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Study on the Relationship Between Outward Foreign
Direct Investment ( OFDI) and Foreign Trade (FT)

There have been some related works studying the mutual relationship b(?tween FT
and OFDI. However, most of them simply focus on the complementarity and substituta-
bility between them, while in this paper we try to make some breakthrough and
thoroughly study a much broader region including the commodity flow, investment
motives, home nationality and investment industry. Moreover, distinguished from most
related works that focus on the microscopic perspective, this paper quantitatively and
qualitatively analyzes the relationship between FT and OFDI in a macroscopic perspec-
tive. We believe our study results would provide some theoretical guidance to help our
government make foreign investment policy.

Since the flow and deposit of the inward investment into China is much larger than
the outward investment from China, most papers consider China as a host country and
only study the impact of inward investment on FT but rarely study the impact of outward
investment. However, as China’s recent policy encourages OFDI more and more, the
size of OFDI has been increasing rapidly and can no longer be ignored.

The results of this study provide some guidance that can help Chinese companies
make a better choice between exportation and OFDI. Moreover, our study results give
some suggestions that can help Chinese government make policy to coordinate FT and
OFDL

In this paper, we first give an overview of the related works. After analyzing the
theoretical relationships between FT and OFDI under different conditions, we apply the
theory to study FT and OFDI on several detailed examples. In the end, we conclude this
paper with several suggestions to our government policy to motivate and encourage OF-
DL

This paper contains eight parts in all.

The 1" part is introduction. The introductory part describes the purpose of the se-
lected subject, and then argues the theoretical and practical value. It also sums up the

theoretical and practical studies in and out of China. In addition, the introductory part
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points out the original opinions and shortages in this paper.

The 2™ part is the theoretical study on the relationship between OFDI and FT.

Among the academic studies concerning OFDI and FT, Mundell is the first who
puts forward that there exists substitutability between OFDI and FT. However, Kiyoshi
Kojima considers that there also exists complementarity between OFDI and FT. In demon-
strating study, scholars design various methods to test the relationship between OFDI and
FL.

The 3™ part analyzes the relationships among OFDI, import and export. This paper
divides OFDI into three types by investing reasons: natural-resource-seeking FDI, mar-
ket-seeking FDI, and efficiency-seeking FDI, and analyzes the relationship among these
three types of investments and FT separately.

The 4™ part studies the relationship between OFDI and FT in countries with differ-
ent economic conditions. The relationship is complex. This paper discusses the relation-
ship between OFDI in developing and developed countries and FT.

The 5" part is the study of relationship between different industries and OFDL This
paper analyzes the effects OFDI brings upon FT in manufacturing industry, nature re-
source industry, and service industry. The conclusion is that OFDI in different indus-
tries has different effects on FT.

The 6" part analyzes the relationship between OFDI and FT in China. This paper
uses statistical data to examine the effects China’s OFDI has on the scale and structure of
China’s FT. The recession result shows that the available quantity of OFDI has more
effect on FT scale than the flux of OFDI. The possible reason is the time lag for OFDL
Relatively, OFDI could optimize China’s FT structure dramatically.

In the 7" part, this paper gives some policy advice on how to develop China’s OFDI
to promote the development of China’s FT. The policy advice involves choices on indus-
try and region.

Lastly, the 8" part sums up the conclusions of this paper and points out the study
direction in the future.

The original opinions of this paper go as follows:

(1) Many Chinese scholars focus their attention on analyzing what impact inward
FDI (IFDI) could have upon China’s FT, and consider China as a host country. This
paper considers China as a home country, and studies the relationship between China’s

OFDI and China’s FT.
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(2) Although there are many academic and demonstrated studies on the relation-
ship between OFDI and FT, most studies prefer developed countries over developing
countries. This paper analyzes the relationship between OFDI and FT in a big develo-
ping country as China.

(3) From data collected by the author, there is little study on what impact FT
could have upon OFDI, and this paper fills up this gap.

(4) Since very few scholars study the relationship between OFDI and import, this
paper analyzes the impact OFDI has on the scale and structure of import. ’

(5) There is little study on the relationship between OFDI and the scale of FT
than on the relationship between OFDI and the structure of FT. This paper demonstrates
the relationship between OFDI and the scale of FT.

(6) This paper analyzes the relationship between OFDI and FT from different
points of view, such as different investing reasons, different directions of goods flow,
and different industries.

Because of the difficulty of data collection and the limitation of the author’s studying
ability, there are still some shortages in this paper:

(1) This paper does not put forward advice for enterprises on how to make a
choice between OFDI and FT.

(2) Since this paper only uses serial time data of China to make a demonstrating
study, the reliability and stability are lower than expected. Moreover, due to the lack of
data, this paper does not demonstrate the impact of China’s OFDI of different industries
and investing reasons upon China’s FT.

(3) This paper does not discuss the consequences of OFDI and FT, which we
should keep working on in the future.

(4) Because of the difficulty of data collection, this paper does not discuss the re-

lationship between OFDI and Technology Transfer, and Trade in Service.

Key words: Outward Foreign Direct Investment, Foreign Trade, Relationship
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