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Preface

Since the beginning of the reform, China has absorbed more
and more foreign direct investment (FDI). FDI has played an im-
portant role in China’s economic growth and social development.
FDI can also affect China’s balance of payment from different as-
pects and levels. It is quite important to study the FDI’S effects on
China’s balance of payment in the curre .t situation.

This thesis consists of six chapters and deals with the FDI’s ef-
fects on China’s GNP, price and market structure, which are key
factors in the adjustment of balance of payment.

Chapter I mainly utilizes econometrics methods and deals with
the FDI’s effects on China’s GNP. From the viewpoint of income,
FDI can increase China’s GNP times as much as the amount of the
inflow of FDI, that is the multiplier effect. Respectively, the
amount of import will increase linearly with the increase of GNP.
The amount of export will increase logarithmic-linearly with the in-
crease of GDP.

In chapter 11, I selected some indexes to measure the structure
changes of industry, import and export. To a certain extent, the
increase of GNP, import and export depends on the structure
changes of industry, import, export. So in chapter II, the research
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is at a deeper level.

From the result of the calculation, we know that, the MNEs
have invested heavily in the II III industry, especially III industry,
and much less in the I industry. As a result, MNEs exert pressure
upon the basic industry. On the other hand, MNEs have exported
much more labour-intensed products than capitalintensed products.
That will worsen China’s trade condition.

Besides income, price is another important factor that influ-
ences the balance of payment. As FDI has largely pushed up China’s
aggregate level of price in recent years. Chapter III is to analyze the
mechanism of FDI’s affecting China’s aggregate level of price, fur-
ther on, to set up the model to calculate the degree of the inflation
caused by MNEs. FDI can not only affect China’s aggregate level of
price, but also affect China’s export, import price, which have close
correlation with the change of aggregate level of price and affect
China’s balance of payment more directly.

The exchange of RMB is also a kind of price. FDI affects the
exchange rate mainly from three aspects: (1) aggregate level of
price; (2)import and export; (3)the stock of foreign assets. On the
contrary, the fluctuation of the exchange rate of RMB can affect
FDL It can affect MNEs’ stock of capital, the level of the
employees’ salary, the tax imposed by the government, etc.

There is an obvious difference between foreign direct invest-
ment and foreign indirect investment that FDI can strongly affect
host country’s market structure. I set up four competitive models of
MNEs and China’s other firms in chapter V. FDI can affect not on-
ly China’s national market structure, but also China’s export market

structure. Chapter V has two competitive models of MNEs and



Preface 3

China Foreign Trade Corporations. In turn, the change of market
structure can affect the balance of payment due to the change of
price and market share. Different market structure has different
price system. The change of the market share can change China’s
GNP and the amount of export and import, especially the kinds of
export goods.

The policy issues of government make up another concern in
the thesis of chapter VI. The most powerful policy is the fiscal poli-
cys the preferential tax for MNEs strengthens their competitive
power and increase MNEs’ producer surp_]us, decrease China’s con-
sumer surplus, also decrease China’s other firms’ market shares.
Overall, this thesis is from the viewpoint of income and price to an-
alyze the FDD’s effects on the changes of China’s export, import and
the inflow/outflow of foreign capital.

This thesis has given some highlights on the research of FDI%
effects on China’s balance of payment. The aim is to emphasize sev-
eral key economic variables, through which, FDI can affect China’s
balance of payment more directly and to analyze the mechanism of
FDI’s effects on China’s balance of payment. The thesis not only u-
tilizes qualitative analysis, but also utilizes quantitative analysis.
Compared with the former research, the thesis is more systematic in
the study of FDI’s effects on income and price, more deeply in the

study of FDI’s effects on industry structure and market structure.

Xong Xingmei
December 1, 1996
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