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Abstract s

This book presents an interpretation of China’s outward direct investment in
the last thirty years. It is hoped that this research can make a small contribution to
the body of knowledge on foreign direct investment ( FDI), especially FDI from
developing countries in their desire to catch up with developed countries in the cur-
rent era of globalisation and FDI from transitional economies embracing market eco-
nomic systems,

The research is motivated by the phenomenon that, compared with foreign in-
vestment in China, direct investment from China has so far attracted relatively little
attention from researchers and the mainstream theories of FDI cannot provide a
ready explanation of the underlying rationale for the pattern of China’s FDI

China’s outward FDI emerged in the early days of the economic reforms of
this country. It has exhibited salient features that defy the existing mainstream the-
ories of FDI. Tt is generally acknowledged in the literature that FDI from a develo-
ping country is most likely to be directed to its neighbouring developing countries
and to grow gradually in volume and distance. However, this is not the case with
China’ s outward FDI, which developed rapidly after the first few years and is con-
centrated heavily in a few developed countries, i. e. , the United Stated, Canada
and Australia, especially during the earlier period of its development.

The focus of the mainstream theories of FDI is the supply side of FDI. Corre-
spondingly , ownership advantage is implicitly or explicitly assigned crucial impor-
tance in FDL. In comparison, the demand side of FDI, basically asset — seeking
FDI, has not attracted sufficient attention in the literature and ‘few sharp tests

have been devised to distinguish’ it (Caves, 1998). As a result, °the theory of
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FDI has its own dramatic tension between existing theory and apparent fact’ (Eth-
ier, 1994, p. 105). For example, the largest part of FDI is between developed
countries rather than from developed countries to developing countries; and FDI is
increasingly two — way and intra — industry, irrespective of the home country. Ex-
plaining FDI from a developing country, such as China, to developed countries re-
mains a challenge for the mainstream theories of FDL

Given the difficulties in providing a convincing explanation of the pattern of
China’ s outward FDI by using mainstream theories, this book develops a network
model of FDI by formalising network ideas from business analysis for application to
economic analysis, and interprets China’ s outward FDI in terms of the network
model. This book holds that Chinese firms were engaged in FDI for various network
benefits. Accordingly, the geographic distribution of China’s outward FDI reflec-
ted the distribution of network benefits required by Chinese firms and the relevant
cost saving effects for obtaining such benefits. As the functioning of networks relies
on elements of market economies, the development of China’ s outward FDI was af-
fected by the progress of marketisation in China.

China’ s outward FDI has a very short history and comprehensive data on in-
dustrial composition and overseas subsidiaries’ operation are not yet available. This
has ruled out the possibility of more specific testing with formal econometric analy-
sis. Rather, the method of approach is essentially descriptive and the interpretation

is mainly based on qualitative analysis.
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