of using firm-level FDI data for measuring MNE activity

If CIT creates serious issues for the use of aggregated FDI data, what are the implications for
the use of firm-level data in IB and strategy related research? Interestingly, these are as
important as those related to aggregated FDI data (Sutherland, Hennart, and Anderson 2019).
Yet, they have generally been far more poorly understood and are not widely recognised. Many
IB and international strategy studies also use firm-level data to test their theories (often
regarding whether CMNESs are in some way idiosyncratic and different to developed market
MNESs). This data is typically, for example, collected from information on foreign subsidiaries
published in annual reports or from commercial databases. The problem with many such
studies, however, is that they fail to recognize that many foreign subsidiaries are in fact SPEs
(or other corporate transit vehicles), often established in transit hub countries. Such transit hub
countries include well-known candidates, like the Cayman Islands, but also lesser recognized
hubs/centers, like the Netherlands, Estonia, Luxembourg and Switzerland. These hubs become

a significant problem, as they are often not properly identified or recognized.

The frequent use of CIT related corporate entities in transit hubs does creates a real
problem for studies that use firm-level data to test MNE behavior and strategy. Recent critical
analysis of the recent research on CMNEs published in one of the leading international business
journals (Journal of International Business Studies - abbreviated JIBS), for example, shows
that much of the research published over the past decade has incorrectly included foreign
subsidiaries in locations like the Netherlands, Switzerland and Panama as real, non SPE related

investments (Sutherland, Hennart, and Anderson 2019). For example, some studies have use
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count data of foreign subsidiary locations as a dependent variable to test motivations for
outward FDI(Ramasamy, Yeung, and Laforet 2012). Liang et al. (2014), for example, construct
a ‘degree of globalization’ index for CMNEs, an average of three firm-level ratios: (1) foreign
sales to total sales; (2) foreign assets to total assets; (3) number of overseas branches and
subsidiaries over total branches and subsidiaries, both domestic and foreign. This measure, they
argue, ‘depicts the extent of geographical-operations dispersion across countries (Stopford and
Wells 1972) and is widely applied in globalization research’ (Liang, Ren, and Sun 2014, 8).
However, there are evident issues with parts (2) and (3) of the index as both will be strongly
influenced by SPEs, which are among the most common type of CMNE foreign subsidiary.
Part (3) of the index is likely to be severely skewed by the large number of investment holding
companies incorporated offshore to facilitate CIT. In fact, this is largely confirmed by another
JIBS article published a few months earlier (in May 2014). Lu et al. (2014) used a near identical
approach to identify foreign subsidiaries, drawing from listed firms in Shanghai and Shenzhen.
They find that the most common locations (by far) for the ‘foreign’ subsidiaries of listed firms
are Hong Kong (278 subsidiaries), the BVI (58 subsidiaries), Singapore (26 subsidiaries), the
Netherlands (25 subsidiaries), the Cayman Islands (19 subsidiaries), Luxembourg (4
subsidiaries), and Bermuda (4 subsidiaries) (Lu et al. 2014). Of the total 702 subsidiaries owned
by Chinese-listed firms, therefore, 414 were potentially SPE related (i.e., are set up for the
purposes of round tripping or CIT). In another JIBS study, Meyer et al. (2014), explore how
institutional pressures on state-owned firms influence their foreign entry strategies. They
empirically test how listed state-owned Chinese firms alter their entry mode compared to
private firms and how conditions in host countries impact these strategies. While they exclude
firms in places like Hong Kong and the Cayman Islands, they include all subsidiaries in other
recognized tax haven jurisdictions, like the Netherlands, Singapore, Luxembourg, Cyprus and

Switzerland (Meyer et al. 2014b). Lu et al. (2014) make a similar error. In their sample of 702
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investments, they exclude all 278 Hong Kong subsidiaries, all 26 Singapore-based subsidiaries,
as well as subsidiaries in the BVI (58), the Cayman Islands (19), Macau (5), and Bermuda (4).
Of the 316 remaining subsidiaries included in their sample, 25 are incorporated in the

Netherlands, 5 in Liberia, 4 in Luxembourg, and 4 in Panama.

These types of studies relying upon firm-level data typically fail to distinguish between
SPE related subsidiaries related to CIT from real, value adding businesses. The problem is most
evident and best illustrated with regards to how to treat subsidiaries in Hong Kong. Some
studies, for example, discard all Hong Kong based subsidiaries, on the basis that all are SPEs
(Meyer et al. 2014a). This approach is incorrect, however, as many are also engaged in genuine
MNE activities. Other, less commonly recognized tax havens, like the Netherlands,
Switzerland, Belgium and Luxembourg, are in general entirely overlooked as CIT hubs. Most
studies, however, do include Hong Kong, as it is too large a recipient of FDI to ignore (Buckley
et al., 2007; Liang et al., 2014; Wang et al., 2012). They are therefore included in most
empirical analyses (Meyer et al. 2014a; Lu et al. 2014). In doing so, however, it is inevitable
that a large number of SPEs will also be being counted, often related to CMNEs engaging in
CIT. In general, therefore, it can be concluded that a lot of leading academic research (i.e., we
have taken examples here from J/BS) has not properly dealt with SPE related investments and
the problems of CIT when undertaking empirical analyses of CMNE activity. It would be
interesting to consider how our understanding of CMNE activity may change if better efforts

were made to account for their distortionary impacts.

Conclusion

We still do not know very much about the factors causing CIT. Why do MNEs route FDI via
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specific jurisdictions? What benefits do they confer and can we explain such FDI via
institutional arbitrage related theory? How does the role of target country influence the choice
of CIT jurisdiction? And what are the impacts of CIT on how we measure and understand MNE
activity? These types of questions have flown under the radar in IB research until recently.
Mainstream research attention has only surfaced in more recent times owing to growing
international concern that exploiting THOFCs has eroded the tax base of developed market
democracies. The rise of powerful new internet and technology-based companies (i.e., FANGs)
and the reorientation of the new economy towards these low-tax paying quasi monopolies has
generated more interest in international taxation issues. The past neglect of this topic in IB
research, however, means that THOFC based subsidiaries still need to be better incorporated
into mainstream theorizing. Indeed, based on our own estimations from Orbis we found around
25% of all MNE foreign subsidiaries are located in THOFCs — indicating just how commonly
they are used and how much they may affect our measurement and understanding of MNE

activity if they are not properly accounted for.

In investigating the Chinese case, we have shown that CIT is unusually common for
CMNESs (when compared to all other MNEs of the OECD reporting countries) and that his has
important implications for our understanding of CMNE activity. From a policy perspective,
gaining better insights into CIT is crucial if we are to better understand MNE investment
strategies. We cannot undertake meaningful analysis of MNEs if we do not have a good
understanding of the data used to measure MNE activity, at both aggregated and firm —level.
To date the FDI data related to CMNEs has too often been poorly understood and thus

incorrectly used at both levels.

CIT is commonly associated with MNE tax optimization strategies, which can lead to

the erosion of a nation’s tax base. Better understanding the particular CIT hubs used, as we
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do here, may help in formulating relevant policies to address erosion of this base (Landefeld
and Whichard 2006; Mataloni, Rassier, and Ruhl 2017; Whichard 2008). Both are also closely
linked to MNE °‘escape’ responses and institutional arbitrage. Moving offshore may weaken
the bargaining power of governments vis-a-vis businesses, with a potentially wide range of
impacts for national economies. MNEs use complex webs of ownership chains spanning
multiple, often offshore, jurisdictions. While this creates problems for measuring MNE activity,
it also has wider implications for the general monitoring and regulation of such corporations.
The approaches we have put forward, by triangulating firm-level with UIC data, may facilitate
understanding the key transit hubs for CMNEs, including country specific preferences for

different types of MNEs. Such understandings may lead to more appropriate regulation.
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TABLES

Table 1: Reported inward FDI positions for countries which publish Chinese immediate and UIC data ($ millions)

Year 2014 2015 2016
Ultimate Ultimate Ultimate
Immediate FDI Immediate FDI Immediate FDI
FDI from from CIT CIT FDI from from CIT CIT FDI from from CIT
Country China China index  rank China China index rank China China index
US 10,071 29,049 29  Sth 16,769 33,522 2 6th 27475 58,154 2
h
France 1,144 4072 36 2,034 6,413 3.2 8th 19352
h
Germany 2,655 4,537 17 St 3080 4,723 1.5 10% 53137
h
Ttaly 76 316 42 4 107 624 5.8 St 105 33871 -324
Austria -103 662 64 .57 10 0.2 165 676 4.1
h
Hungary 227 1260 56 O 234 1947 8.3 6th 2943
h
Czech Rep. (133 204 -153 - 268 371 14 28 528.7 757.6 1.4
Estonia 20 5 0.3 - 12 6 0.5 12.6 12.3 0.97
h h
Poland 179 502 28 12 218 928 43 13 130.5 587.6 45
Iceland 0.4 116 299 -+ 5.6 126 22.5 6.3 167.5 26.8

Source: OECD, 2018.
Notes: In the larger recipient countries (i.e. US, France, Germany, Italy) we focus on partner countries with FDI positions in excess of $100
million to exclude outliers so as to compare like with like.



Table 2: Country level drivers of CIT

©) ©) ©) @ ©) © ) ®) 0)
GDP 0 0 0 0 0 0 0 0 0
) 0) 0) ) ) ) 0) 0) 0)
NNI per capita 0 0 0 0 0 0 0 0 0*
O 0 0 0 O 0 ©) 0 ©
Exports perc GDP -.013 -017* -017* -017* -018** -.018** -.017+* -017* -.019%*
(.008) (:009) (.009) (.009) (.009) (.009) (.009) (.009) (.009)
Patent applications 0 0* 0* 0* 0* 0* 0 0* 0**
) ) ) ) ) ) 0) ) 0)
Corruption -8.98%* -9.872%%* -10.206*** -9.78%¥* -10.027+** -9.542%%% -9.977Hk -9.87 2%k -9.913%x*
(3.657) (3.664) (3.688) (3.668) (3.664) (3.664) (3.671) (3.664) (3.687)
Bureau. Qual 12.19%* 13.476%+* 13.391%%* 13.235%** 12.117%%* 14.233%* 13.436%** 13.476%+* 11.97%%*
(3.383) (3.421) (3.424) (3.44) (3.612) (3.453) (3.424) (3.421) (3.654)
Pol Stability -7.957* -6.889 -6.954 -6.95 -6.823 -5.348 -6.525 -6.889 -5.311
(4.73) (4.735) (4.738) (4.739) (4.733) (4.84) 4.777) (4.735) (4.848)
Rule of law -8.383%+* -8.107*** -8.074%¢ -8F* -8.798F+* -10.012%** -8.484x ¢ -8.107#* -11.168%+*
(3.111) (3.099) (3.101) (3.105) (3.154) (3.351) (3.167) (3.099) (3.433)
Regulatory Qual. 7 427%%% 8.878%** 8.437#F* 8.823%+* 9.296%** 7.993%F% 8.554#F* 8.878%F* 7.554%F%
(2.540) (2.624) (2.681) (2.627) (2.647) (2.687) (2.681) (2.624) (2.778)
Accountability -.598 - 477 -113 -.957 .814 -1.642 .01 - 477 -1.69
(3.272) (3.257) (3.29) (3.328) (3.430) (3.345) (3.359) (3.257) (3.83)
Financial free. (HF) -.023 -.036 -.039 -.036 -.034 -.033 -.032 -.036 -.043
(.032) (.033) (.033) (.033) (.033) (.033) (.034) (.033) (.034)
CHINA Dummy 13.256** 13.216** 13.187** 13.651** 13.266%* 12.393* 13.256** 15.216**
(6.207) (6.21) (6.212) (6.213) (6.197) (6.376) (6.207) (6.44)
Europe -.989 -2.254
(1.223) (1.373)
Affica -1.372 -3.45
(1.928) (2.269)
America -1.976 -2.963*
(1.683) (1.738)
S. America -3.044 -4.863**
(2.040) (2.28)
Asia .67 -1.254
(1.114) (1.3706)
_cons 5.668* 4.24 4.782 4.846 4.402 5.216 3.091 4.24 9.832%*
(3.372) (3.423) (3.489) (3.529) (3.424) (3.48) (3.545) (3.423) (4.355)
Observations 396 396 396 396 396 396 396 396 396
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R-squared

109

119

121

121

124

12

119

137

Standard errors are in parentheses
K P01, ** p<.05, * p<.1
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Variables M @ 0 @ B © @ ® ) (10) 1 (12) 13) (14) (15) (16) )

(1) GDP 1.000

(2) NNI percap -0.064 1.000
(0.159)

(3) Exportspercgdp -0.015 0.369* 1.000
(0.722) (0.000)

(4) Patentapps 0.005 -0.103* -0.189* 1.000
(0.907) (0.014) (0.000)

orruption . . . -0.17 .

(5)C pti 0.086 0.850* 0.265* 0.171* 1.000
(0.058) (0.000) (0.000) (0.000)

6) Bureaucratic qul. 0.071 0.785% 0.260* -0.118* 0.850%* 1.000

q

(0.116) (0.000) (0.000) (0.004) (0.000)

7) Political stability . . . -0. .47 . .

Political stability 0.061 0.498* 0.405* 0.045 0.476* 0.439* 1.000
(0.181) (0.000) (0.000) (0.277) (0.000) (0.000)
Rule of _law . 7 .329* -0.105 .7 767 451* .

(8) Rule of _l 0.094* 0.796* 0.329 0.105* 0.789* 0.767* 0.451 1.000
(0.039) (0.000) (0.000) (0.011) (0.000) (0.000) (0.000)

(9) Regulatory_quality -0.019 0.626* 0.285* -0.025 0.592* 0.565* 0.570* 0.482* 1.000
(0.680) (0.000) (0.000) (0.552) (0.000) (0.000) (0.000) (0.000)

cctountability . . . 114% -0. .654 .687 .380* .606* 274% .

10) A bility 0.062 0.584* 0.11 0.336* 0.654* 0.687* 0.380 0.606 0.274 1.000

0.171) (0.000) (0.004) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
1) Financial freedom -0. . .371% -0.297 .7 717 .376* .623% .548* .644* .

11) Fi ial freed, 0.039 0.651°* 0.3 0.297* 0.703* 0.717* 0.376 0.623 0.548 0.644 1.000

(0.377) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000)
lurope -0.03 -0. .03 -0. -0. -0. -0. -0. -0. -0. -0. .

12) Europ 0.031 0.270* 0.034 0.077 0.281* 0.289* 0.110* 0.174* 0.255% 0.042 0.181* 1.000
(0.454) (0.000) (0.358) (0.055) (0.000) (0.000) (0.005) (0.000) (0.000) (0.2806) (0.000)

1 rica -0.017 -0.278* -0.118* -0.047 -0.260* -0.376* -0.163* -0.293* -0.240* -0.294* -0.291* -0.095* 1.00

3) Afri ) 0. ) 0.0 0.260 0.3 0.163 0.293 0.240 0.294 0.29 0.095 000

(0.675) (0.000) (0.002) (0.244) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.000) (0.007)

(14) America 0.190* -0.145* -0.059 -0.047 -0.098* -0.113* 0.092* -0.148* 0.038 0.079* 0.001 -0.104* -0.066 1.000
(0.000) (0.000) 0.114) (0.238) (0.012) (0.004) (0.018) (0.000) (0.327) (0.042) 0.972) (0.003) (0.065)

(15) samerica -0.010 -0.167* -0.146* -0.046 -0.132* -0.149* -0.067 -0.363* -0.155* -0.135* -0.158* -0.070* -0.044 -0.048 1.000
(0.815) (0.000) (0.000) (0.254) (0.001) (0.000) (0.089) (0.000) (0.000) (0.001) (0.000) (0.048) (0.213) (0.174)

(16) Asia -0.034 -0.291* 0.118* 0.224* -0.326* -0.286* -0.108* -0.225* 0.018 -0.590* -0.297* -0.204* -0.129* -0.140* -0.095* 1.000
(0.410) (0.000) (0.002) (0.000) (0.000) (0.000) (0.0006) (0.000) (0.648) (0.000) (0.000) (0.000) (0.000) (0.000) (0.008)

(17) Chinad -0.005 -0.159* -0.107* 0.924* -0.170* -0.156* -0.086* -0.130* -0.126* -0.315* -0.246* -0.052 -0.033 -0.036 -0.024 0.256* 1.000
(0.900) (0.000) (0.004) (0.000) (0.000) (0.000) (0.027) (0.001) (0.001) (0.000) (0.000) (0.143) (0.355) (0.313) (0.496) (0.000)

% p<0.05

Table 3 (above): Pairwise correlations
Standard ervors in parentheses, * p<.05
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Table 4: Geographical distribution of immediate ownership (by country) of Chinese foreign
subsidiaries

uUsS Germany Italy France Totals
Chinese foreign subsidiaries, total 2,348 5,043 1,849 630 9,870
Chinese investing firms, total 734 4,336 1,733 258 7,061

Further geographical breakdown of first non-
foreign owner of all Chinese foreign subsidiaries,

by country
China 557 4,120 1,581 127 6,385
Hong Kong 27 63 31 6 127
Germany 14 0 29 17 60
Netherlands 9 20 17 10 56
Luxembourg 3 22 12 10 47
Switzerland 9 13 13 11 46
United Kingdom 10 11 11 8 40
Bermuda 16 5 3 9 33
France 8 14 7 0 29
Italy 10 7 0 8 25
Cayman Islands 13 9 4 3 21
Belgium 5 3 0 12 20
United States 0 7 2 11 20
Denmark 2 8 4 3 17
Austria 4 8 2 2 16
Singapore 5 6 2 2 15
BVI 7 4 0 1 12
Canada 11 0 0 0 11
Ireland 0 0 0 11 11
Spain 5 1 3 0 9
Finland 4 1 2 0 7
Israel 5 2 0 0 7
Sweden 0 0 0 7 7
New Zealand 0 0 5 0 5
Totals 734 4,336 1,733 258 7,061
% directly owned from China 75.9% 95 % 91.2%  49.2% 90.4%
% owned via intermediaries 24.1% 5% 8.8%  50.8% 9.6%

Source: Orbis (Bureau Van Dijk).
Notes: Only includes hub countries with greater than five subsidiaries in either US, France,
Germany, Italy or France.
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