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Preface
Wang Luolin

A lot has been written on the impact of transnational corporations (TNCs) on the world
economy, but few researches have been done on their impact on Chinese economy. This book

tries to provide some information on TNC investment in China.

The world economy in the 1990s shows that the rapid increase of international trade and in-
ternational capital flow are the two most important characteristics in the economic globaliza-

tion.

The world aggregate export rose from 3425 billion in 1990 to almost 6 trillion in 1998, and the
world trade grew at 3. 6% even in the wake of serious financial crisis in 1998. According to
the International Monetary Fund (IMF), world trade grew at 3. 7% in 1999; and since the
1990s, international trade has been growing far more quickly than international economy as a
whole. According to the statistics pubished by the World Trade Organization(WTO), the
growth rate of international trade in the past few years was three times of that of the world
economy. At the end of the 1990s, the average dependence of the world economy on foreign

trade was as high as 24. 3% .

After the slow scrawl in the early 1990s, the growth of international capital flow began to
rebound and expand in 1994, and thereby intensified activities in international financial
market. This unprecedented growth is characterized by the following facts: international direct
investment rise annually by a big margin; and international conglomerates and corporate
borrowings are extremely brisk and fund is more available in international capital market; and
securities market has increasingly become a means of raising fund, as a result, capital flow
has become more frequent and floating capital moves between international stock markets; and
with the booming of new capital markets, the size of international capital market has
grown. Throughout 1998 and in early 1999, international capital market was turbulent due to
the impact of Asian financial crisis, sustained recession of Japanese economy , and financial
instability in several other countries, but the momentum of international investment remains
high. Its size has been further increased and the volume of investment has reached record high

one after another.




International direct investment has been fundamental for global evonomy, which is an inte-
grated market through global links of production network, trade network, financial network and
information network. During the economic globalization, the restructuring of world production
system through international direct investment is the first of all, Which lays a physical
technological foundation for a global market. According to the Department of TNCs and In-
vestment of the UN Trade and Development Conference, international direct investment in
1998 totaled 644 billion USD, 39% more than that in 1997 and three times more than that in
1990. In the international direct investment , TNCs has become the driving force of foreign
investment. They have built global production network through cross border operation and
merge and acquisition. Within TNCs, the internal division of labor reflects international divi-
sion of labor , and with the deepening of international differentiation, it will move from de-
partmental differentiation to functional differentiation, and therefore enhance further adjust-
ment of the world industrial structure. Under the global wave of merges and acquisitions since
mid and late 1980s, substantial changes have taken place in TNCs in terms of investment

size, speed and destination. TNCs have become an independent force in the world economy.

Since mid and late 1990s, the impact of TNCs on the world economy has been increased, and

it can be seen in the following aspect:

First, TNCs through foreign direct investment (FDI) is accelerating the process of building an
international production system. At present 60 thousand TNCs and their more than 500
thousand overseas affiliates take up 25% of the world output. In 1998, overseas affiliates
produced a turnover of USD 11 trillion, far more than the world exports of USD 7 trillion. The
largest 100 world companies according to a foreign source of evaluation of asset, take an
overwhelmingly dominant position in the international production system. Their total overturn
scores USD 4 trillion and stock values more than USD 4. 2 trillion. New technologies gener-
ated within TNCs system have become a crucial component of asset stock of overseas affili-
ates. They flow frequently within the internal corporate system, and this movement has become

an important form of international technology flow and transfer.

Second, a great number of cross border mergers and acquisitions have become the principal
reason for the dramatic growth of TNC foreign investment. With the booming of cross border
mergers and acquisitions since mid and late 1990s, mergers and acquisitions between Japan,
North America and West Europe led to the expansion of FDI during 1996 and 1999. This
phenomenon is also on the rise in developing countries, and in many cases, a merger or ac-
quisition involves a few billion US dollars. According to the Trade and Developmont institute
of UN, in 1997 cross border mergers and acquisitions reached USD 236 billion( it refers only
to controlling share values, and the whole merger or acquisition volume was as high as USD
342 billion), 58% of EDI. In 1998, it scored to USD 411 billion, 64% of FDI, and the global

mergers and acquisition rose by 75% after an increase of 45% in 1997. Not only the number



of mergers and acquisitions rise greatly, but also the size of a single merger has made record
high one after another. In 1998, British Petroleum took over Amoco in the United States at
USD 55 billion, and Diamler — Benze took over Chryster at USD 44. 5 billion. Mergers and

acquisitions have promoted integrate operation of some industries around the globe.

The number becomes more astonishing, if domestic mergers and acquisition are taken into
account. According to the sources of Tomson Financial Stocr Data Research Company , during
the period from January to 3rd December 1999, the volume of global corporate mergers and
acquisitions amounted to USD 3. 073 trillion, much more than that in 1998 and 7 times as
much as that in 1990, USD 0. 449 trillion.

Third, during the process of restructuring global production system, TNCs are pushing forward
the adjustment of the world industrial structure. To be competitive to the United States, Fu-
ropean industries are undergoing major restructuring. Driven by the integration of EU market
and the Euro zone, cross border restructuring of major industries in European countries has
become inevitable. European industries have shifted from country boundary to the integration
of EU and neighboring countries at large. European industrial restructuring is developing
along three directions simultaneously: domestic mergers and acquisitions to survive in the EU
market; cross border integration between representing companies; and powerful European
companies taking over American companies. The restructuring of representing manufacturing
companies in industrial countries has become common. All this reveals that the world indus-
trial structure is undergoing a new round of adjustment and changes. The global production
system, and the international division among different countries and economic groups will, to

different extents, adapt to and change with TNC activities.

The current situation and tendencies of TNCs’ global activities have aroused more and more
close attentions of China’s economic research institutions, industries and government depart-
ments due to the general reasons stated above and more importantly some other special rea-

sons:

First, the strengthened role of TNCs has brought tremendous challenges to developing coun-
tries. Foreign investment of TNCs has increasingly become the major source of international
funding for developing countries, and the amount has exceeded the funding from official aid
and loans of international financial institutions. Since the proportion of FDI in the capital flow
in developing countries has risen markedly in the 1990s, the capital formation of these
countries is more dependent on FDI. However, in recent years FDI in developed countries is
on the rise rapidly, thereby somehow reducing FDI in developing countries, with the propor-
tion of FDI in aggregate capiial flow reduced from 37% in 1997 to 26% in 1998. Moreover,
the flow of FDI to developing countries is very uneven. Whether this phenomenon will last and

affect the world economy has become a big research topic of the globat economg at the early
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21% century.

Second, it is still a question of attention whether China will still remain attractive to TNCs and
more of their investment. In 1998, China received USD 45. 5 billion foreign investment, a-
mong one of the most foreign invested developing countries, but the growth was 39 percentage
points lower than the world average. It also lost the second place in receiving FDI, a position
China had managed to maintain for five consecutive years, and became the number three next
to the United States and Britain which surpassed China by a big margin. In 1999, for the first
time China experienced the negative growth of foreign investment in terms of absolute sum of
investment, USD 40 billion. In addition in the past two years, 47% of the all the foreign in-
vestment came from Hong Kong, Macao and Taiwan, and only 28% from TNCs in Europe, the
United States and Japan. This demonstrates that there is still a long way to go if China is to

attract more TNC investment.

Third, along with its efforts to attract more TNC investment, it also remains a question for
China’s foreign investment policy of how to deal with TNCs. The size of contributions of TNCs
to host countries is dependent on investment policies of host countries. In an increasingly
liberalized and globalized world economy, only those countries that are able to continuously
produce new and high value - added products and technologies, and offer competitive goods
and services in international market can sustain economic growth. Although every specific
project may have its own focus, in general efficient and rational foreign investment policies
should take various goals into consideration, for instance the promoting of economic growth
and competitiveness, maintaining balance of income and expenditure of foreign exchange
earnings, creating jobs and transferring new technologies. Meanwhile, governments must as-
sure that TNC activities will not jeopardize environment, create unfair compelition for do-

mestic corporations and injure long - term development of national economy.

To attract more TNC investment and formulate rational and efficient foreign investment poli-
cies, we must not only make it known the environment and achievements of China in using
foreign investment, but also further study patterns of TNCs’ foreign investment and the use of
foreign investment by host countries. In 1999, an international conference in China on the
world largest 500 corporations organized jointly by Time — Warner of the United States and
Shanghai Municipality attracted the attention of TNCs around the globe, and promoted the
understanding of international business communities about China. Apart from such ex-
changes, more material and information should be collected and researched on against dif-
ferent international economic background to help both TNCs and host countries in putting
forward win — win policies. With the bilateral agreement between the United States and China
on China’s accession to WTO, China’s actual entry is at hand and this marks the start of new
round of its opening - up to the outside world. China’s accession to WTO will be favorable to

enlarge its foreign capital, but some uncertain factors are also obvious. Therefore further study



on TNCs’ investment has become a big and urgent topic in applied economic research in
China. This new report on foreign investment in China with a focus on large TNCs is our ef-
forts to provide the latest information and materials for further research on TNCs’ investment
in China. It is our hope that this foundation work can offer necessary help and preparation for

other research.

The research and compiling of the report is supported by leaders of the National Commission
of Economic and Trade, and Ministry of Foreign Trade and Economic Cooperation. People
from national administrations of industries, and from foreign investment, foreign economic and
trade administrations in Beijing, Shanghai, Tianjin, Chongging, Jiangsu, Shenzhen and
Changchun participated in the research. Sino - japanese Economic and Trade Center, and
other foreign institutions and representative offices of foreign companies provided materials for

the project. We are grateful to these organizations and individuals.

This project is funded by a pilot program in assisting research projects administrated by the
Foreign Affairs Bureau of CASS. The compiling and publication of the report is completion of
the project.

Compared with the first report on foreign investment in China, the new contribution of this
report is its new perspective of research and compiling, a perspective of large TNCs to de-
scribe and research foreign investment in China. However, due to incomplete material and
information, and the limit of research level, there may be mistakes and shortcomings in this
report. We sincerely welcome comments and criticism from readers, particularly from those
who are interested in this research field. We also hope that they can support our new research

in the future.
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