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BEIJING: Logos of Luckin Coffee are seen on bags at a store in Beijing. China’s annual foreign
exchange reserves fell for the third time in four years in 2018 as the yuan came under strong
selling pressure from the cooling economy and escalating Sino-US trade tensions. —AFP

SAN FRANCISCO: New Trump administration policies
aimed at curbing China’s access to American innovation
have all but halted Chinese investment in US technology
startups, as both investors and startup founders aban-
don deals amid scrutiny from Washington.

Chinese venture funding in US startups crested to a
record $3 billion last year, according to New York eco-
nomic research firm Rhodium Group, spurred by a rush
of investors and tech companies scrambling to com-
plete deals before a new regulatory regime was
approved in August.

Since then, Chinese venture funding in US startups
has slowed to a trickle, Reuters interviews with more
than 35 industry players show. US President Donald
Trump signed new legislation expanding the govern-
ment’s ability to block foreign investment in US compa-
nies, regardless of the investor’s country of origin. But
Trump has been particularly vocal about stopping China
from getting its hands on strategic US technologies.

The new rules are still being finalized, but tech indus-
try veterans said the fallout has been swift. “Deals
involving Chinese companies and Chinese buyers and
Chinese investors have virtually stopped,” said attorney
Nell O’Donnell, who has represented US tech compa-
nies in transactions with foreign buyers. Lawyers who
spoke to Reuters say they are feverishly rewriting deal
terms to help ensure investments get the stamp of
approval from Washington. Chinese investors, including
big family offices, have walked away from transactions
and stopped taking meetings with US startups. Some
entrepreneurs, meanwhile, are eschewing Chinese mon-
ey, fearful of lengthy government reviews that could sap
their resources and momentum in an arena where speed
to market is critical.

Volley Labs, Inc, a San Francisco-based company
that uses artificial intelligence to build corporate train-
ing materials, is playing it safe. It declined offers from
Chinese investors last year after accepting cash from

Beijing-based TAL Education Group as part of a financ-
ing round in 2017.

“We decided for optical reasons it just wouldn’t make
sense to expose ourselves further to investors coming
from a country where there is now so much by way of
trade tensions and IP tensions,” said Carson Kahn,
Volley’s CEO. A Silicon Valley venture capitalist told
Reuters he is aware of at least ten deals, some involving
companies in his own portfolio, that fell apart because
they would need approval from the interagency group
known as the Committee on Foreign Investment in the
United States (CFIUS). He declined to be named for fear
of bringing negative attention to his portfolio companies.

CFIUS is the government group tasked with review-
ing foreign investment for potential national security
and competitive risks. The new legislation expands its
powers. Among them: the ability to probe transactions
previously excluded from its purview, including
attempts by foreigners to purchase minority stakes in
US startups.

China is in the crosshairs. The Asian giant has been
an aggressive investor in technology deemed critical to
its global competitiveness and military prowess. Chinese
investors have bought stakes in ride-hailing firms Uber
Technologies Inc and Lyft, as well as companies with
more sensitive technologies including data center net-
working firm Barefoot Networks, autonomous driving
startup Zoox and speech recognition startup AISense.

A dearth of Chinese money is unlikely to spell
doomsday for Silicon Valley. Investors worldwide
poured more than $84 billion into US startups for the
first three quarters of last year, exceeding any prior full-
year funding, according to data provider PitchBook Inc.

Still, Chinese funders are critical to helping US com-
panies gain access to the world’s second-largest econo-
my. Volley’s Kahn acknowledged that rejecting Chinese
investment may make his startup’s overseas expansion
more difficult. “Those of us who are operators and

entrepreneurs feel the brunt of these tensions,” Kahn
said. It is a radical shift for Silicon Valley. Money has
historically flowed in from every corner of the globe,
including from geopolitical rivals such as China and
Russia, largely uninhibited by US government scrutiny
or regulation.

Reid Whitten, an attorney with Sheppard Mullin,
said that of the six companies he recently advised to
get CFIUS approval for their investment offers, only
two have opted to file the paperwork. The others
abandoned their deals or are still considering whether
to proceed.

“It is a generational change in the way we look at
foreign investment in the United States,” Whitten said.

The decline in Chinese investment comes amid
heightened tensions between Beijing and Washington.
Trump has blasted China for its enormous trade surplus
and for what he claims are its underhanded strategies to
obtain leading-edge American technology. The nations
have already levied billions in tariffs on each other’s
goods. And Trump is considering an executive order to
bar US companies from using telecommunications
equipment made by China’s Huawei and ZTE, which the
US government has accused of spying. —Reuters

Trade tensions add to decline in Chinese investment

Chinese tech investors flee Silicon 
Valley as Trump tightens scrutiny

US President Donald Trump shakes hands with Chinese leader Xi Jinping in this file photo. —AFP

China FX reserves 
fall in 2018 as 
slowing economy, 
trade war weigh
BEIJING: China’s annual foreign exchange
reserves fell for the third time in four years in
2018 as the yuan came under strong selling pres-
sure from the cooling economy and escalating
Sino-US trade tensions. Depreciation pressure on
the yuan is likely to persist this year as Beijing is
expected to roll out more policy easing measures
to reduce the risk of a sharper slowdown.

But a test of the yuan’s decade lows that was
feared by global financial markets just months ago
may be less of a risk, if analysts are correct in
forecasting the US dollar’s long rally is drawing to
a close. China’s foreign exchange reserves - the
world’s largest - fell by $67.24 billion last year to
$3.073 trillion, central bank data showed yester-
day. That compared with a $129.4 billion increase

in 2017 to $3.14 trillion. In December, reserves
rose by $11 billion, after a rise of $8.6 billion in
November. The latest gain was slightly above
forecasts of $8 billion by economists in a Reuters
poll. The country’s foreign exchange regulator
attributed the increase to valuation effects due to
the appreciation of non-dollar currencies and
increases in prices of major countries’ bonds held
by China. Reserves are likely to remain generally
stable in 2019, the State Administration of Foreign
Exchange (SAFE) said in a statement.

Under pressure
In a rare respite last year, the yuan rebounded

1.3 percent against the dollar in December as the
greenback faltered and Washington and Beijing
agreed to resume negotiations to end their bitter
trade dispute. But the Chinese currency still fell
5.3 percent for 2018 as a whole, its fourth annual
loss in five. Still, the risk of heavy capital outflows
from the cooling economy seem to have been
largely contained last year, thanks to timely inter-
ventions by authorities in currency markets,
tougher capital controls adopted in the last
downturn in 2014-2015, and a sudden shift in
expectations for US policy tightening.

But even if the dollar falters as expected, the
yuan faces the same key pressure points this year
as last. US President Donald Trump has said talks
toward a trade deal are progressing well, but it is
unclear if Beijing will yield to key US demands over
trade imbalances, market access, and more protec-
tion for intellectual property. Failure could quickly
reignite pressure on the yuan, as Trump has threat-
ened to proceed with a sharp US tariff hike on
Chinese goods and Beijing is widely expected to
retaliate. The trade dispute between the world’s
largest economies has already disrupted the flow
of hundreds of billions of dollars’ worth of goods
and stoked fears of a global economic slowdown.

Domestic pressures 
Even if a trade agreement is reached soon, ana-

lysts say it would be no panacea for China’s econ-
omy, which is expected to continue decelerating in
coming months. China’s manufacturing activity
contracted in December for the first time in more
than two years and key credit gauges are hovering
around record lows. On Friday, the central bank
said it was cutting the amount of cash banks must
hold in reserve for the fifth time in the past year,
freeing up $116 billion for new lending. —Reuters

Pakistan says UAE’s 
financial assistance 
to shore up economy
ISLAMABAD: A loan facility from the United Arab Emirates (UAE)
will help cash-starved Pakistan bridge a yawning current account
deficit and shore up foreign reserves, Pakistan’s chief government
spokesman said yesterday. The UAE’s crown prince, Sheikh
Mohammed bin Zayed Al-Nahyan, visited Islamabad on Sunday and
confirmed a $3 billion loan package first announced last month.

“The $3 billion package which has already been announced was
formalized,” the government’s top spokesman, Information Minister
Fawad Chaudhry, told a news conference. Chaudhry did not give any
details about any further assistance through deferred oil payments,
which he said late last year the UAE would be extending to Pakistan
on top of the loan. Nor did he give details of the interest rate on the $3
billion loan. However, Pakistan’s English-language daily Dawn quoted
Chaudhry as saying the loan had been given on an interest rate of 2.8
percent, and that the UAE would be giving another $3.2 billion for the

supply of oil on deferred payment. Pakistan has been facing an eco-
nomic crisis due to depleting foreign reserves and a widening current
account deficit since the government of Prime Minister Imran Khan
took office in August.

Khan, who has been critical of foreign loans throughout his politi-
cal career, had no option but to seek financial support from friendly
countries besides approaching the International Monetary Fund
(IMF) for a bailout. Pakistan secured a $3 billion loan from Saudi
Arabia and a similar amount every year in oil supply on deferred
payment for three years.

Pakistan has also been trying to get loans from neighboring China,
which has pledged nearly $60 billion for energy and road and rail
infrastructure projects as part of the Belt and Road Initiative (BRI),
known as China Pakistan Economic Corridor (CPEC). Last week, in
response to a Financial Times report that China had agreed to lend
Pakistan $2 billion to bolster foreign exchange reserves, Foreign
Ministry spokesman Lu Kang said China would continue to provide
support to Pakistan “in the form of aid, trade, investment and in other
ways”. After several rounds of talks late last year, discussions with the
IMF broke for unexplained reasons, although Pakistan said it was
already taking most of the steps the IMF required, including steps to
bridge the budget deficit, more revenue collection and devaluation of
the rupee. —Reuters

Central banks,
US employers
support world
stock markets
LONDON: Strong employment data in the
United States, decisive action from the Chinese
central bank and dovish messages from US
Federal Reserve chief Jerome Powell steadied
markets yesterday, pushing an index of world
stocks to a 2-1/2 week high.

The resumption of talks between the United
States and China on tariffs also helped restore
some optimism to a market battered in recent
weeks by trade tensions and a weakening global
growth outlook.

Though European shares were in the red yes-
terday, they were still close to three-week highs
after Friday’s strong gains and a stellar opening
for Asian bourses. MSCI’s world equity index ,
which tracks shares in 47 countries, was still at
its highest level in 2-1/2 weeks and about 6 per-

cent higher than its December trough.
“It is a reminder that central banks still have

some firepower to deal with lower growth
prospects, and perhaps what we are also getting
some return of liquidity as investors return from
the holidays,” said Investec economist Philip
Shaw. He warned, however, that there is contin-
ued uncertainty about global growth, trade talks
between the United States and China and US
monetary policy.

“There are a number of questions that remain
unanswered,” Shaw said. On Friday, US non-
farm payrolls data showed the world’s largest
economy added 312,000 net new jobs in
December, while wages rose at a brisk annual
pace of 3.2 percent, both way above expecta-
tions. This, along with a 100 basis point cut in
China’s bank reserve requirement ratios and
comments from Fed Chair Jerome Powell that the
US central bank would be flexible in its
approach in 2019, has been the main driver for
the recovery.

The boost to stock markets saw them recap-
ture all the year’s losses and push into positive
territory for 2019, with Wall St’s main indices
closing up more than 3 percent by the close on
Friday. After gains of more than 2 percent in
Shanghai and HK on Friday before the US jobs

data and Powell’s comments, both markets added
almost 1 percent more on Monday. Japan’s Nikkei
reversed Friday’s plunge to gain 2.4 percent.

European stocks were slightly lower across
the board, though mining stocks were up 0.7
percent after the reserve requirement ratio cut
from China boosted metals prices, especially
steel and iron ore. This renewed optimism saw
US Treasury yields rise off recent lows, and two-
year yields move back above the federal funds
rate to 2.49 percent.

That is nearly 50 bps below the November
peak, however, suggesting there is still plenty of
nervousness around growth prospects for the
US economy. “Clearly markets are now pricing in
the risk of a cut in 2019,” said Shaw of Investec.
“That’s a big shift given until relatively recently
when we’ve been focusing on rate hikes.”

Buying the dip?
Some of the stocks recovery may be attrib-

uted to investors buying stocks once again in the
belief that the market had bottomed out or had
overshot in pricing in global risks. In any case,
Friday was a strong session for Wall Street, with
the Dow recording gains of 3.29 percent, while
the S&P 500 jumped 3.43 percent and the
Nasdaq 4.26 percent. —Reuters


