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Foreword

After the financial crisis in 2008, the international economic situation has de-
clined, the trade environment has deteriorated and exportation, one of the “three carri-
ages” of economic development has plummeted while China’s Outward Foreign Direct
Investment has welcomed an unprecedented historical opportunity. According to statis-
tics, the flow scale of China’s Outward Foreign Direct Investment, for the first time
has, surpassed that of Japan and the UK, ranking fifth worldwide. It is agreed by both
politicians and scholars that China’s economic development has come to the turning point
and it are imperative to “change the pattern and structure” . Hence, the structure of
China’s foreign investment has aroused further concern by researchers and it is the rea-
son why this dissertation “ On the Industry Selection of Outward Foreign Direct Invest-
ment by Chinese Enterprises” is put forward.

Since China is a developing country, it is impossible for Chinese enterprises to ac-
complish foreign investment under the Ownership—Internalization—Location ( OIL) Model
described by John. H. Dunning; on the contrary, China seeks to make use of Outward
Foreign Direct Investment by enterprises to transform domestic excessive productivity,
alleviate domestic conflict between resource supply and demand and promote industrial
technical advancement and structure adjustment, in order to realize state—level goals
such as domestic economic growth pattern transformation, sustainable development,
and so on. While “industry” is the connecting point between *the macro level state”
and “the micro level enterprise”, so when conducting foreign direct investment, if en-
terprises obey the objective requirements in national industry policies and accomplish
“enterprise selection” under the frame of “industry selection”, it would better reach
the dual goal of realizing enterprises’ economic benefits and national macro perform-
ance. Focusing on this theme, this dissertation conducts systematic analysis from the fol-
lowing six aspects: the first is the review of the current theories and exploration of theo-
retical foundation of industry selection; the second is the analysis of objective conditions
for industry selection; the third is the analysis of subjective demand ( motivation and
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orientation ) for industry selection; the fourth is the analysis of the current situation and
problems for industry selection; the fifth is the empirical analysis of industry effect gen-
erated by current industry selection; the sixth is the foundation, methods and policy
optimization for future industry selection, all of which are interrelated and comprise the
basic frame of the whole dissertation.

The review of the current theories and exploration of theoretical foundation of indus-
try selection. Having reviewed the relevant theories both home and abroad from the in-
dustry perspective, it can be generated that the issue of industry selection is always a
weak chain in the Outward Foreign Direct Investment theory system. From S. H. Hymer's
“Monopolistic Advantage Theory” to John. H. Dunning’s “The Eclectic Theory of Inter-
national Production™, all the theories research and construct “enterprise selection” or
“location selection” of transnational industries either on macro level or micro level,
hence, among which relevant theories on industry selection are chosen. However, only
“Marginal Industry Expansion Theory”, “Small-scale Technology Theory” and “Tech-
nology Innovation and Industry Advancement Theory” are the forerunners of “industry
selection” theory and they should be the theoretical source for industry selection of Out-
ward Foreign Direct Investment by Chinese enterprises. According to the current interna-
tional environment and China’s real situation, principle of “Backward Advantage” and
“ Comparative Advantage” are introduced to form *“The Theory of Backward Advantage”
and “The Theory of Comparative Advantage”, which are the major theoretical founda-
tion or base for industry selection of Outward Foreign Direct Investment by Chinese en-
terprises. The detailed analysis of all the above mentioned comprise the second chapter of
the dissertation.

The analysis of objective conditions for industry selection. By analyzing the environ-
ment both home and abroad from the macro, micro and intermediate perspective, it can
be generated that the occurrence of crisis, the distribution of industry globalization and
the international industry transformation have offered preferential outer conditions for in-
dustry selection of Outward Foreign Direct Investment by Chinese enterprises. From the
macro perspective, the comprehensive national power is increasingly enhanced, and
the deep level conflict in domestic economic structure is increasingly apparent; from the
micro perspective, the enterprises ' international competitive edge is increasingly
strengthened, and many enterprises are “being internationalized” ; from the intermedi-
ate level (or the perspective of enterprise) , the enterprises’ competitive level is below
the world middle or low—middle level. All these are the preferential inner conditions or
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challenges that should be handled in industry selection of Outward Foreign Direct Invest-
ment by Chinese enterprises, which are detailed analyzed in chapter three.

The analysis of subjective demand ( motivation and orientation) for industry selec-
tion. Not only from theoretical analysis or practical survey results, it can be generated
that the subjective demand (or motivation ) for industry selection by Chinese enterprises
is diversified. There are mainly four types: market—oriented, strategic resource—orien-
ted, natural resource-oriented and productivity —oriented. The different orientations in
industry selection are due to different types and motivations. According to the industry
location in China, there are mainly four industry selection orientations: strategic re-
source orientation in pioneer industry, market and productivity orientation in leading in-
dustry, market and strategic resource orientation in pillar industry and natural resource
orientation in bottleneck industry. All these comprise chapter four.

The analysis of the current situation and problems for industry selection. By analy-
zing relevant statistics of China’s Outward Foreign Direct Investment in previous years,
it can be generated that the scale of China’s Outward Foreign Direct Investment has ex-
panded dramatically. It is said that in 2010, the flow scale of China’s Outward Foreign
Direct Investment ranked fifth worldwide and first in Asia and among developing coun-
tries. However, further analysis reveals that the structure of China’s Outward Foreign
Direct Investment is uneven, and many problems occur such as the disorder in some in-
dustry selection and location selection. The uneven structure is presented as follows:
first, the uneven structure of investment location, namely, it is with wide distribution
and high concentration; second, the uneven structure of investment subjectivity,
namely, it is with great diversity but with the dominance of state-owned enterprises;
the third is the uneven structure of industry, namely, the industry distribution is wide
but with concentration tendency. Besides, as the leading industry in China, the manu-
facturing industry has disorder in both industry and location selection in its foreign in-
vestment, which results to the difficulty in making the best of the location advantage or
realizing the transformation of “peripheral industry” . All these comprise chapter five.

The empirical analysis of industry effect generated by current industry selection. By
conducting grey relation analysis between statistics of six major industries, such as min-
ing industry, manufacturing industry and so on from 2003 to 2009, and domestic in-
dustry structure, it can be concluded that “information transmission, computer service
and software industry” , “mining industry” and “whole sale and retail sale mining in-
dustry” are with the top three relation degree, in other words, they are the top three
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industries that have the strongest positive effect on domestic industries. By adopting GM
(1, 1) model to predict the relation degree between these six major indusiries and the
optimization effect of domestic industry structure within the next five years, it is genera-
ted that “information transmission, computer service and software industry”, *manu-
facturing industry” and “transportation, storage , post and telecommunications indus-
try” are with the top three relation degree. The one that changes most is “manufacturing
industry” , which rises to second place from the previous fourth place, which fully

‘

demonstrates that with the future “stepping out” of manufacturing industry, its optimi-
zation effect on domestic industry structure is increasingly apparent. All these comprise
chapter six.

The foundation, methods and policy optimization for future industry selection. By
analyzing the theoretical foundation, objective condition and subject demand of industry
selection of Outward Foreign Direct Investment by Chinese enterprises, together with the
problem in current industry selection and its industry effect, the five major foundations
are formed, namely, industry comparative advantage, industry backward advantage,
industry market expansion, industry development security and industry structure adjust-
ment, whose “pyramid” model serves as the foundation and restriction frame for future
industry selection of Outward Foreign Direct Investment by Chinese enterprises. Then,
based on the five major foundation and restriction frame, enterprises should diversify in-
vestment subjectivity and innovate investment pattern, thus industry selection should fo-
cus on investment policies such as matching industry selection with industry location
both home and abroad and the location of home countries; the government should con-
duct policy optimization from developing organizations, perfecting policies and law sys-
tems and constructing information platform. All these comprise chapter seven and eight.

This research embraces academic frontier, namely, it focuses on industry selection
of outward foreign direct investment by Chinese enterprises, gives equal emphasis on
theoretical innovation and practice, demonstrates the interdisciplinary characteristics of
international investment, industry economy and enterprise management, all of which
are innovative in research perspectives, theories, ideas and methods and are presented
as follows:

Firstly, new perspectives are pioneered. It can be generated from most of the cur-
rent relevant research literature that researches on international direct investment are
mainly conducted from two aspects: macro level and micro level, especially in develo-
ping countries. Previously, many Chinese scholars have done researches from the indus-
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try level and have obtained many achievements. Based on these achievements, this dis-
sertation tries to probe into the industry selection of outward foreign direct investment
from a systematic and all -around perspective. What is more importantly, as a develo-
ping country, China is not conducting outward foreign direct investment under the cir-
cumstances of possessing absolute advantages. Thus, researching from the industry level
can make it easier for China to realize the multi-level goals of conducting outward for-
eign direct investment.

Secondly, new theories are explored. Besides the * Marginal Industry Expansion
Theory™ by Kiyoshi Kojima (1978) and the “Technology Innovation and Industry Ad-
vancement Theory ” by John A. Cantwell (1990 ), there are few mainstream or
non—-mainstream theories that analyze the industry selection of outward foreign direct in-
vestment. Hence, this dissertation reviews previous international investment theories
from the industry perspective and puts forward theoretical foundation for industry selec-
tion of outward foreign direct investment for China according to China’s national condi-
tion.

Thirdly, new ideas are put forward. By analyzing the theory, subjective and objec-
tive foundation for industry selection of outward foreign direct investment by Chinese en-
terprises, this dissertation puts forward “four major” industry orientation systems for
current outward foreign direct investment. By analyzing the allocation change, current
situation, problems and effects of industry allocation of China’s outward foreign direct
investment, this dissertation puts forward the “ pyramid” model for the foundation for
China’s outward foreign direct investment in the future, and under the constraint of this
model, the necessary strategies and policy innovations from three levels, namely, the
enterprise, the industry and the government, are put forward.

Lastly, new methods are introduced. While conducting empirical research, this
dissertation tries to bring Standard Deviation Method (SDM) in statistics to conduct a
comparative analysis of the international competitiveness of China’s manufacturing and
service industry, in order to have a full understanding of the advantages, disadvanta-
ges, opportunities and challenges of relevant Chinese industries on the international
scale. By introducing grey system theory and grey relation analysis and the GM (1, 1)
model, this dissertation solves the analysis and prediction problem of “lack of sample,
statistics and information” in enterprise statistics for China’s outward foreign direct in-

vestment.
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