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ABSTRACT

ABSTRACT

During the past three decades since the reform and opening — up, China not
only has been maintaining a high economic growth rate but has strengthened its
comprehensive national power greatly. In the light of the opening — up economic
strategy of combining “bringing in” and “going global”, China’s economy has
become more vigorous and internationally competitive. According to the IDP the-
ory proposed by British economist J. H. Dunning and the international investment
practice of various countries, China has now entered the third stage in terms of its
involvement in international investment, thus its outward foreign direct investment
(FDI) is growing rapidly.

Among the various target locations in which China can choose to invest, In-
dia is the country that should not be ignored. China and India are the two largest
developing countries in the world, with an aggregated population accounting for
40% of the world total. The economic development of the two countries is mak-
ing great impact on the world economy. At present, China has become the world
manufacturing center while India’s service industry has expanded globally. In
terms of resource endowment and industry structure, China and India are comple-
mentary to each other. As a result, there are ample opportunities for bilateral
trade and investment. After years of development based on drawing in FDI,
China’s outward FDI development has gained momentum. By contrast, India is

now in the second stage of international investment involvement. Therefore, it is
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China’s outbound direct investment in India. The theoretical meaning lies in that
this study will supplement the theories on outward FDI of developing countries,
thus providing reference for scholars who study investment between China and In-
dia. The practical meaning lies in that this study will be helpful for relevant gov-
ernment departments to make appropriate policies concerning outward investment.
Moreover, it will also serve as reference for Chinese companies to formulate their
investing strategies in India.

This dissertation combines the normative study and case study approach.
Based on the extensive data and relevant literature home and abroad, this disserta-
tion systemically explores China’s outward FDI in India through comparison and
induction. The study mainly focuses on the following points.

Firstly, the dissertation briefly summarizes the historical development phases
in regard to India’s attracting FDI and China’s outward FDI in India. To begin
with, four major phases that India has experienced in attracting FDI are classified
as: Budding Phase (1947 —1990), Initial Development Phase (1990 - 1997),
Crisis and Recovery Phase (1997 —2002) and Mushrooming Phase ( since 2002).
However, China’s outward FDI in India started rather late, and was at a spontane-
ous and sporadic stage before 2004. Although the investment volume has in-
creased rapidly since 2005, it is still at the sprout stage. Investment from Chinese
companies in India mainly concentrates on such industries like steel, home appli-
ances, IT and infrastructure.

Secondly, the dissertation analyzes the investment environment in India. It
lays emphasis on India’s economic, political,- legal as well as other investment en-
vironment including human resources, natural resources, infrastructure, finance
and culture. The evolution of India’s FDI policies has mainly gone through two
stages: rigid — restricted FDI policy stage before reform (1947 —1990) and rela-

tive liberal FDI policy stage after reform (1991 — ) . In terms of the political en-
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vironment, there are still problems concerning races, ethnics, religion, military
involvement in politics, and excessive democracy in India. In terms of the legal
environment, India’s legal system is greatly influenced by religion and the British
laws. In terms of other environment, India is rich in human resources, sound in
fiscal and financial system, but lagging in its infrastructure.

Thirdly, the dissertation states the motivations and comparative advantage of
China’s outward FDI in India. There are different motives for different companies
in their outward FDL In general, there are four kinds of motivens for China’s out-
ward EDI in India: market — seeking type, resource — seeking type, technology —
seeking type, and the trade — barriers — eluding type. These motivations, to some
extent, reflect the necessity of China’s outward FDI in India. The feasibility of in-
vestment, however, is determined by the comparative advantage of China in cer-
tain aspects as compared with India. According to the study, the dissertation con-
cludes that China has comparative advantage in its economic development, cap-
ital, technology and managerial experience. China may combine the comparative
advantage with the motivations for investment to vigorously develop its outward
FDI in India.

Fourthly, the dissertation analyzes the economic effects of China’s outward
FDI in India. The economic effects of China’s outward FDI in India mainly lie in
the influences on China’s adjustment of industry structure, progress of technolo-
gy, development of international trade and balance of international payment. With
regard to the adjustment of industry structure, China’s outward FDI in India has
been playing an important role in optimizing the allocation of resources and upgra-
ding the industries. With regard to the technology progress, there are examples
showcasing that Chinese companies have enhanced their technology level by inves-

ting in India’s IT and medicine industries. With regard to the development of in-




A

@ e ® @

RN 8838 X%

pliances and textile industries produce fairly good trade creation effects. With re-
gard to the balance of payment, the effects of China’s outward FDI in India are
mainly on the capital and current account of China’s international balance of pay-
ment. These positive economic effects are not only helpful for China to maintain
the sound and sustainable development of its economy, but also beneficial to fur-
ther promote its outward FDI in India.

Finally, based on the above multi — aspect analyses, the dissertation proposes
strategies on China’s outward FDI in India from the perspective of industry selec-
tion, location selection, equity proportion, and approaches to investment barriers.
From the perspective of industry selection, China should give priority to the con-
struction of infrastructure, information technology and energy industry. From the
perspective of location selection, market — seeking companies may consider inves-
ting in Maharashtra; resource — seeking companies may consider investing in Tam-
il Nadu, West Bengal, Orissa and Gujarat; technology - seeking companies may
consider investing in Bangalore in Karnataka. From the perspective of equity pro-
portion, resource — seeking companies that invest in India had better adopt sole pro-
prietorship or majority equity; technology - seeking companies should mainly adopt
sole proprietorship. From the perspective of eluding investment barriers, Chinese
companies should make full use of India’s FDI automatic permission procedure,
promote the establishment and improvement of China — India bilateral investment
protection agreement, facilitate the communication and negotiation between the
Chinese and Indian government, and optimize the bilateral investment relations.

For a long time, India has adopted rather prudent policies on FDI and its
characteristics in political system, infrastructure and social culture have in fact
formed restrictions on FDI inflow. In this case, it is difficult for normal - rela-
tioned countries to invest in India, not to say China that has diplomatic differences

and political alienation. This is one of the reasons why China’s outward FDI in In-
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dia has been developing slowly. In the long run, motivated by the various motiva-
tions for investment, there will surely be more and more China’s outward FDI in
India. In view of China’s comparative advantage in many respects and the indus-
trial complementarities between the two countries, China’s outward FDI in India
will have a promising prospect. In addition, these investments will have positive
effects on China’s adjustment of industry structure, progress of technology, devel-
opment of international trade and balance of international payment. Of course, the
most important is that Chinese companies need to combine their own investment
intention with India’s FDI policies and the characteristics of India’s relevant indus-
try and location, to make reasonable choice on the proper investing strategy in In-
dia, so as to enhance the possibility of success in investment.

The dissertation tries to explore innovations in the following aspects. Firstly,
based on the latest data, it comprehensively summaries the historical development
and current situation on China’s outward FDI in India, and for the first time it de-
fines the developmental stages of China’s outward FDI in India. Secondly, it sys-
temically analyzes the motivations of China’s outward FDI in India, and concludes
that Chinese companies may satisfy their needs to enlarge international market,
advance technology, have access to resources and elude trade barriers by investing
in India. Thirdly, it compares China and India’s advantages and disadvantages in
respect of their economic development, capital, technology and management ex-
perience, and innovatively puts forward the comparative advantage of China’s out-
ward FDI in India. Fourthly, based on the different motivitions of Chinese compa-
nies and the features of India’s investment policies and environment, the disserta-
tion innovatively proposes various strategies on China’s outward FDI in India from
the perspective of industry selection, location selection, equity proportion, and
7investment barriers elusion, thereby provides helpful references for the practice of

developning China’s outward FDI in India.
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