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China Opening Up
The most important driver of China’s transformation into a global leader has been the opening of its economy and
capital markets over the last four decades. In this blogpost, I will examine how China opened in the past and how it
is pursuing integration today.
Chinese Capital Goes Overseas
Over the past 40 years, much of the opening of China has centered on the country’s special economic zones (SEZs).
These zones generally offer businesses exemptions from tariffs, taxes, and regulations and, as such, act as
gateways for foreign investment. In an earlier post, I wrote about the opportunities and pitfalls related to SEZs
around the world, and in China specifically.
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In China, the most famous SEZs are Shenzhen, located next to Hong Kong, and Pudong, part of Shanghai. In the
span of 20 to 30 years, these cities have transformed from agricultural fields to bustling cities with populations in
the millions.
While the development of SEZs has helped China gradually open its trade and capital markets to the world, the
next step has been the government facilitating the flow of capital in the other direction—Chinese companies
investing and setting up businesses overseas.
To this end, the Chinese government introduced a number of measures encouraging companies to invest
overseas, including the “going out” policy, which was initiated in 1999. Chinese international investments grew
quickly, with many Chinese companies setting up SEZs in Africa since the 2000s.
Given the success of SEZs in China, hopes were high that there would be similar results there. Though Chinese
authorities originally planned for 50 or so zones in Africa, fewer than 10 have actually been developed thus far.
Overseas investment is part of a larger plan to develop more sophisticated industries at home. For Chinese
companies, these overseas zones present an opportunity to use the natural resources and abundant labor in other
countries. While the government helps facilitate and encourage overseas investment, it has been largely driven by
Chinese companies.
Focus on Infrastructure Across “Belt and Road Initiative”
A related driver of China’s foreign investments is the “Belt and Road Initiative” (BRI), where the Chinese
government and Chinese companies are pairing up with foreign governments to pursue large engineering projects.
The BRI spans about 60 countries along the old Silk Road bridging Europe and China.
China is setting up SEZs across this massive geographic region and has reportedly established 75 zones in 35
countries so far as part of the project.
With the BRI, China is trying to create trade links for goods as well as financial services. The initiative includes new
satellite systems, underground and underwater fiber cables, and much more.
The willingness of China’s government to invest in unprecedentedly large engineering projects in the BRI could
support economic growth and innovation both in China and the other countries where the investments are being
made.
Belt and Road Initiative
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Chinese companies and people have generally been in favor of the project. The general public initially seemed
skeptical about investing capital overseas that could be directed to projects at home, but now there seems to be a
general view that China as a whole will benefit from establishing itself in the world.
Investment Implications
As a team that takes a macro approach to investing, we are closely following the opening of the Chinese market.
We believe that this will be as important to China’s growth in the future as it was in the past.
The institutional change that occurred in China over the past 40 years has been a key component of strong
economic growth, which drives earnings growth and return on investment.
Yet it is worth noting that while China has seen considerable economic growth, it also faces challenges, which I’ll
discuss in my next post.
To access more insights about how William Blair is reaching beyond traditional investment analysis to think about the
white space between asset classes, sectors, geographic regions, and investment teams, we invite you to explore other
posts about sessions at our 2018 CONNECTIVITY conference.
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Disclosure:
Please carefully consider the Funds’ investment objectives, risks, charges, and expenses before investing. This
and other information is contained in the Funds’ prospectus and summary prospectus, which you may obtain
by calling +1 800 742 7272. Read the prospectus and summary prospectus carefully before investing. Investing
includes the risk of loss.
Any statements or opinions expressed are those of the author as of the date of publication, are subject to change
without notice as economic and markets conditions dictate, and may not reflect the opinions of other investment
teams within William Blair Investment Management, LLC or the Investment Management Division of William Blair &
Company, L.L.C.
This content is for informational and educational purposes only and not intended as investment advice or a
recommendation to buy or sell any security. Investment advice and recommendations can be provided only after
careful consideration of an investor’s objectives, guidelines, and restrictions.
Factual information has been taken from sources we believe to be reliable, but its accuracy, completeness or
interpretation cannot be guaranteed. Investments are subject to market risk. Forecasts, estimates, and certain
information contained herein are based upon proprietary research and should not be interpreted as investment
advice, as an offer or solicitation, nor as the purchase or sale of any financial instrument. Statements concerning
financial market trends are based on current market conditions, which will fluctuate.
William Blair does not provide legal or tax advice. Please consult your tax and/or legal counsel for specific tax
questions and concerns.
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