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Basic concepts (FDI vs. FPI) 
• International investment happens primarily in two 

ways: 

– FDI (Foreign direct investment): the direct, hands-on 
management of foreign assets.  For statistical purpose, 
the UN defines FDI as an equity stake of 10% or more in a 
foreign-based enterprise. 

– FPI (Foreign portfolio investment): holding securities, 
such as stocks and bonds, of companies in countries 
outside one’s own but does not entail the active 
management of foreign assets. Foreign indirect 
investment. 



Basic concepts (MNE vs. non-MNE) 

• MNE: a firm that engages in FDI when doing 
business abroad 

• Non-MNE firms can also do business abroad by 
exporting and importing, licensing and 
franchising, outsourcing, or engaging in FPI, but 
not FDI. 

• What sets MNE apart from non-MNEs is FDI. 



• MNEs have existed for at least 2,000 years, with some of 
the earliest examples found in the Phoenician, Assyrian, 
and Roman times.     

• In 1903 when Ford Motor company was founded, it 
almost immediately engaged in FDI by having a factory 
in Canada that produced its first output  in 1904. 

• MNEs have experienced significant growth since World 
War II. In 1970 there were approximately 7,000 MNEs 
worldwide. 

• By 2010 over 82,000 MNEs managed approximately 
810,000 foreign affiliates. 

Basic concepts (MNE vs. non-MNE) 













Why abroad?  
Strategic goals of internationalization 



How abroad? 
Internationalization Theories 











Location advantages 
• The sources of location advantages: 

– Natural geographical advantage: e.g. Vienna in CCE 

– Agglomeration: clustering of economic activities 
• Knowledge spillover, or the diffusion of knowledge from one firm to 

others among closely located firms that attempt to hire individuals 
from competitors. 

• Industry demand that creates a skilled labor force whose members may 
work for different firms without moving out of the region. 

• Industry demand that facilitates a pool of specialized suppliers and 
buyers also located in the region. 

– The effects of competitive rivalry and imitation, especially in 
oligopolistic industries     



Internalization advantages 

• Why firms prefer FDI to licensing? 

– FDI reduces dissemination risks 

– FDI provides tight control over foreign operations 

– FDI facilitates the transfer of tacit knowledge 
through “learning by doing” 

• From an institutional-based view, 
internalization is a response to the imperfect 
rules governing international transactions 















Realities of FDI 

• Political views on FDI 

• Effects of FDI on home and host countries 



Political views on FDI 
• The radical view on FDI is hostile to FDI. 

– Treating FDI as an instrument of imperialism and a vehicle for 
exploiting domestic resources, industries, and people by 
foreign capitalists and firms. 

– Government embracing the radical view often nationalize 
MNE assets or ban/discourage inbound MNEs. 

– Between 1950s-1980s, this view was influential throughout 
Africa, Asia, Eastern Europe, and Latin America. 



Political views on FDI 
• The free market view on FDI 

– Suggesting that FDI, unrestricted by government intervention, 
will enable countries to tap into their absolute or comparative 
advantages by specializing in the production of certain goods 
and services.  

– Leading to a win-win situation for both home and host 
countries. 

– Since 1980s, a series of countries such as China, Brazil, India, 
Hungary, Ireland, and Russia have adopted more FDI-friendly 
policies. 

– However, a totally free market view does not really exist in 
practice. 



Political views on FDI 
• The pragmatic nationalism view on FDI 

• Considering both the pros and cons of FDI and approving FDI only 
when its benefits outweigh its costs. 

• The French government: “economic patriotism” 

• The Chinese government: JV vs. greenfield 

• The US government:  “national security concerns” 

• Overall, more countries in recent years have changed their 
policies to be more favorable to FDI, even countries like 
Cuba and North Korea. 

• However, there is some creeping increase of restrictions in 
the form of policies discouraging inbound FDI in some 
countries. 
• E.g. France and Russia have recently issued decrees reinforcing 

control for FDI in the interest of public security or national defense. 



Effects of FDI on home and host countries 
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Benefits of FDI to host countries 
• Capital inflow can help improve a host country’s balance of 

payments 

• Technology spillovers; demonstration effect 

• Advanced management know-how 

• Creating jobs directly and indirectly 
– FDI creates a total of 80 million jobs, representing around 4% of the 

global workforce. 

– In Ireland, more than 50% of manufacturing employees work for 
MNEs; 

– In the UK, the largest private sector employer Tata has over 50, 000 
employees working for a variety of businesses such as Jaguar, Land 
Rover, Tata steal, Tata tea, and Tata consultancy Services. 

–  Indirect benefits include jobs created when local suppliers increase 
hiring and when MNE employees spend money locally, which also 
results in more jobs.  



Costs of FDI to host countries 

• The loss of some (but not all) economic sovereignty 
associated with FDI; 

• MNEs may drive some domestic firms out of business 

– Cola wars 

• Repatriating earnings to headquarters in home 
countries. 

 



Benefits and costs of FDI to home countries 

• Benefits: 

– Repatriating earnings from profits from FDI; 

– Increased exports of components and services to host 
countries; 

– Learning via FDI from operations abroad 

• Costs: 

– Capital outflow; 

– Job loss 

 



Realities of China’s FDI  

• China’s inward FDI 

• China’s outward FDI 

• China’s Belt and Road Initiative 



Overview: inward and outward 

• China’s FDI inflows in 2016 were $134 billion, making it 
the world’s third-largest recipient of FDI (after the 
United States and the United Kingdom). 

• China’s FDI outflows in 2016 were $183 billion, making 
it the world’s second-largest source of FDI outflows 
(after the United States).  

• China’s FDI outflows exceeded inflows for the first time 
in 2016.  



China’s Annual FDI Flows: 1990-2016 ($ billions)  

 

Overview: inward and outward 



Industrial Output by Foreign-Invested Firms in China as a Share 
of National Output Total: 1990-2011 

(percent)  

FIEs account for a significant share of China’s 
industrial output. That level rose from 2.3% in 
1990 to a high of 35.9% in 2003, but fell to 
25.9% in 2011. 

China’s inward FDI 



Share of Chinese Merchandise Exports and Imports by 
Foreign-Invested Enterprises in China: 1990-2017 (percent)  

 

At their peak, FIEs accounted for 58.3% of Chinese 
exports in 2005 and 59.7% of imports, but these 
levels have subsequently fallen, reaching 43.2% 
and 46.8%, respectively, in 2017 

China’s inward FDI 



Chinese Data on Top Ten Sources of FDI Flows to China: 1979-2016 
($ billions and percentage of total)  

 

China’s inward FDI 



Chinese outward FDI flows ($ 100 millions) 

• By the end of 2016, 24,400 Chinese investors have established 

37,200 subsidiaries in 190 countries/regions. 
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China’s outward FDI 



Major Destinations of Chinese Non-financial FDI Outflows 

in 2015: Flows and Stock ($ billions and percentage)  

 

China’s outward FDI 



Source country distribution of Fortune 500 

1990 1995 2000 2005 2010 2014 

United States 164 153 185 170 133 128 

European Union 129 148 136 165 149 121 

China 0 2 10 20 61 100 

Japan 111 141 95 70 68 57 

Canada 12 6 13 14 11 10 

South Korea 11 12 8 12 10 17 

Switzerland 11 16 10 12 15 13 

Australia 9 4 7 8 8 8 

Brazil 3 4 3 4 7 7 

Russia 0 0 2 3 7 8 

India 0 1 1 5 8 8 

Others 50 13 30 17 23 23 

Total 500 500 500 500 500 500 

China’s outward FDI 



The origins of OBOR 
• Origins: Two eyes of China toward the outside World 

• Ancient Silk Road:  

– The ancient transcontinental trade from Han Dynasty (200 BC) and 

named by German geographer Ferdinand von Richthofen,1833—1905.  

– Comedies:  

– Output: silk, jades, tea, china, traditional medicines…… 

– Input: perfumes, medicines, fruits, vegetables……  

– Exchanges of culture, religion and politics  

• Ancient Maritime Silk Road:  
– The ancient shipping route also from Han Dynasty (200 BC) with 

significant 7 trips in Ming dynasty, the 15th century.  

– Task: mainly to show the prestige and ambition of China. Many gifts, 

few returns. Shipping trade was forbidden at that time.   

– Exchanges of culture, religion and politics  



The Belt and Road Initiative 
“Silk Road Economic Belt” and the  
“21st Century Maritime Silk Road” 



• Launched by the Chinese government as the 

development strategy in 2013. 

• The conception refers to  

• the New Silk Road Economic Belt, which will link China with 

Europe through Central and Western Asia; 

• the 21st Century Maritime Silk Road, which will connect China 

with Southeast Asian countries, Africa and Europe. 

• Imaginative and significant strategy of the Chinese 

government  on connectivity 

• Promoting economic co-operation among countries 

along the Belt and Road  routes 

The new perspective of OBOR 











Countries along OBOR 
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The EU: at the end  
of the road.. 

EU: 1st China trade 
partner 

China: 2nd trade 
partner after the US 

End of land 
(Duisbourg) and sea 
(Pearus) roads 

 

Countries along OBOR 



• Policy co-ordination 

• Facilities connectivity 

• Unimpeded trade 

• Financial integration 

• People to people bonds 

 

Five major goals 



OBOR Economic Dimension 

• 1. Aspects of  cooperation: 

• Transportation 

• Infrastructure development 

• Trade and investment 

• Energy and natural resources 

• Financial security   

52 

• 2. Principles of cooperation: 

• Mutual trust 

• Mutual benefits 

• Mutual learning 

• Inclusiveness 

• Equality 

 



OBOR Economic Dimension 



 

Figure 1: China’s investment in BRI regions (2003-2015) 

Source: Mofcom 

 

Figure 2: Top ten countries of Chinese OFDI along BRI 

Source: Mofcom 
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Chinese OFDI in BRI countries  
Number of investments 



Chinese OFDI in BRI countries  

9120 

9690 

10170 

11220 

13150 

Electricity, heat, gas and water 
production and supply 

Wholesale and retail trade 

Mining 

Leasing and business services 

Manufacturing 

Industrial Distribution of Chinese OFDI Stock in ASEAN, by the End of 2016 (million dollars) 

Source: Mofcom  


