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Introduction

1.1 This report presents the external direct
investment (DI) statistics of Hong Kong for 2018.

1.2 DI in this report covers DI between Hong
Kong resident enterprises and non-resident
enterprises. DI in the mainland of China (the
Mainland) made by individual investors of Hong
Kong is also covered.

1.3 The DI statistics of Hong Kong are
compiled in accordance with international
standards stipulated in the Sixth Edition of the
Balance of Payments and International Investment
Position Manual (BPM6) released by the
International Monetary Fund (IMF) in 2009 and
the Fourth Edition of Benchmark Definition of
Foreign Direct Investment published by the
Organisation for Economic Co-operation and
Development (OECD) in 2008.

1.4 Detailed DI statistics presented in this
report cover the following aspects:

a) Position (i.e. stock) of DI — the value of
investment abroad or investment received
from abroad of Hong Kong residents at end-
2016, end-2017 and end-2018;

b) Flow of DI - additions/withdrawals of
investment abroad or investment received
from abroad of Hong Kong residents during
2016-2018; and

c) DI Income — income receivable on investment
abroad or income payable on investment
received from abroad of Hong Kong residents
during 2016-2018.
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1.5 Since the reference year of 1998, a
complete set of DI statistics for Hong Kong has
been available annually. DI statistics, which
cover both inward and outward DI, provide a
complete picture of the DI situation of Hong
Kong.

1.6 DI statistics are useful to the Government
in formulating economic policies and the private
sector in making business decisions.

Data Sources

2.1 Prior to the reference year of 1998, data
on position of inward DI were available from the
Annual Survey of External Investments in Non-
manufacturing Undertakings and the Survey of
External  Investment in  Hong  Kong’s
Manufacturing Industries.

2.2 Since the reference year of 1998, DI
statistics are compiled based on data obtained
from the Survey of External Claims, Liabilities
and Income (SECLI) conducted by the Census
and Statistics Department, supplemented by data
from other sources.

2.3 SECLI is an integrated survey designed
for collecting data on direct investment, portfolio

BhRTA T E B B s B s i 4 & 4 st investment, financial derivatives and other
7o D4R B R U S A RO e investment.  These data are used for the
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compilation of the estimates in respect of the
detailed primary income and financial accounts of
the Balance of Paymentst® (BoP) account of Hong

dheat T A IR 8k L - : N
Kong. The detailed statistical methodology of
SECLI is given at Appendix I.
2.4 YNl =T g dlle~Ysan-| 2.4 As SECLI covers Hong Kong enterprises
| TUHEAEINE BB o A that are engaged in external transactions,
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individual investors making DI outside Hong
Kong, but not operating under a registered firm in
Hong Kong, are not covered by SECLI.

R (D) ERRUCZEEIRE TESEERE 0 A ASHESRTE  Note: (1) A BoP account is a statistical statement that systematically
Fi5 7 TR P S S B LA L2 3 7 R T RSB SE summarises, for a specific time period, the economic
5y transactions of an economy with the rest of the world.
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2.5 Given the close economic links between
Hong Kong and the Mainland, it is common that
some Hong Kong individuals have made DI in the
Mainland without setting up companies in Hong
Kong. To account for such external transactions
which are outside the coverage of SECLI, other
data sources are used to derive estimates of the
position, flow and income of the corresponding
DI.

. Concepts and Definitions

3.1 DI refers to external investment in which
an investor of an economy acquires a lasting
interest and a significant degree of influence or an
effective voice in the management of an enterprise
located in another economy. For statistical
purpose, an effective voice is taken as being
equivalent to a holding of 10% or more of the
voting power in an enterprise.

3.2 DI statistics presented in this report are
compiled based on two different presentation
principles, viz. the "DI assets/liabilities” compiled
under the "asset/liability  principle” and
"Inward/Outward DI compiled under the
"directional principle”. The major difference
between the two principles arises from the
difference in the statistical treatment of reverse
investment (see paragraphs 3.19-3.22 below).

3.3 DI liabilities or inward DI refer to DI
claims by a non-Hong Kong resident on a Hong
Kong resident enterprise. Typical examples of
DI liabilities or inward DI are multinational
corporations’ branches and subsidiaries operating
in Hong Kong. On the other hand, DI assets or
outward DI refer to DI claims by a Hong Kong
resident on a non-resident enterprise. Typical
examples of DI assets or outward DI are Hong
Kong enterprises’ branches and subsidiaries
operating abroad.
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3.4 DI comprises equity and investment fund
shares and debt instruments. Equity and
investment fund shares include equity in branches,
shares in subsidiaries and associates, investment
fund shares and reinvestment of earnings (which
refers to the investors’ share of earnings not
distributed by branches, subsidiaries, associates or
investment funds). Debt instruments mainly
involve inter-company debt transactions. These
include short-term and long-term borrowing and
lending of funds between parent companies and
their branches, subsidiaries and associates.

Residents of an economy

35 As residence is the most fundamental
concept in compiling inward and outward DI
statistics, it is important to distinguish between
Hong Kong residents and non-Hong Kong
residents. Practically, residents of an economy
include organisations and individuals.

3.6 According to international standards, for
organisations, residents refer to those which
ordinarily operate in the economic territory of the
economy. For individuals, residents refer to
those who normally stay in the economic territory
of the economy, irrespective of their nationality.
The economic territory is the geographic territory
under the effective control of the government of
that economy.  Conceptually, the residence
status of organisations and individuals depends on
their centre of predominant economic interest.

3.7 On 1 July 1997, Hong Kong became a
Special Administrative Region of the People’s
Republic of China. Under the “One Country,
Two Systems” principle, transactions and
positions of DI vis-a-vis the Mainland are treated
as external transactions and external positions
respectively and are included in the DI statistics
of Hong Kong.
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Source country/territory of inward DI and
destination country/territory of outward
DI

3.8 In this report, the source country/
territory of inward DI (or equivalently, the
investor country/territory) refers to the immediate
source of the investment. It does not necessarily
reflect the ultimate source country/territory of the
investment.  Similarly, the destination country/
territory of outward DI (or equivalently, the
recipient country/territory) refers to the immediate
destination of the investment. It does not
necessarily reflect the ultimate destination
country/territory of the investment. In
accordance with international standards, DI
statistics are presented by immediate source or
destination of investment. As it is very difficult
to collect data by ultimate source or destination of
investment, DI statistics by ultimate source or
destination of investment are normally not
compiled by economies. (Also see Appendix II.)

Hong Kong enterprise group (HKEG)

3.9 A Hong Kong enterprise group (HKEG)
is taken as the unit for data reporting on DI in
SECLI. An HKEG consists of a Hong Kong
parent company, its Hong Kong branches,
subsidiaries and associates. It also includes any
Hong Kong subsidiaries and associates of the
Hong Kong subsidiaries, and any Hong Kong
subsidiaries of the Hong Kong associates.

Economic activity

3.10 DI statistics can be analysed by
economic activity. As an HKEG is taken as the
reporting unit of SECLI, the classification of
economic activity is based on that of an HKEG.
In this report, DI statistics are analysed by
economic activity of the following categories of
HKEGs:

External Direct Investment Statistics of Hong Kong 2018
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a) HKEGs which had received external
investment (inward DI); and

b) HKEGs which had invested abroad (outward
DI).

3.11 The economic activity of a statistical
unit (i.e. an HKEG) is determined on the basis of
the predominant activity (in terms of operating
revenue) of the unit as a whole.

3.12 If an HKEG involving external
investment is engaged in a wide variety of
economic activities (e.g. import/export trades and
manufacturing of clothing), it is classified
according to the type of economic activity in
respect of which the operating revenue is
predominant.

3.13 The adoption of the predominant activity
of the entire HKEG, rather than that of the top
company of the HKEG, as the basis for
classifying the economic activity of the enterprise
group has its merit. Very often inward DI is
redirected from the top company to its
subsidiaries which are engaged in other business
activities. Therefore, such classification method
provides better indication of the sectoral
distribution of inward DI.

3.14 Caution should be exercised in
interpreting DI statistics by economic activity of
HKEGs as the economic activities to which the
DI funds are directed might differ from the
predominant activity of the whole HKEG.

3.15 Upon the implementation of Version 2.0
of the Hong Kong Standard Industrial
Classification (HSIC) by the Census and Statistics
Department in  October 2008, the new
classification has been adopted in compiling the
DI statistics. Starting from the reference year of
2009, all the DI statistics are compiled based on
the HSIC Version 2.0. The series of DI statistics
under the HSIC Version 2.0 has also been
backcasted to 2004.

External Direct Investment Statistics of Hong Kong 2018
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Valuation

3.16  According to international statistical
standards, the market price is used as the
valuation basis for DI. It refers to the amount of
money that a willing buyer pays to acquire
something from a willing seller, when only
commercial consideration enters into the
exchange. Valuation at market price is the
recommended international standard because it is
the most meaningful measure of economic value
of resources transferred between economies.
Position figures are recorded at market value at
the reference date, while flow and income data
are recorded at the value when a transaction takes
place.

3.17 Other valuation bases such as book
values and historical costs can also be used.
Book values reflect values at earlier periods when
assets were acquired or subsequently revalued.
There are however limitations in adopting such
bases of valuation as the values relate to different
time points which sometimes render difficulties in
comparing and analysing data across different
periods.

3.18 DI statistics presented in this report are
valued at market price. Nevertheless, to serve
other analytical purposes, position figures at book
values are also presented in Appendix I1I.

Presentation of DI statistics

3.19 Starting from the reference year of 2011,
DI statistics of Hong Kong are compiled in
accordance with the latest international statistical
standards stipulated in the BPM6 and the Fourth
Edition of Benchmark Definition of Foreign
Direct Investment. The entire DI data series has
been backcasted as appropriate to incorporate the
latest international statistical standards, in order to
ensure comparability of the time series data.

External Direct Investment Statistics of Hong Kong 2018
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3.20 According to the latest international
statistical standards, the aggregate DI figures
(including DI assets and DI liabilities) presented
in this report (Section A under Part 1V) are
compiled based on the *“asset/liability principle”,
while detailed DI figures analysed by selected
major country/territory or by major economic
activity of HKEGs (Sections B and C under Part
IV and Appendices Il and Ill) are based on the
“directional principle”. Owing to the adoption
of different presentation principles, the aggregate
DI figures are different from the overall totals of
the detailed DI figures by selected major
country/territory or by major economic activity of
HKEGs.

3.21 The difference between “directional
principle” and “asset/liability principle” mainly
arises from the difference in the statistical
treatment of reverse investment. In particular,
reverse investment from resident direct
investment enterprises to non-resident direct
investors and that from non-resident direct
investment enterprises to resident direct investors
are netted off in inward DI and outward DI
respectively under the “directional principle”.
However, under the “asset/liability principle”,
those reverse investments are fully recorded
under DI assets and DI liabilities respectively.
In general, presentation of DI figures under the
“directional principle” leads to smaller balances
of outward DI and inward DI, when compared
with the use of the *“asset/liability principle”.
Nevertheless, the overall DI balance compiled
from figures based on these two presentation
principles respectively is the same.

External Direct Investment Statistics of Hong Kong 2018
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3.22 Caution should be exercised on the use
of these two sets of DI figures. DI figures under
the “asset/liability principle” (i.e. DI liabilities or
DI assets) should be referred to in the analyses on
aggregate statistics, while DI figures under the
“directional principle” (i.e. detailed DI figures
and the corresponding overall totals) should be
referred to in the analyses on Hong Kong’s DI
broken down by different countries/territories or
major economic activities of HKEGs. It should
also be noted that the aggregate DI figures based
on the “asset/liability principle” presented in this
report are identical to the corresponding figures
presented in the report Balance of Payments,
International Investment Position and External
Debt Statistics of Hong Kong published by the
Census and Statistics Department.
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V. Major Statistics

4.1 Detailed analyses of the position,
flow and income of DI statistics for 2018 are
presented below.

. Overall Situation

(Table 1 and Charts 1a and 1b)

4.2 At the end of 2018, the position of
Hong Kong’s DI liabilities (i.e. total stock of
Hong Kong’s inward DI) increased by 1.0%
over a year earlier to $17,120.7 billion. It
was mainly attributable to the positive DI
inflow to Hong Kong during the year.
About 88% of DI liabilities were related to
equity, and the rest to debt instruments such
as loans and trade credits.

4.3 At the end of 2018, the position of
Hong Kong’s DI assets (i.e. total stock of
Hong Kong’s outward DI) increased by 0.9%
over a year earlier to $16,071.3 billion. It
was mainly attributable to the positive DI
outflow from HKEGs to enterprises outside
Hong Kong during the year. About 81% of
DI assets were related to equity, and the rest
to debt instruments such as loans and trade
credits.

4.4 The ratios of the positions of DI
liabilities and DI assets to the Gross Domestic
Product (GDP) in 2018 were 602% and 565%
respectively, reflecting that Hong Kong is a
highly externally oriented economy and an
important business centre in the region with

substantial amounts of cross-boundary
investment.
-10 - External Direct Investment Statistics of Hong Kong 2018
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4.5 In 2018, total DI inflow amounted to
$760.5 billion, smaller than that of $979.6 billion
in 2017. The inflow mainly arose from
substantial amounts of operating profits of Hong
Kong enterprises that were not distributed to non-
resident direct investors but retained as
reinvestment of earnings.

4.6 Total DI outflow in 2018 amounted to
$587.7 billion, smaller than that of $792.7 billion
in 2017. The outflow in the year mainly arose
from substantial amounts of operating profits of
non-resident enterprises not distributed to their
parent companies in Hong Kong but retained as
reinvestment of earnings.

4.7 Taking the inflow and outflow together, a
net DI inflow of $172.8 billion was recorded in
2018, compared with a net inflow of
$186.9 billion in 2017.

4.8 In 2018, the corresponding DI income
flows arising from DI liabilities and DI assets
were $1,192.4 billion (income outflow) and

$1,060.3 billion (income inflow) respectively,
thus yielding a net income outflow of
$132.0 billion.

External Direct Investment Statistics of Hong Kong 2018
Census and Statistics Department, Hong Kong Special Administrative Region
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4.9 The British Virgin Islands (BVI) and the
Mainland were both the major sources as well as
the major destinations of Hong Kong’s DI. The
substantial cross-boundary investment between
Hong Kong and the Mainland reflected the close
economic links between the two places.
Moreover, the importance of offshore financial
centres such as the BVI and the Cayman Islands
to Hong Kong’s external DI was due to their
popularity for some Hong Kong enterprises in
setting up non-operating companies to channel DI
funds back to Hong Kong or to other places, and
also for some non-resident enterprises in re-
directing funds to Hong Kong.

*x=1

Table

1

201622 20184F AT {HAH E RV RS H I BT BT
Overall direct investment (at market value) statistics, 2016-2018*

FEETET R & Cai[lven
Position at end of year Flow in year Income in year
2016 2017 2018 2016 2017 2018 2016 2017 2018
EEEEE (EET) 14,142.2 16,9435 17,120.7 1,034.1 979.6 760.5 1,039.1 1,991.3 1,192.4
Direct investment liabilities Wittt
(HK$billion) Income outflow
RTEF LA ER (ETHF (%) 568 636 602 42 37 27 42 41 42
Ratio to GDP (%)
HEmEEE (HEBT) 13,526.9 15,922.9 16,071.3 586.4 792.7 587.7 9149 973.8 1,060.3
Direct investment assets Wz i A
(HK$billion) Income inflow
FEH A G2 (%) 543 598 565 24 30 21 37 37 37
Ratio to GDP (%)
R Y i TRE AR G-
Note : * Compiled on the basis of the "asset/liability principle".
2018FEFE RN E R E ST -12- External Direct Investment Statistics of Hong Kong 2018

BFERITRE BUFGEEE

Census and Statistics Department, Hong Kong Special Administrative Region




la
Chart 1a
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Direct investment liabilities at market value, 2016 - 2018
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Chart 1b
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Direct investment assets at market value, 2016 - 2018
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Bz e~ B.1

Inward Direct Investment

By selected major investor country/
territory' (Table 2 and Charts 2a and 2b)

Position of inward DI

410  The BVI was the most important source
for Hong Kong’s inward DI, with a share of
31.9% of the position of Hong Kong’s inward DI
at end-2018. The corresponding shares were
34.2% at end-2016 and 32.8% at end-2017. The
Cayman Islands took up another 8.1% of the total
position at end-2018. This reflected a common
practice of some Hong Kong enterprises in setting
up non-operating companies in offshore financial
centres for channelling DI funds back to Hong
Kong. Similarly, the same means was used by
some non-resident enterprises in channelling their
funds to Hong Kong indirectly.

411  The Mainland was the second largest
source of investment, accounting for 26.8% of the
position of Hong Kong’s inward DI at end-
2018. The corresponding shares were 25.7% at
end-2016 and 25.5% at end-2017.

4,12  Other major investor countries/territories
included the United Kingdom and Bermuda,
accounting for 7.8% and 5.3% respectively of the
total position at end-2018.

2R

(2) *E?F%E%ﬁﬁfﬁéﬂ%ﬂ& EHEBIRHENINREFE
B - BRI R E (F ISR B R
ﬁé@i’“&% °

201BEF BN ERHC AT
TERITRE BIN&EtE

Note : (2)

Selected based on the position of Hong Kong's inward DI
from individual investor countries/territories in recent years.
Country/Territory here refers to the immediate source
economy making the investment.

External Direct Investment Statistics of Hong Kong 2018
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Flow of inward DI

413  The Mainland was the major source of
Hong Kong’s DI inflow in 2018, amounting to
$296.6 billion. The BVI came next, at
$281.1 billion.  Other major sources included the
United Kingdom and Bermuda, at $80.0 billion
and $50.3 billion respectively.

Inward DI income

414  Analysed by country/territory, the BVI
earned the largest share of DI income from Hong
Kong, accounting for 32.3% of the total in 2018.
The Mainland came next, at 25.3%. This was
followed by the Cayman Islands and the
Bermuda, at 6.0% and 4.1% respectively.

External Direct Investment Statistics of Hong Kong 2018
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Table 2

201620184158 F B R HBE, ME B IR EBHEETET - MR RIS

Position, flow and income of inward direct investment
by selected major investor country/territory#, 2016-2018

DA {EET R ERRE (THEET)
Inward direct investment at market value (HK$billion)

FEERTET FERIRA R SR H
SRR S Position at end of year Inflow in year Income outflow in year
Major investor country/territory 2016 2017 2018 2016 2017 2018 2016 2017 2018
HBLER A S 4316.0 4,980.1 4,909.8 240.7 3299 281.1 293.7 326.3 380.3
British Virgin Islands
R Py 3,241.4 38724 4,121.6 256.8 179.2  296.6 258.3 253.5 297.9
The mainland of China
BHEHE 970.0 11,1935 1,250.2 136.0 161.8 -10.1 82.6 89.5 70.3
Cayman Islands
LR 282.2 287.8 1,206.8 64.9 -14.8 80.0 28.2 32.7 41.3
United Kingdom
BEK 586.5 656.8 809.4 14.9 17.6 50.3 414 53.2 47.7
Bermuda
Hrhnssz 2915 383.0 316.1 -18.1 82.8 -1.8 22.3 25.6 325
Singapore
E[H] 313.7 325.9 291.1 47.6 12.0 19.5 48.4 41.2 47.3
United States of America
HA 220.7 252.1 242.8 14.4 16.4 24.7 26.6 24.2 215
Japan
[ETEREE 97.5 94.7 123.7 12.2 13.0 11.5 11.5 14.1 11.8
Cook Islands
=0 108.9 100.9 106.0 -1.3 -4.6 7.9 55 3.1 8.3
Taiwan
HAtEZR & 2,179.7 13,0426 2,003.3 143.1 69.4 57.6 211.4 222.0 218.4
Other countries/territories
FrERR /HEr4EE 12,608.1 15,189.8 15,380.6 911.2 8626 817.1 1,030.0 1,079.3 1,177.4
Total of all countries/territories*
EEKEAE 14,142.2 16,9435 17,120.7 1,0341 9796 760.5 1,039.1 1,091.3 11,1924
Direct investment liabilities*
SRR
Notes :

# SR EREEEEBR S M G B A T T -
Selected based on the position of Hong Kong's inward DI from individual investor countries/territories in recent years.

BRI T AR ERVERER] > AT RIS HEAVASRT B E R A R TR E] o AR B ARETEE  mERE T TR 4R R RIE R
P/ AEEH 8 - R R EE R MRS - [ESEHERR R  MES RN - [ES S a R E A -
The total of all countries