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SUMMARY

® China’s inward foreign direct investment (FDI) is approaching a critical turning point. Net investments from
overseas into China peaked at a record high of USD 344.1 billion in 2021 and have now declined for three
consecutive years. By 2024, investments had plummeted to USD 4.5 billion—the lowest level since 1991.
Various surveys of major corporations have consistently confirmed a waning appetite for making
investments in China.

® Atpresent, however, the trend of foreign companies withdrawing their businesses from the Chinese market
is not entirely one-sided. Some foreign investors continue to recognize the competitive advantages of the
Chinese market, where investment projects—particularly in sectors such as high-tech and environmental
industries—still reach tens of billions to hundreds of billions of dollars in scale.

® Chinese authorities are taking a strong stance, claiming that investments are being optimized, but they are
also acutely aware of the risks. The future will depend on the balance between the opportunities, challenges,
and risks that the Chinese market presents to foreign investors, with government policies also playing a
crucial role.

1. INTRODUCTION

In 2024, China’s inward FDI fell to USD 4.5 billion, the lowest level since 1991, representing just 1.3% of its
peak in 2021 (USD 344.1 billion). On a quarterly basis, the third quarter of 2023 (July to September) recorded
a net outflow of foreign investment for the first time, and another net outflow occurred in the second quarter of
2024. This has fueled widespread discussions, particularly outside China, about foreign investors withdrawing
from China. It is a fact that companies in various countries are becoming less willing to invest in China (Figure
1). On the other hand, in Japan and Germany, the number of companies considering expanding their investment
or strengthening their businesses in China still exceeds those considering scale-backs. Meanwhile, in the US,
which has the same number of both, the majority of companies are seeking to maintain the status quo.! While
news about withdrawals tends to draw attention, there are also large-scale investment projects underway.
Foreign companies are also making moves to further localization in areas such as development and human
resources. This report analyzes trends in foreign investments in China—which cannot be described simply as
withdrawing from China—based on various statistical data, survey reports from foreign-funded enterprise
groups, and local interviews?. The report concludes by exploring future prospects.

1 For example, in a 2024 survey conducted by the US-China Business Council, 62% of the responding companies wished to maintain
the status quo.

2 The author conducted these interviews in October 2024, targeting economists, journalists, university researchers, and think tank
analysts in Beijing.



Mitsui & Co. Global Strategic Studies Institute Monthly Report

February 2025

Figure 1: Changes in the willingness of Japanese, US, German, and EU companies to invest in and expand their businesses in China
(see note)

Considering increasing
investments in China,
expanding and
strengthening business us
operations, and
accelerating resource
allocation

Japan
(JETRO)

Germany

China)

Corporate group
(Research body)

(Us-China Business Council)

(German Chamber of Commerce in

(EU Chamber of Commerce in China)

Considering reducing
investments in China and
scaling back resources

Japan

us
Germany

EU

(Same as above)

(Same as above)

(Same as above)

(Same as above)

Corporate group

2020 2021 2022 2023 2024

Note: The percentage of surveyed companies each year that responded with intentions to either increase or decrease investments.
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2. REASONS FOR THE SHARP DECLINE IN FDI

Inward FDI in China has been on a downward trend since peaking in the first quarter of 2022 (Figure 2). Media
reports outside of China often attribute the decline to three key factors: (1) the slowdown of the Chinese
economy, (2) geopolitical risks, including US-China tensions and the Taiwan issue, and (3) policy and legal risks
in China, such as anti-espionage legislation and restrictions on cross-border data transfers. On the other hand,
while Chinese authorities and media outlets acknowledge that some foreign investors are exiting China due to
rising labor costs, a decline in competitive advantage, and geopolitical risks, they strongly emphasize that
foreign businesses are simply optimizing their investments and operations in China in response to changes in
the business environment.® As shown in Figure 3, companies in various countries are currently facing
challenges (1) to (3) mentioned above along with rising costs and intensifying competition. However, these
factors alone do not fully explain why FDI has declined so sharply since 2022. In this context, the narrowing—
and eventual reversal—of the interest rate gap between the US and China during this period (Figure 2), along
with the sluggish growth of Chinese stock prices compared to those in Japan and the US, are believed to have

Figure 2: Trends in China’s inward FDI and the US-China interest rate differential (see note)
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compounded the aforementioned challenges, leading to a rapid and large-scale outflow of funds from China to
foreign markets.

Figure 3: Business issues and challenges in China as perceived by Japanese, American, German, and EU companies
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Additionally, China’s statistics on foreign investment in the country include the direct investment figures
published by the State Administration of Foreign Exchange (as mentioned above) and the foreign investment
utilization figures released by the Ministry of Commerce. The former includes both equity capital investments
and debt capital investments. It also counts outflow, such as when a Chinese subsidiary of a foreign company
repays funds (i.e., debt) borrowed from its parent company in its home country. In 2024, while debt capital
investments experienced a significant net deficit of USD 54 billion, equity capital investments maintained a net
infow of USD 58.5 billion. The latter, as reported in the Ministry of Commerce statistics, refers to the total
amount of capital investments and loans with a duration of one year or more that companies established in
China received from overseas. In 2024, this figure stood at CNY 826.2 billion (approximately JPY 17.7 trillion),
a 27.1% decrease compared to the previous year. Meanwhile, 59,080 companies were established in China by
foreign investors during the same year, reflecting a 9.9% increase from the previous year. When considering
the statistics from both departments together, the situation in 2024 is better explained as increased efforts to
transfer Chinese funds out of the country in the broader context, including interest rate differentials between
China and other countries, rather than as a mass withdrawal of foreign investors from Chinese businesses. On
the other hand, as will be discussed later, there have also been substantial investments in emerging industrial
sectors.

3. CHANGES IN INDUSTRIES RECEIVING FOREIGN INVESTMENTS IN CHINA

Figure 4 compares industries in China that received foreign investments between 2013 and 2023. Both real
estate and scientific research and technical services underwent notable changes in their ranks. In 2013, real
estate accounted for approximately a quarter of all foreign investments in China. However, in line with the
narrowing of the market, its share dropped to 7.2% in 2023. Conversely, the share accounted for by scientific
research and technical services expanded significantly, reaching 18% in 2023, approximately eight times its
2013 level. Similarly, the share of leasing and commercial services, which includes business management
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companies, nearly doubled. Figure 5 illustrates investment amounts in the high-tech industry* and their share
of total foreign investments in China. The upward trend persisted, with the share approaching 40% in 2023. A
review of recent foreign investment projects (Figure 6) actually reveals a notable focus on high-tech industry
categories, including pharmaceuticals, medical equipment, EVs, autonomous driving, semiconductors, and
hydrogen. These investments are targeting China’s growing industries. Under these circumstances, Chinese
authorities reject the “foreign investors withdrawing from China” narrative promoted by overseas media outlets®
and instead emphasize that China is optimizing its foreign investment utilization structure.®

Figure 4: Foreign investment utilization in China by industry
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Source: Compiled by MGSSI based on statistical bulletins of foreign investments in China for each year.

Figure 5: Trends in foreign investment utilization in China (for high-tech industries)
and its share of total foreign investment utilization
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Source: Compiled by MGSSI based on statistical bulletins of China’s foreign investments for each year.

4 The Chinese government defines the scope of high-tech industries as follows. High-tech manufacturing industries include
pharmaceutical manufacturing; aerospace, spacecraft, and related equipment manufacturing; electronic and telecommunications
equipment manufacturing; computer and office equipment manufacturing; medical equipment and instrument manufacturing; and
information chemical manufacturing. High-tech service industries—defined as a collection of activities that provide services to
society using high-tech technology—include information services, e-commerce services, inspection and testing services,
professional technical services, R&D and design services, science and technology transfer services, intellectual property and related
legal services, environmental monitoring and management services, and other high-tech services.

S B R E BT EAS (April 30, 2024)
https://epaper.nfnews.com/nfdaily/htm1/202404/30/content_10097950.html

6 FEF A TE R (August 10, 2024)
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Figure 6: Major foreign investment cases in China since 2023

February 2025

Company name

Investment amount

Summary

Timing of press
releases or media
coverage

ACWA Power
(Saudi Arabia)

USD 50 bn

The company plans to invest up to USD 50 billion in projects across China, including
renewable energy, green hydrogen, and seawater desalination by 2030. As of the end of
2024, the company holds 1.3GW of renewable energy assets in China. It aims to add 4 to
6GW in 2025 and 5 to 6GW annually from 2026 onward.

December 2024

Sanofi (France)

EUR 1 bn

The company will establish a new insulin factory in Beijing. It has signed an investment
agreement with local authorities. The company currently has four factories and four R&D
centers in China. The new Beijing facility will focus on insulin production. Globally, over 60%
of diabetes patients (828 million in 2022) reside in Asia, with 140 million in China—
equivalent to 11.9% of the country's population.

December 2024

FedEx (US)

Unknown

The company has announced plans for a major upgrade of Shanghai International Express
and the cargo hub at Shanghai Pudong International Airport. The company explained that this
emphasizes its continued investment in China and that the establishment of this
intercontinental transit hub will expand the network connecting Shanghai with major cities
across China. Since entering the Chinese market in 1984, the company has established 102
branches and over 100 ground transportation bases nationwide as of 2024.

October 2024

Apple (US)

Unknown

The company launched an applied research and experimentation laboratory in Shenzhen.
The first phase of the project covers a total floor area of 20,000 square meters and is
dedicated to hardware testing and R&D for products such as iPhone, iPad, and Apple
Vision Pro, as well as smart manufacturing and joint R&D initiatives with local suppliers. The
facility is expected to employ more than 1,000 people from both China and abroad.

October 2024

Carl Zeiss (Germany)

Approx. USD 25 mn

The company opened the R&D and manufacturing base that it had been constructing in
Suzhou Industrial Park (Jiangsu Province). The facility focuses on the R&D and
manufacturing of research microscopes, surgical microscopes, and ophthalmic medical
equipment, etc. The company explained that this further deepens its localization strategy in
China, and that through this investment, it will be able to respond quickly to local market
demand while strengthening the resilience of its global R&D, manufacturing, and supply
chain.

July 2024

Toyota (Japan)

CHY 1 bn or more

Toyota’s Chinese subsidiary announced the establishment of a joint venture company,
Zhuifeng Intelligent Technology, in partnership with Pony.ai, a leading Chinese self-driving
technology company. Toyota’s joint venture with Guangzhou Automobile Group, GAC Toyota,
will also participate as an investor. The three companies are collectively investing a total of
over CHY 1 billion in the new venture to accelerate the mass production and
commercialization of self-driving taxis (robo-taxis).

April 2024

Volkswagen (Germany)

EUR 2.5 bn

The company announced investment plans in China. It intends to expand its production and
R&D base in Hefei (Anhui Province). This is to strengthen sales in China, the world’s largest
automobile market, and ensure the ability to respond swiftly to intensifying competition.
Ralph Brandstatter, head of the company’s operations in China, stated that the new
production and development base in Hefei will allow the company to bring new models to
market roughly 30% faster in the future, and the company plans to introduce more than 30 EV
models into the Chinese market by 2030.

April 2024

Micron Technology (US)

USD 600 mn

In June 2023, the company announced its plan to invest CHY 4.3 billion (approx. USD 600
million) in semiconductor packaging facilities in Xi‘an over the coming years. The company
is purchasing equipment from a subsidiary of the Taiwanese company Powertech
Technology in the city, and establishing production lines for mobile DRAM, NAND, and SSD
products. Construction of the factory began in March 2024.

March 2024
June 2023

BASF (Germany)

EUR 10 bn

The company began construction of a synthesis gas plant at the Verbund (integrated
production site) in Zhanjiang, Guangdong Province. The plant is scheduled to launch
operations in 2025 and will produce gas and hydrogen for internal use. The company aims to
reduce CO2 emissions through the use of renewable energy and other measures,
contributing to the company’s sustainability goal of achieving climate neutrality by 2050. This
is the company’s third-largest production site globally, after Ludwigshafen in Germany and
Antwerp in Belgium.

September 2023

Source: JETRO, People's Daily, Xinhua News Agency, Forbes, Reuters, ZAWYA, 36Kr Japan, the Japanese Chamber of Commerce and Industry in France, and various
company press releases

4. CHINA’S INWARD FDI IN A GLOBAL CONTEXT

Next, an examination of China’s share of global FDI shows hat it remained stable until 2023 (Figure 7). In 2023,
China accounted for 12.3%, ranking second worldwide, behind the US (23.3%). This figure exceeded the 10-
year average (2014 to 2023) of 10.2%. However, in 2024, while global FDI increased by 26% year-on-year by
June, foreign investment utilization in China declined by 27.1% for the full year. As a result, China’s share of
global FDI has likely decreased. Considering the declining willingness of companies from various countries to
invest in China, it will be essential for the Chinese government to take action to resolve the issues facing foreign
investors if they wish to recover their market share from 2025 onward.
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Figure 7: Trends in inward FDI in China and major countries/regions, and China’s global share

25000
(USD 100 mn)
20,499 20,193
20000 I m

17,292
16,512 -
Global total - 16,_218

15000 13,974 13,761 13,557 13,318

9,846
10000

.
, 1,810 1,891 !
1,337 1,363” H 1,383 H 1,41 1,493 |-| H 1633H

1285” 1,356
s ha i lmn nnll
o o
China's global share: 6.6% 6.6% 8.3% 10.1% 8.2% 15.2% 11.2% 13.9% 12.3%
9.2%
5000
T @ @ ® £ T @ © 0 c T @ @ ©® T @ @ ® c T @ @ W Cc T 0 @ W Cc T @ WU O C T 8T O C T 86 0 Cc T @ @ 0 C
P2 EE 289528 YEScR 2 EE 82 ESc8 2 ES B2 ESCcR2EEcE2EE2ckREg2
;Euag;guaagguaagEuag;EoﬁaggoaageuaaggoaaéEuaiggoag
4 8§ ¢ 8§ & 8§ % 8§ % B§g ¥ 8283 # E2g % 8§ % 8BgF ¥ 8§
© c 2 @ c o © T o © T o © T o © c o © c o © c o © c o @ c o
¢ S 2 ? S5 8 b S5 0 b =T -] ¢ 5 2 ¢ 5 2 ¢ =] ¢ =] ¢ 5 9 ? S 2
= =1 K= =1 K= =1 = =1 = =1 = =] = 3 £ 3 = =] F= 3
5 w = w 5 w 5 w = w = w = w = w = w 5 w
o o o o [=] [=] o o o o
(%] (5] (%] (%] (%] (%] (%] (%] (%] (%]
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Source: Compiled by MGSSI based on UNCTAD data

5. SENSE OF CRISIS OVER THE WITHDRAWAL OF FOREIGN INVESTMENT

While the contributions made by foreign investors to the Chinese economy have been gradually declining in
recent years, foreign investment still accounts for 30% of all trade and just under 20% of all tax revenue (Figure
8). Beyond these statistics, China also derives significant benefits from foreign investments in many other ways,
including job creation, technology transfer and joint development, improvements in the quality of life for Chinese
citizens, and the stabilization of relations between China and the home countries of foreign investors. Therefore,
if the withdrawal of foreign investment from China were to occur on a larger scale, such as in the form of
business withdrawals rather than merely fund transfers, it could pose a serious challenge to the Chinese
economy.

Figure 8: Trends in foreign-funded enterprises and inward FDI as percentage of various
indicators in China
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The Chinese government’s intensified efforts to attract foreign investments are seen as a reflection of its growing
sense of crisis. As Figure 9 illustrates, the government’s policies to attract foreign investments have become
more specific and detailed since 2024. In March 2024, the Chinese government announced its action plan to
promote high-level opening-up and further attract and utilize foreign investment.” The action plan addresses
many—though not all—of the issues that foreign companies have urged Chinese authorities to improve (Figure
3), including equal treatment of foreign-funded enterprises in government procurement, licensing, and subsidies,
as well as the development of regulations for cross-border data transfers®. However, the real issue is how these
will actually be implemented. Among experts and foreign businesses in China, there are growing concerns about
“promise fatigue” from the Chinese government. Some also point out that equal treatment of foreign-funded
enterprises could contradict the Xi Jinping administration’s push for self-reliance and self-strengthening.
Companies in various countries expect the Chinese government to enact effective measures to enhance
business equality and transparency in policies and regulations.

Figure 9: Policy on attracting foreign investment as outlined in the report on the work of the government released by the National People’s
Congress (China’s equivalent to the Diet of Japan) each year

2023 2024
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landmark foreign-funded projects. With a vast and open market, China is sure |will keep working to upgrade pilot free trade zones, delegate more decision-making power
to provide even greater business opportunities for foreign companies in China. |to free trade zones and the Hainan Free Trade Port, and encourage development zones to

engage in reform and break new ground, so as to develop themselves into new pacesetters
for opening up. (The portion on promoting FTAs omitted)

Source: Compiled by MGSSI based on reports on the work of the government each year

6. LOCALIZATION 3.0

Some foreignh companies are doing the opposite of withdrawing from China, as they work to further localize in
line with the optimization of the aforementioned investment targets. German companies are considered the
most proactive in their efforts to do so. The latest edition of the business confidence survey published annually
by the German Chamber of Commerce in China® was titled “Localization 3.0.”'° According to the survey,
German companies have now entered the third phase of their business localization efforts in China. Each phase
of localization is explained in Figure 10.
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https://www.gov.cn/zhengce/content/202403/content_6940154.htm

8 As an example, they seek a clearer definition of “important data,” which is subject to strict regulatory control.

9 The German Chamber of Commerce in China, which serves as the local branch of the German Chamber of Commerce and Industry,
represents approximately 2,100 German companies operating in China.

10 | ocalization 3.0 Business Confidence Survey 2024/25

https://workdrive.zohopublic.com.cn/external/9f3437d187a0454d300e1722e2521599ed63117cc5e1b6903a5e992b4e266¢8d
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Figure 10: Evolution of German companies' business localization in China

Phase Description

Localization 1.0 The first wave of localization was primarily driven by regulatory constraints (such as the requirement to
(Up to the 2010s) (See note) establish joint ventures with Chinese partners).

1 The second wave, Localization 2.0, was driven by evolving consumer behaviors, shifting market expectations,
the rapid pace of technological innovation, and the broader trend toward decoupling. German companies

Localization 2.0 operating in China responded to this by not only localizing their procurement and R&D but also strengthening
(From the late 2010s through to cooperation with local partners. Ongoing travel restrictions (caused by the COVID-19 pandemic) further
the COVID-19 pandemic) accelerated localization: roughly one-third of German companies worked to localize their technical and
operational expertise in China.

1 Localization 3.0 signifies a major strategic shift, in which localization is now driven by both regulatory

requirements and local market dynamics. This shift is primarily due to rising competition and price pressure

(from local companies), compelling German firms to further deepen their localization strategies. For example, a
Localization 3.0 growing number of companies are establishing independence from their headquarters and adopting a

(Up to the post-COVID-19 period) business approach that is deeply rooted in the local market. Furthermore, companies are increasingly

localizing for markets around the world, essentially adopting the approach of “being in China for the sake of

China and the sake of the world.” At the same time, German companies continue to adopt localization

strategies aimed at mitigating geopolitical risks.

Note: The timing of each phase was not derived from the sources listed below but rather added by the author based on descriptions in the
Explanation section.

Source: German Business in China Business Confidence Survey 2021/22, Localization 3.0 Business Confidence Survey 2024/25 (both by the
German Chamber of Commerce in China)

Localization 3.0 involves further localization in response to recent changes in the business environment, such
as increased competition and price pressure, and expands the scope to include leveraging China as a means
of enhancing global business competitiveness, while continuing the 2.0 approach of doing business in China
for the sake of China. The German companies listed in Figure 6 are considered real-world examples of
Localization 3.0 in action. Despite various headwinds, these companies continue to make new investments in
China and advance localization. One key motivation for this appears to be their expectation of gaining a stronger
position in the market once competition has diminished due to the departure of other foreign companies.** Their
efforts could stall if the business environment in China deteriorates further. However, there are valuable lessons
to be learned from their broad strategic outlook and proactive, offensive approach.

7. CONCLUSION

China’s inward FDI is approaching a critical turning point. In the past, despite various challenges in the business
environment, foreign-funded enterprises were able to generate significant profits in China under favorable
conditions, such as the country’s rapid economic growth, their competitive edge over local businesses, and a
more stable US-China relationship. Those days, however, are now over. In recent years, corporate surveys
have indicated that China’s position as a promising investment destination for foreign companies is lagging
further and further behind India and Southeast Asia.'? However, that is not to say that China has lost its appeal
or competitive advantages as an investment destination. Apart from the US, no other country currently
possesses all the key conditions: a well-developed industrial infrastructure and advanced industrial clusters, a
massive market with hundreds of millions of middle-class consumers, and the ability to rapidly incorporate new
technologies into society. For foreign companies seeking to leverage China’s advantages to grow their business
and enhance competitiveness, China remains a market worth investing in. In fact, new investments and

1 Don’t Stop Believin’: The Inexorable Rise of German FDI in China
https://rhg.com/research/dont-stop-believin-the-inexorable-rise-of-german-fdi-in-china/

«_All foreign carmakers have seen their market share decline in China, but German OEMs have fared relatively better, especially in
the premium segment.. Many hope that by staying engaged, they can eventually emerge stronger in a less crowded market.”

12 As an example, according to the FY2024 JBIC Survey Report on Overseas Business Operations by Japanese Manufacturing
Companies, China’s standing as a promising destination for medium-term business expansion has significantly declined. In the 2020
survey, China ranked first with 47.2% of respondents selecting it as a promising business development destination (in a question
allowing respondents to select up to five countries/regions). However, by the 2024 survey, its popularity had fallen to 17.4%,
dropping to sixth place. India (58.7%) ranked first in the 2024 survey.
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business expansions by foreign companies are emerging in high-tech and environment-related manufacturing,
as well as in service sectors targeting the middle to high-income classes, such as healthcare and sports.

On the other hand, as discussed throughout this report, foreign-funded enterprises have various concerns and
frustrations regarding the current business environment in China. The key issue is the balance between the
opportunities that “the China of the future” can offer foreign investors and the challenges and risks they face. If
an increasing number of foreign investors feel that the risks and challenges far outweigh the opportunities, the
trend of withdrawing from China will likely accelerate. Among the challenges, the Chinese government has the
ability to address issues such as improving transparency in policies and regulations and ensuring equal
treatment. China must also improve its long-term economic outlook through measures such as supporting
private enterprises and addressing the declining birthrate. Furthermore, stabilizing relations with the US, a
concern for many foreign investors, will require diplomatic efforts. Depending on future US-China interest rate
differentials and stock market movements, China’s inward FDI may experience some degree of recovery.
However, for a sustained recovery and stabilization, rather than just a temporary rebound, the Chinese
government will need to make a serious effort to mitigate challenges and risks.
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