INFRASTRUCTURAL FOREIGN DIRECT
INVESTMENT VIA Public Private Partnerships
CASE STUDY: CHINA

AMERGERIS
INTRODUCTION
The historical economic development of China has been
geographically concentrated on the Eastern Coast, the base
and foundation of the hyper-Economic Growth process,
underpinned by Foreign Direct Investment within the
special economic zones; a unique concept to China where
initial FDI post-1978 by-passed the traditional, step-bystep Privatization processes of ex-Communist economies
(Leasing, Vouchers, local-currency Privatization) and
immediate foreign investment, and over-ruled the traditional
stage-by-stage processes of opening closed economies to
international trade (Exporting, overseas sales agencies,
management contracts, Franchising, Licensing, Joint
Ventures).
Despite the hyper-growth process stimulated by Foreign
Direct Investment within the East Coast Special Economic
Zones, future economic development requires economic
consolidation within the special economic zones via
expanded roles for domestic private investment and
domestic public Investment. Furthermore, new economic
development within the underdeveloped regions of Central
and Western China is inconceivable today without key roles
for newly-privatized, domestic Chinese firms and without
economic regulation by the domestic public sector. Foreign
Direct Investment will continue to be an essential prerequisite
underpinning Chinese economic development but it must
be modified by expanded roles for domestic private and
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public Investment; Public Private Partnerships embracing
Foreign Direct Investment are the ideal economic vehicle to
encourage such economic development techniques.
Current economic indicators demonstrate the clear
requirements of continued foreign investment to complement
the economic roles of domestic private and public sectors in
the future Chinese economic development:
•

Foreign Direct Investment is a positive item on
the Capital and Finance Account of the Balance
of Payments, a Capital transfer-in/monetary inflow
necessary to offset significant Chinese Capital
outflows especially by the Chinese Government
within many African economies to enhance its OneBelt-One-Road strategy; although sales of its own
currency, to encourage cheaper Exports consequent
upon its resultant currency depreciation, increase the
amount of official gold and foreign convertible currency
reserves which is also a positive item on the Capital
and Finance Account of the Balance of Payments.

•

FDI may be used to reduce the Chinese National Debt
(the sum total of government borrowing), consequent
upon aggregate Government Expenditure exceeding
aggregate Taxation receipts; foreign equity may
finance the reduction of international debt, effectively
a debt-for-equity-swap strategy.

FDI is a crucial requirement to supplement domestic
Chinese investment in order to overcome the enormity
of its regional problem; its vast regional inequalities
in regional Incomes, especially regional Incomes
per capita, differential regional rates of economic
growth and differential regional levels of employment,
significant discrepancies in regional unemployment
and regional expenditures per capita, differential
levels of regional infrastructure between the relativelyeconomically-developed East Coast core with its
highly-developed secondary manufacturing sector and
tertiary service industries in contrast to the relatively
economically-underdeveloped Central and Western
China periphery with its overconcentration on primary
agricultural sector and raw material extractive mining.

Relative advantages and disadvantages of the domestic
private sector versus the domestic public sector are
examined endogenously within these hypotheses;
concluding that there are economic advantages to be gained
by the involvement of both sectors. The domestic private
sector will bring increased economic efficiency, higher
unit productivity and synergy, lower unit costs and greater
economic rationalization and effectiveness, consumerorientated service excellence and customer-driven service
gains via the augmented product; both consequent
upon the private-sector profit motive. The domestic
public sector will bring economic regulation of consumer
rights and standards, minimization of Structural
Unemployment, guaranteed production of public goods and
strategically-crucial output.

The Chinese Government policy towards Public Private
Partnerships and the extent to which Foreign Direct
Investment should be actively encouraged there-within
will affect the balance of the relative economic roles of the
public versus private sectors and the relative economic
importance of domestic versus foreign investment within
China; it will affect the relative balances between : domesticprivate Investment; domestic-public Investment; foreignprivate Investment; foreign-public Investment, which does
play a role in financing Chinese Infrastructural development
via the European Investment Bank, especially in Hong Kong
traditionally; see diagram II. This case study will examine
the significant role Public Private Partnerships embodying
significant levels of foreign-private Investment could play
in future Chinese Economic Growth by examining the
following hypotheses:

These hypotheses are examined with the assistance of
examination of the empirical advantages and disadvantages
of specific, real-world Public Private Partnerships in
China; micro-economic case studies demonstrating
macro-economic conclusions. These hypotheses are also
examined within the framework of the theoretical and
empirical advantages and disadvantages of Foreign Direct
Investment, both to the donor and recipient economies.

•

•
•
•
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Are Public Private Partnerships embracing FDI. more
economically advantageous than State-Owned
Enterprises/domestic, public Investment alone
Are Public Private Partnerships embracing FDI. more
economically advantageous than domestic, private
Investment on its own
Are Public Private Partnerships embracing FDI. more
economically advantageous than Foreign Direct
Investment only
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In recent years, there has been an increased significance of
multinational enterprises and of Foreign Direct Investment
i.e. spending by multinational firms on productive capacity
within other countries; nowhere more than by Chinese,
private and public sectors abroad, especially in Africa,
as well as by multinational companies within China, the
second-biggest, national recipient of international Capital
inflows/transfers-in worldwide with the second-largest,
aggregate stocks of foreign Capital in the entire world,
being the greatest, historical, national destination for global
Capital after the U.S.A. Vast, historical and current, inward
movements/inflows of foreign Capital Investment into China
have generated enormous, accumulated levels of foreign
Capital Stock.

1.

RECENT ECONOMIC HISTORY OF MODERN-DAY
CHINA, POST-1976
CHINESE HYPER-ECONOMIC GROWTH VIA
ECONOMIC CAPITALISM AND POLITICAL
COMMUNISM

The People’s Republic of China has been under the theme
of economic reform since its establishment in 1949. Each
leadership keeps passing down the torch of reform to the
next in seek of economic prosperity, and 70 years later,
China finds itself having accomplished the impossible but
the journey ahead will only get more challenging. It is widely
acknowledged that as I quote “the integrity of the political
system as well as the stability of the Communist Party’s
rule is dependent on the preservation of economic growth”
(Husenicová, 2012). The torch of reform is passed down by
each leadership to the next in seek of economic development
and the increase of national power. 70 years later, China has
accomplished impressive growth but the journey ahead will
only get more difficult.
China has come a long way since 1949 when the country
was left at a stage of anarchy after decades of warfare. The
first Chairman of the PRC, Mao Zedong, came in power on
October 1st, 1949. As an active advocate of Soviet ideology,
he followed the Marxism-Leninism approach to establish
a command economy in the newly established China and
exercised full control over the country through the Chinese
Communist Party (CCP). This centralization policy can
be considered as an extension of the Chinese history of
centralism for thousands of years even if this heritage was
and still is denounced by the new regime, but at a time it
was providing the Chinese people with the assurance and
comfort that the war had disrupted and deprived. However,
the centralism did not fit into the post-imperialism world
anymore and the shortcoming of central planning unraveled
itself pretty quickly, which eventually caused unspeakable
pains and sufferings to millions of Chinese people in the last
few years of Mao’s administration. The government-controlled
political system established by Mao eventually broke down.
As a victim of Mao’s cultural revolution, President Deng
Xiao Ping took office in 1979. With lessons learned from his
predecessor, Deng initiated a series of bold and vigorous
economic reforms including the land reforms and the
introduction of Foreign Direct Investment. It is “one of the
most sustained and rapid economic transformations seen
in the world economy in the past 50 years” (Herd et al.,
2005) and has profoundly contributed to the robust economic
growth that China is experiencing today. Afterwards, every
administration followed the logic of Deng’s economic reform
and the collective efforts of generations of leaders have
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progressively reshaped China into a free-market open
economy. Thanks to the continuous efforts, the country
has lifted 500 million people out of extreme poverty and its
GDP has increased in a magnitude that the world has never
seen before (Wang, 2017). The living conditions and living
standards of ordinary Chinese people have been greatly
improved with the disposable income per capita almost
doubled in the last 10 years (World Bank, 2015). Since
November 2015, Chinese Yuan (CNY) has been officially
quoted in the International Monetary Fund’s Special Drawing
Right basket as one of the reserve currencies together with
US dollar, Euro, British Pound and Japanese Yen, which
signaled that the Chinese economy is recognized as a major
world economy (Pramuk, 2015).
From history, we learn that through the journey of complete
closed-up to command economy, then towards market
liberalization, the role of the Chinese government has
been magnified, minimized and strengthened, and the
dynamics of Chinese economic environment have always
been inter-changing between control and freedom given the
special political circumstance of China, which is normally
described as ‘Chinese national context’. Despite the fact
that China has become the second largest economy in
the world, the widening gap between the rich and the poor,
the inconsistency in urbanization process, the volatility of
world’s financial and political situation among other risks
have amounted to extraordinary challenges for China’s next
stage of development.
In the aftermath of the 2008 financial crisis and the new
challenges brought by the rapid economic growth in recent
years, the Chinese government realized that it is critical
to leverage greater capital investment in infrastructure
from both public and private sectors to fulfil the immense
infrastructure requirement created by fast economic
growth and urbanization process. One of the main vehicles
that combines the advantages of both public and private
sectors, and to scale up the national financial capacity
is the Public Private Partnership mechanism, where the
role of government and market could potentially reach a
balance and yield greater value. The PPP projects have
great potential to attract private investment in infrastructure
and social services, improve the public service efficiency,
compensate the Domestic Public and Private Investments,
and might as well be the leading agent for the next wave of
China’s economic prosperity. Understanding how the Chinese
economic came into being is of fundamental importance
to understand the policy decisions today. This paper is
deliberately focusing on current economic indicators and
future potential economic development and economic growth
in modern-day China.

2.

CHINA TODAY
CURRENT ECONOMIC INDICATORS

China has traversed the expedition from complete economic
closed-up to command economy, then towards market
liberalization while with a contraction period recently. The
role of the government has been magnified, minimized
and strengthened. The dynamics of economic environment
are inter-changing between control and freedom and it is
indeed a process of experimenting different possibilities
as Deng Xiaoping had predicted 30 years ago. When Xi
Jin Ping took office in 2013, he inherited the prosperous
economic growth from his predecessors and his focus has
been shifted from seeking another economic spike to growth
stabilization. Xi embarked on a path to complete the market
economy transition and further integrate China into world
economy through the “One-Belt-One-Road” policy and the
establishment of Asian Infrastructure Investment Bank (AIIB).
To better understand China’s economic landscape and its
position in world economy today, a few economic indicators
need to be analyzed:
2.1 BALANCE OF PAYMENTS
A country’s economic relation with the rest of the world
is most clearly demonstrated by the Balance of Payment
data, which depicts the roadmap of a country’s imports and
exports. A country’s Current Account and Capital & Financial
Account are usually the opposite, meaning if a country has
surplus on one account, it will most probably have deficit
on another but it is not definite (Taylor, 2012). Historically,
China has a positive Current Account and negative Capital
& Financial Account in general. The country started to enjoy
Balance of Payment surplus since the 2008 financial crisis,
and the surplus has been growing rapidly in recent years
and reached 223 billion US dollars in 2016 (see Fig. 1) when
both of the accounts posed positive results with an all-time
high BoP surplus in Chinese economic history. The visible
goods surplus of China has been greater than the invisible
services deficit, which explains the net BoP Current Account
surplus and the accumulative BoP surplus through many
years attributes to the large Forex reserves.
Theoretically speaking, as demonstrated in Diagram I, the
currency appreciates when the demand is higher than
supply, and it depreciates when the supply is higher than
the demand. The huge BoP surplus puts Yuan under
tremendous appreciation pressure, but the value of RMB
is relatively stable, which seems that the Chinese currency
is not following the rule of the market and appears to be
abnormal. The Chinese government is suspected to interfere
with foreign exchange rate in order to counter the Yuan
appreciation with large purchase of foreign currency reserves.
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This practice has been severely criticized especially by The
United States, the biggest trade partner of China who is a
victim that is shouldering large trade deficits mainly due to
the Chinese government’s currency manipulation. Currently,
China has the largest Forex reserve worldwide in absolute
value, but comparatively speaking, the current Forex reserve
of China is around 30% of its nominal GDP, which is way
lower than most of the countries like Saudi Arabia and
Switzerland where this figure is around 100% (Luk, 2017).
To further break down the Current Account, the surplus is
largely owing to the goods exporting from China to other
countries given the Chinese role as the world manufacturer
as introduced before, which makes up almost 90% of the total
surplus (see Fig. 2). Net capital transfer takes the second
largest share of the Current Account but is minimal compared
to goods. The services balance has always been negative;
China has been importing more services from abroad than
exporting overseas (IMF, 2012).
On the other hand, the Capital & Financial Account has
been increasing after the 2008 crisis. Before, from 1997 to
2008, thanks to the economic open-up initiated by Deng
Xiao Ping, the Capital Account of China was liberalized and
experienced a drastic surge in the following decade (see Fig.
1). After years of continuous reforms, since 2008, the curve
has been going upwards and in 2016, China welcomed its
first positive Capital Account balance meaning that there was
more money coming in than going out. The major factors
that influence the Capital & Financial Account, which further
decide its negative or positive value are foreign exchange
reserves, direct investments and portfolio investments. The
foreign exchange reserve as indicated above, is a means for
Chinese government to balance out the BoP surplus, even
though the speed of Chinese foreign reserve purchase has
been slowing down in the past years, but the speed shows
a slow pick-up trend in the recent five months (SAFE, 2017).
While the large direct investments and portfolio investments
made overseas were significantly cut down since 2015, and
together with the huge increase in foreign reserves (see Fig.
3), the Capital & Financial Account balance became positive
for the first time in the last two decades.
The overall trend of Chinese cross-border financial capital
flows is becoming more stable and promising, and the risk
of large capital fleeing outbound is decreasing gradually.
According to the State Administration of Foreign Exchange
(2017), in the first half of 2017, the Current Account and
Financial & Capital both enjoy surplus, and in the first quarter
of this financial year, the Current Account surplus reached
US $18.4 billion and the non-reserve financial account has
grown from a deficit of US $103.1 billion in the fourth quarter
of the previous year to a surplus of US $36.8 billion in the
first quarter of this year, ending the eleven-quarter long
deficit situation.
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In conclusion, China has a favourable BoP position since
2009. From 1997 until 2003, China maintained small
Balance of Payment value and had small BoP surplus but
since China joined WTO, the BoP values on both accounts
have drastically increased leaving China with small BoP
deficits for 5 years. After the 2008 financial crisis, the Current
Account surplus has been greater than Capital Account
Deficit resulting in overall BoP Surplus. Since 2016, both
of the Current Account and Capital Account have become
positive and resulted in net BoP surplus. The huge surplus
in over a decade makes the aggregated demand for RMB
higher than the aggregated supply, and leads to a trend of
RMB appreciation, however due to the influence of China
Central Bank, the RMB is being kept artificially low. The
BoP surplus is only growing larger in recent years, meaning
that China experiences net money inflow so if the country is
considered as a company, it is a revenue-making business.
2.2 FOREIGN DEBT
The Foreign Debt of China is going through a gradual
increase period. Until the end of first quarter in 2017, the
Foreign Debt balance is at US $1.44 trillion, an US $17.1
billion increase since the end of 2016, equivalent to 1.2%
increase, which realizes the stable increase in Foreign Debt
in four quarters consecutively (SAFE, 2017). Comparatively
speaking, the Chinese Foreign Debt situation is at bay and
under control, even with the gradual increase of Foreign
Debt in the latest quarters, the level is way below the highest
point in recent years.
According to the figures from SAFE (2017), at the end of
2014, the Foreign Debt balance was at US $1.78 trillion
but it has been decreasing gradually. Until the end of first
quarter in 2016, the balance was down at US $1.33 trillion,
the lowest level since the Foreign Debt balance has been
recorded in history. The current Foreign Debt balance is US
$106.3 billion more than the lowest point in history, but it is
still lower than the highest point in 2015 by more than US
$340 billion (SAFE, 2017).
The Foreign Debt risk indicators are overall below
international alert. At the end of 2016, the Foreign
Debt in percentage of Chinese GDP is 13%, below the
internationally-recognized safety line at 20%; the Foreign
Debt Balance in percentage of goods and services exports
is 65%, below the internationally-recognized safety line
at 100%; the Foreign Debt Repayment in percentage of
goods and services exports is 6%, below the internationallyrecognized safety line at 20%; the short-term Foreign Debt
to Foreign Exchange Reserve ratio is 29%, below the
internationally-recognized safety line at 100% (SAFE, 2017).

2.3 FOREIGN DIRECT INVESTMENT
The Foreign Direct Investment has great influence on
economies. Since the open-up policy in the 1990s, China has
embarked on a journey to welcome FDIs. The advantages
and disadvantages can be summarized as follows:
The most significant positive influence of FDI is the improved
capital inflow, especially for the developing and least
developed countries with limited financial capacity, tapping
into the larger global financial pool means bigger opportunity
for economic development in local regions and country as a
whole. The FDIs could trigger the Keynesian Multiplier Effect,
which will considerably boost the national economic growth,
increase the employment rate, drive up the aggregated
domestic demand, and leverage even greater real GDP
per capita, and finally lead to higher domestic income per
household and standard of living of ordinary citizens. The
foreign companies also need to pay local taxes to hosting
countries, which will generate greater tax income for the
government and realize the fiscal drag. Another positive
effect brought by FDIs is the technology transfer from the
more developed countries and regions together with the more
advanced management techniques and skilled personnel,
which would increase the competition of the markets and
stimulate the economic development (Czinkota, 2015).
The Foreign Direct Investment has positive impacts on both
the Current Account and Capital & Financial Account. The
foreign capital inflow adds up to the Capital & Financial
Account, yet the profits generated from the FDI contribute
to the increase on the Current Account. With China’s
Capital & Financial Account balance gradually becoming
close to zero and achieving a positive outcome in 2016
(see Fig. 3), the capital inflow is larger than the outflow
for the first time in a long time. Previously, before 2016, it
was predominately money flowing outbound (FDI outflow)
as China was grossly investing in foreign countries and
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buying foreign reserves since 2006, yet this trend has been
reversed by the new government led by President Xi when
China switched its investment focus domestically and its
foreign reserve increase rate is slowing down. Another
reason that enabled such switch was the 2008 financial
crisis. The Capital & Financial Account deficit reached the
peak at $443 billion in 2008 as the government invested huge
amount in foreign reserves to create a buffer zone so that the
economy would not crash in a catastrophic manner but the
government managed to cut the deficit by half in the following
year (China State Administration of Foreign Exchange,
2017) and resulted in the reversing trend afterwards.
The FDI inflow of China has been increasing in an
unprecedented rate since 1997, with the total amount
increased almost threefold in the last ten years while
reaching $250 billion in 2015, making China the second
largest destination of FDI inflow after The United States.
Yet on the side of outflow, even if China has significantly
increased its FDI outflows achieving $188 billion in
2015, it is still far from the US benchmark (see Fig. 4).
The Foreign Direct Investment has played a significant role
in Chinese economic development. Since the open-up policy
by Deng, huge amount of foreign capital poured into China
almost overnight and it has triggered the domestic investment
and created the development momentum. But the role of FDI
has been decreasing in recent years as previously mentioned,
the percentage of FDI in the national fixed capital formation
has been shrunk and its influence gradually minimized. The
volume of FDI in China is indeed enormous, but it is due
to the large economy China sits on, it does not mean that
China relies on FDI entirely. FDI plays a significant role
in Chinese economic development but the percentage of
FDI involvement in the overall Chinese investment cannot
compare to the national and domestic investments even at
the golden age of Foreign Direct Investment, mainly due to
the spillover effect of the FDIs.

The FDIs can contribute to the national economic
development if well managed, but if not, the negative impacts
will emerge. FDIs to some extend can boost the market
competition but there will be the crowd-out effect for the
domestic firms inevitably because the foreign companies
usually have more advanced products, better organized
management structures and more flexible capitals and other
advantages the domestic firms cannot compete. Secondly,
there is risk for domestic economy to depend on foreign
firms too much and lose its own decision-making ability if
the foreign firms withdraw in the future, therefore it is an
interference to the domestic markets and sometimes could
be easily manipulated by foreign governments (Czinkota,
2015). Lastly, the foreign firms are often being accused of
domestic worker exploitation like low wages, poor working
conditions and low level of worker protection etc.
Given the national circumstances of China and the
abovementioned risks associated with FDI, the FDI as an
important source of foreign capital is welcomed but also
regulated more strictly in China than other western countries.
The Catalogue for the Guidance of Foreign Investment
Industries issued by The National Development & Reform
Commission and the Ministry of Commerce in 1995, newly
amended in 2015, categorizes the industries open for foreign
investments into three categories, namely the encouraged,
restricted and prohibited (MOFCOM, 2015). The Catalogue
covers almost all industries in China while some of the key
industries are restricted and the foreign capital can only
be involved in the form of Joint-Ventures with the Chinese
partners holding the majority of shares. While key strategic
industries including weapons, petroleum, energy, and news
agencies etc. are prohibited entirely. The industries that are
not covered by The Catalogue are normally considered as
“permitted”. This Catalogue serves as the guidance document
for all foreign investments and therefore influences the
opportunities for foreign capital to participate in the PPP
projects in China. According to MinterEllison (2015), the new
version has significantly reduced the number of restricted
category especially in manufacturing and service industries,
which signals further integration of foreign capital to Chinese
investment market. This trend can be considered as positive
for the development of PPP projects in the future.
2.4 REGIONAL DEVELOPMENT CHALLENGES
The previous economic reform initiatives have transformed
China from a country ridden by poverty to the world’s second
largest economy. However, China is still considered as a
developing country since its GDP per capita ranked No. 104
in 2016 according to CIA. The development of China has
been unevenly distributed on regional level, with the coastalcities’ nominal GDP per capita trumped the inland-regions by
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multiple times (see Fig. 5). According to National Statistics
and figures of IMF, in 2015, the nominal GDP per capita
of Mainland China was US $ 8,068 on average, and the
province with the highest GDP per capita – Tianjin reached
US$ 17,334 yet the province that ranked at last – Gansu with
only US$ 4,201 (NBS, 2016). The widening gap between the
rich and the poor, the inconsistency in urbanization process,
the volatility of world’s financial and political situation among
other risks have amounted to extraordinary challenges for
China’s next stage of development. The answer that Xi
offers to address these challenges is rapid urbanization
process especially in the less developed inland areas of
China, among which the infrastructure construction lays the
foundation for future development.
The past Chinese economic growth was driven by
foreign investment in key profitable sectors especially
in manufacturing, accompanied with public investment
in infrastructure, in which the local governments played
a significant role in facilitating the financing process of
public infrastructure investment. The local governments
have made substantial borrowing to finance local
infrastructure development in recent years through issuing
government bonds. The infrastructure investment in China
is accompanied by surging government debts (see Fig. 6).
As a result, China’s local government debt situation has
been of grave concern to the central government and
traders. Given the large scale and necessity of infrastructure
building, the local governments are trapped in huge debts
reaching US $3.8 trillion in 2014 (Wu, 2016). In Figure 7, it
further demonstrates the growth of local government debts
in the last twenty years, and the soaring speed made the
once unthinkable debt default possible again. The Chinese
authorities initiated a local government debt swap program
since 2015 but many worried that the price would be set
lower than the market price and create market turbulence
and panic (Bloomberg, 2017). While the central government
is going down a bumpy road to clean up the local government
bond market, the local governments will also need to look
for other means to finance the local development instead of
relying on bond issuance only.
With the new challenges brought by the rapid economic
growth, the Chinese government realized the need to
leverage greater capital investments to alleviate the local
government debts and fulfill the immense infrastructure
requirement created by fast economic growth and
urbanization process at the same time. There are four
types international financial sources on the capital markets,
namely the Domestic Public, Domestic Private, Foreign
Public usually in the form of Official Development Assistance
or foreign aids and Foreign Private (see Diagram II). With
the domestic public investment suffering indebtedness

greatly, it has created the opportunity for the PPPs to thrive
as an alternative means of financing. The following chapter
will compare different types of investment sources with
Public Private Partnerships and examine their potentials
respectively.
3.

PUBLIC PRIVATE PARTNERHIPS IN CHINA
ANALYSIS

Special notes: many of the materials presented in the
following chapter is the first-hand information from The
Beijing Dong Cheng District Lawyers Association 1st PPP
Legal Seminar, which was attended by the President of
Beijing Lawyers Association Mr. Zicheng Gao, Vice
President of Beijing Lawyers Association Mr. Baochang
Qiu, Assistant Director of Chinese Ministry of Finance PPP
Center Mr. Bin Han, Director of International Cooperation
and PPP Promotion in The National Development and
Reform Commission Mr. Kaibo Zhou, Director of Government
Procurement and PPP Research Center in China Central
University of Finance and Economics Mr. Fuguo Cao, and
other experts in the field of PPP development.
Both the nationalization and privatization have their
respective pros and cons and there are different reasons
for a country to choose to adopt either nationalization or
privatization. Regarding the nationalization, the economic
motives include: 1) nationalized industries serve as economic
agents of indicative planning to increase economic stability,
to ensure consumer’s basic needs are provided, to prevent
unemployment of resources and to provide state planning
of technological advances; 2) the public investment made
possible by nationalization exploits the huge potential of
economies of scale. Often, it is difficult for private investors
and private capitals to meet the enormous public investment
requirements which are highly-specific, very-specialized
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and within the highly-capitalized industries and social
infrastructure projects. Also, the highly-capital-incentive
industries and infrastructural facilities are employing
excessively-high levels of capital risks especially on
liquidation, the public investment on the other hand, is
able to mitigate the liquidation risks. Besides, given the
nature of the social infrastructure projects, it is often difficult
for the private investors and insurance companies to
underwrite large projects especially when it is related to core
government functions like social welfare and human security;
3) Proponents of nationalization advocate that governmentsupervised nationalized industries can achieve objectives
of the government, competition policy and fair-trading
legislation much more easily. For example, the anti-trust
legislation, monopoly and merger legislation while maximizing
consumer sovereignty; 4) The profits from the public-sector
firms can become a source of profits for government
revenues; 5) Public-sector ownership can minimize structural
unemployment via social- political subsidy policies, facilitate
income distribution, reduce externalities, guarantee public
safety and so on. In conclusion, the nationalized industries
and firms have wider social-political and strategic motives
compared to pure private industries with sole objective of
profit maximization.
In the economic development of both countries and the world,
the privatization process is inevitable, it is only a matter
of degree in different national context. The nationalized
industries are becoming less and less effective because its
full-controlled nature is going against the rule of the markets,
while the private enterprises are on the rise thanks to the
capital globalization enabling the private sectors to be more
capable of providing initial investments in large amounts for
major economic development projects. Many of the economic

functions of the public sector can be better achieved through
regulations on private sector like anti-trust, anti-monopoly
legislations, customer protection law and so on. Privatization
also has its unique advantages that cannot be realized by
nationalization, for example: 1) privatization can maximize
the profit motives of the private sector and realize higher
productivity and greater efficiency in both production and
management; 2) privatization increases the competition
motive in the market as well and leads to technical
advancement and encourages improvement and innovation,
which fuels the growth of the hi-tech sector and substantially
benefits the country in the long run; 3) privatization could also
help create a customer-centered environment and requires
the enterprises to provide high quality products, more efficient
distribution, great customer service, therefore leads to the
creation of augmented products; 4) the privatization requires
the enterprises to conduct extensive market research and
ensures that the business stays tuned with market trend all
the time. In conclusion, when the nationalization becomes
obsolete with many of the traditional industries becoming
sunset industries, it is critical to give way to the development
of privatization and many of the core functions of the
nationalization can be better achieved through regulated
private sector. The privatization process improves the overall
management skills, economic productivity, enhance efficiency
and effectiveness of the economy while creating a consumeroriented, consumer-sovereign culture which ultimately
benefits the general public and improves economic welfare.
One of the main vehicles that can combine and optimize
the characteristics of both public and private sectors, and
also increase the national financial capacity in infrastructure
building is through the Public Private Partnership. Through
PPP, the role of government could potentially reach a balance
with the market. The potentials for PPP projects are various,
including to attract private investment in infrastructure and
social services, compensate the Domestic Public and Private
Investments, improve the public service efficiency, and might
as well be the leading agent for the next wave of China’s
economic prosperity. According a research book published
by The World Bank, it is often hard for the governments to
provide the public services in the most efficient way, the
PPPs can help in the process for “providing more efficient
procurement, focusing on consumer satisfaction and life
cycle maintenance and providing new sources of investment
in particular through limited recourse debt” (Delmon, 2010).

Compared to other developed countries with private sector
engagement in public services dated back to hundreds of
years ago, China does not have so much experience but
it is also not a new concept for the Chinese government.
The earliest example of PPP in China can be found in the
late 1970s (Sun, 2014) yet there was no systematic trend
to promote such partnership considering the social and
economic circumstances back then. From 1980s through
mid 1990s, the Chinese government had begun to form
policy framework for projects similar to the concept of PPP
as a national strategy, but it remained fundamentally weak in
governance. The PPP in China only gained real momentum
in late 2012 following the new policy direction No. 463 when
the State Communist Party introduced reforms on regulatory
framework to suppress local governments’ illegal financing
activities, which cleaned the ground for development of
PPPs. In 2014, the Chinese Premier Li Keqiang addressed
the State Council Executive Meeting and emphasized on
the importance of promoting private sector’s engagement
in infrastructure development through PPPs (Wang et al.,
2016). With the issuance of state policy direction No. 431 and
financial policy direction No. 762, it signaled the complete
take-off of PPP in China. After a few years of development
and experiment, most recently in 2017, the government
issued financial policy direction No. 87 in an effort to regulate
and prohibit illegal financing under the name of government
procurement targeted at PPPs.
The Chinese National Council defines PPPs as “a contractual
agreement between a public agency and a private sector
entity, through which each sector shares the skills, assets,
risks and rewards in the delivery of a service and/or facility
for the use of the general public” (Ke et al., 2014). It is also
worth noting that different from its original definition from The
World Bank, China defines the non-governmental partner
investment as “social capital” instead of “private capital”
(Bloomberg, 2017), while the “public” part in PPP refers to
the Chinese government only, not including SOEs, which
are normally considered as “social capital”. The PPPs in
China at the moment are only defined within the scope of
providing public infrastructure construction to serve the need
for the new leadership’s urbanization targets, and are only
open to domestic private firms and SOEs and/or CGOEs,
in which the latter enjoy a great advantage in the bidding
process over private firms in terms of financing capability
and accountability.

  Notice of The State Council on the Advice to Improve Local Governments Debts Management, 2014. In paragraph three, it emphasizes on promoting the
partnership between governments and social capitals and it encourages social capitals to participate in infrastructure construction and other projects that are of
public benefits. Access: http://yss.mof.gov.cn/zhuantilanmu/dfzgl/zcfg/201701/t20170125_2527453.html

1

2
  Notice of The Ministry of Finance on Issues Concerning Promoting Public Private Partnerships, 2014. Access: http://jrs.mof.gov.cn/zhengwuxinxi/zhengcefabu/201409/t20140924_1143760.html
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At the moment, the PPP market in China does not open
fully to foreign actors in practice, mostly due to weak policy
support and a general lack of confidence for foreign capitals,
although the Chinese government poses a welcoming
altitude. However, the development of PPP would be greatly
accelerated when the foreign capitals are introduced to
domestic market. The advantages are similar to those of FDIs
including bringing the advanced technical and management
skills alongside the financial investments. For developing
countries like China, PPP is a great way to facilitate
technology transfer in the area of infrastructure building
in order to realize the construction of a new generation of
green and sustainable cities. Infrastructure is traditionally a
difficult field to engage foreign capitals whereas the foreign
experience and techniques are mostly needed, especially
in the post-SDGs era when the sustainable techniques to
mitigate the risks of pollution and climate change are more
crucial than ever in cities and urban areas.

of GDP of China and has only fulfilled half of what is required
before 2030. This financing problem is identical among other
Asian countries as well. According to Asian Development
Banks (2017), until 2030, the infrastructure investment
requirement in Asia would reach US $22.6 trillion which
would need annual investment of US $1.7 trillion, yet the
current financing channel could only provide US $400 billion
annually. With such huge gap in infrastructure financing, it is
critical to tap into the private sectors (South China Morning
Post, 2017), and private funds are much more needed than
ever to support and upgrade the government functions.

3.1 ROLE OF DOMESTIC, PUBLIC AND PRIVATE
INVESTMENT IN BUILDING CHINESE
INFRASTRUCTURE
From the analysis previously, throughout the years of
Chinese economic development, both state-owned and
private-owned enterprises have demonstrated the strengths
and weaknesses. The state plays a strategic role in designing
and producing public goods and services, and is able to
provide protection and reduce externalities in an effective
way through regulations. The private sector on the other hand
is more responsive to market requirements, more efficient
in resource allocation and most importantly with more fluid
and larger capital reserves. In order to mobilize and leverage
large capital in a short time, it is crucial to combine the
strengths of both sectors. To select the advantages of both
public and private sectors and streamline the efforts to one
single project is the essence of Public Private Partnerships.
Infrastructure investment, construction and operation are
traditional government functions in China, and given its
specific historical and cultural heritage, the government
has been playing the most important role in providing
the necessary means and resources to support the
infrastructure building and operating activities. Therefore,
the financing entirely relied on Domestic Public Investment
but it had gradually become harder and harder for the local
governments to generate enough revenue to fulfill the
financing needs and eventually ended up with huge debts.
According to the government report, China plans to achieve
the urbanization of 400 million people before 2030 which
would require CNY 40 trillion (equivalent to approximately US
$7 trillion) financial investment (Sun, 2014), yet as previously
discussed, the local governments’ debt already exceed 40%
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Traditionally in China, the Domestic Private Investments
were involved in areas concerning infrastructure building
only in the form of government procurement but in limited
quantity, and is relatively more strictly regulated both visibly
and invisibly. The Government Procurement Law in China
covers a wide range of activities and infrastructure is just
one of the many sectors. There are different ways that the
government can grant the projects to private sectors, but
for project with value exceeds CNY 1.2 million, a public
bidding open to social capitals shall be followed. Furthermore,
China is not a party to WTO Agreement on Government
Procurement, and only attempted to join in 2007 and turned
into accession status in 2015, so a full open-up to foreign
actors will not happen soon (Snell, 2015) but it is an effort
in progress.
3.2 HYPOTHESIS I: TO WHAT EXTENT IS DOMESTIC,
PUBLIC INVESTMENT ABLE TO PLAY A
SIGNIFICANT ROLE IN THE DEVELOPMENT OF
Public Private Partnerships?
The role of Domestic Public Investment has been gradually
transformed by the emerging Public Private Partnership
model in China. Traditionally, the government infrastructure
projects were allocated to SOEs according to their
functionalities, meaning that the government functioned
as the central agent who made the infrastructure planning
and awarded the projects to its own state firms to carry out

the plans. Now, as learned from Beijing Dong Cheng PPP
Legal seminar (2017), with the government encouraging the
infrastructure projects to be in alignment with PPP model,
the SOEs have to go through the public bidding process and
prevail in order to win their own projects.
Comparatively speaking, the current momentum with
the SOEs competing for the PPP projects allows more
thorough vetting process than the traditional Domestic Public
Investment ‘monopoly’, therefore, in theory, ensures that
the projects are awarded to enterprises that fit the best with
the project requirements and have the most ideal financial
status and management capability to run the projects in the
long term. Also, this kind of competition lays the foundation
of a healthy market mechanism, even if the government’s
influence still cannot be overlooked, especially that the
state-owned and central-government-owned firms have
an incomparable advantage over the private businesses
during the PPP bidding process according to research.
This phenomenon will be analyzed in depth in the following
chapter.
It is worth noting that the Domestic Public Investments do
not have a competing relationship with PPPs, instead, it is a
critical part in PPP financing. From Figure 8, it is evident that
the PPP financing model in China is a two-lever structure.
The Government Capital serves as the seed money that
initiates the projects and leverages the Social Capital. The
Social Capital is made up from bidding alliances as known
as ‘platform companies’ usually formed by one leading SOE
or CGOE together with a handful of private enterprises, and
then the projects go into rounds of financing and borrow
from banks or other financial institutions in the name of the
SOE or CGOE. Also, it is worth noting that in legal terms,
the ‘platform company’ is not considered as Social Capital
but rather an entity established in the project territory so it
cannot form a legal person as a normal company because
this platform company’s sole purpose is to raise capital
on behalf of the government (Sun, 2017). When talking
about Domestic Public Investment, it comprises both the
Government Capital and a part of Social Capital from SOEs
and/or CGOEs.
We also learned that this financing structure exposes
problems when implementing because the Social Capital
and the wider financial market have low confidence in local
and central government so usually the financing can be
hardly in place, yet with the financing capability of SOEs and
CGOEs only, the fundamental problems of local government
debts and huge infrastructure financing gap remain unsolved.
However, there are other deeper problems intertwined in the
project implementation especially when it comes to finances.
Those issues will be pointed out in the later analysis.
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In conclusion, the Domestic Public Investment has a
dominant position in PPP projects currently because it
has the credibility that the private firms do not have, and is
playing a crucial role in PPP seed financing. However, the
public dominance situation does not solve the infrastructure
financing issue fundamentally because it is still government
money as a matter of fact and the SOEs’ and CGOEs’
financial capability is inadequate in most of the cases, and
this financing formation will limit growth of PPP in the long
run.
3.3 HYPOTHESIS II: TO WHAT EXTENT IS DOMESTIC,
PRIVATE INVESTMENT ABLE TO PLAY A
SIGNIFICANT ROLE IN THE DEVELOPMENT OF
Public Private Partnerships?
As previously discussed, the private capital in China has
participated in government functions often in the form of
government procurement. When these projects concern
the infrastructure building, China has employed BT and
BOT model since 1990s, which can be considered as the
predecessor of the Public Private Partnerships.
BT means Build-Transfer, it functions in a way that the private
enterprise takes over a government project in infrastructure
building, but the company is only in charge of construction
and once it is completed, the building is handed over to the
government directly. However, this model still added up to
government debts and often created other problems when
the projects encountered quality issues, therefore, this model
has been recently banned in China and is no longer a legal
method to carry out infrastructure or any other projects.
BOT on other the hand adds in an ‘Operate’ stage in between
‘Build’ and ‘Transfer’, and this model is much more similar to
the idea of PPP that we talk about these days. BOT model is
most prominent among the toll-road projects in China, where
the fares are regulated by local authorities and adjusted
based on operation costs and revenues (Wang et al, 2012).
However, this model encounters issues during operation
as well, since some of the highways are seriously underpaid whereas others are severely over-paid as a result of
unfairly negotiated concession agreement (Zhang, 2010).
Later on, the government adapted itself and created hybrid
BOT models that include subsidies in either building process
or operating process. This hybrid model solves the low selfliquidation ratio problem in financing and therefore lays a
solid foundation for the henceforth PPP model that we see
today. Based on the Government Procurement Law, the
Chinese government issued PPP Procurement Measures and
PPP Guidelines in 2015 and 2016 respectively to regulate
the project recognition, procurement, budgetary requirement,
and performance management etc. (Sun, 2017).

In conclusion, in the development from BT to BOT until
PPP today, the private capital engagement in traditional
government functions especially in infrastructure building is
highly regulated and limited. The public bidding process is
often dominated by SOE-led platform companies known as
“social capitals” where the private companies’ importance is
minimized. Generally speaking, it is almost impossible for
platform companies solely made up by private capitals to win
the bids because the local government and auditing parties
have overwhelming trust towards platform companies led
by SOEs and CGOEs, and the large public capital is also
having advantages during the financing process compared
to private capitals in relatively small size.
3.4 HYPOTHESIS III: TO WHAT EXTENT IS FOREIGN
DIRECT INVESTMENT ABLE TO PLAY A
SIGNIFICANT ROLE IN THE DEVELOPMENT OF
Public Private Partnerships?
As it has demonstrated above, out of the four types of
international investment sources, the domestic investment
sources in China are facing various difficulties. The Domestic
Public Investment is not sufficient to support the large volume
and quantity of the infrastructure projects and the previous
projects already trapped the local governments in serious
indebtedness, yet the Domestic Private Investment is going
through a bumpy road of complex regulations and policies
and cannot realize its full potential in the near future. It is
critical for the Chinese central government to innovate and
try out to include foreign financial sources to finance the PPP
projects in a more rigorous and brave manner.
According to the central government, the foreign capitals
are welcomed (Lan, 2015) and encouraged in Public Private
Partnerships in China, the major Chinese news agency
CCTV even made a headline “China enters Public Private
Partnerships foreign investment era” in 2015 (Zhang, 2015).
The FDI policy has been loosen up gradually every year
especially in R&D and technology transfers, which is a very
positive sign for the future but at the moment when the PPP
projects that are mostly infrastructure focused, foreign capital
still has a long way to go before being fully integrated.
Currently, the FDI and PPP in China are running in two
separate lanes with occasional intersections. The FDI is
following the Guidance Catalogue as previously discussed
and it does not create much obstacle for the infrastructure
section. The PPP on the other hand, mainly involves
domestic partners and are following the Government
Procurement and Bidding Laws of People’s Republic of
China. According to Figure 8, it is evident that the foreign
capitals are not involved as an independent entity to invest
in PPP projects and the only form of engagement is through
Joint-Venture.
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The one classic example of foreign capital PPP engagement
is Beijing Metro Line No.4 and it is a typical Joint-Venture
among three partners. The PPP cooperation in this case
named as Beijing MTR Corporation Limited is formed by
Beijing Infrastructure Investment Co., Ltd with 2% of golden
share, the Beijing Capital Group Limited with 49% share and
Hong Kong MTR Corporation Limited with 49% share (WMG,
2016). The two Beijing groups are all SOEs functioning
as the public partners, and the Hong Kong corporation is
functioning as the private partner. The financing is carried
out in the name of Beijing Infrastructure Investment Co., Ltd,
with the Beijing Capital Group Limited as the infrastructure
investor and Hong Kong MTR Corporation Limited in charge
of design, construction and operations.

There are a few points to be analyzed in this case. Firstly,
the financing structure. The total investment of Metro Line
No.4 project is CNY 15.3 billion. Among this total investment,
CNY 10.7 billion is from Beijing Metro Line No.4 investment
company and CNY 0.46 billion from the Beijing MTR
Corporation Limited (Yingke Law Firm, 2017). So, in the
end, the biggest share of investment is still coming from
the project company itself, the Beijing Metro Line No.4
investment company, yet the foreign company, in this case,
the Hong Kong MTR Corporation Limited is not directly
involved in the project financing and its financing functionality
is much limited in the whole investment formation.
Secondly, the responsibility structure. It is evident from
this case that the core financing is provided by the public
partner, in other words, the domestic side of the PPP has
the decision power throughout the project cycle as it holds
the financing supremacy. It further demonstrates that the
Chinese government and the SOEs have absolute ownership
throughout the process in any of the infrastructure PPP
projects with the foreign partners only participate and
cooperate with their counterpart.
Thirdly, even if the Metro Line No.4 project is considered as
a foreign-capital-engaged PPP project but companies from
Hong Kong cannot be strictly categorized as ‘foreign’. The

reason that this project model could work is also because
the foreign capital here is partial Chinese, which is not so
much different from mainland China compared to a European
company for example. This is in fact the major issue that
hinders the foreign capital engagement in the Chinese PPP
market, which is the mutual trust. The major difference
between FDI and PPP is the initiator, which fundamentally
changes the nature of the game. For FDI, a company
can invest in any sector as long as it is within the policy
framework of China but PPP on the other hand is initiated
by local governments usually in the land-locked regions
where foreign companies or even foreigners are not present.
Together with the language barrier and cultural alienation, it is
indeed very difficult for the local governments to welcome the
foreign capitals with open arms without second thoughts, and
it is also difficult for the foreign actors to realize full-fledged
engagement in the conservative areas too.
In conclusion, theoretically speaking, the foreign capitals
are welcomed in PPP financing but it is also important for
the foreign investors to be able to decode the Chinese
diplomatic language and recognize the national context and
development progress of the inland part of China. It might
take some time before the foreign actors can be incorporated
fully in regional development agenda, especially in capital
engagement. Nevertheless, at this point of Public Private
Partnership development, the foreign capital engagement
is a crucial next step that will fundamentally change the
landscape of PPP market in China. Currently, there are
too many real or unreal PPP projects happening in many
regions, the government will most likely to cleanse the market
thoroughly in the near future and it could also serve as
an opportunity window to bring in the foreign capitals at
this stage with new policy issuance. The foreign presence
should be the first step, then it will be recognition and
acknowledgment, the mutual trust and full engagement will
only come after.
4.

DEVELOPMENT OF Public Private Partnerships IN
CHINA
EMERGING PROBLEMS

After a few years of robust growth, the PPPs in China
have encountered various issues in the course of project
development from the initiation to implementation. The
policy framework and legal system are not matured enough
to provide clear guidelines; the local governments lack
adequate experience in handling PPP projects; the domestic
financing institutions are not familiar with infrastructure
financing in the realm of PPP and also restricted by heavy
and complex regulations; and the domestic private firms
and foreign firms are not able to realize full engagement.
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All these issues amounted to the imbalanced PPP market
formation and resulted in the low project take-up rate. Up
until now, almost 40% of the PPP projects were awarded to
SOEs (see Figure. 9) and only about 30% of the projects are
picked up for implementation (Glenn, 2016). For foreign firms,
the only way for them to participate in Chinese PPP projects
is through forming Joint-Ventures with domestic firms and
the number of such firms only accounts for 18% of all types
of private partners (see Figure. 9). The Chinese domestic
acceptance for foreign capitals is an effort in progress but the
foreign actors are also skeptical about the political stability
and policy consistency of the PPP development in China,
which are the shared concerns for domestic private investors
as well. Three major problems encountered in Chinese PPP
development can be identified.
4.1 LEGAL CONFLICTS
Although PPP has gained immense popularity in China, the
PPP law in China is under development meaning that there
is no systematic legal uniformity for PPP projects yet, the
laws and regulations are mostly ad-hoc and not organized
into a single stream of PPP law, and this observation is
also confirmed by Mr. Zhou (2017), Director of International
Cooperation and PPP Promotion from The National
Development and Reform Commission. This lack of legal
consistency is gradually becoming the biggest impediment
that hinders the PPP development progress (Wang & Li
2016).
In practice, the PPP projects are carried out based on
numerous policy briefs, regulations and other domestic
legal systems that deemed pertinent, which may cause
overlaps and conflicts from time to time. The legal ecosystem
that PPP resides in is comprised of The Chinese Civil Law,
Contract Law, Corporate Law, The Government Procurement
Law and its implementation regulations 2015, The Law
on the Invitation and Submission of Bids (LISB) and its
implementation regulations 2012, various local laws and
regulations where the projects happen, and other normative
documents from The Ministry of Finance and The National
Development & Reform Commission (Xue, 2017). Since
there is no mature legal framework in place, it poses great
legal risks for commercial entities in China and abroad that
wish to invest in PPP projects, and it also creates immense
complexity and frequent ambiguity in the domestic judiciary
system. Under such complex system, disputes arise much
more often than intended, among which, the legal applicability
conflicts are the most acute between the Government
Procurement Law and LISB.
The Notice on the Issuance of the Operational Guidelines
for PPP (Trial) implemented by the Ministry of Finance in

2014 stipulates that “if procurement for a private-public
partnership project is to be done by a public invitation of
bids, selective invitation of bids, competitive negotiations
or single-source procurement, matters shall be handled in
accordance with government procurement laws, statutes
and related regulations” (Wang, 2016). According to Art. 2
of the Government Procure Law, it specifies that there are
three types of procurement acts, which are the procurement
of goods, constructions and services3. Therefore, it is
determined that policy-wise, the Government Procurement
Law applies. However, for most of the PPP projects that are
infrastructure construction and public services provision in
nature, also fall under the jurisdiction of LISB and need to
go through public bidding process. This conflictual situation
of which law applies is the major source of confusion at the
beginning of almost all PPP projects in China.
The second point of conflict arises during the bidding process.
In pursuant to the Government Procurement Law, the
Ministry of Finance issued the Administrative Measures for
Government Procurement under Public Private Partnership
Projects in 20144. It states that the PPP Procurement follows
the five methods of procurement subsequently from public
bidding, invitation bidding, competitive consultation, to
single source procurement, and it is illegal not to follow this
sequence or select the procurement method freely. However,
in practice, the legal procedures on local government level
are not always in compliance with the law, and problems like
pre-negotiation, line-cutting and unfair competition often exist
(Wang, 2017). The most predominant phenomenon is that
the local governments send out bidding invitation and host
a so-called ‘public bidding’ with invited investors, but under
such circumstances, it does not allow sufficient competition
and most importantly it is against the legal procedure.
Thirdly, during the implementation process, the local
governments often confuse the PPP projects with the
Government Concessions (mainly the BOT projects as
previously discussed). Historically speaking, Concession
is the traditional way for the government to carry out
infrastructure operating projects yet with the introduction of
PPP, most people naturally consider the PPP model to be

the same as the Concession model. However, even though
the two models are of subsequent relationship but there is
a fundamental difference and that is the PPP model allows
the partner companies to optimize the project proposals but
in the Concession model, the franchising enterprises are not
allowed to change the project proposals (Ye, 2017). This
confusion in concepts leads to the various standards in PPP
market at the moment. So, it is crucial and necessary for the
central government to standardize the scope and definition,
strictly regulate the initial bidding procedure and put in place
a more rigorous and organized surveillance system.
The future of PPP legalization is most likely going to follow
the double-track system combining the Government
Procurement Law and the current government concession
regulations with the backdrop of PPP (Liu, 2017). Meaning
that in the future, the PPPs are going to be categorized
into either Government Procurement PPP or Concession
PPP with separate regulations and management systems.
It is important to note that the Government Concession
Law is in development under the discretion of The National
Development and Reform Commission at the moment
and the Legislative Council is making enormous efforts
to streamline the new legislation to encourage the social
capitals to engage in public services (Liu, 2017) and make
way for PPP Law’s development in the future.
4.2 POLITICAL UNCERTAINTY
Urio (2010) listed three levels of conditions that limit the
adoption and implementation of PPP in a country. On
strategic level, it includes the polity of political will, public
opinion, political elites, think tanks and media and it also
comprises the transparency and accountability of the public
administration, the government stability and corruption (Urio,
2010). In the case of China, the political risk is perhaps
ranked among the highest when it comes to foreign
investments worldwide. Given its special national context,
the boundary between the market and Chinese government
is unclear, and the relationship between the governors and
market conditions is way too closed than it should be.

3
The Government Procurement Law of the People’s Republic of China: “Article 2 This Law is applicable to government procurement activities conducted within
the territory of the People’s Republic of China. For purposes of this Law, “Government Procurement” refers to the purchasing activities conducted with fiscal
funds by government departments, institutions and public organizations at all levels, where the goods, construction and services concerned are in the centralized procurement catalogue complied in accordance with law or the value of the goods, construction or services exceeds the respective prescribed procurement
thresholds. The centralized procurement catalogue and the prescribed procurement thresholds mentioned above shall be complied within the limits of powers
defined by this Law. For purposes of this Law, “Procurement” refers to activities conducted by means of contract for the acquirement of goods, construction or
services for consideration, including but not limited to purchase, lease, entrustment and employment. For purposes of this Law, “Goods” refer to objects of every
kind and form, including but not limited to raw and processed materials, fuel, equipment and products. For purposes of this Law, “Construction” refers to all
construction projects, including construction, reconstruction, expansion, fitting up, demolition and repair and renovation of a building or structure. For purposes
of this Law, “Services” refer to any object of government procurement other than goods and construction.”
Source : http://www.npc.gov.cn/englishnpc/Law/2007-12/06/content_1382108.htm

  See the Measures for Administration of Government Procurement in Public Private Partnership Projects (Cai Ku [2014] No. 215) China PPP Center. http://
www.cpppc.org/en/Guidelines/4718.jhtml
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Moreover, despite the rapid economic growth in recent
years, most of the Chinese market and Chinese people
are still distant from the foreign influence and are prone
to domestic networks especially in the inland regions. The
central government has magnificent blueprint of engaging
world finances and integrating into global market but when
it trickles down to local level, the reality is very different,
especially when it comes to PPP projects that are mostly
initiated by local governments and implemented in the less
developed regions with a completely different perspective
towards foreign investments compared to cosmopolitan cities
like Beijing and Shanghai. In general, the local governments
are less likely to confide in the foreign companies and
capitals, which explains why the independent foreign
companies have not engaged in PPP projects directly but
have to cooperate with Chinese companies in the form of
Joint-Ventures. The mindset shift on local level is unlikely to
happen any time soon but not impossible, however, it will
require the facilitation at the central policy level to initiate
and encourage the exchange between domestic and foreign
actors with broader geographical coverage.
On the other hand, due to the political complexity in China,
the western actors are cautious when entering the Chinese
market mainly due the lack of transparency on local level.
Many of the regional infrastructure projects are linked with
a specific governor so when there is sudden change of
leadership, sometimes without warning due to various
political reasons, the projects initiated by the previous
leadership are left behind and most likely would not be
revived again with the new leadership. Regarding the PPP
projects, the project length is normally between 15 to 30
years, meaning that the PPP corporation is closely linked with
a certain leadership for as long as the project lasts but the
political consistency is hard to predict and calculate, therefore,
it is becoming the biggest uncertainty for investors outside.
Therefore, the specification of government’s accountability
and responsibility in the contract from the beginning would be
of paramount importance regardless of leadership transitions
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and it will be the most effect tool for investors to mitigate
political risk while dealing with local governments.
4.3 FINANCING DIFFICULTIES
LACK OF CAPITAL
As previously discussed, the huge financial investment needs
created by urbanization motivate both the central and local
governments to seek for all possible financial means, which
create great opportunity for the PPPs to grow. As of February
2016, the Ministry of Finance reported 7,110 PPP projects
according to the PPP Comprehensive Information Platform
in China with a total value of investment over CNY 8.3 trillion
(Wang et al., 2016). While according to the latest figure from
CPPPC (2017), the total number of PPP projects reached
11,784 with a total investment of CNY 14.5 trillion which
represented almost 20% of the national GDP. However, out
of this huge number of PPP granted, only CNY 4.1 trillion
worth of projects were implemented (Bloomberg, 2017)
(see Figure. 10). Although the PPP development has shown
encouraging signs, the actual project value being taken up
for implementation is only one-tenths of what is required from
the government plan.
There are various reasons as to why the take-up rate is so
low. The policy and legal conflicts and political uncertainty
as previously discussed are among the top of the list, but
the major issue is the financing difficulty. Presently, most of
the PPP projects are funded by bank loans only, and the
PPP market is largely occupied by conservative investors
and the investment diversity is very low (Wang, 2014). The
insurance companies and pension funds are slicing a very
small piece of the pie since the credit evaluation system
in China creates barriers for these types of corporations
to invest in infrastructures (ADB, 2014). Indeed, the PPP
projects need more time to grow and mature, so does the
policy framework which is still at an infant stage, but it is also
important to consider opening up as many opportunities as
possible to achieve higher capital leverage when there are
only limited financial resources available domestically.

Before tapping into the larger financial market overseas,
there are plenty of financing issues to be solved domestically
beforehand. Firstly, due to the lack of policy consistency with
different policy directions coming out almost every quarter,
the domestic financing institutions are mostly speculating and
observing the situation, and for those that have invested in
the PPP projects already, the issuance of conflictual policies
propelled the financing institutions to terminate the contract
and cut the capital chain. Without in-time policy adjustment
and adaptation, it is unlikely for the PPP projects to be
continued in most cases.
Secondly, more than 60% of the PPP projects currently
employ the government payment model but the PPP
corporation and the financing entities are questioning the
government’s ability to fulfill the payment obligation in the
long-term (Chen, 2017). In other words, the high-level
government reliance in PPP projects significantly increases
the financing risks and makes the lenders reluctant to make
financial commitment.
Thirdly, there is high liquidity risk in the project cycle. The
infrastructure projects have the characteristics of big scale,
high capital requirement and long project period, all add
up to unfavorable conditions to lenders. Given the volume
of the projects, only the large-scale financial entities have
the capacity to fulfill the funding requirements, which limit
the variety of funds the PPP can reach out to. The high
capital requirement and long return-on-investment cycle
greatly challenge the liquidity situation of the financial
institutions, and also set a threshold for the minimum size of
the financing partners. The Chinese government is exploring
avenues to transform the assets into securities in order to
lower the investment risks and attract investors. This move
has motivated private equity funds and some insurance
companies to enter into the PPP market through asset
securitization but this process is not fully developed yet,
and should be further supported.
Last but not least, the PPP projects often have unattractive
ROI rates and it is prohibited for the partner companies to
secure a certain level of return (Liu, 2017). This consideration
is also linked with the initial contract drafting due to the
unequal risk-and-return distribution. Generally speaking,
the ROI of the existing PPP projects in China is below
8% and is usually between 5 to 6% on average, yet the
financing cost is normally around 4% and could go up to 6%
if borrowing from the banks (Wang, 2017). In the end, the
PPP corporations are risking not making revenues from the
projects’ returns like rents, ticket fares, toll fees and so on
depending on the nature of different projects, but would have
to rely on the government payment as subsidies. However,
as aforementioned, under the circumstance that there is a
general lack of confidence in government payment, if the
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corporations are still interested by the PPP projects at all,
they are forced to look into other means to generate enough
revenue to at least cover the construction costs, which are
normally through illegal processes and can result in poor
infrastructure quality or low project performance.
In conclusion, the three major issues discussed above are
the biggest obstacles that not only limit the implementation
of the existing PPP projects, shut out a large portion of
the private capitals to engage in the process in meaningful
manner, but also greatly discourage the foreign capitals to
invest in the PPP market in China in practice.
5.

WAYS FORWARD
RECOMMENDATIONS OF POTENTIAL PATHS
TOWARDS FUTURE CHINESE HYPER-ECONOMIC
GROWTH

The emergence of PPP is inevitable in the due course of
the Chinese economic development. The PPP model has
its predecessor in the beginning of 1990s in the form of BT
and BOT. However, due to the shortcomings and high-risk
nature of BT model, the BOT has gradually taken over and
transformed into a hybrid model with government subsidies.
This new hybrid model is later bridging together with the PPP,
which formally began its development momentum in 2012.
In the last five years, the PPPs in China have gone through
different stages from being recognized, to rapid take-off
and massive growth until recently operated in a much more
regulated environment. According to the latest figure in 2017,
there are 7,110 PPP projects recorded in the PPP database
with total investment of CNY 14.5 trillion covering 19 projects
areas including energy, transportation, water conservation,
environment protection and so on (CPPPC, 2017)
The Domestic Public Investment is playing an important
role, if not the most, in most of the PPP financing. However,
this kind of capital formation does not fundamentally solve
the government public financing problems, and it is only
switching money from the left pocket to the right. The
restrictions on private enterprises to engage in PPP projects
predominantly exist both visibly and invisibly, while the foreign
capitals having a much more difficult environment than
the Domestic Private Investments. Although the Chinese
government has signaled that China welcomes foreign
investment in PPP with open arms, it is not as easy to really
implement it on the ground. At the moment, the foreign
capitals can only engage in PPP projects by forming JointVentures with domestic companies with holdings less than
50%. One classic example of foreign invested PPP project
is Beijing metro line No.4 but in this project, the foreign
capital percentage is greatly limited and the government
is leading the project throughout with little responsibility
delegation. Also, it cannot be ignored that this so-called

‘foreign capital’ in this project is Hong Kong MTR Corporation
and strictly speaking it is not a foreign company. So, it further
demonstrates that the Chinese government is prone to local
partners rather than foreign capitals and this attitude is mainly
due to lack of trust and familiarity in foreign actors, which
would take some time and great effort to overcome. The
central government should champion PPP private and foreign
engagement initiative and encourage the governments on
the local level to host introduction events open to domestic
private investors and foreign investors. The invitations should
be extended worldwide and it might become the biggest
PPP introduction event the world has ever witnessed. Aside
from the diplomatic and economic value, through this kind of
event, the Chinese PPP projects can become more visible
to the outside world and the foreign investors would have
a closer look into the Chinese market and even talk to the
project initiators, which would greatly boost their confidence
in investing in the PPPs in China.
The PPP has taken off rapidly in China and the project
volume is increasing by multiple times yearly with huge
capital commitments. But as usual, fast development is
often accompanied by acute problems. The most urgent
issue faced by the PPP projects in China is the low take-up
rate. The contracts are signed, the construction begins but
the financing is usually not in place. The reasons behind
such phenomenon can be categorized into three aspects
but these three areas are interdependent, deeply intertwined
and cannot be considered separately.
The first issue is the legal conflict. There is no domestic law
on Public Private Partnership yet and the PPP policies are
issued frequently sometimes with conflictual regulations. At
the moment, the legal procedure is mostly ad-hoc meaning
that for every stage of a PPP project, different existing
laws apply and it concerns at least a dozen of domestic
laws throughout the whole project. This situation creates
problems like over-lapping, blurry boundary of applicability
and results in various confusions during implementation and
even leads to the violation of laws and regulations. Moreover,
lack of mature legal procedure and systematic protection is
becoming a principle concern for investors domestically and
abroad. Therefore, it is recommended that the development
of legal and policy frameworks should keep up with the
pace of the development of PPP projects and the increase
of readily available capital for PPP investments. One of the
reasons of why most of the PPP projects are commissioned
but not implemented is because of the policy immaturity and
legal inconsistency. The current legal and policy ecosystem
that PPP resides in is a good start but a PPP law is very
necessary in making uniformed legally binding procedures
from the contract drafting, to bidding standardization, and
finally the surveillance and protection mechanism for
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both the investors and the government. Another function
of the legal and policy frameworks will be to define and
regulate the relationship between the Public and the Private.
According to Dong et al (2016), from a comparative study
between Chinese and American Public Transportation PPP
projects, it is discovered that the Chinese government
usually excessively participates in the PPP implementation
process and limit the role of the private partners, which
forces the private partner to become a simple donor to the
project financing without realizing the private partner’s full
management and operating potential, which should be one
of the main purposes of PPP. Also, it is not to say that China
should copy-paste the accumulated experience from the
Western countries, but it should take lessons from the more
developed regions and adapt in light of its own national
context and local conditions (Urio, 2010).
The problems discussed in this paper all amount to the
difficult financing situation for PPPs. The legal conflicts
discourage a certain portion of investors who are not
familiar or not confident with the Chinese legal system,
and the political uncertainty almost completely shuts the
door for investors prioritizing safety and security, which
are the typical PPP investors most of the time. The current
financial investment in PPP projects is only one-tenth of
what is required and the PPP financing is dominated by
bank loans and conservative investors with low investment
diversity as the large insurance companies and pension
funds are usually not taking part in the PPP financing due to
various constraints. Even for the traditional domestic financial
institutions that invest in PPPs at the moment, the issuance
of inconsistent policies has forced them to terminate some
contracts and observe for policy adjustment and adaptation
in order to underwrite the projects. Besides, due to the nature
of PPP projects, the financial engagement is very high since
the beginning with project length over a decade so it puts
corporations under high liquidity risks. The government is
gradually exploring ways to lower such risks by allowing
asset securitization and this method has encouraged the
participation of several private equity funds but the asset
securitization process for PPP projects is far from maturity
and needs to be further improved and implemented in larger
scale.
It is understandable that foreign capitals are having
trouble entering into the Chinese market but the Chinese
government cannot let go the opportunity of tapping into
the international financing pool otherwise it will be a big
loss for China and will limit the growth of PPP projects in
the future. There are plenty of examples of foreign capitals
engaging in developing countries’ domestic projects, and
the most recent one is the Canadian pension fund’s US
$1.2 billion investment in the Indian Railway PPP project

(The Economic Times, 2017). According to Ding Jianchen,
professor of public finance at University of International
Business and Economics in Beijing, the Chinese government
will try to include foreign companies in the PPP projects and
lower the barrier for private enterprises (Bloomberg, 2017)
but the question is more about how and when. Recently
the Chinese government has established cooperation with
the British government to improve the PPP mechanism
in China, which is a very positive sign. On this front, the
author considers that the PPP development could draw
lessons from the initial FDI development in China through
setting up Special Economic Zones and lifting the investment
bans and barriers for private and foreign investors. The
reason that Deng Xiao Ping created the concept of SEZs
was because of the national context of China back in 1990s.
The country as a whole was not ready for a complete openup and the SEZs could serve as an experiment of foreign
investment and if it worked well, then it can be introduced
to the larger part of China. Currently, China is much too
cautious with the PPP development and is not willing to
take any risks because the PPPs cannot afford mistakes on
national level but if it trickles down to a certain region or two
where the consequences can be limited within a designated
scope, the risks are much lower and the projects could have
more feasibility and higher flexibility. For PPPs, the SEZs
with special policies and greater freedom should be set up
in the second-tier or even third-tier cities aside from the
front-line well-developed regions. Furthermore, the Chinse
model of PPP does not have to be limited within the scope
of infrastructure only. For the next step, the government
should explore the possibility to employ the PPP model in
other government functionalities like healthcare, education,
aged service industry and so on. Similar examples can be
found in many developed countries like the British healthcare
system NHS (UK Trade & Investment, 2013) and the Social
Housing projects in Canada (CPRN, 2008).

legislations and public governance. The PPP is also testing
the Chinese government’s ability of innovative governance
and cooperation on a new and higher level and it demands
the government to be more ground-making and brave than
before and to integrate into the world economies with a
more open attitude. The development of PPPs in China also
gives rise to plenty of opportunities for young professionals
worldwide. Furthermore, a successful Chinese PPP model
could become a blueprint for the wider developing and even
the least developed world, especially with the implementation
of OBOR, the Chinese PPP model is going to serve as
an example for countries along the route and the Chinese
way will be of more value and more suitable for the less
developed regions than a developed-country model. As long
as China could have the positive and welcoming attitude
in continuation of its 70 years of reform journey, the next
economic prosperity is just around the corner.

As final remarks, the PPPs have a long journey ahead
in China, but its direction is correct and is in line with
the current leadership’s strategic plan of One-Belt-OneRoad and the United Nations 2030 Agenda Sustainable
Development Goals. The World Bank, The European Bank for
Reconstruction and Development, The Asian Development
Bank and many other global financial institutions have
all extended the olive branch to the OBOR and AIIB in
support of China’s grand infrastructure plan with PPP as
major project vehicle. Domestically, the PPP research
seminars are blooming across China especially on legal
aspects because the Chinese legal industry has realized
the need to improvement in the area of PPP consulting,
and it should be further encouraged because the volume
of PPP market in China is probably bigger than any of
the countries globally speaking, therefore it requires the
mobilization of as many experts as possible in academics,

CONCLUSION
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Foreign Direct Investment inflows/inward movements of
foreign Capital into China have been and are crucially
important and absolutely vital to Chinese, past and present
economic development; especially in 4 key domains.
First, global Capital transfers-in, inward movements of foreign
Capital Investment into China from abroad/overseas, Foreign
Direct Investment inflows are positive items/Total Revenue
inflows/monetary inflows on the Chinese Balance of Payment
Capital Account underpinning the Net, Chinese Balance of
Payment surplus of recent times.
∑ Chinese Visible Exports > ∑ Chinese Visible Imports ≡
Chinese Visible trade surplus
∑ Chinese Invisible Imports > ∑ Chinese Invisible Exports

≡ Chinese Invisible trade deficit
Chinese Visible trade surplus > Chinese Invisible trade deficit
≡ Chinese Balance of Payment Current Account surplus
Foreign Capital Investment transfers-in > Domestic Capital Investment transfers-out
≡ Chinese Balance of Payment Capital Account surplus
Chinese Balance of Payment Current Account surplus
+ Chinese Balance of Payment Capital Account surplus
≡ Net, Chinese Balance of Payment surplus
This Net, Chinese Balance of Payment surplus is favourable:
•

Avoiding any central bank spending of official gold and convertible currency reserves/
official financing of Balance of Payment deficits

•

Avoiding any international borrowing by the central bank/official financing of Balance of
Payment deficits; avoiding the cumulative vicious circle of increased international debt
and resultant, increased international debt interest payments/international debt-servicing

•

Avoiding any downward pressure on the Chinese RMB exchange rate from the Real
economy, irrespective of discretionary selling by the Chinese central bank to impose an
artificially-low exchange rate/effective exchange-rate cap/ceiling

∑ Exports ≡ ∑ Visible Exports + Invisible Exports + Foreign Investment inflows
∑ Exports ≡ ∑ Positive items on the Balance of Payments ≡ ∑ Monetary inflows
∑ Exports ≡ ∑ Demand for domestic currency
∑ Imports ≡ ∑ Visible Imports + Invisible Imports + Chinese Investment outflows
∑ Imports ≡ ∑ Negative items on the Balance of Payments ≡ ∑ Monetary outflows
∑ Imports ≡ ∑ Supply of domestic currency
∑ Exports > ∑ Imports ≡ Balance of Payment surplus
∑ Total Revenue inflows > ∑ Total Revenue outflows ≡ Net Total Revenue inflow
∑ Demand for domestic currency > ∑ Supply of domestic currency
→ Domestic currency appreciation, ceteris paribus
In reality, the Chinese RMB exchange rate is maintained at artificially-low levels via
discretionary selling of its own currency by the Chinese central bank/Bank of China in
order to maintain artificially-low Export Prices consequent upon this market distortion, the
imposition of an effective Maximum Price/exchange rate i.e. exchange-rate cap/ceiling.
China’s significant Net Capital inflows, underpinning a consistent Balance of Payment surplus,
enables China to avoid excessive international debt; these Net Investment inflows could
facilitate a debt-for-equity swap but it has been unnecessary thus far.
Second, foreign, private Investment significantly decreases the amount of domestic,
public Investment requirements thus reducing levels of Government Expenditure.
Moreover, FDI Multiplier effects upon the Chinese National Income induces
fiscal drag, automatically raising domestic Chinese Taxation revenues; FDI also raises corporate
Taxation revenues, levied upon profits of foreign firms now officially resident for the purposes of
Taxation in China. The aggregate result is lower federal budget deficits and consequentially-lower
government borrowing/National Debt; even resultant federal budget surpluses/Public Sector Debt
Repayments, actually reducing the National Debt, financed via Treasury Bills and government bonds.
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↓ Government Expenditure G and/or ↑ Taxation T
→ Federal budget surplus T > G ≡ P.S.D.R.
≡ ↓ National Debt
Third, Foreign Direct Investment contributes significantly to
Aggregate Monetary Demand A.M.D./National Expenditure:
Consumption Expenditure C; Investment Expenditure I;
Government Expenditure G; Net Exports X − M.
A.M.D. ≡ C + I + G + X − M
Foreign, private Investment supplements domestic, private
Investment and domestic, public Investment; increasing
aggregate Investment. Moreover, FDI Capital inflows are
international Capital transfers-in i.e. monetary inflows
from abroad/overseas and thus contribute towards
aggregate Exports. Imports are reduced as multinational
enterprises which previously supplied their products
as Chinese Imports, pre-FDI henceforth produce them
in China as local products for the domestic market,
post-FDI. Furthermore, FDI. Multiplier effects upon domestic
Chinese employment and Incomes generate increased
Consumption Expenditure; ↑ Y ≡ ↑ C + S + T + M.

(the rural periphery) with insufficient, rural Infrastructure
and agricultural Unemployment due to global
Capitalization of agricultural industries and regional
overspecialization in primary products
•

Regional, industrial localization of heavy industries
(near the minefields/coalfields and iron fields/ironworks,
docks/shipyards/industrial and commercial ports) creates
geographically over-concentrated primary and secondary
industries which, if they become sunset industries
with sunset markets, creates resultant, regionallyconcentrated, Long Run Structural Unemployment/
Regional Unemployment/regional decline caused by
regional overdependence/ overspecialization upon
declining industries/External Diseconomies of Scale

In China, the peripheral areas are the underdeveloped
Central and Western regions which are suffering from a
chronic lack of Investment; their future development depends
in no small part upon future FDI embodied within Public
Private Partnerships which could stimulate significant,
positive regional Multiplier effects in the geographically-vast
Chinese periphery.

Fourth, FDI has a key role to play in Chinese Regional Policy.
China has profitable, competitive core centers i.e. highIncome core areas/regions with relatively-high, rising rates of
regional employment and regional Economic Growth, hi-tech
Infrastructure with an adaptable, flexible, highly-skilled, highquality, high-tech, regional labor force working within new,
hi-tech, high-growth sunrise industries/expanding industries
of tertiary services; the national core areas/regions have
disproportionately-low Regional Unemployment.
In China, the core areas are the special economic zones of
the East Coast whose rapid development has been based
upon past and present FDI.
However, China also has an unprofitable, uncompetitive
periphery i.e. low-Income peripheral areas/regions
with relatively-low, falling rates of regional employment
and regional Economic Growth, out-of-date, outmoded
Infrastructure with an inflexible, low-tech, regional workforce
which has obsolete labor skills employed within traditional,
low-tech, low-growth sunset industries/declining industries
of primary producers and heavy industries of secondary,
manufactured goods; the national peripheral regions have
disproportionately-high Regional Unemployment.
Chinese peripheral regions have 2 distinctly-different origins:
•
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The benefits of FDI within the Chinese core areas of the
East Coast special economic zones are now needed in the
immense Chinese Central and Western periphery where
there is a significant inadequacy/deficiency of Investment;
Public Private Partnerships would be the ideal vehicles/
instruments to increase total, aggregate Investment via
Foreign Direct Investment throughout the whole entirety
of China, as Complements to domestic, private and public
Investment not as Substitutes.
FDI. within Public Private Partnerships in the Chinese
periphery would not only generate much-needed Capital
transfers-in; it would also induce transfers-in of international
technology, foreign knowledge/management skills and
techniques, global brand Capital, new product development
etc.
Foreign Direct Investment has not only been the optimal
route to economic development in China; it has been the
necessary condition for Economic Growth, post-1976.
China has had inadequate supplies of domestic Savings
to finance domestic, private investment, insufficient
Taxation revenue to finance domestic, public Investment,
strictly-limited amounts of foreign, public Investment
via the European Investment Bank for infrastructural
projects, mostly in Hong Kong; foreign, private Investment
within the special economic zones has been the
only solution to its enormous Capital requirements, see
diagram II.

In answer to the hypotheses addressed, this investigative
case study concludes that, in modern-day China:
•

Public Private Partnerships embracing FDI are more
economically advantageous than State-Owned
Enterprises only since the domestic public sector can
impose government regulation without state ownership,
although there are economic, social-political and
strategic needs for Nationalized Industries, such as
defense, public goods (e.g. road provision), sunset
industries/declining industries for employment protection;
Public Private Partnerships may replace state ownership
to a significant degree, but not totally since there
are advantages of public ownership which must be
incorporated in China today

•

Public Private Partnerships embracing FDI are more
economically advantageous than domestic, private
Investment on its own since they increase Capitalraising capability and credibility; although there are
significant advantages of the domestic private sector,
including the competitive spur of the profit motive
inducing greater efficiency and effectiveness within
domestic private ownership, the need for greater
Capital is the overriding consideration in China today

Therefore, the inadequacy of the domestic Capital
Market to supply enough domestic, private Capital
is reinforced by insufficient state Capital to make up
the shortfall; neither domestic, private Capital nor
domestic, public Capital can meet the ever-increasing
Investment requirements of Chinese economic
development. Since neither domestic Savings nor
domestic Taxation revenue, even aggregated together,
can finance the desired levels of Chinese economic
expansion, Public Private Partnerships, embodying FDI
are the preferred development vehicle for Economic
Growth; they complement domestic, private and public
investment, they are not replacement Substitutes;
•

Public Private Partnerships, embodying FDI have access
to higher levels of Investment than levels of domestic
Savings, the source of loanable funds for domestic,
private Investment; they also have greater sources
of Investment funds than domestic government tax
revenues, especially since the Chinese government
wants to avoid excessive levels of federal budget
deficits which lead to government borrowing and
resultant National Debt (despite the fiscal-drag effects
of higher National Income automatically generating
higher tax revenues, including Capital Gains Taxes
and dividend taxes upon Induced Investments).
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Public Private Partnerships embracing FDI are
more economically advantageous than Foreign
Direct Investment only since we have analyzed the
benefits of domestic, public and private Investment
to economic expansion in modern-day China;
both playing key roles within the consolidation
of economic development in East Coast China
and within the exploitation of new Economic
Growth potential in Central and Western China.
Therefore, Public Private Partnerships embracing FDI
can play a vital role in raising greater levels of foreign
Capital; foreign Investment can be incorporated within
Public Private Partnerships increasing China’s
role as a recipient of international Capital which
is clearly a necessary condition to underpin its
desired, continued, future, significant Economic
Growth. China must encourage such Public Private
Partnerships in order to raise greater FDI funds;
such neo-Joint Ventures are currently over-regulated,
except in the case of Infrastructure projects.
China should actively provide new incentives for

such Public Private Partnerships embracing FDI via
Deregulation of the current restrictions; it should remove
the foreign equity cap throughout the whole of China
(rather than just within the current special economic
zones). China should see Public Private Partnerships
as instruments/vehicles to increase Foreign Direct
Investment throughout the whole of China; FDI could
incorporate Public Private Partnerships. China could
develop a new framework based upon new special
economic zones for Public Private Partnerships in order
to raise much-needed foreign Capital Investments
in its relatively-economically-backward regions of
Central and Western China. It would be a massive
stimulant to new Economic Growth if China took such
exogenous measures today to actively encourage
development of these neo-Joint Ventures/Public
Private Partnerships throughout the entirety of China.

profits which represent Chinese Invisible Exports and
the resultant Visible trade contacts which may increase
Chinese Visible Exports, there is the Opportunity
Cost of the deficiency of aggregate, total Investment
domestically within the vast geographical enormity of
the Chinese periphery; this Investment gap could be
closed via changes in the external, legal exogenous
environment to encourage Public Private Partnerships
embracing FDI via greater incentives applied throughout
the whole of China in its entirety rather than only within
the current special economic zones.

The case for new Chinese incentives for Public
Private Partnerships embracing FDI especially
within the Chinese peripheral regions is enhanced
by the significant Capital outflows from the Chinese
Government’s Investments abroad/overseas. Although
these are justifiable in terms of the consequent
repatriated Investment Income/rents, interest, dividends,
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Data source: Chinese State Administration of Foreign Exchange, 2017

Figure 1 Chinese Balance of Payments, 1997 - 2016

ILLUSTRATIONS

Figure 2 Chinese Balance of Payment Current Account, 2005 - 2011

In percentage of GDP

Source: IMF, 2012

24

AMERGERIS WEALTH MANAGEMENT GROUP

25

AMERGERIS WEALTH MANAGEMENT GROUP

US $ in billions

Data source: Chinese State Administration of Foreign Exchange, 2017

Figure 3. China BoP major Capital and Financial Accounts breakdown, 1997 – 2016
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US $ in billions

Figure 4 Foreign Direct Investment, net outflows, 1970-2015, current US$
Comparison between the United States and China

Source: World Bank 2016

Figure 5.

Source: NBS China National Data, 2016
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Figure 6.

Source: Bloomberg Intelligence, National Bureau of Statistics

Figure 7 Total, Outstanding Local Debt and its Rate of Growth

Data source: NAO and author estimation

Figure 8. PPP Financing Structure in China

Data source: Zhong Wen Law Firm, 2017
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Figure 9. China PPP Projects by Type of Private Partners

Data source: BMI, 2017
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Figure 10. PPP projects implementation overview

Data source: Bank of America Merrill Lynch citing China Economy, China Business News, NDRC, Bloomberg, 2017
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Diagram I

Quantity of Chinese RMB currency demanded and supplied per period of time

Diagram II
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Public
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Figure 11. Special Economic Zone-Mapping

Data source: Dr. Jean-Paul Rodrigue, Hofstra University, USA.
Adapted from World Bank (2009) World Development Report: Reshaping Economic Geography
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APPENDIX
ABBREVIATIONS
AIIB – Asian Infrastructure Investment Bank
BoP – Balance of Payment
BOT – Build, Operate, and Transfer
BT – Build, and Transfer
CIA – Central Intelligence Agency
CCP – Chinese Communist Party
CGOE – Central-Government-Owned Enterprises
CPPPC – China Public Private Partnership Center
FDI – Foreign Direct Investment
LISB – Law on the Invitation and Submission of Bids
MOFCOM – The Ministry of Commerce of the People’s Republic of China
NBS – National Bureau of Statistics of China
NGOs – Non-Governmental Organizations
OBOR – One Belt One Road strategy
ODA – Overseas Development Assistance
PPP – Public Private Partnership
PRC – The People’s Republic of China
ROI – Return on Investment
SAFE – State Foreign Exchange Administration of China
SASAC – State-owned Assets Supervision and Administration Commission
SEZs – Special Economic Zones
SOEs – State-owned Enterprises
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Disclaimer: This document is for information and illustrative purposes only. It is not, and should not be regarded as investment
advice or as a recommendation regarding any particular security or course of action. In the event any of the assumptions used herein
do not prove to be true, results are likely to vary substantially. All investments entail risks. There is no guarantee that investment
strategies will achieve the desired results under all market conditions and each investor should evaluate its ability to invest for a long
term especially during periods of a market downturn. No representation is being made that any account, product, or strategy will or
is likely to achieve profits, losses, or results similar to those discussed, if any.
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