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ABSTRACT

Either by the standard of inflow or by the standard of inward stock,
the geographic distribution of foreign direct investment ( FDI) is over-
whelmingly uneven. The North America and the West Europe have at-
tracted 60 to 70 percent of FDI in the world, while the Latin America, and
the East, South, and Southeast Asia have done over a half of the remaining
FDI. The top ten FDI recipients have attracted 65 to 75 percent of FDI in
the world. Why does the uneven distribution occur? What factors decide
the distribution of FDI? What roles do the institutional factors play in the
process of inflow of FDI? Compared with its rivals, what are China’s com-
petitive advantages? In order to attract more FDI, how does China im-
prove its investment climate? These,questions addressed above are the
main topics of this dissertation.

Based on the theory of location, the economics of MNEs, and the
theories of intemnational trade, this paper, applying hypothesis-driven
method, examines the determinants of FDI on geographic distribution,
and further advances the location theories of FDI. The determinants ad-
dressed in this paper are divided into two categories. One is non-institu-
tional determinants, including economic determinants (economic size, e-
conomic development level, economic growth, inflation rate, the degree of
foreign orientation of economy, domestic investment, domestic saving, the

balance of trade, gross international reserves, debt service matio, etc.),
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ABSTRACT

infrastructure determinants (energy consumption per capita, adult litera-
cy, the service industry) , and location determinants. The other is institu-
tional determinants, including trade tariff, attitude to foreign investor , bi-
lateral investment treaty, the mature of market system, financial restric-
tion, obstacle of business operation, protection of private property rights,
corruption, regional integration, the freedom of economy, and the effec-
tiveness and efficiency of legal systems.

The results show that FDI tends to flow into those countries with
large economic size, high economic development level, and high econom-
ic growth. While temporary high inflation would not hamper the inflow of
FDI, the long-tenn hype-inflation undoubtedly makes the foreign investors
hesitate to enter in. FDI prefers open economies. While international
trade and FDI occur and grow interdependently; the domestic investment
and FDI do independently. FDI is inclined to flow into those high domes-
tic saving economies, but this tendency is only obvious in the long run
context.

FDI prefers those countries with surplus of trade, but this preference
does not exist in the short term context. Gross intemnational reserves do
not have any significance for foreign investors. Foreign investors like to
enter into those economies with acceptable external debt, while most of
them divest from these economies when their external debt become unac-
ceptable.

MNEs enter in those countries with well-established infrastructure,
skillful labor, and highly developed service industries. The North Ameri-
ca, the West Europe, the Latin America, and the East, South and South-
east Asia are the hot areas for the inflow of FDI because they are proximal
to the Triad of the outflow FDI, i.e., the Untied States, European Union
and Japan. '
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The institutional determinants play significant roles in the inflow of
the FDI. MNEs prefer to enter those host countries with low trade barri-
ers, low investment barriers, bilateral investment treaties which conclude
with the home countries.

MNEs need good external environment, including free markets, pro-
tection of property rights, loose restriction on financial and banking sys-
tems, low barriers to operation business, low corruption, and deregulation
economies. Meanwhile regional integration encourages inflow of FDI,
what is more, the higher level the regional integration develop, the more
FDI flow into the member countries.

Currently China is the second largest recipient of FDI inflow, and
the forth largest one of FDI inward stock. In the long run, China will
compete for FDI with the United States, the United Kingdom, Mexico,
Singapore, Malaysia, India, and Vietnam. Compared with its rivals,
China has a higher performance in the economic respect, while ranks low-
er-middle in the institutional respect, and is very poor in the infrastruc-
ture respect. China should speed up its economic growth, control flow of
FDI, lower trade and investment barriers, deregulate the economies, lib-
erate financial and banking systems, protect property rights, decrease
business operational obstacle, and promote regional integration.



