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The “specter of global China,” and especially the surge in Chinese outward investment
since the early 2000s, has attracted a great deal of scholarly and popular attention.* Scholars,
journalists, and policy-makers have sought to understand the extent to which China is “buying
the world,” what it means for both the developing world (presumed to be the target) and
developed world (presumed to be the competition), and what patterns of investment can
illuminate about whether China is “playing our game” (harmonizing with western political and
economic institutions) or pursuing a revised world order.? By any measure, China’s recent
transition from major recipient of global capital to major supplier of capital has been rapid and
significant. According to data from the Chinese Ministry of Commerce, the total stock of
outward foreign direct investment (OFDI) owned by Chinese firms in 2017 was 1.8 trillion USD,
sixty-two times the 2002 amount. As a percentage of global capital flows, China in 2017 was the
second largest sender of OFDI, comprising just under ten percent of global FDI flows.® In 2016,
China accounted for more than ten percent of the global total of cross-border acquisitions,
surpassing even M&A activity from the United States.*

China’s expanding global economic reach presents a “pathway case” in which to examine
the intersection of two questions important to comparative and international political economy
(IPE) that have rarely been examined in tandem.® The first concerns the political role of
capitalists in authoritarian regimes. While a classical literature assigned capitalists a role in
democratization, more recent analysis has explored how and why contemporary capitalists have
more often found common cause with authoritarian rulers than their opponents. This scholarship
typically examines the various domestic factors that affect the relationship between business and

the state, but has less often incorporated questions of how globalization and open economies can
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change incentives, behaviors, and power relations among firms and regimes. The second
question concerns how firms both respond to and shape state policies on globalization. Because
advanced industrial democracies tend to dominate as sources of global investment, IPE has yet to
wrestle with how politics affects firm preferences and instead focuses exclusively on economic
factors. State-business relations in authoritarian and/or developing countries figure into
explaining globalization outcomes only when looking at how and why states liberalize to inward
investment or not.

Understanding how China’s rise affects the global order and how the global order affects
Chinese domestic politics requires developing theory about the preferences and behaviors of
Chinese firms. This paper accounts for empirical patterns in Chinese OFDI and the evolution of
the Chinese state’s policy toward OFDI by looking to the regime’s management of different
kinds of capital. The paper makes two related arguments. First, | show how three types of
domestic Chinese capital—tactical, competitive, and crony—pursue globalization in different
ways. Tactical capital is deployed for political purposes, either to pursue the strategic goals of
the Chinese state or to enhance the political prestige and power of the managers and/or firms
who deploy it. Competitive capital, in keeping with the theoretical expectations of the
international business literature, seeks markets and/or efficiency for greater profits or revenues;
and crony capital seeks to transform domestic access into international safety. Second, I show
that the Chinese state treats these different types of capital differently, aiming to deploy tactical
capital for strategic objectives, empower competitive capital to pursue global accumulation, and
restrain crony capital. Disaggregating capital helps make sense of the PRC’s approach to
managing outward investment, which is best described as a set of campaigns that are constantly

adjusted and accompanied by targeted domestic regulation. Such an approach is consistent with
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the CCP’s management of domestic policy change and economic reform and aims to maximize
the party-state’s own discretion vis-a-vis international events and its own domestic constituents.®
Disaggregating capital also provides a useful heuristic for analyzing contemporary Chinese
political economy, in which the state-private dichotomy that has long animated work on state-
business relations has become less relevant.

The next sections address empirical puzzles in China’s OFDI and theoretical problems of
domestic politics and outward investment in authoritarian regimes. | then introduce a typology of
Chinese capital as it internationalizes, focusing on the logic of accumulation rather than firm
type or firm ownership. The final section shows how management of different capital types
figures into the CCP’s approach to internationalization by looking to two specific campaigns: the
Belt and Road Initiative (BRI) and Made in China 2025. The arguments presented— including
the typology, firm vignettes, and description of the state’s reaction to various forms of capital—
are based on extensive field and documentary research with firms in China and abroad. Between
2016 and 2019, I conducted interviews with individuals from 96 firms and 48 former and current
government regulators. Appendix A includes more detailed information on interview process and
subjects. Where possible, | cite written documents instead of interviews, both to avoid
identifying information of subjects and to enhance research transparency. In addition to this
fieldwork, | present descriptive data on general OFDI trends and on specific companies’ outward
investment strategies and especially mergers and acquisitions (M&A).” The time period under
study is roughly 2008 to 2019, during which both Chinese OFDI increased exponentially and
various dynamics in China’s domestic politics illuminate the mechanisms described most clearly.

The conclusion further expands on the implications and applicability of the argument.
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l. Empirical Puzzles of China’s Outward Capital Regime

China’s rapid rise as global investor presents at least two empirical puzzles. The first is the
pattern of investments themselves. Thus far, research on Chinese OFDI primarily focused on the
outsized role of the state in determining the nature of outward investments. International business
scholarship has tended to focus on the activities of central-level state-owned enterprises (SOES).
Research on the determinants of China’s FDI has nearly universally concluded that China’s
OFDI does not “fit the mold of past successful FDI” predominantly because it is imbalanced in
favor of SOEs, who appear to prefer large, politically risky markets with natural resources.®
Since the global financial crisis, however, new empirical patterns in Chinese outward investment
require re-examination of these conclusions. First, OFDI over the last decade has been driven by
non-state-owned firms. According to Chinese official data, the share of OFDI stock owned by
state-owned enterprises has fallen from 81% to 51% between 2006 and 2017. In 2016, 68% of
OFDI came from non-state firms. While SOEs still own more than half of China’s outward
investment, the rise of non-state firms has been rapid and substantial, especially noting that SOEs
tend to invest in capital-intensive infrastructure or extractive industry projects. In terms of
transactions (as opposed to capital volume), SOEs accounted for a very small share (5.8%) of
outward deals in 2015, the majority pursued by non-state-owned limited liability corporations
(67.4) with non-listed firms at 9.3%.° Second, and relatedly, OFDI since the global financial
crisis has not gone primarily to developing world countries with weak political institutions but
has been directed to the developed world, where Chinese companies have accelerated mergers
and acquisitions (M&A) activity as well as greenfield investment in industries ranging from

culture and entertainment to finance and healthcare. Figure 1 displays data from the American
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Enterprise Institute’s China Investment Tracker by destination from 2005 through 2018. The data
show significant growth in outward OFDI activity after 2012, and also that the most growth
comes from investment in Europe and the United States.® Making sense of these trends requires

a more granular understanding of what kinds of firms pursue what kinds of investments and why.
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A second puzzle is policy adjustment in the Chinese state’s policy toward outward
investment. Rather than increasing liberalization and enhancing domestic “push” factors, China’s
policy toward outward investment has been ambivalent and vacillating. Policy pushing Chinese
firms, especially state-owned enterprises (SOES) to “go out” started in the late 1990s and early
2000s, and the years preceding the global financial crisis of 2008 saw mostly SOEs expanding
internationally.! In the wake of the 2008 crisis, firms of all types from China pursued OFDI, and
by 2013 Xi Jinping declared the Belt and Road Initiative (henceforth BRI), an effort to facilitate
OFDI on a massive scale. Beginning just two years later, however, the CCP imposed strict
capital controls and sector-specific restrictions on OFDI, and by 2018 the party-state announced
it would “recalibrate” the BRI and had nationalized one of the country’s largest outward
investors (Anbang) while forcing many others to unwind global investments. Answers to both of
these empirical puzzles require theorizing about actors in China’s outward investment whose

political role has received little systematic attention: firms.

1. Theoretical Problems: Domestic Politics and Outward Investment

China’s outward investment engages two theoretical questions of interest to comparative and
international political economy. The first concerns the approaches of home country governments
toward the international investments of firms, or why and how home governments encourage
firms to “go out.” The second question concerns the preferences of domestic actors toward
global openness.

The question of home country policy toward OFDI has received little attention from political

scientists, who focus, instead, on explaining host country policies (why and when countries open
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to global capital) and the various effects of FDI.1? The major exception to this neglect is the
literature that emerged in response to the rapid rise in OFDI from Japan during the 1970s and
1980s and, to a lesser extent, South Korea in the 1980s and 1990s.** The basic pattern of Chinese
OFDI fits some of the patterns associated with Japanese and Korean internationalization: initial
overseas investments were concentrated in natural resource sectors, after which rising domestic
wages, some currency appreciation, some trade conflict and a domestic foreign exchange glut
were associated with a dramatic increase in OFDI in a wide variety of sectors.*

In other ways, however, Chinese OFDI is significantly different. Principally, consider the
very large presence of the state itself as owner, as well as subsidizer, of internationalizing firms,
and the presence of large-scale political imperatives to go out, which I discuss below. The
growth of OFDI from a country with a significant fusion of state and economic interests has been
a source of alarm for host countries and the primary focus of analysis for scholars examining
Chinese internationalization from a range of disciplinary perspectives. Second, Chinese policy
toward OFDI has been less consistent than Japanese or Korean policy, moving from strong
exhortations to “go out” to moves to restrain or discipline firms investing abroad. Moreover,
China is governed by authoritarian party-state with little transparency and few formal limits on
state authority. In combination, these factors have led observers to associate nearly every
international action of a Chinese firm with an actual or potential strategy on the part of the
Chinese state.

The actual relationship between firms’ internationalization strategies and the CCP’s
priorities, however, is best treated as an empirical question, albeit one increasingly difficult to
observe. How do Chinese firms, whether formally designated as privately- or state-owned, react

and respond to the CCP’s goals for internationalizing China’s economy? If, as many assume,
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firm actions are manifestations of the party-state’s agenda, why has economic policy on
internationalization both pushed firms abroad and punished them for outward expansion?

The answers to these questions involve theorizing how domestic preferences toward
internationalization (in this paper, specifically outward investment) are structured in an
authoritarian context. In doing so, this paper draws insights from comparative politics of
authoritarian regimes into international political economy, in which the “open economy politics”
(OEP) paradigm provides the dominant, but not exclusive, view of how firms and nations operate
in the international economy: “relevant political actors and their interests are defined by their
production profile or position in the international economy.”*® This paper, through the study of
China, adds an explicitly political dimension to the structure of domestic business preferences.
Particularly in authoritarian regimes, in which business elites face special vulnerabilities,
domestic political status affects firm preferences as much if not more than either their production
profile or status in the global economy.

Domestic business actors in authoritarian regimes are all more vulnerable than their
counterparts in regimes governed by the rule of law, where individuals presumably do not face
potential risks of imprisonment, exile, expropriation, or worse. But within authoritarian regimes,
domestic business classes are internally differentiated by, among other things, ethnicity,® the
composition and fixity of assets, the degree of dependence on the state for important inputs,*’
size, and social self-conceptions.'® My argument is that that firms with different domestic
political statuses exhibit different patterns of overseas investments.

Disaggregating “Chinese investment” with attention to varying political vulnerability
resolves the puzzle of apparent instability in China’s internationalization policy. The CCP

pursues internationalization to achieve its own economic and strategic objectives, and Chinese
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firms of many varieties respond to CCP policy by taking advantage of state policy or appearing
to align with state objectives to pursue their own interests. More specifically, tactical capital
pursues accumulation of political prestige or state strategic power by investing abroad,
competitive capital seeks markets, efficiency, or both, and crony capital seeks safety through
asset expatriation. The party-state then refines its approach toward outward investment to
respond to the behavior of firms, seeking to deploy and discipline tactical capital to pursue
strategic objectives, enable competitive capital to pursue profits and expansion, and constrain
crony capital. Generally, the approach to internationalization has been dynamic, featuring
campaign-styles mobilization to push capital abroad, following by adjustments to those

campaigns and domestic regulation and targeted capital controls.

1. Varieties of Capital, Varieties of Internationalization

For more than a generation, scholars and observers of the Chinese economy have viewed
firm ownership—state or private—as the dominant mode of differentiation among firms. This
analytical distinction, however, has become less helpful over time as both “state” and “private”
have become categories with porous boundaries, overlapping features, and important internal
distinctions.'® In the category of “state” ownership, extensive empirical research on the
functioning of SOEs has found that they have a complex set of goals and bottom lines, and the
individuals managing them are pursuing varied strategic objectives related to their firms and
their own personal advancement.?° Beyond the category of state firms, state capital is
increasingly suffused throughout the Chinese economy in ways that complicate a neat distinction

between state and non-state firms, for example through the rise of large shareholding companies
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that participate in equities markets or the use of state capital through “industry funds,” most
recently associated with the Made in China 2025 innovation push.?

“Private” capital, for an earlier generation of scholarship, connoted entrepreneurial capital
independent from the state and managed by private individuals.?? A cursory glance at the
business landscape over the last decade or so, however, suggests the myriad ways in which
politics and political connections structure the landscape for private capital. Journalists working
for high profile western media outlets have published documentary confirmation of the extent of
fortunes amassed by top political leaders and their families.?* Academic scholarship has also
established the importance of political connections in a number of ways.?*

Instead of imagining that all state-owned firms pursue the state’s interest when they invest
abroad and all privately-owned firms pursue commercial interests, | identify three types of
capital that differ in the logic of their international pursuits. Tactical capital pursues the strategic
interest of the Chinese state through economic investment, sometimes called “economic
statecraft,”> and/or enhanced political status for firms and their managers. Rather than economic
value alone, it seeks to accumulate political prestige for its managers and power for the Chinese
state. Competitive capital pursues internationalization for reasons similar to those predicted in
the international business literature: commercial motives for greater revenues or profits drive
expansion into overseas markets or increased efficiency through reducing costs or acquiring
enhanced technological or managerial resources. Crony capital expands overseas in pursuit of
political safety, seeking to turn special access to resources in China—Iland, assets undergoing
privatization, easy access to cheap credit—into secure assets abroad and beyond the reach of the
Chinese state. Both tactical and crony capital tend to benefit from privileged access to domestic

credit, but they deploy capital internationally for opposite reasons: tactical pursues closeness to
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the state or state goals while crony pursues refuge from the state. Table 1 presents these ideal

types of capital, their logics, likely firm sources, exemplary firm sources, and the state’s policy

treatment.

Table 1: A Typology of Capital in Contemporary China

power for the
Chinese state

and profits through
access to markets and
greater efficiency

Capital Type Tactical Competitive Crony
Logic in outward Political prestige for | Capital accumulation; | Refuge from the
investment managers; political pursuit of revenues state; safety; personal

wealth and security
through asset
expatriation

Likely Firm Sources

Firms owned by the
state; some national
champions; sectors
related to national
security or with
strategic value

Firms not reliant on
the state for critical
inputs

Firms reliant on
political connections
for inputs; firms
whose strategies
depend on political
connections and
special access

Examples Sinopec; COSCO; Alibaba; Huawei; Anbang Insurance;
Huawei most SMEs HNA

State Policy Deploy and discipline | Enable Restrain

Treatment

Source: Created by author.

| devote the remainder of this section to describing these types of capital and the next section

to the ways the Chinese state tries to differently manage them. A few words about

conceptualization are in order. First, | use the term “capital” in the sense it is deployed in both

the political science and sociological traditions. An established literature in political economy

looks at the structural constraints imposed on governments by the private control of investment
capital and by capital mobility.?® Likewise, this inquiry is about the interaction between different
sources of outward investment and the Chinese state. In China, of course, investment assets are

not fully controlled by the private sector, but different sources of investment capital nevertheless
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have different political constraints and incentives that do shape allocation of assets and the
relationship between capital and the state. In the sociological tradition, capital is a “relational
process” by which value (financial investment assets, in this case) pursues accumulation.
Following scholars who have documented how different forms of capital pursue accumulation in
different ways and with different effects, | suggest that different sources of capital in China
follow different political and economic logics and therefore generate different responses and
relations with the Chinese state.?’

These categories of capital are ideal types meant to describe different logics of accumulation
in going abroad. As a unit of analysis, firms do not fall neatly into one category or another; many
firms adopt more than one of these logics when they send capital abroad. Nonetheless, certain
firm types can be more typically associated with certain kinds of capital, and | indicate these
firms in Table 1. Lastly, this conceptualization has theoretical and empirical benefits in
explaining firm behavior and state reactions, but it also presents methodological limitations.
While it would be convenient for social science purposes to offer a deductive means by which to
distinguish one type of capital from another, doing so would fail to capture the actual politics
regarding outward investment from China. As the below demonstrates, actors of all kinds
attempting to cast their actions in terms of the state’s strategic goals—what one scholar of the
early PRC called “adept dissimulation”—as well as engaging in purposeful obfuscation.?® My
argument is that the dynamic politics that characterize the Chinese state’s approach to outward
investment are indeed the state’s own efforts to disentangle different capital types and therefore
make policy to differently manage them. Moreover, debates in host countries about whether to

welcome Chinese investment, and, if so, what kinds, also reflect attempts to disentangle different
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logics of accumulation. I return to the benefits of this kind of conceptualization, including the

importance of separating capital logics from firms themselves, below.

Tactical Capital

Tactical capital purses accumulation of political power and prestige, whether for firms and
their managers or for the Chinese state itself, and these two pursuits are sometimes in tension.
The global efforts of state-owned enterprises (SOEs) have been the focus of much of the social
science literature, popular commentary on, and political controversy over Chinese outward
investment, but they are neither the only sources of tactical capital nor is all of their outward
capital tactical. SOEs are controlled by either central or local State Administration (SASAC)
bodies.?® Their executive leadership is appointed by the organizational department of the CCP,
and therefore serves at the discretion of the party-state’s higher leadership, a fact that affects
executive choices and allocation of firm resources within and beyond China’s borders.
Increasingly, however, scholars and policy-makers are concerned with tactical capital as it comes
from non-state-owned firms.

SOEs occupy a particular place in the domestic political landscape; they benefit from access
to special resources, such as low-cost capital and state monopolies, but they are also encumbered
with special responsibilities related to the CCP’s domestic and international political goals.
Managers must tread carefully in pursuing their firms’ interests lest their actions reflect
negatively on the Chinese state. In the Zambian mining sector, Ching Kwan Lee finds that state
firms are driven by a “more encompassing set of imperatives” that includes profit-making but
also “extending China’s political and diplomatic influence,” a fact that constrains rather than

liberates firms: “Exactly because of its more ambitious agenda, which cannot be reduced to
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profit, Chinese state capital has been more concessionary and negotiable with Zambian state and
society than global private capital.”3® Relatively easy access to capital and the need for global
investments to reflect positively on the Chinese state—or at least avoid negative political
attention that might endanger the careers of SOE managers—combine to make tactical capital
from SOEs a version of “patient capital” overseas. They appear more tolerant of risk, willing to
forgo timely returns for positive political impacts or goodwill, and generally operating with
much longer time horizons than either global finance capital or competitive capital from China.

Invariably, SOEs are senders of tactical capital, but they are not the only firms that deploy it
nor are all their overseas engagements in pursuit of political prestige or state power. In many
cases, SOEs can use international investments and entry into new markets to liberate them from
domestic constraints. Yi-Chong Xu, in an intensive study of State Grid Corporation, shows that
their internationalization strategy unfolded via “an iterative process during which the
government broadly defined policies that defined incentive structures within which firms
operated.” Xu argues that State Grid’s overseas investments follow either a profit maximization
logic or a political one, in which outward investments shore up market position and legitimacy,
especially in the realm of international standard-setting, in the face of “domestic political and
regulatory uncertainties.” 3! William Norris shows how the negative political backlash from
China’s National Oil Companies’ (NOCs) involvement with unsavory regimes resulted in the
state limiting their activities there, which were quite lucrative.? In these scenarios, SOEs are
senders of both tactical and competitive capital, and these imperatives can be in contrast with one
another.

Indeed, the conceptual categories of capital provide a useful way to view the controversy

over high-profile technology firms such as Huawei and ZTE. Both firms have their origins in
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state organizations and support, but have also grown through innovative management and
navigation of competitive pressures within China and beyond its borders. Their status as
“national champions” and their ties with the state, formal and informal, have made the firms
targets of foreign governments, especially the United States, suspicious of China’s international
technology ambitions and wary of tight state-business ties among firms who access US markets
and customers. In terms of the conceptualization here, the controversy over ZTE and Huawei has
essentially been about whether to classify their activities as tactical or as competitive, i.e.
whether they are pursuing international investment on a logic of markets and efficiency viewed
as legitimate in global markets or according to a more strategic logic of the Chinese national
interest. As | argue below, the Chinese state wants to enable both competitive and tactical capital
abroad, and competitive logics can be stymied by tactical imperatives, even for the activities of a
single firm. Lastly, | describe capital pursuing accumulation of political power as tactical
because it signals intent rather than achievement: such capital is deployed as a political tactic but
it does not translate into enlarged firm or state political power. Frequently, tactical capital can
subvert the state’s strategic goals, and therefore | show in the next section how the state aims to

both deploy it and discipline it.

Competitive Capital

In an authoritarian regime with a strong state and a historically dominant economic role that
affords the regime control over critical inputs to production such as land and capital, very few
businesses with substantial assets could be said to have no connection to the state. While most
firms in China have political connections, most are informal, local, and arms-length, and,

critically, many firms are not dependent on political connections for access to resources for
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revenues and profits. Competitive capital accumulates domestically primarily through market
competition rather than through special access through political connections.

The internationalization strategies of competitive capital follow what we may expect from
multinational firms anywhere: they pursue markets by investing in sectors and geographical
areas in which they are likely to enjoy a competitive advantage, and they pursue efficiency by
moving certain parts of their operations to areas where they can enjoy a lower cost advantage.

AntFinancial provides a typical example. AntFinancial (15%%) runs Alipay as well as a large

money market fund (Yu’e bao). A company spokesman described the overseas expansion
strategy as “Southeast Asia, then South Asia, then Middle East and Africa.”*® The company
pursued acquisition of online payment and financial technology firms in Thailand and Malaysia,
where it could deploy its accumulated knowledge of operating in thin institutional environments
(i.e. where credit rating institutions were underdeveloped) and accessing consumers in rural
areas. Its activities in developed markets, such as Korea, were oriented toward paving the way
for Chinese tourists to use the company’s products as they traveled abroad. Between 2001 and
2017, Alibaba, AntFinancial’s parent company, pursued dozens of M&A deals abroad worth at
least $7 billion USD. The deals vary in geography, and acquisition targets are in sectors we
might expect for a large company with expertise in e-commerce, e-payments, and IT in the
world’s largest developing country. Deals in developed countries, such as acquisitions of Silicon
Valley mobile technology companies, are almost all in pursuit of technology acquisition, while
developing country deals facilitate market entry in places like Southeast Asia and India.®*
While tactical and crony capital benefit from privileged access to cheap credit, competitive
firms face greater budget and political constraints. Gallagher and Irwin have estimated that most

of China’s OFDI lending comes from the China Development Bank (64%) and China ExIm bank
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(23%), neither of which have institutional mandates to lend to smaller firms in politically
unimportant sectors but rather focus on natural resources and infrastructure.®® Many private
companies face regulatory and paperwork burdens to seek permission from the Ministry of
Commerce for overseas investments, so they prefer “covert investments,” expatriating capital
without formal approval.® Because overseas investments are financed with hard-won capital,
they are more likely to invest within their core competency and conduct due diligence on
partners and host environments. As one SME firm engaged in manufacturing explained, their
decision to invest in building a factory in Myanmar was based on a personal understanding of
risk: “In Myanmar we have a local friend who can help us understand the situation. If we go to
Vietnam or Indonesia and there are anti-Chinese problems, | can’t ask my government for help,
and | have to pull out and lose my investment. This money took me two decades to earn in
China, and | can’t throw it away.”%’

Because of their domestic vulnerability, the discipline and self-reliance imposed by domestic
discrimination against the private sector, and their inability to rely on state political protection in
foreign markets, competitive firms pursue overseas investment according to the same logics that
international business scholars posit firms anywhere do: to pursue foreign market entry or to
pursue efficiency by participating regional and global supply chains or acquiring foreign
technology or managerial know-how.3 Competitive capital has benefitted from greater opening,
not because they are working in the state’s interest but because they have taken advantage of
encouragements to “go global” to pursue their own profits, something they have perceived as
increasingly difficult domestically. Painting “Chinese capital” with a broad brush and focusing
on the unique logic of Chinese state capital obscures these important actors in China and cannot

account for the geographic distribution of OFDI toward developed markets in particular.
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Crony Capital

The logic of crony capital is to pursue safety through internationalization, principally
translating privileged—and, typically, corrupt—access to domestic resources into wealth by
expatriating assets beyond the reach of the Chinese state. Crony capital is generated domestically
through the use of informal political connections for resources from the state and protection for
their endeavors.® Unlike competitive capital, crony capital accumulates as a result of closeness
to political elites. Those political elites use the party-state’s extensive control over the country’s
economy, especially credit, land, and the former assets of the command economy, to favor
connected firms. Crony capital and tactical capital, especially when the later comes from state
banks or state-owned firms, both benefit from privileged access to domestic credit, but they
deploy capital globally with opposite intentions: tactical capital pursues the state’s goals, while
crony capital pursues refuge from the state.

I examine the activities of crony capital in two ways. First, | rely on interviews conducted
with firms, accountants, lawyers, and regulators to narrate how crony firms form and implement
their internationalization strategies. Second, | look at the overseas activities of one set of firms
identified by Chinese regulators to be crony—the “Grey Rhinos,” a term Xi used to indicate risks
that could be existential should they begin moving quickly. Crony capitalists took advantage of
China’s “going out” policy to capitalize on domestic political advantages, borrowing heavily
using informal political connections and financing investment abroad, primarily in developed
countries where investments would be “safe” from the reach of Chinese authorities and in low-
risk industries and assets. In short, the internationalization strategies of crony capital extend from

their preference for safety in the face of political vulnerability.
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Table 2 displays summary data on the outward M&A activities of four firms—HNA Group,
Dalian Wanda, Fosun, and Anbang. These four firms collectively have over $50 billion USD
worth of outward M&A over the period of 2001 through 2017, most of it, as the table shows, in
developed countries and invested after the onset of Xi’s anticorruption campaign in 2013. By
contrast, Alibaba pursued just over 7 billion USD worth of M&A in the same time period. These
four firms are associated with one another as “grey rhinos,” a term that came to refer to large,
diversified conglomerate firms with large debt burdens and extensive external expansion
strategies. All four firms were named as “systemic risks” under investigation for the financing of
their overseas deals in June 2017.%° By February 2018, the CCP had nationalized Anbang and
jailed its chairman, Wu Xiaohui, on charges of fraud. Fosun’s chairman, the charismatic Guo
Guangcheng, referred to by many as China’s “Warren Buffet,” was detained by police several
times in the winter of 2015, reportedly to “assist,” likely involuntarily, with Xi’s anticorruption

campaign.
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Table 2: Overseas M&A activity of Four "Grey Rhino" Firms, 2001-2017

5. Security and

Commaodity
Trading (5)

Services (2)

6. Apparel (3)

HNA Dalian Wanda Fosun Anbang
Number of deals (#) 60 19 37 12
Disclosed value (bns $16.08 $13.96 $11.18 $14.40
USD)
% Western Europe, 68 89.5 86 83
Oceana, North
America
% Hong Kong 27 10.5 0 0
%Tax Havens 7 0 5 0
Number of deals after 46 17 36 12
2013 (onset of anti-
corruption campaign)
Top Industries 1. Air Transport 1. Amusementand | 1. Insurance (8) |1. Insurance (5)
(14) Recreation (8) 2. Holding and 2. Hotels and
2. Transportation 2. Motion Pictures other lodging (3)
Services (7) (5) investment (7) | 3. Holding and
3. Hotels and 3. Real Estate (2) | 3. Mining/Qil other
lodging (6) 4. Engineering, & Gas (4) investments (2)
4. Holding and Accounting, 4. Wholesale
Other Research, Trade (3)
investments (5) Management 5. Real Estate (3)

Source: Company filings accessed via State Administration of Industry and Commerce; WIND database; FactSet

database.

The activities and organization of crony capital—or at least some of its deployers—have

been under greater scrutiny since the onset of Xi Jinping’s anti-corruption campaign in 2013.

Nearly every official investigated as a part of the campaign has been accused of either “using the

convenience of the position to seek benefits and receiving bribes to help other individuals and

companies,” “engaging in profit-making business illegally,” or “helping a family member with a

profit-making business,” or, not infrequently, all of these things.** Crony capital depends on

connections with political elites to access profits, and the largest firms—Iike the ones listed

above—qgrew to size by translating relationships with political elites into low-priced state assets,

privileged access to land, and, critically, easy access to cheap capital.
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The trajectories of the four firms listed above are instructive. HNA began as a state-backed
regional airline in the island province of Hainan in the early 1990s. Methodical investments
among a group of businessmen, headed by the brothers Wang Wei and Wang Jian, the former
who has no official position in HNA and the latter chairman until his accidental death in France
in 2018, facilitated the company’s privatization.*? This kind of “stealth privatization” is typical
of crony capital, many of whom get their start by taking control of state assets, accessing
preferential state loans, and then privatizing these assets without public notice but with informal
political support. HNA’s expansive growth owed much to state banks, who aided the company in
accumulating more than $90 bn USD in debt by 2016, after which the company began unwinding
its international positions under threat from the CCP. Anbang was not so fortunate. The company
was founded as a regional insurance provider in the early 2000s with connections to two major
political families, including that of Deng Xiaoping, the architect of China’s economic reforms.*
For years, Anbang funded its aggressive domestic and international expansion efforts—including
the purchase of the Waldorf-Astoria hotel in New York and Strategic Hotels & Resorts—through
selling investment products to Chinese savers. The products offered higher returns than low
domestic bank deposit rates but questionable risk coverage, and Anbang regularly exceeded
quotas and skirted regulations thanks to its high-level political connections.**

Fosun began as a technology investment firm in the early 1990s, but quickly expanded the
scope of its investment activities and organizational scope, establishing over 600 direct
subsidiary companies and over 750 related firms.*® After the ambiguous detention of its
chairman, Fosun began to deleverage and restrain high profile overseas investments, but its
ownership of various foreign financial firms, including Meadowbrook Insurance in the U.S.

(2014) and Fidelidade in Portugal (2014), as well as the Hong Kong registration of Fosun
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International, Ltd (which was established in 2007), allowed the firm access to international
markets and made it “too big to fail,” or at least too big and too international to take down
easily.

These four companies are, of course, not the only sources of crony capital in China, but
their humble beginnings, political connections, and rapid domestic and international expansions
typify the pattern of the internationalization of vulnerable capital. Many Chinese firms took the
official push to “go out” as license to borrow from the state financial system and turn privileged
access to RMB into valuable foreign assets. The launch and intensification of the anti-corruption
campaign ironically provided further impetus to seek safety through internationalization: firms
with questionable political ties feared the downfall of their patrons, and so made haste to access
state resources while their access routes remained open, hoping to establish sufficient
international assets and name recognition to raise the political and financial costs of targeting
them domestically. One prominent firm described its strategy as pursuing international targets
that could be further borrowed against internationally (in non-RMB currencies), in part 