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THE EFFECT OF CHINA’S OUTWARD  FOREIGN DIRECT INVESTMENT ON 



ECONOMIC GROWTH 



Too Yuen Xian 



Abstract 


Driven  by  the  rapid  expansion  in  China‟s  trade  network  and  the  appetite  for  natural 
 resources  to  support  economic  growth,  China  has  been  one  of  the  major  sources  of 
 foreign  direct  investment  in  the  world  economy.  However,  there  is  only  a  handful  of 
 research on the impact of China‟s Outward Foreign Direct Investment (FDI). This study 
 fills the gap by examining the impact of China‟s outward FDI on the economic growth. 


This  empirical  study  employs  panel  Generalized  Method  of  Moment  (GMM)  on  91 
countries  for  the  period  of  2003  to  2009,  categorized  by  the  level  of  income  and 
geographical  location.  The  results  indicate  that  China‟s  outward  FDI  has  significant 
positive effect on the economic growth of the relevant countries. In particular, the results 
show  that  the  effect  of  China‟s  outward  FDI  on  developed  countries  and  developed 
countries  is  positive  and  significant.  As  for  the  regional,  China‟s  outward  FDI  has  also  
positive  and  significant  effect  on  each  region  such  as  Europe,  Africa,  Asia  and  Latin 
America.  
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CHAPTER 1 



INTRODUCTION 


1.1  Overview of Foreign Direct Investment 


1.1.1  Foreign Direct Investment 


Foreign  direct  investment  (FDI)  is  an  investment  flow  in  which  foreign 
 investors transfer their domestic structures, equipment and organizations inwardly 
 or outwardly from their home countries. FDI is believed to be more efficient and 
 effective than equity investments in firms because in equity investments, investors 
 tend to shift out their investment upon receiving benefits or profits from the host 
 country, which also commonly known as “hot money” (Parris, 2001). Therefore, 
 these investments could bring benefit to the home countries but at the same time, 
 these  may  cause  harm  to  the  host  country  in  which  there  is  a  sudden  lost  of 
 capitals  in  a  short  term  which  is  impactful  toward  host  country.  FDI  works  in  a 
 different  manner  than  equity  investment;  it  is  more  durable  and  directly  bring 
 forth  prosper  to  the  economy  development  of  both  host  and  home  countries. 


Researchers  reassured  that  FDI  works  beyond  the  theoretical  basis  in  which  in 
 real life scenario; FDI causes a huge impact to the economic development of host 
 country (De Mello, 1997).  


FDI  can  be  divided  into  outward  FDI  and  inward  FDI.  Outward  FDI 
means  the  domestic  capital  outflow  from  home  country  to  foreign  countries, 
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whereas  inward  FDI  is  the  foreign  capital  inflow  from  foreign  countries  to 
 domestic  market.  Apart  from  these  terms  which  are  generally  acknowledged  by 
 the  world,  but  different  countries  would  have  different  opinions  or  views  on  the 
 FDI  flows  as  well.  For  developing  countries,  FDI  flows  usually  transfer  into 
 intermediate  production  process  because  foreign  investors  are  much  attracted  by 
 large volume of cheap labor forces available in these countries. Therefore, foreign 
 investors preferably shifting their labor intensive  activities into these low waged 
 countries to enjoy lower operating cost (Marioth et al., 2003) led to an increasing 
 number  of  investors  attracting  to  inexpensive  labors,  natural  resources,  specific 
 skills and others of host countries.  


On the other hand, the FDI flows  allocate more towards high technology 
production  in  developed  countries,  due  to  the  readily  availability  of  advanced 
technology  and  highly  skilled  labor  which  become  the  main  attraction  to 
investors. As compared to the developing countries, the technology advancement 
and overall education level of labors in developed countries are relatively higher 
due to high competitive of expertise. Therefore, foreign investors will involve in 
sectors  such  as  manufacturing,  oil  and  gas  and  other  sectors  which  needs 
advanced technology and highly skilled and knowledgeable labors to maintain the 
their production lines. Besides, developed countries also provide high technology 
facilities  and  services  (high  Internet  speed,  well-developed  infrastructure  and 
others) for high technology production in which, developing countries do not have 
(OECD, 2002).  
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 1.1.2  Inward Foreign Direct Investment  


Inward  FDI  is  an  important  tool  which  promotes  the  economy 
 development  by  improving  the  domestic  production.  In  1980s,  some  countries 
 believed that inward FDI had led to an economic growth in which subsequently, 
 the  government  started  to  further  attract  the  inward  FDI  by  implementing 
 different  policies  such  as  tax  free,  free  tax  zone,  incentives  and  others.  The 
 foreign  investments  obtained  could  be  utilized  into  their  own  profitable 
 investments  to  boost  the  infrastructure  or  initiating  other  activities  to  improve 
 current economy.  


FDI  inflow  is  a  crucial  in  aiding  the  productivity,  bring  huge  amount  of 
 income  and  setting  the  direction  of  the  economic  growth  of  host  countries.  The 
 huge FDI inflow could be the solution for the developing countries that are lack of 
 the initial  capital  and technology to  expand their  future economy. While foreign 
 investors  shift  their  plants  to  host  countries,  huge  amount  of  domestic  labors  is 
 needed  to  operate  the  production  line.  This  will  increase  job  opportunity  and 
 living standard of the host country while reducing the unemployment rate (Aaron, 
 1999;  Jenkins  &  Thomas,  2002).  Next,  importing  raw  materials  as  production 
 input and exporting end product, tax is levied in which, host countries could have 
 tax  revenue  from  the  foreign  investors  to  improve  the  infrastructure  and  gross 
 domestic production. FDI is also an important tool to resilient the negative impact 
 from  economic  crisis.  For  example,  FDI  is  useful  on  the  East  Asian  economic 
 crisis  for  the  ASEAN  countries  (Thomsen,  1999).  During  economic  crisis, 
 governments  may  use  up  most  of  the  national  reserve  to  stabilize  the  economy 
 and  avoid  economic  downturn  and  end  up  lack  of  funding  to  rebuild  their 
 economy  after  the  crisis.  In  the  end,  FDI  is  the  only  final  resource  for  the 
 government to solve their problems due to insufficient funding.  


Researchers have been focusing on the impact of inward FDI since a few 
decades  ago  to  economic  growth  as  FDI  inflows  can  bring  in  various  huge 
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positive  impacts  on  different  fields  such  as  economic  development,  technology 
 advancement, management practice transfer, innovation and skill enhancement to 
 host  country  (Romer,  1993).  For  example,  the  high  technological  multinational 
 enterprises  (MNEs)  would  be  shifting  their  production  line  to  the  developing 
 countries  because  of  incentive  giving,  low  labor  cost  and  low  rental  cost  that 
 offered by the host government (Borenstein  et al., 1998). Although it seems that 
 the foreign firms could lower their production costs and maximizes their profits, 
 they  also  transfer  their  capital,  technology  and  technician  to  manage  the 
 production line in the host country in which these could benefit the host country 
 where  citizen  and  employees  could  absorb  and  incorporate  new  skills  like 
 management  skills,  company  structure,  language  from  foreign  MNEs,  where  the 
 firms  could  improve  their  productivity  effectively  and  efficiently  (Jenkins  & 


Thomas, 2002; UNCTAD, 2007; Zachmann, 2008).  


However, some researchers found that FDI inflow brings negative impact 
 on productivity and economy of host country (Aitken & Harrison, 1999; Carkovic 


&  Levine,  2000;  Djankov  &  Hoekman,  1999;  Kawai,  1994;  Mencinger,  2003). 


Foreign  firm‟s  products  will  lead  to  an  increased  in  the  competitive  pressure  in 
the  domestic  market.  Only  those  domestic  firms  which  could  provide  equally  or 
better quality and productivity of the products can compete with foreign firms and 
maintain  their  market  shares.  Nevertheless,  most  of  the  large  domestic  firms 
which have all the advanced technology and huge amount of funding are capable 
to  improve  their  products  and  services,  in  order  to  compete  with  the  foreign 
investors.  For  small  and  medium  firms,  they  do  not  have  huge  capital,  advance 
technology,  and  skillful  labor  to  improve  their  products.  They  are  either  shifted 
into  other  sectors  or  left  the  market  to  avoid  the  competition  with  the  foreign 
investors.  Those  domestic  firms  who  failed  to  compete  will  lose  their  market 
share and eventually, forced to quit the market.  
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 1.1.3  Outward Foreign Direct Investment 


In  the  20th  century,  outward  FDI  becomes  an  important  tool  to  develop 
 the economy of both host and home countries. Many researchers started to study 
 more  about  the  outward  FDI  as  outward  FDI  gradually  becomes  an  important 
 variable  in  shaping  the  economic  development.  On  the  other  hand,  investors 
 transfer  their  technology  and  capital  into  the  host  country  through  outward  FDI, 
 whilst the host country could maximize these technologies and capital to improve 
 their productivity and to increase their gross domestic product.  In contrast, some 
 researchers  showed  that  the  outward  FDI  is  a  tool  to  incorporate  advanced 
 technology  or  raw  materials  from  the  host  country.  Van  Pottelsberghe  and 
 Lichtenberg  (2001)  found  that  the  outward  FDI  in  research  and  development 
 (R&D)  intensive  countries  led  to  home  country  productivity  growth.  Globermen 
 et  al.  (2000)  found  out  that  investors  could  shift  the  technology  and  knowledge 
 back to home country through outward FDI, which could bring a huge impact to 
 the home country‟s productivity and exportation.  


On  the  other  hand,  outward  FDI  would  bring  competition  to  the  host 
countries  deteriorating  the  host  domestic  market  as  shown  by  others.  Lipsey 
(2002) showed that outward FDI will fear job erosion or worsening of the balance 
of  payment.  Besides,  outward  FDI  involves  transferring  of  fund  from  the  home 
country  to  host  countries,  which  would  affect  the  reserved  funding  of  the  home 
country negatively. The home country‟s federal and commercial banks may face 
insufficient  funding  for  domestic  investors  to  expand  their  businesses.  Domestic 
investors will eventually lose out the investment opportunity to improve on their 
businesses  and  domestic  economies.  Besides,  direct  investments  also  shift  the 
domestic  job  opportunities  to  host  country  and  reduce  the  job  opportunities  of 
home  countries,  which  lead  to  an  increased  in  the  unemployment  rate  in  home 
country.  
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In  the  past  few  decades,  the  developed  countries  outflow  most  of  the 
 global FDI and just a small portion of FDI contributed by developing. However, 
 outward  FDI  of  the  developing  countries  had  significant  impact  on  growth 
 recently, corresponding to a decline for the outward stock of developed countries. 


More  and  more  developing  countries  started  to  involve  in  outward  FDI  because 
 they  recognize  the  importance  of  investing  abroad  in  order  to  increase  their 
 competitiveness  and global  position. Most  of the FDI  from  developing countries 
 has  been  shifted  into  manufacturing  (automotive,  electronics),  resources  sectors 
 (oil exploration and mining) and tertiary activities such as financial, trade related, 
 service and business.  


International  Monetary  Fund  (IMF)  and  United  Nations  Conference  on 
 Trade  and  Development  (UNCTAD)  data  do  allow  for  a  reasonable 
 approximation (UNCTAD, 2006). In 2005, outward FDI of developing countries 
 worth  about  133  billion  U.S.  dollar  which  made  up  of  17  percent  of  the  total 
 world  outward  flows.  The  total  FDI  outflow  that  excluded  offshore  financial 
 centers  recorded  around  120  billion  U.S.  dollar,  the  highest  level  ever  since.  In 
 2005, the stock value of FDI from developing countries reached 1.4 trillion U.S. 


dollar (13 percent  of the world  total  flow).  In 1990s, there are only six different 
 developing  countries  involved  in  outward  FDI  stocks  with  more  than  5  million 
 U.S.  dollar. Hereafter the number of developing countries  had exceeded  with  25 
 countries  in  2005.  The  geographical  composition  of  FDI  from  developing 
 countries  has  always  been  shifting  over  time.  Total  stock  of  FDI  outflow  from 
 developing countries was 23 percent in 1980, increased to 46 percent in 1990 and 
 62 percent in 2005.  


Meanwhile,  many  countries  with  large  outward  FDI,  such  as  Brazil, 
 China,  India  and  Mexico,  are  considering  the  potential  for  future  expansion  of 
 FDI.  South,  East  and  South-East  Asia  are  new  sources  of  FDI  for  developing 
 countries.  South,  East  and  South-East  Asia  had  an  outflow  of  68  billion  U.S. 


dollar in 2005. Although the overall global outward FDI has decreased about 11 
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percent from 2004, China‟s outflows forecasted would have increment in the next 
 few years.  


1.2  The Trend of China’s Foreign Direct Investment  


In December 1978, Communist Party Central Committee of China decided 
 to adopt Deng Xiaoping‟s program of economic reformation. It brought a drastic 
 change to the economy of China at that particular period and as well as the future 
 economic  development  of  China.  The  China‟s  development  strategy  changed 
 from closed economy to open economy, in which it brought great positive impacts 
 to China by changing the trade and foreign direct investment.  


The liberalization of China‟s trade and investment encourage the inflow of 
foreign  equipment  and  technology.  China  has  experienced  a  dramatic  change  in 
economy and FDI inflows. Government established the general joint venture and 
special  economic  zones  to  attract  foreign  investors  to  invest  in  China  and  to 
improve her economic growth. However, pressure from prospective investors has 
led  the  government  involved  more  enforcement  of  laws  on  foreign  investment 
activities and commercial practices. Although it is not necessarily an easy way for 
foreign investors to invest in China, China has lowered the restriction level (such 
as reducing the foreign exchange to create market for it), so that foreign investors 
do not repatriate their profits and reinvest into domestic markets.  
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Figure 1: China’s Outward FDI flow from 1990 to 2009 
 Source: UNCTAD (2007) and MOFCOM (2010).  


China  has  transformed  from  agricultural  sector  into  industrial  sector  in 
 which this  had brought  a huge earning in  early 1980s.  Although the reformation 
 remained  around  the  state-owned  enterprises  efficiently,  the  distribution  of 
 industrial  inputs  and  outputs  grew  steadily.  In  late  1980s,  China  has  opened  up 
 her  market  for  the  foreign  investor  to  attract  foreign  capital,  technology  and 
 management  skills.  Arising  from  this,  China‟s  government  begun  to  encourage 
 firms  to  invest  abroad  and  engage  in  transnational  operations.  The  private  firms 
 started to involve actively in evaluating the feasibility of foreign investment in the 
 1990s, but it was just merely involved for a number of large-sized firms. 


From  1982  to1991,  China‟s  outward  FDI  increased  slowly  with  a  low 
 volume  of  outward  FDI  of  less  than  one  billion  U.S.  dollar  annually.  There  are 
 few  reasons  which  could  be  used  to  explain  on  the  slow  increment  of  China‟s 
 outward FDI at this early stage. Firstly, China did not open up her market globally 
 and restricted the investment approval procedures as well as tighten up the foreign 
 exchange control. Secondly, due to the poor competitiveness of China‟s firms, it 
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affected the domestic investors in which, investing abroad became more difficult 
 due  to  the  quality  and  productivity  of  domestic  firms  are  low  as  compared  to 
 foreign  products,  so  it  became  difficult  to  invest  abroad  and  to  compete    with 
 others.  Thirdly,  only  the  large  firms  have  a  huge  capital  to  invest  abroad  as 
 compare  to  other  small  firms.  Most  of  the  large  firms  in  China  are  SOEs which 
 controlled by the government to invest solely in projects that have high relevance 
 to the national benefits, such as resource-oriented.  


In  1990s,  China  government  has  set  a  clear  goal  to  shift  their  focus  into 
 market-based  system.  The  trade  and  foreign  direct  investment  strategies  were 
 eventually be promoted step by step. Therefore, the emergence of China‟s firms 
 abroad became a new phase in China‟s integration in the world economy in 2002. 


During  the  period  of  1991  to  1993,  the  government  implemented  outward 
 investment  policies  that  encouraged  the  foreign  investors  and  this  led  to  an 
 increment in the outward FDI. However, the outward FDI slowed down in 1994 
 due to the government sought to cool the rate of domestic economic expansion. 


Since  1996,  outward  FDI  flows  recovered  and  increased  modestly  from 
 1996 to 1998 as a result of the further foreign exchange and trade liberalization, 
 exports of China growth and the handover of Hong Kong. However, the impact of 
 the  East  Asian  financial  crisis  had  slowed  down  the  outward  FDI  of  China  in 
 1999.  The  government  faced  re-imposition  of  foreign  exchange  controls  and  the 
 economic slowdown of neighboring countries. In 2001, government implemented 
 the “Go Global” policy which had a drastic positive impact on the outward FDI of 
 China  with  sharp  increment.  During  this  period  of  time,  the  growth  of  outward 
 FDI  has  affected  some  commentators  in  which  it  ensured  that  China‟s  firms 
 becoming  more  important  than  foreign  investors  in  Asian  region  and  beyond 
 (UNCTAD, 2003). By contrast, the outward FDI of China has decreased on 2002. 


The global  foreign direct  investment  also  faced the downward trend because the 
economic downturn in the U.S. and in the broad global economy.  
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In the early 20th century, the China‟s government has officially established 
 the  “Go  Global  Policy”  that  has  promoted  domestic  firms  to  involve  in 
 international  capital  market  and  invest  abroad.  The  government  has  encouraged 
 firms for joint ventures and overseas acquisitions through favorable financing and 
 tax  benefits.  Recently,  China‟s  government  pointed  out  that  the  country  would 
 employ  more  foreign  reserves  through  the  China  Investment  Corporation  as  to 
 maintain and to increase overseas expansion and acquisition by China‟s firms.  


Between  2003  and  2009,  the  China‟s  outward  FDI  has  increased 
 dramatically.  Many  China‟s  firms  have  gained  their  competitive  power  and  to 
 compete with other foreign firms and to invest abroad and to expand their market 
 because  they  are  strongly  supported  by  the  government.  In  2007,  Subprime 
 mortgage crisis which occurred in 2007, it has negatively affected the U.S and the 
 global economy. However, the outward FDI of China showed a sharply increased 
 as it did not affect by the crisis as China has a large financial reserve to stabilize 
 any  financial  issues  whereas  most  of  the  western  countries  suffered  from  the 
 crisis.  Although  there  is  an  overall  depreciation  in  foreign  direct  investment 
 globally  following  the  2009  financial  crisis,  it  did  not  highly  affect  the  outward 
 FDI of China which is shown just by an increment in lower rates. 


There  are  few  key  factors  which  led  to  the  rapid  growth  of  China‟s 
outward  FDI.  Firstly,  the  contracted  value  of  China‟s  owned  outward  FDI  stock 
has  increased.  Outward  FDI  of  China  had  distributed  across  160  countries 
(MOFCOM,  2007).  Secondly,  the  growth  of  China‟s  outward  FDI  is  still  quite 
slow  as  compared  to  other  industrialized  countries.  However,  it  is  somehow 
considered  favorably  to  some  developing  countries.  Thirdly,  the  number  of 
China‟s  multinational  enterprises  (MNEs)  grew  from  103  to  501  between  1996 
and 2003. The China‟s owned affiliates abroad have also increased from 1008 in 
1991  to  8259 in  2004  (MOFCOM,  2005).  Fourthly,  China‟s  firms  has  increased 
the  “number  of  the  world‟s  top  one  hundred  non-financial  MNEs  from  among 
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developing countries” from three units in 2000 to ten in 2004 (UNCTAD, 2002, 
 2006). 


1.3  Key Stages in the development of China’s Outward FDI Policy 


In  this  section,  the  China‟s  government  policy  and  its  implementation  are 
 discussed.  By  comparing  to  other  countries,  the  outward  FDI  of  China  is  still 
 considered  highly  controlled,  even  as  the  policies  have  changed  from  outright 
 prohibition  to  gradual  opening and lastly to  determined and active promotion,  at 
 least  for  „strategic‟  state-owned  enterprises.  Outward  FDI  was  more  or  less 
 strongly  discouraged  by  the  government  until  the  late  1990s,  while  government 
 made a sudden change and launched the so-called “Go Global” policy. The phases 
 of China‟s outward direct investment policy liberalization are described in section 
 below  (Ding,  2000;  UNCTAD,  1996;  Wong  &  Chan,  2003;  Wu  &  Chen,  2001; 


Ye, 1992; Zhang, 2005; Buckley et al., 2007).  


China‟s Outward FDI policy can be separated into five stages:  


Stage one: caution internationalization (1979-1985) 


Throughout this period, government has implemented “Open Door” policy 
to  encourage  firms  to  start  investing  aboard.  China‟s  state-owned  enterprises 
(SOE)  have  initiated  to  build  up  their  first  international  operations.  However, 
private  firms  have  limited  access  in  which  only  SOEs  are  allowed  to  invest 
aboard.  The  State  Economic  had  the  authority  to  examine  and  to  approve  the 
overseas  investment,  irrespective  of  investment  size.  Besides,  China‟s 
government used a caution approach in order to choose the favoring investment to 
avoid excessive capital outflow. Before 1984, China did not have any regulation 
to  protect  the  outward  FDI.  In  order  to  prevent  any  regulation  problem  from 
happening, Ministry  of  Foreign  Trade  and  Economic  Cooperation  (MOFTEC) 
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sets up two different directives for the examination and the approval of proposals 
 to establish non-trading companies abroad. In this first stage, China had approved 
 189 projects with estimated price of 197million U.S. dollar. 


Stage Two: Encouragement from Government (1986-1991) 


In this phase, China‟s government has loosened the restrictive policies to 
 encourage  firms  to  establish  foreign  affiliates.  Government  has  provided 
 incentives  to  firms  that  invest  abroad  such  as  sufficient  capital,  technical  and 
 operational  know-how  and  a  suitable  joint  venture  partner.  Besides,  government 
 also  drafted  the  standardized  regulations  to  cover  the  approval  process. 


Consequently, the process was protected by the regulation and managed to avoid 
 any problem which existed. In the second stage, China had approved 891 projects 
 with a cost of around 1.2 billion U.S. dollar. 


Stage Three: Expansion and regulation (1992-1998) 


China‟s firms continued to invest abroad because of the encouragement of 
 the  domestic  liberalization  and  the  impact  of  Deng‟s  south  tour.  However,  the 
 East Asian financial crisis erupted in 1997 together with the continuously collapse 
 of  companies  have  brought  some  negative  impacts  toward  China  and  slowdown 
 the  development  of  the  country.  After  all,  government  recognized  the  problems 
 such as loss control over state assets, capital flight and „leakage‟ of exchange rate. 


In  the  end,  the  government  has  tightened  the  approval  procedures  and  more 
rigorous  control  over  the  process  as  a  step  to  ensure  the  China‟s  capital  was 
invested  abroad  in  a  productive  manner.  Before  getting  referral  final  approval 
from  MOFTEC,  all  the  projects  were  examined  by  the  State  Planning 
Commission  and  valued  at  one  million  U.S.  dollar  or  more.  Although  the 
individual  outward  FDI  project  activities  have  decreased,  the  total  outward  FDI 
has increased to the amount of 1.2 billion U.S. dollar.  
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 Stage four: The „go global‟ policy period 


In this period of time, the government has implemented the contradictory 
 policies.  Government  tried  to  control  the  unregulated  capital  transfer  and 
 regularized  the  outward  FDI  by  shifting  to  the  productive  investment.  The 
 government  has  specific  incentives  given  for  the  outward  FDI  that  invested  in 
 certain  industries.  The  incentives  were  export  tax  rebates,  foreign  exchange 
 assistance  and  direct  financial  support.  Moreover,  outward  FDI  promoted  the 
 materials export of China including parts and machinery as well as light industry 
 sectors.  This  encouragement  was  listed  at  the  10th  five  year  plan  in  2001  which 
 named as „go global‟ directive. The total approved outward FDI increased by 1.8 
 billion U.S. dollar.  


Stage five: Post WTO period 


In the 11th five year plan, the government continuously emphasized more 
 on “Go Global” policy for the firms and economy. The objective of the plan is to 
 encourage outward FDI to improve the international competitiveness of domestic 
 firms and to strengthen the national economy (Sauvant, 2005; UNCTAD, 2006). 


However, there is a continuation of the restriction on the outward FDI which the 
government  aimed  to  prevent  illegal  capital  outflow  and  loss  control  on  state 
assets. In 2003, private firms were allowed to invest abroad. China‟s firms forced 
to  find  new  markets  abroad  because  they  heightened  the  domestic  competitive 
pressure.  Soon,  the  China‟s  authorities  changed  the  pre-investment  approval 
procedures to post-investment registration systems.  
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 1.4  Problem statement 


In the past  few decades,  most of the outward FDI was  solely contributed 
 by  the  developed  countries  due  to  the  large  gap  between  the  FDI  flow  of  the 
 developed  and  developing  countries  as  most  of  the  developing  countries  were 
 mainly  the  recipients  of  the  outward  FDI.  Recently,  the  trend  of  the  global  FDI 
 flow had changed with the rise of developing countries where the volume of FDI 
 from  developing  countries  had  significantly  increased  to  become  one  of  the 
 important  foreign  investors  in  the  world.  In  spite  of  this,  most  of  the  researches 
 focused  on  the  FDI  impact  of  the  developed  countries  such  as  the  U.S.  with 
 limited studies were done on the FDI impact of developing counties. China is one 
 of  the  largest  developing  countries  that  are  worth  studying  which  created 
 sufficient intangible assets to become a FDI contributor. Thus, the purpose of this 
 study is to investigate and to provide an overview on China‟s outward FDI. All 
 the preliminary data would be contributed as one of the example references on the 
 FDI  impact  of  developing  counties  as  well  as  the  stepping  stone  for  the 
 knowledge  expenditure  on  the  impact  of  China‟s  outward  FDI  on  different 
 income level and regions.   


China's  outward  FDI  shifted  into  wide  range  of  countries  like  different 
 regions and income level countries. Financial offshore center seriously distorts the 
 geographical  distribution  of  China's  foreign  direct  investment  and  particularly 
 affected  geographical  areas  of  destination    are  Asia,  Europe  and  Latin  America 
 (Schüller et al., 2012). 


Table 1: Adjusted geographical distribution of Chinese ODFI stocks, 2010 
 ($mns) 


Africa  Asia   Europe   Latin 
 America  


North 
 America  


Oceania  
Value   13042   29089   7137   3377  7829   8607  
Percentage   18.7   41.7   10.2   5.0  11.2   12.3  
Source: authors estimates, using data from MOFCOM 2010 Statistical Bulletin of China‟s 
Outward Foreign Direct Investment. 
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In  2010,  72%  of  China‟s  outward  FDI  have  shift  to  Asia,  Hong  Kong's 
 share  was  87%  of  overall  Asia  (MOFCOM,  2010).  Besides,  14%  of  China‟s 
 outward  FDI  have  shift  into  Latin  America  for  Caribbean  tax  havens.  For 
 example,  the  Cayman  Islands  and  the  British  Virgin  Islands  was  92%.  5%  of 
 China‟s  outward  FDI  have  shift  to  Europe,  the  share  of  Luxembourg  was  37%. 


Based  on  table  2,  developed  countries  like  Europe  and  North  America  are  the 
 second China's outward FDI receiver among regions which is over 20% of overall 
 China's  outward  FDI  in  2010.  Both  are  just  behind  Asia  but  ahead  of  ahead  of 
 Africa,  Latin  America  and  Oceania.  Therefore,  Europe  is  an  appropriate 
 representative of the attractiveness of developed countries to Chinese companies 
 on  China's  outward  FDI,  even  if  other  regions  such  as  North  America  or  Japan 
 have  their  own  characteristics  and  advantages  to  a  lesser  extent.  In  addition, 
 Europe‟s share in the 2000s has expanded. However, there is not much research 
 on  different  regions  or  income  level.  The  purpose  of  this  study  is  to  discuss  the 
 impact of China's outward FDI in different income level and different regions.  


On  the  other  hand,  Asia  is  the  most  important  character  of  developing 
 countries  to  China's  outward  FDI  and  followed  by  Latin  America  and  Sub-
 Saharan  Africa.  Some  researchers  showed  that China's  foreign  direct  investment 
 is  driven  on  natural  resources  seeking  to  support  its  own  growth.  (Sindzingre, 
 2011;  2013).  However,  Chinese  investors  also  strongly  support  on  construction 
 and  infrastructure  sectors  (Pairault,  2013)  and  concentrate on  the  manufacturing 
 and service sectors for host country. Chinese investors are not only rely on natural 
 resource  seeking  motives,  but  they  improve  on  market  access  for  domestic 
 markets  of  host  countries  or  other  markets.  They  also  improve  the  efficiency  of 
 the production line mostly in labor intensive sectors   


During  the  early  transformation  of  China,  the  China‟s  government  has 
implemented  the  “Open  Door”  policy  which  has  attracted  large  amount  of  FDI 
flows into China. As China continued to expand, the inward FDI further increased 
the FDI flows drastically and attracted numbers of academicians, researchers and 
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policymakers  reviewing  on  different  forms  of  the  China‟s  inward  FDI  (Fung, 
 Garcia-herrero, Iizaka & Siu, 2005). However, the impact of China‟s outward FDI 
 has  yet  been studies  particularly. The impact  of  China towards host countries as 
 China  continued  to  expand  it  even  attracted  worldwide  interest,  concern  and 
 controversy yet. Some countries continued o doubt on China‟s outward FDI due 
 to the lack of the empirical literature reviews to conclude on the positive impact 
 of China‟s outward FDI.  


Literatures  had  shown  the  outward  expansion  of  China‟s  firms  and  the 
 outward FDI case studies, yet limited studies were done on the impact of China‟s 
 outward  FDI  toward  the  host  countries  (Taylor,  2002;  Wong  &  Chan,  2003; 


Deng,  2003;  2004;  Liu  &  Li,  2002;  Warner  et  al.,  2004;    Zhang  &  Filippov, 
 2009).  Although  some  researchers  reviewed  on  the  China‟s  FDI  on  on  specific 
 countries such as Germany (Schuler-Zhou & Schuller, 2009), Italy (Pietrobelli et 
 al.,  2010),  United  Kingdom  (Cross  &  Voss,  2008;  Liu  &  Tian,  2008)  and  even 
 studies  on  particular  industries  particularly  automotive  secor  namely  Amighini 
 and Franco (2011), limited studies were done on the impact of China outward FDI 
 toward a numbers of countries as a group. 


Moreover,  this  research  focused  on  the  period  from  2003  to  2009  for 
China's  outward  FDI  because  China's  outward  FDI  increase  dramatically  during 
this period and become the most important source of FDI for not even developing 
and also  developed countries too.  In 1990s,  China's outward  FDI remained  low 
and it began at the beginning of the millennium and accelerated in 2004. Outward 
FDI increase  over fortyfold from 2004 to 2010, and is expected to become one of 
the most important source of FDI among the world (figure 1). This changes was 
urged  by  two  important  policy.  First,  China  has  attached  with  the  World  Trade 
Organization  in  2001.  Second,  China  government  implement  „go  global‟  policy  
in late 1990s in order to help outflow investments in a wide-ranging of industries 
(Salidjanova,  2011).  This  policy  was  implemented  in  2004  when  both  the 
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influential  National  Development  and  Reform  Commission  and  China  EXIM 
 Bank is strongly support outward FDI in particular areas linked to the needs of the 
 China  economic  growth.  As  such,  the  choice  of  this  period  of  analysis  would 
 better capture the full capacity of growth-impact of China outward FDI on the rest 
 of the word. 


In addition, limited data collection of the newly implemented outward FDI 
 was  available  which  some  researchers  (GLAEconomics,  2004;  Amighini  et.  al. 


2011; Gammetoft & Tarmidi, 2011) presumed the overall FDI or projects invested 
abroad as the pool of data, these data may not be accurate and lack of control over 
the  data  quality  as  these  were  not  the  official  data  generated  by  the  China 
government.  Overall,  novelty  of  this  study  will  be  examining  the  impact  of 
China‟s outward FDI on the economic  growth of the developing and developed 
countries as well as the impact towards different regions of countries as a group in 
general by mainly using the China‟s ouward FDI as the source of data. 
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 1.5  Research Objectives 


1.5.1  General Objectives  


The aim of this study is to investigate the effect of China‟s outward foreign 
 direct  investment  (FDI)  on  host  countries  for  the  period  of  eight  years 
 namely from 2003 to 2009. 


1.5.2  Specific Objectives 


The specific objectives of this study are: 


1.  To examine the effect of China‟s outward foreign direct investment 
 on the economic growth in a panel of 91 developed and developing 
 countries.  


2.  To  investigate  the  impact  of  China‟s  outward  foreign  direct 
investment on the economic growth in different regions. 
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 1.6  Significance of Study  


In most of the literature reviews, findings usually focus on the FDI amongst 
 the developed countries. Researchers mainly emphasize on the inward FDI or the 
 impact  of  inward  FDI  in  developing  countries  especially  China.  However,  FDI 
 from  the  developed  countries  declined  led  to  insufficient  FDI  for  the  recipient 
 countries  and  with  the  uprising  competitive  power  of  China  in  the  global  trade 
 and  investment,  China  plays  a  crucial  role  in  the  world  economy  with  the 
 country‟s  outward  FDI  as  a  new  source  of  FDI.  Besides,  China‟s  outward  FDI 
 provides low interest  rate for the recipient  countries,  which minimizes  their cost 
 and  encourages  the  investment  of  the  countries.  Therefore,  the  first  reflection  in 
 these  phenomena  is  crucial  to  determine  whether  the  focus  remains  the  inward 
 FDI or shifting into outward FDI particularly for researchers and policy  makers. 


Hence in this study, it serves as the initial fundamental step to understand China‟s 
 outward FDI  which is  the core novelty of this  report.  In addition,  policy  makers 
 and  foreign  governments  have  limited  information  about  China‟s  outward  FDI 
 and fear that China‟s outward FDI will harm their economies badly. As a result, 
 this study is useful to examine the impact of the China‟s outward FDI that could 
 help in understanding China‟s outward FDI on host country  


Besides, China‟s outward FDI is a new topic for the China‟s government, 
in which, government did not have any complete rules and regulations, researches 
and  guidelines  on  the  outward  FDI  policy  implementation.  Therefore,  the 
significance of this study could be used by the China‟s governments as a forecast 
toward the trend or to allocate of the outward FDI on the potential country. Based 
on  the  forecast,  China  could  implement  effective  policy  for  her  future  outward 
FDI to encourage the domestic firms to invest abroad, thus it could help increase 
the  outward  FDI  on  the  productive  investment.  Although  the  outward  FDI 
recently remained low, it has the potential to grow sharply.  
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 1.7  Outline of research 


This study separates into five different chapters. Chapter 1 is to highlight 
on  the  overview  and  also  the  problem  statement  encompassing  with  the  issue 
related  in  this  study,  the  background  as  well  as  the  objectives.  Chapter  2  will 
focus  more on the literature review  with  some previous empirical  studies  on the 
related issues. Chapter 3 outlines the theoretical framework, econometric models 
and  methodology  applied  in  the  study.  Chapter  4  presents  some  discussions  and 
analysis of the empirical results that obtained based on the estimations. Chapter 5 
will  draw  a  conclusion  on  the  overall  study  including  policy  implications, 
limitations of the study and recommendations for future studies. 
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CHAPTER 2 



LITERATURE REVIEW 


2.1  Introduction of China’s Outward Foreign Direct Investment 


In the early stage of economic transformation, China faced the problem of 
 insufficient  capitals  as  well  as  technology  in  the  domestic  production  and 
 economy.  However,  the  situation  changed  dramatically  with  the  problem  solved 
 and  the  economy  has  recovered  because  of  the  Open  Door  policy  which  was 
 implemented  by  the  China‟s  government.  This  policy  encouraged  market  forces 
 which promoted foreign trade and economic investment.  


When  come  to  1990s,  outward  FDI  was  introduced  by  few  researchers 
 (Zhan, 1995; Wang, 2002; Child & Rodrigues, 2005; Buckley et al., 2007; Alon 


& Mclntyre, 2008). Prior to that, the outward foreign direct investment of China 
just  remained  at  small  volume  as  compared  to  inward  FDI  and  gross  domestic 
production.  China‟s  government  and  researchers  did  not  concern  about  the 
outward  FDI  because  it  has  less  impacts  on  the  China‟s  economy  and  global 
market.  Most  of  the  researchers  involved  in  the  China‟s  inward  FDI.  However, 
China‟s investment trend started to change in 2002 because of the implementation 
of  “Going  Global”  policy.  This  policy  is  very  important  in  the  development  of 
China‟s  outward  FDI  because  it  started  to  encourage  China‟s  firms  to  invest 
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abroad.  For  example,  China‟s  outward  FDI  raised  sharply  from  33  billion  U.S. 


dollar  in  2003  to  147  billion  U.S.  dollar  in  2008.  Rosen  and  Hanemann  (2009) 
 showed that China‟s outward FDI has reached significant levels to challenge the 
 international  investment  norms  and  this  has  indeed,  affected  the  international 
 relations.  


In the middle of 1990s, the researchers started to analyze China‟s outward 
 FDI  by  different  growth  model  (Zhan,  1995;  Wang,  2002;  Child  &  Rodrigues, 
 2005;  Buckley  et  al.,  2007;  Alon  &  Mclntyre,  2008).These  studies  generally 
 focused  on  the  regulatory  framework  and  the  effect  of  institutional  on  outward 
 FDI growth, sector patterns, geographical distribution, and the investment motives 
 of  China‟s  companies  (Zhan,  1995;  Wang,  2002;  Taylor,  2002;  Hong  &  Sun, 
 2004; Wu, 2005).  


While  in  the  late  1990s,  researchers  started  to  concern  about  China‟s 
 economy  because  economy  and  trade  of  China  increased  dramatically  and 
 strongly  related  to  the  global  market.  Researchers  have  focused  their  studies  on 
 specific areas of China‟s outward FDI. These areas are analysis of the trend and 
 impact of China‟s outward FDI at the macroeconomic from the viewpoint of host 
 country  (Erdener  &  Shapiro,  2005;  Buckley  et  al.,  2007;  Buckley  et  al.,  2008; 


Cross  et  al.,  2007;  Cheung  &  Qian,  2009)  and  home  country  (Liu  et  al.,  2005; 


Morck et  al.,  2008;  Tolentino, 2008) as  well as  determinants  and motivations of 
 China‟s  outward  FDI  with  various  strategies  at  microeconomic  level  (Wang  & 


Boateng 2007; Buckley et al., 2008; Rui & Yip, 2008; Deng, 2004, 2007). 
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 2.2  Motivations of China’s outward FDI  


In  the  early  stage,  many  researchers  had  focused  their  studies  on  the 
 motivation  of  the  outward  FDI  and  factors  that  pushed  China‟s  firms  and 
 investments to go abroad. There are four important factors to attract China‟s firms 
 to  invest  abroad  or  to  determine  the  outward  FDI.  There  are  market-seeking, 
 natural  resource-seeking,  efficiency-seeking  and  strategic  asset-seeking  FDI. 


Referring  to  UNCTAD  (2006),  the  first  three  factors  can  directly  affect  the 
 investment  of  MNCs  from  emerging  economies  in  developing  countries. 


However,  the  remaining  factor  would  take  the  advantage  of  their  investment  in 
 technological advanced countries. 


In addition, Dunning (1977, 1993) showed that traditional theory has three 
 main motivations of FDI such as market seeking, efficiency seeking and resource 
 seeking.  The  traditional  theory  analyzes  the  foreign  investment  from  developed 
 country. However, it is more applicable to analyze the specialized motivation on 
 developing  countries.  Subsequently,  Dunning  (1993)  improved  the  traditional 
 theory  by  adding  the  strategies  asset  seeking  as  one  of  the  motivations,  as  this 
 could  cover  up  all  the  motivations  related  to  the  effect  of  outward  FDI  in  both 
 developed  and  developing  countries.  Dunning  (1993)  has  listed  four  main 
 motivations  that  provide  the  impetus  for  foreign-owned  production  (Dunning, 
 1998; UNCTAD, 2006):  


1)  Resource-acquiring  FDI  that  aims  at  acquiring  and  accessing  the  natural 
 resources in host countries.  


2) Market-expanding FDI that enlarges the domestic sales and productions in the 
 host and international markets. 


 3)  Efficiency-improving  FDI  that  enhances  the  productivity  by  minimizing  the 
trading barriers and acquiring the inexpensive production inputs abroad.  
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4)  Strategic  asset-seeking  FDI  that  acquires  localized  advanced  technology  and 
 knowledge base. 


Furthermore, Deng (2004) examined on China‟s outward FDI and showed 
 that there are five motives of China‟s outward FDI, which are resources seeking, 
 technology, market seeking, diversification and strategic asset seeking.  


2.2.1   Market seeking 


The larger host market, the more FDI will be attracted. UNCTAD (1998) 
 showed that market size is a significant determinant of FDI flow. With the regard 
 to  market  seeking  investment,  the  fundamental  problem  is  market  size  of  host 
 country. However, China‟s case speculated that outward FDI will be transferred 
 into rich countries to supply market demand is ambiguous because its competitive 
 advantage is low production costs derived from its low labor costs. On the other 
 hand, exports may lead to market seeking investments in developed countries. For 
 developing  countries,  the  market  seeking  motive  is  more  suitable  since  labor 
 production  costs  are  low.  While  the  market  size  increases,  it  will  increase  the 
 opportunity  for  the  utilization  of  resources  efficiently  and  the  exploitation  of 
 economies  of  scale  and  scope  via  FDI.  Host  country‟s  GDP  is  generally 
 recognized  as  a  significant  determinant  of  FDI  flows  as  researchers  agreed  that 
 there are more opportunities exist for foreign investors if the markets are at a large 
 sized  (Chakbarti,  2001).  Therefore,  FDI  flows  and  market  size  are  positively 
 associated.  


Apart from this, many researchers have different opinions on this finding. 


Some  researchers  (Taylor,  2002;  Zhang,  2003)  supported  the  notion  that  larger 
volumes of FDI are expected to be received by larger countries. This is true if the 
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outward FDI is market seeking, which China‟s MNEs acquisitions of international 
 companies with an applicable distribution network and brand name in developed 
 countries  as  necessary  steps  that  aim  for  a  larger  share  in  the  market  (Cheng  & 


Stough,  2007).  This  activity  may  continually  be  directed  towards  large  markets 
 due to the rise of offensive market-seeking motive driving China‟s MNEs (Taylor, 
 2002; Zhang, 2003; Deng, 2004; Buckley et al., 2007).  


Buckley  et  al.  (2007)  found  out  that  there  is  a  positive  relationship 
 between China‟s outward FDI and market size. The result showed that the market 
 size  is  a  significant  determinant  of  China‟s  outward  FDI  and  will  enhance  the 
 market  seeking  theory.  On  the  other  hand,  Liu  et  al.  (2005)  found  that  the 
 magnitude of China‟s outward FDI in the long run is affected by market size. Liu 
 and  Tian  (2008)  also  showed  that  the  motivation  of  China‟s  MNEs  in  UK  is 
 market-seeking. 


However,  Cross  et  al.  (2007)  and  Buckley  et  al.  (2008)  discovered  a 
conflicting  finding  and  concluded  that  there  is  a  negative  relationship  between 
China‟s  outward  FDI  and  market  size.  On  the  other  hand,  Cheung  and  Qian 
(2009) found that annual flow of China‟s outward FDI is not significantly related 
to  market  size  in  developing  countries,  but  there  is  a  positive  relationship  in 
developed countries. Cheng and Ma (2008) investigated China‟s outward FDI by 
using  different  dependent  variables  as  well.  They  found  that  the  annual  flow  of 
China‟s outward FDI is positively related to the host market size, but the stock of 
China‟s  outward  FDI  is  negatively  associated  with  market  size  of  the  host 
country.  



(35)26 
 2.2.2   Natural resource seeking 


For natural resources, most of the studies have the similar result, which is 
 the  positive  relationship  between  natural  resource  endowments  of  host  country 
 and  China‟s  outward  FDI.  The  literature  concerns  on  the  China‟s  limited 
 resources  accelerate  economic  growth  and  high  commodity  prices  as  tools  of 
 natural  resources  seeking  investments.  The  natural  resources  seeking  investment 
 located mostly in the developing countries that have rich resources such as Middle 
 East, Latin America and Africa. On the other hand, China also shifts her resource 
 seeking  investments  into  some  of  the  developed  countries  like  Australia  and 
 Canada.  


The  economic  growth  of  China  has  increased  dramatically  over  the  past 
 decade  and  this  has  contributed  to  the  insatiable  demand  for  raw  materials  and 
 other inputs in many sectors. One of the most important motivations for China‟s 
 outward FDI is to ensure ongoing supply of inputs (Ye, 1992; Zhan, 1995). Many 
 studies  suggested  that  the  access  of  coal  and  iron  along  with  other  natural 
 resources have contributed to China‟s preference to invest in natural resource rich 
 countries  (Cheng  &  Ma,  2008;  Deng,  2004;  Hong  &  Sun,  2006;  Morck  et  al., 
 2008).  Other  key  sectors  include  minerals,  petroleum,  timber,  fishery  and 
 agricultural products (Cai, 1999; Wu & Sia, 2002).  


Buckley  et  al.  (2007)  found  out  that  the  natural  resource  endowment  of 
 host country is a significant determinant of China‟s outward FDI. Buckley, et al. 


(2008),  argued  that  most  of  the  China‟s  investment  in  some  industrialized 
countries  is  resource  seeking,  such  as  Australia  and  Canada.  Internationalization 
theory  asserts  positive  association  between  the  natural  resources  endowment  of 
country and China‟s outward FDI due to the importance of equity-based control in 
the  exploitation  of  scarce  natural  resources  (Buckley  &  Casson,  1976).  There  is 
also growing evidence, which focuses on the development of new markets and the 
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raise  of  brand  awareness.  China‟s  enterprises  are  now  investing  abroad  for 
 offensive market-seeking reason (UNCTAD, 2003) 


The substantial amount of China‟s funds shift into resource-rich locations, 
 like  Africa,  the  Middle  East,  Asia  and  Latin  America  underscored  by  the 
 emphasis  on  tapping  into  natural  resources  (Gao,  2009).  Hong  Kong,  British 
 Virgin Islands, Cayman Islands and Australia are the four largest China‟s outward 
 FDI  destinations  (MOFCOM,  2008).  For  example,  China  National  Petroleum 
 Corp. (CNPC) purchased Petro Kazakhstan headquartered in Canada on 2005 and 
 co-operate  with  Sinopec  jointly  purchased  EnCAna‟s  (Canada)  oil  assets  in 
 Ecuador (UNCTAD, 2006).  


However,  Kolstad  and  Wiig  (2009)  also  showed  that  the  relationship 
between  natural  resource-seeking  and  the  institution  of  the  host  country  are 
negatively related to each other, namely the more China‟s investment is attracted 
by  natural  resources,  the  worse  it  would  happen  to  the  institution  in  the  host 
country.  Conversely,  the  more  natural  resource  of  a  host  country  has,  the  more 
likely that the China‟s outward FDI attracted by the poorer institutions.  On the 
other hand, Bhaumik and Co (2009) found that there is a positive relationship but 
the impact  was  too  small to  affect  the economic  growth. Cross et  al.  (2007) and 
Buckley et al. (2008) showed that China‟s outward FDI is not significant with the 
endowment of natural resources. Cheung and Qian (2009) found the opposite way 
of  the  study  of  Buckley  et  al.  (2007).  He  found  that  the  natural  resource 
endowment of host country is not the significant determinant of China‟s outward 
FDI.  
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 2.2.3   Efficiency seeking 


For  efficiency  seeking  investments,  investors  seek  for  lower  cost  places 
 for  their  production  line  to  minimize  their  costs,  particularly  in  the  low  skilled 
 manufacturing  industry.  However,  the  research  did  not  examine  this  possibility 
 because it is less important for China. Efficiency seeking exists when MNEs with 
 comparative  advantages  in  economies  of  scale  and  scope  find  the  low  cost 
 location  or  countries  to  globalize  their  business  like  relocating  their  production 
 and operation activities (Dunning, 2001). Some MNEs solve the problem of high 
 labor  costs  with  efficiency  seeking.  For  example,  Nike  has  relocated  the 
 production line from China to Vietnam because of the labor costs in Vietnam are 
 lower than in China (Gao, 2009). China‟s MNEs may invest in some developing 
 countries  that  can  provide  lower  labor  resources.  Therefore,  China‟s  MNEs 
 relocate  their  mature,  low-tech  and  labor  intensive  production  skills  to  less 
 developed or developing countries. It is because the wage rate of China is keeping 
 increasing  and  those  countries  will  provide  with  abundant  and  cheaper  labor 
 (Cheng & Stough, 2007).  


However, Buckley et al. (2008) found that efficiency seeking motive may 
 become more significant in the future. Cheung and Qian (2009) added the ratio of 
 host  country  wages  into  their  researches  on  China.  They  found  that  the  outward 
 FDI is significant with negative coefficient, particularly for developing countries. 


This  means  that  looking  for  low  labor  cost  is  an  important  tool  for  China‟s 
 outward FDI to less developed countries. China‟s firms continue to globalize their 
 business into international markets and gain advantages from regional integration. 


Eventually,  efficiency-seeking  FDI  become  more  common  for  China‟s  MNEs 
(Buckley et al., 2008).  
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 2.2.4  Strategies asset seeking 


Strategic  assets  are  not  only  focus  on  technology,  it  also  includes  the 
 brands,  reputation,  design,  organizational,  marketing  and  managerial  skills, 
 process know-how or improved access to establish distribution channel. It is one 
 of  the  most  important  reasons  for  the  increment  in  China‟s  outward  FDI  is  the 
 strategic  asset  seeking  investment  motive.  China‟s  firms  have  few  ownership 
 advantages and attempt to receive those benefits from FDI.  


There  are  few  researchers  involved  in  strategies  asset  seeking  (Kogut  & 


Chang, 1991; 1996; Blonigen, 1997; Belderbos, 2001; Branstetter, 2000). China‟s 
 outward  FDI  has  been  directed  to  the  acquisition  of  information  and  knowledge 
 particularly on how to operate internationally (Ye, 1992; Zhan, 1995; Buckley et 
 al.,  2007)  in  the  1980s.      Expressed  goal  of  state-directed  China‟s  outward  FDI 
 has opened up the access to advanced proprietary technology, immobile strategic 
 assets  (e.g.,  brands,  local  distribution  networks)  and  other  capabilities  abroad  in 
 recent  years  (Taylor,  2002;  Deng,  2003;  Zhang,  2003;  Warner  et  al.,  2004), 
 through both Greenfield entry and acquisition. China‟s MNEs would direct such 
 asset  seeking  outward  FDI  as  an  expectation  towards  the  economies  with  a 
 significant  levels  of  human  and  intellectual  capital,  in  particular  industrialized 
 countries,  it  would  be  able  to  help  them  to  strengthen  their  competitiveness 
 elsewhere (Dunning, 1998; Dunning, 2006).  


China‟s firms have made many acquisitions, especially in Europe and the 
 U.S.,  to  be  involved  as  a  target  company  that  was  ailing  or  insolvent.  Recently, 
 many  China‟s  firms  started  to  invest  abroad  because  they  have  intention  to 
 improve their disadvantages in terms of technology, skills and knowledge on their 
 productions,  to  obtain  brands,  new  and  advanced  management  skills  and  to 
 involve in the local knowledge pools (Amighini et al., 2011; Hong & Sun, 2006; 


Luo et al., 2010). Besides, Romer (1990) found that the technological change has 
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become  an  important  factor  for  long-term  economic  growth.  The  technical 
 progress  and  innovation  have  strongly  affected  the  expansion  of  many 
 intermediate  goods  available  in  the  market.  The  continuous  innovation  activities 
 have  maximized  the  return  in  the  long  run  and  have  sustained  growth  in  the 
 economy. 


Hu (2013) used the ratio of research and development to host countries as 
 proxy  and  found  that  there  is  significant  but  negative  effect  of  strategic  asset 
 seeking  motivation.  There  is  no  evidence  to  show  that  outward  FDI  of  China  is 
 strategic asset seeking motivations in, which the studies on outward FDI of China 
 in Europe stress (Cross & Voss, 2008; Liu & Tian, 2008; Pietrobelli et al., 2010), 
 particularly  association  to  the  white  good  sector  (Bonaglia  et  al.,  2007)  and 
 China‟s MNCs like TCL, BOE, Haier and Lenovo (Li, 2007; Liu & Buck, 2009). 


Buckley,  et  al.  (2007)  and  Kolstad  and  Wiig  (2010)  also  found  that  the 
relationship  between  Chinese  OFDI  and  strategic  asset  seeking  is  positive  but 
insignificant.  
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 2.3  The Effect of FDI  


Many researchers argued about the relationship between FDI and economic 
 growth for many years, but the conclusion is  yet remained as ambiguous. Brems 
 (1970)  used  the  Solow-type  standard  neoclassical  growth  model  and  found  out 
 that FDI  affects the financial capital formation and promotes the capital stock as 
 well as the growth of host country. FDI brings a “short run” growth effect to the 
 host  country  because  of  the  diminishing  returns  to  capital  in  the  neoclassical 
 growth models. The impact of FDI on growth is identical to domestic investment. 


Besides, FDI is more productive than domestic investment because FDI transfers 
 the  new  technologies  into  host  country‟s  production  line  (Borensztein  et  al., 
 1998). The technological transfer by FDI will overcome the impact of diminishing 
 returns  to  capital  and  lead  a  long  term  growth  in  the  host  country.  FDI  also 
 encourages  the  existence  stock  of  knowledge  by  labor  training  and  skill 
 acquisition.  This  will  lead  to  the  long  run  growth  in  host  country  on  the 
 endogenous  growth  models.  Therefore,  FDI  is  an  important  role  for  economic 
 growth.  


Besides,  FDI  leads  growth  mainly  through  capital,  technology  and 
 knowledge  that  it  shifts  to  the  host  country.  FDI  will  raise  the  existing  stock  of 
 knowledge  in  the  host  country  by  labor  training,  skill  transfer,  and  new 
 managerial  and  organizational  practice  transfer.  Besides,  FDI  also  encourages 
 domestic  firms  to  use  more  advanced  technologies  through  capital  accumulation 
 in the domestic country (De Mello, 1997; 1999).  


Besides, Blomström et al (1994) found out that the ratio of FDI inflow to 
GDP is positively related to the economic growth of host country. Hayami (2001) 
as  well as  Todaro and Smith  (2003) showed that FDI is  positively  related to  the 
development  of  country  which  are  generally  noted  as  filling  the  gap  between 
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desired  investment  and  domestically  mobilized  saving,  raising  the  tax  revenues 
 and  improving  the  management,  technology  and  labor  skills  in  host  countries. 


These  could  be  an  improvement  step  toward  the  economy  of  the  country  by 
 breaking the vicious cycle of under-development (Hayami, 2001). Although there 
 are few researchers (Lipsey et al, 1994; Epstein, 1999) believed that the subsidies 
 and tax breaks given by the host country in foreign investment have reduced the 
 revenue  of  the  government,  foreign  investment  has  potentially  brought  up 
 improvement  on  other  sectors  such  as  education  and  infrastructure  which  would 
 eventually  boost  up  the  economic  growth  of  the  country  thus  raising  the  total 
 welfare of the host country.  


Apart  from  that,  FDI  is  able  to  enhance  the  labor  productivity  and  the 
 gross  domestic  production  of  the  host  countries.  Blomström  (1986)  along  with 
 Blomström  and  Persson  (1983)  have  found  out  that  with  the  extent  of  foreign 
 presence in the local market, it has positively influenced the labor productivity in 
 domestically  owned  firms.  Blomström  and  Wolff  (1994)  proved  that  as  the 
 number  of  foreign  shares  in  the  industry  increases,  this  would  lead  to  higher 
 productivity  growth  on  the  domestically  owned  firms.  Globerman  (1979)  who 
 concerned  with  the  labor  productivity  over  the  differences  across  Canadian 
 industries  showed  that  FDI  brought  a  spillover  benefits  for  local  firms.  Imbriani 
 and  Reganati  (1997)  who  studied  about  the  labor  productivity  on  Italian 
 manufacturing in 1988 have also concluded that foreign shares in employment has 
 a positive correlation with the revenue per employee in local owned firms across 
 all industries.  


FDI also bring large impact on the living standard of host country. Some 
researchers argued that outward FDI can improve the living standard by offering 
high wage rates to domestic employees. Hence, the overall wage rates of the host 
country will be improved by outward FDI. Blomström (1986) found that the wage 
rate of MNCs is 25 percent above than domestic firms in Mexican manufacturing 
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industries  in  1970.  Similarity,  Hill  (1990)  and  Manning  (1998)  showed  that  the 
 wage rate of MNCs is higher than those domestic firms in Indonesia. Lipsey and 
 Sjöholm (2003) used the establishment data for Indonesia and found that the wage 
 rates  of  MNCs  are  50  percent  higher  than  private  domestic  firms  on 
 manufacturing sector in 1996. Ram and Zhang (2002) showed that FDI enhanced 
 the  economic  growth  in  the  host  country.  Bengoa  and  Shancez-Robles  (2003) 
 found that FDI affected the Latin America economic growth positively, given free 
 financial markets and economic stability in the host country. Hermes and Lensink 
 (2003)  and  Alfaro  et  al.  (2004)  showed  that  if  host  country  has  a  sufficiently 
 developed  financial  system,  FDI  can  positively  affect  growth  of  host  countries. 


Kottaridi and Stengos (2010) showed that the FDI inflows have a non-linear effect 
 on economic growth and normally provide growth in developing countries.  


Other than that, some researchers showed that the employees that work in 
 foreign  companies  may  not  receive  higher  payment,  but  worsen  than  the  local 
 wage  rates.  It  will  harm  the  development  of  the  host  country  because  the  living 
 standard  of  the  host  country  become  worse  and  residents  do  not  have  sufficient 
 money  to  support  their  normal  needs.  Girma  et  al.  (2001)  study  on  the  wage 
 spillovers to domestic firms in their U.K. firm data set from 1991 to 1996. They 
 found that there is an overall spillover effect on wage levels and a small negative 
 effect on wage growth. Aitken et al. (1996) showed that there were no spillovers 
 or negative spillovers to domestic firms in Mexico and Venezuela.  


However, Aitken and Harrison (1999) found that there is a negative effect 
 of  outward  on  productivity  of  Venezuela  in  upstream  industries,  but  the 
 downstream  industries  are  positively  related  to  outward  FDI.  Braconier  et  al. 


(2001)  has  a  contrasted  result  with  Navaretti  and  Castellani  (2004).  He 
investigated  on  the  effect  of  outward  FDI  on  domestic  productivity.  They  found 
out that the FDI does not have a strong evidence to affect the productivity gains 
by using the firm  and industry level  panel  data for Sweden. Herzer et  al. (2008) 
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