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Globalization is Still Strong, But 
Changing 

 

Chris tian Floro and Michael Xiao, Barings Investment Institute 

Despite fears of decoupling, financial flows seem to be ignoring rising tensions between China and the 
Un ited States and its a llies, as global investment continues to pour into China and A sia. China’s own 
in v estments have a lso been r ising within its region, even if deals in the U.S. and Europe have fallen 
dr amatically—especially as authorities there block investments in advanced technology. These 
pa tterns will continue to ev olve a s the pandemic ends, but investors should continue to count on  a 
w or ld that seems to be further integrating, rather than falling a part.  
 
Su pply chains are sh ifting, but foreign direct investment (FDI) in flows into Ch ina from 
Orga nization for Econ omic Cooperation and Development (OECD) cou n tries have been 
relatively stable, despite l ingering U.S.-China trade tensions and tariffs. FDI flows to 
Ch inese manufacturing sectors—for a  long t ime, a  primary driver of the country’s growth—are 
declining as labor costs rise. However, this trend is a t least partially offset by increased foreign 
in v estment in r esearch, technology, and information sectors.  
 
 

 
Source: Haver, as of December 31, 2019. 
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A  lot  of ca pital formerly directed t owards Ch inese manufacturing is instead flowing to 
ot h er Asian markets. In deed, the last decade has seen a  marked increase in FDI flows towards the 
r eg ion, exacerbated by  the U.S.-China trade war and pandemic-driven pressures to diversify 
in v estment. Three drivers should keep this trend intact:  

 
• Fir st, investment in certain service industries and technology-related activities is expected 

to r emain r obust. Ma ny multinational data center and cloud enterprises are increasing 
in v estments or  building more facilities in Southeast Asia.  

• Secon d, the Regional Comprehensive Economic Partnership should continue attracting FDI 
flow s to countries in the region—especially a s businesses look to improv e supply chain 
r esilience during the pandemic recov ery.  

• Fin ally, sustained expansion of the Belt and Roa d In itiative could further st imulate 
in v estments towards Asia and Africa. 

 
A s a  result, U.S. im porters have also been switching t o producers in ASEAN. The U.S.’s 
sh a re of imports from Southeast Asia r ose by ov er two percentage points between 2017 and 2020, 
w h ile the U.S.’s share of imports from China dropped two percentage points ov er the same period. The 
sh ift is not leaving China behind, h owever, because ASEAN is now China’s largest trade partner and 
a n  increasingly important prov ider of intermediate goods to the manufacturing process.   
 
T h e shift also reflects a  significant change in global supply l ines, a s both international 
a n d Chinese companies try to diversify their manufacturing facilities beyond Ch ina, the 
so-ca lled “Ch ina Plus On e” strategy. The share of China’s outbound FDI in  manufacturing as a 
per centage of total outbound FDI h a s been generally increasing, r ising from around 3% in 2008 to 
ov er 14% in 2019. Likewise, Chinese investment in Southeast Asia has accelerated during the 
t imeframe. Vietnam, In donesia, Thailand, and Ma laysia—all countries with rapidly dev eloping 
in frastructure and cheap labor costs—have been the primary targets for Chinese manufacturing 
in v estment in the region. These countries, in turn, have taken advantage of international interest by  
pa ssing favorable foreign investment policies, such as streamlining the process for obtaining certain 
permits.  

 
Source: Haver, as of December 31, 2019. 
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Ch ina’s FDI flows towards m ost n on-Asian economies and a dvanced economies have 
been  in decline since 2016—especially as domestic security con cerns, particularly in 
t echnology, come into focus for authorities in the U.S. a nd Europe. As a r esult, China has 
piv oted inward, focusing on  self-driven growth and “ National Champions” to offset the dependency on 
for eign technology. 
 

 
Source: Haver, as of December 31, 2019. 

 
 
A s pa rt of its dual-circulation strategy, China’s domestic investment goals have increasingly focused 
on  dig ital innov ation. Indeed, with R&D spending in China now accounting for 2.4% of its GDP, China 
today  represents ov er 20% of g lobal R&D, ranking second on ly a fter the U.S. 
 
Likewise, manufacturing in the country has shifted towards h igh tech and h igh v alue-added products 
in  the last decade, a  mov e that advanced not only by  geopolitical pressures, but also higher wages, 
m or e sophisticated technology r esearch, and increased capabilities. China’s innov ations in related 
sectors will likely continue driving increased capital expenditures and investment and h elp further 
in centivize corporations to boost their R&D a ctivity in China.  
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Source: HSBC, as of February 18, 2019. 

 
 
Global integration has clearly not stopped, but it is changing in ways investors will want to track. Ev en 
w ith the pandemic’s disruption of g lobal supply chains and rising U.S.-China tensions, FDI flows into 
Ch ina have r emained robust. Meanwhile, Asia’s other emerging markets have been the primary 
ben eficiaries of China’s shift away from low-end manufacturing—a s countries increasingly look to 
th em for cheap and efficient labor. Finally, as the U.S. and Europe have blocked Chinese investment in 
th eir tech sectors, Beijing has turned its efforts—and investment money—inward to accelerate its 
climb up the global innov ation chain. 
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INDICATIVE OF FUTURE RESULTS. Any investment results, portfolio compositions and or examples set forth in this document are 
pr ovided for illustrative purposes only and are not indicative of any future investment results, future portfolio composition or investments. 
Th e composition, size of, and risks associated with an investment may differ substantially from any examples set forth in this document. 
No r epresentation is made that an investment will be profitable or will not incur losses. Where appropriate, changes in the currency 
ex change rates may affect the value of investments. Prospective investors should read the offering documents, if applicable, for the details 
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"Ba r ings." Some Affiliates may act as an introducer or distributor of the products and services of some others and may be paid a fee for 
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NO OFFER: The document is for informational purposes only and is not an offer or solicitation for the purchase or sale of any financial 
in strument or service in any jurisdiction. The material herein was prepared without any consideration of the investment objectives, 
financial situation or particular needs of anyone who may receive it. This document is not, and must not be treated as, investment advice, 
a n  investment recommendation, investment research, or a recommendation about the suitability or appropriateness of any security, 
commodity, investment, or particular investment strategy, and must not be construed as a projection or prediction. 
In  making an investment decision, prospective investors must rely on their own examination of the merits and risks involved and before 
m aking any investment decision, it is recommended that prospective investors seek independent investment, legal, tax, accounting or other 
pr ofessional advice as appropriate. Unless otherwise mentioned, the views contained in this document are those of Barings. These views 
a r e made in good faith in relation to the facts known at the time of preparation and are subject to change without notice. Individual 
por tfolio management teams may hold different views than the views expressed herein and may make different investment decisions for 
different clients. Parts of this document may be based on information received from sources we believe to be reliable. Although every effort 
is taken to ensure that the information contained in this document is accurate, Barings makes no representation or warranty, express or 
implied, regarding the accuracy, completeness or adequacy of the information.  
OTHER RESTRICTIONS: The distribution of this document is restricted by law. No action has been or will be taken by Barings to permit 
th e possession or distribution of the document in any jurisdiction, where action for that purpose may be required. Accordingly, the 
document may not be used in any jurisdiction except under circumstances that will result in compliance with all applicable laws and 
r egulations. Any service, security, investment or product outlined in this document may not be suitable for a prospective investor or 
a v ailable in their jurisdiction.  
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