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Sequoia Capital: Honeymoon phase cooperation 
between China and U.S. in financing innovation 

• On June 6, 2023, The US venture capital giant Sequoia Capital announced to split
off its Chinese businesses into an independent firm due to geopolitical challenges.

• Since 2005, Sequoia Capital has raised large amounts of money from the US to
invest in China and is a symbol of the era when US money and Chinese tech
companies were in their honeymoon phase.



• On July 19, 2023, the House Select Committee On China sent

letters to four venture capitals (GGV, GSR, Walden

International and Qualcomm), expressing "serious concerns"

on their investments in AI, semiconductor, and quantum

computing startups in China.

The United States is strengthening its 
restrictions on investments in China



1.The importance of  China-US 
financial cooperation



Source: World Bank
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Figure 1. Percent of GDP between 1960 and 2022

More than 40 percent of  the world economy 



Source: Wind, National Bureau of Statistics of China
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Figure 2. Percent of trade value since 1960 

Nearly a third of  global trade



Source: General Administration of Customs of the PeŽƉle͛Ɛ Republic of China

U.S. : dropped From 2nd to 3rd

(Since 2019)
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Figure 3. Trading partners of China
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China-U.S. Markets are Closely Trade-linked 
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Figure 5. China-U.S. trade volume

Source: General Administration of Customs of the PeŽƉle͛Ɛ Republic of China



Source：OECD
Figure 6. Percent of financial value-added in GDP since 2000

Finance is important in both economy
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Source：WIPO
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China and U.S. are Important 
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Nearly Half  of  the PCT 
patent application

Source: WIPO
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Figure 8. Percent of PCT patent application filed

0%

5%

10%

15%

20%

25%

30%

35%

0

50

100

150

200

250

2016 2017 2018 2019 2020 2021

Th
ou

sa
nd

s

U.S. Japan

Germany China

Percent(China/U.S.)

China: From 4th to 3rd
U.S.: No.1

Figure 9. PCT national phase entries



The knowledge flow ratio has continued to rise 
and converged to 1 gradually since 1990

source：USPTO

Figure 10. Knowledge flow ratio: patent citations from China to US/from US to China
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Global Economic Growth Needs New Engines
Table 1. Real GDP growth (annual %)  of major countries

2020 2021 2022
The Whole 

World -3.06 6.23 3.09 
U.S. -2.77 5.95 1.94 
EU -5.65 6.01 3.45 

United Kingdom -10.36 8.67 4.35 
France -7.54 6.44 2.45 

Germany -3.83 3.16 1.81 
Italy -8.97 8.31 3.72 

Canada -5.04 5.29 3.82 
Japan -4.15 2.56 0.95 

South Korea -0.71 4.30 2.61 
Australia -0.33 2.11 4.27 
China 2.24 8.45 2.99 
India -5.83 9.05 7.24 

Russia -2.65 5.61 -2.07 
South Africa -5.96 4.70 1.91 

Brazil -3.28 4.99 2.90 
Argentina -9.90 10.72 4.96 

Mexico -8.65 5.84 3.90 
Saudi Arabia -4.34 4.33 8.68 

Turkiye 1.86 11.44 5.53 
Indonesia -2.07 3.70 5.31 Source: World Bank
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II. China-US VC/PE market cooperation



Source: PitchBook, NVCA 2024 Yearbook 
PitchBook, Venture Monitor 2022
Zero2IPO

Figure 12. Capital Raised and Fund Count
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Source: Zero2IPO Figure 13. USD funds and RMB funds in China

VC/PE fundraising in China by USD 
decreased since 2018
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VC/PE fundraising activity in China 
by US-headquartered firms

Figure 14. VC/PE fundraising activity by US-
headquartered firms (HongShan versus other)
Source:PitchBook·Geography:Mainland China and Hong Kong (China)
*As of July 12,2023
Note:This chart includes Hong Kong-based funds.Firms with US 
parent entities or secondary office locations in China are included in 
the US investor scope.HongShan includes all of Sequoia Capital's 
fundraising in China.

• In 2022, capital raised by US-
headquartered firms reached
$11bn, the highest level in recent
years.

• Excluding HongShan and
Sequoia Capital, China VC/PE
fundraising activity by US-
headquartered firms has seen a
fairly steady decline in terms of
capital raised since 2018.



Deal Value & Deal Count

Source: PitchBook, NVCA 2024 Yearbook
Zero2IPO
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Figure 15. Deal Value & Deal Count

China: Decreased slightly since 2018       
U.S.: Rising between 2018 and 2021 and reversed in 2022



The US investor participation 
in China·V VC/PE maUkeW haV declined 

Figure 17. Deals with US investor participation as 
a share of all VC/PE deal value

Figure 18. Deals with US investor participation as a 
share of all VC/PE deal count

Source:PitchBook·Geography:Mainland China
*As of July 12,2023
Note:Firms with US parent entities or secondary office 
locations in China are included in the US investor scope.

Source:PitchBook·Geography:Mainland China
*As of July 12,2023
Note:Firms with US parent entities or secondary office locations in 
China are included in the US investor scope.



U.S. venture investments in China
peaked in 2018

Source:Rhodium Group Database

Figure 19. Changes in U.S. VC/PE Investment in China
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Assets Under Management

Source: PitchBook NVCA 2024 Yearbook
Venture Capital Development in China 2023
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Figure 20. Assets Under Management

Assets under management in both China and U.S. keep growing



Exit activity in China 
declines sharply

Source: PitchBook, Greater China Venture Report
*As of June 30, 2022

Figure 21. Exit Activity in China 

Exit activity in U.S. 
declines to historic low

Figure 22. Exit Activity in U.S. 



Source: PitchBook, NVCA 2024 Yearbook 
Zero2IPO
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Figure 27. VC-backed IPOs

IPO dropped sharply in both China and U.S.



Chinese Firms Listed On Major U.S. 
Stock Exchanges
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Figure 28. The IPO count on Major U.S. Stock Exchanges 
for Chinese mainland companiesSource: CSMAR



Chinese Firms Listed On Major U.S. 
Stock Exchanges

Figure 29. The ratio of IPOs on the U.S. Stock Exchanges to 
all Chinese overseas IPOsSource: CSMAR
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Top Chinese tech companies and U.S. venture 
capital investors behind them

Name Venture Capital investor

Alibaba Fidelity Capital, Goldman Sachs, GGV Capital, Silver Lake

Bytedance Sequoia Capital, Tiger Global Management, General Atlantic, KKR 
Private Equity

JD Tiger Management, Sequoia Capital

PDD(PinDuoDuo) Sequoia Capital

SHEIN General Atlantic, Sequoia Capital, Tiger Global Management, 
Coatue Management

Xiaomi Qualcomm Ventures

Table 2. Chinese tech companies and U.S. venture capital investors 



III. Next steps for China and U.S.



Institutional opening-up
9 Equal national treatment for foreign and Chinese banks and insurance institutions

• Restrictions on foreign capital in banking and insurance institutions removed
• Foreign capital can now have 100% of equity holdings of banking and insurance institutions

9 Financial industry "Negative List for Foreign Investment AcceƐƐ͞ completely removed

9 Welcome all kinds of foreign institutions and long-term capital

9 Welcome foreign institutions with professional expertise in
• Wealth management, Asset management, Asset revitalization and disposal
• Climate change response, Green finance, Sustainable operations

What China has done for financing 
innovation cooperation



Venture Capital investment

9 Equal national treatment for foreign VC funds and domestic investors (April 19, 2024)

9 Set up mother funds/specialized sub-funds for cooperation between foreign funds and domestic
institutions and government-guided funds in:
• new-generation information technology, AI, quantum technology, biotechnology, new

energy and future energy, industrial machine tools, aviation and aerospace equipment,
power equipment, new materials, core basic components and instrumentation

9 Deepen global industrial supply chain cooperation
• Support technology firms invested by foreign institutions
• Support foreign investment in technology transfer

9 Provide viable exit options for overseas investors
• Overseas listings
• Mergers and acquisitions
• Share transfers

What China has done for financing 
innovation cooperation



Foreign investment

9 Shorten the negative list for foreign investment access
• Restrictions on the manufacturing industry removed
• Opening-up of the telecommunications, medical care and other fields will be continuously

promoted.
9 Allow qualified foreign investment in pilot free trade zones (Beijing, Shanghai, Guangdong etc.) in:

• Genetic diagnosis
• Emerging therapies
• Information services (limited to App stores)

9 Supporting policies for the list of major and key foreign investment projects in
• Integrated circuits
• Biomedicine
• High-end equipment

What China has done for financing 
innovation cooperation



�To confine and narrow the scope of national
security
• Negative lists in export and investment

1 Implication for China and U.S. 



� To keep promoting institutional opening up of the
financial sector, and practicing the principle of fair
competition.
�To keep supporting venture capital and patient capital

investment
• Esp. in emerging industries

2 Implications for China



�To Remove export limitations Esp. in high-tech areas
�To Loosen restrictions on investments

• Both from China to U.S. and from U.S. to China.
• Venture capital and innovation are key drivers for long-term

growth

3 Implications for U.S.

�To encourage financing innovation
• Reducing limitations of Chinese fiƌmƐ͛ IPO on U.S. Stock Exchanges
• Reducing limitations of bilateral investments, esp. in high-tech areas



Thank you for your attention!



Investors should consider this report as only a single factor in making their investment decision. For Reg AC ceUWi¿caWion and oWheU imSoUWanW diVcloVXUeV, Vee Whe DiVcloVXUe 
Appendix, or go to www.gs.com/research/hedge.html.

US-China bilateral investment flows

HLS/PIFS/CDRF China-U.S. Symposium 

June 6, 2024

Andrew Tilton Goldman Sachs (Asia) L.L.C. 852-2978-1802 andrew.tilton@gs.com
Chief Asia-Pacific Economist
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US direct investment in China rose rapidly post-China WTO 
entry, particularly in the manufacturing sector

Source: US Bureau of Economic Analysis Source: US Bureau of Economic Analysis

US FDI stock in China by industry 
(at historical cost) 

Manufacturing
$59bn

Other industries
$31bn

Banking/
finance
$17bn

Wholesale/
distribution

$19bn
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China¶V inboXnd FDI (from world) broadening beyond 
manufacturing; BOP statistics exaggerate recent decline

Source: MOFCOM, CEIC
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Bilateral US-China portfolio holdings have declined 
modestly over the past two years

Source: US Bureau of Economic Analysis Source: US Department of the Treasury, PBOC, Wind
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Global funds, including US investors, have reduced 
holdings in Chinese equities

* Includes GEM, AEJ, Global & Global ex-US funds, AUM: US$1tn. As of Apr 
30, 2024.

Source: EPFR, Goldman Sachs Global Investment Research

Note: Numbers in bold indicate the US holdings in each universe (as % of 
listed market cap). ^ captures US institutional holdings only. 
As of Jan 22, 2024. 

Source: Bloomberg, FactSet, Goldman Sachs Global Investment Research
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Private credit markets are taking off

EuropeNorth America

Sources: Preqin, IOSCO, and Moody’s Ratings
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Private credit moving to center stage in fixed income markets

• Private-equity-style funding with bank-financed leverage
• AMs expanding funding by partnering with banks and insurers
• Retail investors participating via BDCs & retirement account offerings
• PC assets moving beyond corporates to asset-backed financings
• Regulation driving regional asset allocations across life insurers
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Private credit and private equity funds use similar structures

• Bank-provided subscriptions lines can substitute for funded subscriptions
• Net Asset Valuation (NAV) bank loans can be used to fund early buyouts for limited partners

Chart source:  HKMA Research Memorandum, 4/29/2024, “The Financial Stability Implications of the Private Credit Sector in the Asia-Pacific.



5

Insurers and banks partnering with alternative asset managers
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Retail participation is small but growing

Global private credit assets under management 



Business Development Corporations are contributing to PC growth
Perpetual non-traded BDCs facilitate entry by retail investors
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Apollo envisions greater de-banking and PC expansion
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Regulation partly drives geographical differences in asset 
allocation across life insurers

→ Cost of replacing a corporate bond with other assets varies

→ Higher capital charges for long duration assets in Japan and 
Europe (except for sovereign bonds), while in other regimes (US, 
Bermuda) capital charges do not vary with duration

→ Bermuda and UK (for annuities) allow for the use of discount 
rates (for the computation of liabilities) based on insurers’ 
actual investment yield, subject to good cash flow matching

→ Opportunities for insurers to invest in high yielding assets as 
this contributes to increasing profits and reducing liabilities, 
hence increasing capital

Differences in capital charges Discount rates also matter

1x 1x
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1x

US RBC Bermuda
BSCR
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Solvency II

Japan's  New
Regulation

CLO charge vs corp. bond 
charge (5-year, A rating)
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bond charge (5-year, A rating)
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We assume that CLOs do not meet the Solvency II requirements to be classified as an STS (Simple, Transparent and Standardized) securitization.

Sources: NAIC, BMA, EIOPA, JFSA and Moody's Ratings
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Assumptions: (i) one flow of liabilities of 135.7 with a maturity of 10 years, (ii) 10-year risk-free rate of 3.10%, (iii) Solvency II volatility adjustment of 0.18%, (iv) spread of 
Baa corporate bonds of 1.84% and fundamental spread (cost of default and downgrade) of 1.16% (with a resulting net spread of 1.84%-1.16% = 0.68%).

Source: EIOPA monthly technical information for Solvency II Relevant Risk-Free Interest Rate Term Structures – end-December 2022 and Moody's Ratings

Illustration: valuation of a 10-year liability under various discount rate assumptions
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Private credit – the latest assault on bank balance sheets
Banks historically provided the bulk of the economy’s credit and maturity transformation
• Borrower prefer to lock-in long-term funding, whereas investors prefer to stay liquid
• Bank access to deposits and central bank liquidity made such credit and maturity transformation possible

Investors are, however, willing to acquire long-term assets if the assets are sufficiently liquid
• Public debt offers standardized terms, public financials, transparent prices, and watchful “eyes”, including rating agencies
• Private credit offers bespoke terms, limited financial disclosures, non-transparent pricing, and fewer watchful eyes
• Private credit is inherently less liquid than public debt and hence earns a spread premium, attractive to patient capital

Many (largely failed) attempts to displace banks as the leading providers of private credit
• Independent finance companies
• Industrial-parent-owned finance companies
• Structured finance securities
• Financial guarantors / bond insurers

Private credit markets may be better placed to disintermediate banks, relying on…
• Evolving bank capital requirements to dislodge banking assets
• Alternative asset managers’ acumen for underwriting, surveillance, and distressed work-outs
• Private fund structures and retirement assets to source semi-permanent capital



Thank you
Richard Cantor

Vice Chairman
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Outline
l Foreign investors entering China’s domestic markets:

l Early stage: strategic investment
l Three channels: QFII/RQFII, stock connects (between A share and HK), and WFOE 

(wholly foreign-owned enterprises)

l Investing in the stock market:
l A share market: foreign share of holdings remains low (4%), but recovering; 
l HK market: foreign investors hold nearly 40%, mainly from Asia/Europe/US
l Long-term performance (BHRs) of A share and HK-listed Chinese firms;
l Increase exposure to greater China markets? Valuations look quite attractive…

l Investing in the bond market
l Domestic bond market: growing fast, two segments becoming more integrated
l Investing channels: QFII/RQFII, bond connect; total foreign holding 2.5%



Comparing Buy-and-hold Returns (monthly BHRs) of Major Markets:
（2000-2018; inflation adjusted, cash dividends included；AQSZ 2024 Journal of Finance）
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Comparing (monthly) BHRs: Large- and Small-cap A share 
Stocks, US listed stocks, and HK-listed Chinese stocks
（2000-2023.12；inflation adjusted, cash dividends included; AQSZ 2024）
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Comparing (monthly) BHRs: Large-cap, Small-cap and ‘Tech’ A 

share Stocks (2000-2022)

0

1

2

3

4

5

6

7

8

20
00
12

20
01
05

20
01
10

20
02
03

20
02
08

20
03
01

20
03
06

20
03
11

20
04
04

20
04
09

20
05
02

20
05
07

20
05
12

20
06
05

20
06
10

20
07
03

20
07
08

20
08
01

20
08
06

20
08
11

20
09
04

20
09
09

20
10
02

20
10
07

20
10
12

20
11
05

20
11
10

20
12
03

20
12
08

20
13
01

20
13
06

20
13
11

20
14
04

20
14
09

20
15
02

20
15
07

20
15
12

20
16
05

20
16
10

20
17
03

20
17
08

20
18
01

20
18
06

20
18
11

20
19
04

20
19
09

20
20
02

20
20
07

20
20
12

20
21
05

20
21
10

20
22
03

20
22
08

Large A Share Firms Small A Share Firms A Share Listed Technology Firms



M/B Ratios of A Share, US Listed Firms, & HK-Listed Chinese Firms
（weighted ave of all firms; weight is lagged total assets; AQSZ 2024)
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Cumulative net inflow of northbound trading and % of foreign  

holdings (2015.01-2024.5)
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Total Foreign Investment in A Share Market: Cumulative Amount 

and % holdings (2013-2024.3; PBOC) 
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Global Investors in the HK Stock Market (2010-2020)
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In 2020, foreign investors accounted for 41% of total trading, higher from a low of 39% in 
2013-2014; top 3 investment capital from: Asia, Europe, and the US



Market Value of Foreign Holdings in the HK Stock Market
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As of May 2024, the market value of international intermediaries' holdings is HKD 8.5 trillion, accounting for 
38% of the total market value, representing a 19% increase compared to the end of 2023



China’s Bond Market: Components and balances（2008-2023）

!"#$%&,-.*+

0

200,000

400,000

600,000

800,000

1,000,000

1,200,000

1,400,000

1,600,000

1,800,000

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

(100 million)

Other

Commercial Paper

Corporate Bond

Enterprise Bond

Financial Bond

NCD

Local Government Bond

Treasury Bond



China’s Bond Market: by Segments (% of total balances in 2023)
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Total Foreign Investment in China’s Bond Market: Cumulative 
Amount and % holdings (2013-2024.3; PBOC) 
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Foreign Issuers in Hong Kong’s Bond Market
(new issues and total outstanding in %, 2014-2023)

Source: Report by the External Department, Financial Infrastructure Department, Monetary Management Department, 
Research Department, from HKMA



Foreign investment in the Chinese bond market
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外资在境内资本市场投资的主要渠道

战略投资 QFII/RQFII 陆港通 WFOE

含
义

战略投资者是指具有资金、
技术、管理、市场、人才
优势，能够促进产业结构
升级，增强企业的可持续
发展，通过与企业协调互
补发展来获得长期共同战
略利益的投资者。

QFII（Qualified Foreign Institutional 
Investors），即合格境外机构投资者制度，
是一种在本国资本项目尚未完全开放的情况
下，有限度地引进外国投资者的一种渐进式
资本市场开放制度。
RQFII（RMB Qualified Foreign Institutional 
Investor )，即人民币合格境外机构投资者制
度，是一种境外机构投资人可将批准额度内
的境外人民币投资于境内的证券市场的制度
安排。

沪港通和深港通是指允许
中国大陆与香港投资者通
过当地证券公司（或经纪
商）买卖规定范围内的对
方交易所上市的股票。

WFOE（Wholly Foreign Owned 
Enterprise）指的是外商独资
企业。外资私募基金或风险
投资机构在进入中国时，首
先设立WFOE，然后将注册资
金结汇为人民币，再进行投
资。

进
程

2006年，商务部等五部委
联合发布《外国投资者对
上市公司战略投资管理办
法》，正式允许外国投资
者参与中国上市企业的战
略投资过程。

2002年，证监会和央行联合发布《合格境外
机构投资者境内证券投资管理暂行办法》，
正式确立QFII制度出台。
2011年，央行发布《人民币合格境外机构投
资者境内投资试点办法》，允许符合条件的
境内基金管理公司和证券公司的香港子公司，
运用其在香港募集的人民币开展境内证券投
资业务，RQFII正式开始实施。

在QFII/RQFII制度之后，我
国分别于2014年底和2016
年底启动了沪港通和深港
通制度。

2016年经中国证监会同意，
中国基金业协会发布了《私
募基金登记备案相关问题解
答(十)》，明确了境外金融机
构可以通过在中国境内设立
外商独资机构的方式开展私
募证券投资基金管理业务。

意
义

引入外国战略投资者在初
期推动了我国证券市场“摸
着石头过河”探索对外开放
之路，从而带动中国证券
业面向国际。

通过QFII制度控制外资对于本国资本市场的
参与程度，金融市场尚不发达的国家可以减
缓外国投机性游资对于本国经济发展所造成
的负面影响，从而促进资本市场的健康发展。

在资质认定、汇兑成本、
管理成本等方面为境外投
资者提供了更大的便利，
标志着我国资本市场在对
外开放的进程中又迈出了
一步。

WFOE制度的推出体现出中国
的资本市场和监管能力已经
得到长足的发展。



Main Channels for Foreign Investment in the Domestic Capital Market
Strategic Investment QFII/RQFII Stock Connect WFOE

Definition

Strategic investors refer to 
those with capital, 
technology, management, 
market, and human resource 
advantages, capable of 
promoting industry 
upgrading, obtaining long-
term strategic benefits and 
returns through strategic 
cooperation and 
supplementary development 
with enterprises.

QFII（Qualified Foreign Institutional 
Investors），a system that allows qualified 
foreign institutional investors to invest in 
China's securities market in a controlled 
manner under the current situation where 
China's capital projects are not fully open.
RQFII（RMB Qualified Foreign Institutional 
Investor )，a system that allows qualified 
foreign institutional investors to use RMB to 
conduct securities investment business in the 
mainland securities market within a certain 
quota.

Refer to the systems that 
allow mainland Chinese 
investors and Hong Kong 
investors to buy and sell 
specific stocks listed on 
each other's stock 
exchanges within certain 
quotas.

WFOE refers to a wholly 
foreign-owned enterprise. 
Foreign hedge funds and other 
high-risk investment 
institutions entering China can 
set up a WFOE, register their 
capital in foreign currencies, 
convert it to RMB, and then 
make investments.

Progress

In 2006, the Ministry of 
Commerce formally allowed 
foreign investors to 
participate in the strategic 
investment process of listed 
companies in China.

In 2002, the China Securities Regulatory 
Commission and the People's Bank of China  
officially launched the QFII system.
In 2011, the People's Bank of China issued the 
"Trial Measures for RMB Qualified Foreign 
Institutional Investors", RQFII officially started 
implementation.

Following the establishment 
of the QFII/RQFII system, 
China separately launched 
the Shanghai-Hong Kong 
Stock Connect in late 2014 
and the Shenzhen-Hong 
Kong Stock Connect in late 
2016.

In 2016, the China Securities 
Regulatory Commission
clarified that foreign financial 
institutions can establish 
WFOEs in China to carry out 
private fund management 
business.

Significance

Introducing foreign strategic 
investors has been a key 
driving force in the 
internationalization of 
China's securities market.

Enhances the health and stability of the capital 
market by increasing foreign capital's 
participation.

Marks a major step in 
China's capital market 
liberalization.

Signifies that China's capital 
market and regulatory 
capabilities have reached a 
sufficient level.



科创公司的界定
• 参考TRBC汤森路透（DataStream的行业分类）和CSRC行业分类标准，将WIND行业分类中以下行
业分别定义为科技公司和传统行业公司：

科技行业

ü可选消费-耐用消费品与服装-家庭耐用消费品-消费电子产品

ü可选消费-媒体II-媒体III-有线和卫星电视

ü可选消费-零售业-互联网与售货目录零售-互联网零售

ü医疗保健-制药、生物科技与生命科技

ü金融-多元金融-多元金融服务-消费信贷

ü金融-多元金融-多元金融服务-其他多元金融服务

ü信息技术

ü电信服务

ü公用事业-公用事业II-生命科学工具和服务III-生命科学工具和服务

传统行业

ü能源（石油与天然气的开采与消费）
ü材料（化工、建材、金属、纸制品）
ü工业-资本货物-建筑产品III-建筑产品
ü工业-资本货物-建筑与工程III-建筑与工程
ü工业-资本货物-机械
ü工业-运输
ü可选消费-耐用消费品与服装-家庭耐用消费品-家用电器
ü可选消费-耐用消费品与服装-纺织品、服装与奢侈品
ü日常消费-食品、饮料与烟草
ü日常消费-家庭与个人用品
ü公用事业-公用事业II-电力III-电力
ü公用事业-公用事业II-燃气III-燃气
ü公用事业-公用事业II-复合型公用事业III-复合型公用事业
ü公用事业-公用事业II-水务III-水务
ü公用事业-公用事业II-综合消费者服务III-化纤
ü公用事业-公用事业II-综合消费者服务III-煤炭与消费用燃料
ü公用事业-公用事业II-综合消费者服务III-石油与天然气的储存和运输



Inflows of Overseas Mutual Funds into the HK Stock Market (2024.4)
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Who will be the guardians of AI in the world?

Managing 
AI Risks

Government
Will governments choose to 

heavily regulate AI?

NGOs / Civil Society
What role can they play 
beyond developing critical 
policies and standards?

Business
How can corporate governance adapt to 
safeguard AI in the world?
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Ethics, aligned to company values and purpose, can be the North Star to address multi-
stakeholder interests

External parties 
influencing AI 
governance

Societal Guardians 
Promote ethical practices and 

safeguard human and societal 

interests (e.g., regulators, 
policymakers, NGOs, and academia)

Discourse Architects
Shape public perception and 

discourse around AI (e.g., 
media/news outlets, independent 
journalists, and editorial boards)

Investor Custodians
Uphold shareholder interests in AI 

governance, (e.g., institutional investors, 
proxy advisory firms, rating agencies, and 
stock exchanges)

Technology Pioneers
Entities at the forefront of innovation and 

technical AI development (e.g., technology 
providers and industry 
associations/standards bodies)

The Protectors 
Protect the interests and rights of non-equity 

stakeholders interested in AI governance 

(e.g., advocacy groups, representatives for 
customers and employees) 
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AI presents legal, regulatory and ethical considerations

AI risk considerations

Errors/bias

Explainability /

transparency

Intellectual

property rights

Legal liability /

accountability 

Data privacy

and ownership

Regulatory

compliance

AI

What are the risks we need to care about – for 

the enterprise and the world? What is the 

optimal approach to govern and mitigate?

How do we best align our organization –

people, processes, and technology – to our AI 

strategy?

How do we measure outcomes and improve 

over time?

1

2

3

Key questions
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Applied AI Ethics | A new framework

Non-AI specific laws that apply to AI systemsLevel 1: Non-AI laws

AI specific legal mandate directly applicable to AI systems 
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Actions that may not produce a business ROI, but produce a return for the worldLevel 4: 
Ethical 

Elevation
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Governance Case Law | Caremark and its progeny establish minimum oversight standards

Established the Caremark Standard, requiring 

boards to make a good faith effort to ensure that 

information and reporting systems exist in the 

company

In re Caremark Int'l

1996

2021

Delaware Chancery Court extends Caremark
oversight duties to non-director corporate officers

In re McDonald’s Co. Derivative Litig.

Created elevated requirements for “Mission 

Critical” operations. For mission critical, the good 

faith effort by the board needs to be more 

“cogent”

Marchand v. Barnhill
2019

Clarified the two prongs of the Caremark
Standard; Information Systems Rule and Protective 

Standards Rule

Stone v. Ritter

2006

2023

Designated cybersecurity risks as Mission Critical

Constr. Indus. Laborers Pension Fund v. Bingle

Defined Mission Critical Risks as those where an 

oversight failure threatens the life of the company; 

stakeholder protection

In re Boeing Co. Derivative Litig.

2023
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AI Governance | Analysis of Board Technology Committees
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Summary of our Findings Technology Committees in S&P 500, by Sector
15

14
13

11

5 5
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ials

Inform
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Consumer D
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nary

Consumer S
taples

Real E
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te

of S&P 500 companies have a Technology Committee in 

202313%
Concentrated in FS, healthcare, industrials, & tech sectors

• Tailored by sector

• Review the company’s tech strategy

• Analyze tech trends and competitiveness

• Oversee tech-based risks

Committee 
Scope

• Reports to the board 

• Led by a Director with tech expertise

• May include reps from management and / 

or outside experts

Structure



Best practices | Five actions you can take today

Ethics 
Apply new AI ethics 

framework, consider an AI 

Ethics Council or an AI 

Advisory Council; 

employee AI ethics 

training

Leader
Designate a single leader 

from management with 

overarching responsibility for 

managing AI risks

Experiment
Lead by example – get 

your hands dirty with 

GenAI applications

Cadence
Regular and systematic 

updates from 

management on AI 

opportunities and risks; 

act on any red flags

Committee
We see a clear trend 

developing of Boards 

establishing tech focused 

committees
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AI Ethics for Business Leaders - OpEd / Essays

Page 9

OpEd / Essays

Fortune Op-Ed: Politicians and nonprofits will  struggle 
to keep AI in check – but corporate boards can’t afford 
to fail

*

Essay #1: Applied AI Ethics for corporate leaders1

Essay #2: Why we’re embarking on this business AI 
ethics journey2

Questions Raised

► Why should corporate directors deeply engage in AI 
program oversight at their companies?

► Why should corporate leaders consider an ethics- based 
approach to AI governance?

► What are the gaps in the market that prompted this 
business AI ethics initiative?

Essay #3: The AI ethics landscape: government, 
academia, and business approaches3

► Who are the stakeholders engaged in AI governance and 
how are business interests aligned?

Essay #4: The state of global AI regulation4 ► What is the state of AI regulation in key jurisdictions across 
the globe?



AI Ethics for Business Leaders - OpEd / Essays (cont.)

Page 10

OpEd / Essays

Essay #5: Reimagining AI ethics, moving beyond 
principles to organizational values5

Essay #6: The Caremark rule and board level AI risk 
management6

Essay #7: The external forces influencing business AI 
governance7

Questions Raised

► What are the inherent problems with a principles-based 
approach to AI governance and why is it critical to align to 
organizational values?

► How has the Delaware Chancery Court defined minimum 
legal requirements for board level governance and how can 
it inform ethical AI oversight?

► What are the external forces influencing board level AI 
governance and how can directors appropriately address 
conflicting priorities from these influencers?

Essay #8: Into the abyss: examining AI failures and 
lessons learned8

► What are the key lessons learned from AI failures and 
challenges and how may these lessons inform appropriate 
AI system development?

Essay #9: How bioethics can inform ethical AI 
governance9 ► What are the key bioethics practices and how could they 

inform AI governance models?



AI Ethics for Business Leaders – future research topics  | DRAFT

Page 11

Future Research Topics

How can bioethical principles and practice inform AI 
governance?1

How will the Boeing decision – extending board duties 
to non-equity stakeholders – impact board level AI 
governance?

2

What are the implications of the McDonalds decision, 
extending Caremark oversight to the C-Suite?3

How will the ‘mission critical’ board oversight standard 
applicable to cyber risks inform AI governance?4

How could the creative corporate governance protocols 
in public benefit corps influence C corp. governance?5

Continue development of the Applied AI Ethics 
framework for senior business leaders6

How could corporate sustainability practices 
(stakeholder capitalism) inform AI governance?7

Whether and how the US SEC is considering corporate 
AI governance rules and regulations; compare to other 
jurisdictions.

8

Develop an AI ethical governance Exec-Ed training 
course / certification for corporate directors / C-Suite9

As a follow-up to the June Directors’ AI Ethics Forum, 
consider inviting a full corporate board to Harvard for a 
1-2 day AI ethics workshop; build the program

10



Policymaker readouts

Digital Minister of Mongolia — Jan 26

U.S. Dept. of Commerce — Feb 12

U.S. Naval War College – Feb 28

World Bank Group — Apr 11

Government DX Summit – Apr 19

Contact info

jeffreysaviano@fas.harvard.edu or 

jeffrey.saviano@ey.com

Research community

Aligned to the Harvard GETTING-Plurality 

research network

Business AI ethics essays

Updated periodically on the Harvard Safra 

Center website:

https://ethics.harvard.edu/blog

Harvard University Edmond & Lily Safra Center for Ethics
Engagement

AI Ethics Directors’ Forum

Will be held on June 18 at Harvard Business 

School

Board/C-suite readouts

We’re also conducting readouts/

education sessions for boards, audit 

committees, C-suite, and NACD Director 

Forums (Denver, Boston, Nashville)
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Information Processing in Finance

• Finance is a highly information-driven field.

Asset Valuation Risk management Financial resource 

allocation

Financial regulation

• Key areas:

3



Structured Data Analysis in Finance

Explainability hierarchy:Finance primarily handles structured 

data, using models based on explicit 

formulas and limited parameters:

üStructured > Reduced-form models

üLinear > Non-linear models

üExplicit formulas > Neural network models

üFewer parameters > More parameters

üFinancial derivative valuation

üPortfolio optimization

üAlgorithmic trading

üQuantitative risk management (e.g., internal 
credit rating, value-at-risk calculations)
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Special Characteristics of AI in Finance

01

AI extensively 

uses unstructured 

data (e.g., text, 

photo,  voice, 

video).

02

Based on multilayer 

artificial neural network 

models with a huge 

number of parameters 

(e.g., GPT-4 with up to 

1.76 trillion parameters).

03

Evolution from 

specific-purpose 

models to 

general-purpose 

AI models.
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Analytical AI in Finance

Biometric-based user identity verification and recognition.

Credit rating and investor risk preference assessment based on big data.

Usage-based actuarial pricing for car insurance.

Anomaly transaction and fraud detection.

6



Generative AI in Finance

Not Artificial General Intelligence (AGI)

Based on statistical modeling, not understanding natural language like humans

Lacks human consciousness, critical thinking, imagination, innovation

Not based on causality, lacks genuine logical reasoning abilities

7
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Benefits of Large Language Models

Information 
querying

Document 
retrieval 
and parsing

Knowledge 
extraction

Generating 
research 
report and 
contract 
drafts

Code 
generation

Document 
review

Intelligent 
customer 
service

• Enhances textual information entry into financial markets and improves market efficiency

• Functions as intelligent assistants:

9



Challenges of AI in Finance

Black box nature"Hallucinations" in large 
language models

Can be false or misleading in finance

Mitigation through knowledge graphs 

and human-machine dialogue
Reduces user trust

Lacks explainability, auditability,

accountability

10
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Policy Issues in AI Application

Training data qualityMarket concentration

Few companies can develop

foundational models

Potential systemic risk if many

institutions use the same model
False information and sample 

selection bias

Biases and discrimination

in training data

Need for strict regulation of systemically

important AI service providers
Risk of market manipulation via

generative AI and social media

12



Policy Issues in AI Application (Contd.)

Data security

Model integration

Digital divide

Potential negative impact on employment in finance

• Risk of leaking commercial secrets or user privacy

• Common practice of local deployment

• Balance between large language models, quantitative "small models" and Analytical AI

• Large language models have high computational costs and are not strong in mathematics

13
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Misconceptions 
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Five Misconceptions
1. Convergence of GDP to advanced economy levels has stalled

2. Household income and spending remain weak post-pandemic

3. China faces a Japanese-style balance sheet recession

4. Property investment in China has collapsed

5. Government policy has depressed private investment

Lardy – Misconceptions about China’s Economy | 2



Misconception #2: Household income and spending remain weak 
post-pandemic

Lardy – Misconceptions about China’s Economy | 3

a. Per capita growth of household disposable 
income and consumption

b. Contribution of consumption to GDP growth

Source: National Bureau of Statistics of China
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Misconception #5: Private sector remains discouraged, family offices 
fleeing to Singapore

Lardy – Misconceptions about China’s Economy | 4

Source: National Bureau of Statistics of China
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Recent Trends of China’ s FDI inflows
in the background of US interest rate hike

LYU Gang
Development Research Center of the State Council  (DRC)

21st Symposium on Building the Financial System
Cambridge, June 7, 2024



2

Quarterly data on China’s FDI



3

Structure of China’s FDI (BOP)



4

Difference between interest rates of China and US



5

Debt instruments (FDI BOP) of major economies
(money borrowed from related companies abroad)

Q1-3 2022 Q1-3 2023
US 60 43 

Japan 11 -6 

Germany 51 -9 

France 48 -23 

UK 11 -88 

Sum of 95 economies 426 -138 

China 133 39 

IMF,  billion USD



6

FDI growth rates of major economies

UNCTAD



Thank you!
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