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Chinese ODI 1s Rising Very Fast

» By the end of 2007, China's aggregate overseas investment had reached
US$128 billion (US$92 billion excluding the financial sector), up from just
US$29 billion in 2002:

- Still less than 1% of global total stock of FDI

e Chinese companies invested a record US$37 billion overseas in 2007, up 76%
over 2006:

- US$18.7 billion invested in the non-financial sector, up 6% over 2006 (40% through
M&A)

e The World Investment Prospects to 2011 predicts average annual flows of $72

billion by 2011 Chinese OFDI (2002-2007)

120 40

[ v
o 35 1 i/
100 2 Z
—_ 30 /
o) /
80
& 25 /
c 2 /
(@) 60 ) 20 -
‘5 40 157
&+ 10 7
5 . j I
> 5 =
0 o R R |
2002 2003 2004 2005 2006 2007 2002 2003 2004 2005 2006 2007
‘I Non-financial Flows @& Financial Flows

DeIOitte Copyright © 2008 Deloitte Touche Tohmatsu. All rights reserved.



Neighboring Asia still dominates but the U.S. and Europe
are becoming increasingly popular

Chinese ODI by Destination (Cumulative vs. 2005)
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» Neighboring Asia still predominates but rapidly diversifying

e Developed markets not being neglected - United States was among
just 6 countries to receive more than US$100m in ODI in 2005
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Are the U.S. and other OECD markets the “next wave”?

OECD Member State | Cumulative Chinese 2004 2005 2005-'04

ODI ($USm) ($USmM) ($USmM) (% Y-on-Y

(1979-2005) Change)
United States 1,066 120 232 93%
South Korea 891 40 589 1,373%
Australia 780 125 193 54%
Canada 502 5 32 540%
Germany 234 28 129 361%
Mexico 174 3 4 33%
Singapore 166 48 20 (58%)
Japan 121 15 17 13%
Great Britain %% 108 29 24 (17%)
France I] 51 10 6 (40%)
Total 4,612 738 1,495 103%

419 of cumulative Chinese ODI in these markets amassed in 2004-2005 alone

Sources — PRC Ministry of Commerce, Singapore-China Business Council, European Commission (DG ECFIN), U.S. Bureau Economic Analysis
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Which Leads Us to Several Questions...

U How ready are Chinese enterprises to invest in the
U.S. and other advanced markets?

U How receptive are these markets to Chinese
Investment?

U What is the relationship between the two?
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Chinese Readiness by Industry

Sample Sectors

Characteristics

Computers White Goods Motor Vehicles

. - ’ e Net vehicle exporter since 2005,

Large/Fast-Growing e Overtook U.S. as world’s \é\)/(%%?tzl:?;gris;st . ts of f 35% in 2006
; = Exports of parts up o in over

Exports top exporter in 2004 categories 2005
Threat of Protectionist . . .
Backlash Medium High High
Level of Industry Ranked 2" on TNC List Ranked 6th on TNC Ranked 1st on TNC List

Globalization List

Asia’s largest in

Large Domestic Market Asia’s 2" |argest :
most categories

World’s 2" |argest car market

Overcapacity, Pressure on

. High High High
Margins '9 '9 '9
Level of Domestic . . .

. . High Med Med
Industry Consolidation '9 edium edium
Level of Government High Medium High
Support
Importance of Proximity Medium Medium High

to Customer
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Chinese Readiness by Enterprise

After years of industry consolidation, many Chinese are familiar the M&A
transaction process

Structure & Integrate &
Negotiate Manage
the on On-going
Deal Basis

Evaluate
Investment

Options

Risk Management and Due Diligence

The transaction process can be unique to each transaction. While each deal is different, the key
steps involved in assessing each transaction are similar and should be subject to the same
systematic decision-making process. Advantages of this approach include:

A Efficient — Inappropriate investment opportunities are quickly evaluated and rejected at minimum total cost

A Effective — Appropriate investments are correctly implemented with all major risk categories managed
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Chinese Readiness by Enterprise

But few have formalized a governance process for cross-border M&A

Cross-Border M&A Strategy
Leverage & strengthen parenting
advantages

Performance Management
Ensure attainment of M&A objectives

Global Competitive

Investment Objectives Going Out Strategy
Portfolio
Review

RS Role of M&A

Performance

Metrics .
Domestic-

International
synergy

Operations
Flags 2. Structure 3. Manage el
Negotiation Investment Organization
Of The On Ongoing
Deal Basis

1. Evaluate
Investment
Options

Funding
Requirements Products &
Services

Business Case Geographic
Parameters

Investment Types

Approval
Authorization Scale of Investment

Potential Partners

Transaction Management
Formal support structure for transactions Boundary Conditions

\-/ Determine “what not to do”

DeIOitte Copyright © 2008 Deloitte Touche Tohmatsu. All rights reserved. 3%



Deloitte

DeIOitte Copyright © 2008 Deloitte Touche Tohmatsu. All rights reserved.



	Is the U.S. ready for FDI from emerging markets: The case of ChinaClarence KwanNational Managing Partner Chinese Servic
	Agenda
	Chinese ODI is Rising Very Fast
	Are the U.S. and other OECD markets the “next wave”?
	Which Leads Us to Several Questions…
	Chinese Readiness by Industry
	Chinese Readiness by EnterpriseBut few have formalized a governance process for cross-border M&A

