International Journal of Economics and Finance; Vol. 9, No. 6; 2017
ISSN 1916-971X
E-ISSN 1916-9728
Published by Canadian Center of Science and Education

The Impact of Outward FDI on the Upgrading of China’s
Manufacturing Industry Structure: A Literature Review
Shuyuan Jiang1 & Dan Cheng1
1

School of Economics and Management, Nanjing University of Aeronautics & Astronautics, Nanjing, China

Correspondence: Dan Cheng, School of Economics and Management, Nanjing University of Aeronautics &
Astronautics, Nanjing, China. Tel: 86-158-5292-8665. E-mail: daisychengdan@163.com
Received: April 4, 2017

Accepted: April 19, 2017

Online Published: May 15, 2017

doi:10.5539/ijef.v9n6p154

URL: https://doi.org/10.5539/ijef.v9n6p154

Abstract
Since China put forward the strategy of “going out”, outward foreign direct investment (FDI) began to grow
rapidly, and the manufacturing industry, as the pillar industry of our country, is facing the dilemma of
transformation. This paper will focus on this topic of the relationship between the outward FDI and upgrading of
China’s manufacturing industry structure, and sort out and summarize the domestic and foreign literature. It is
concluded that the existing literatures are consistent: the outward FDI can promote the upgrading of industrial
structure of home country. In terms of China’s manufacturing industry, the outward FDI can promote the
upgrading of China’s manufacturing industry, however, the impact have a kind of hysteresis quality, and may
produce the phenomenon of “industry hollowing out”.
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1. Introduction
In the trend of economic globalization drive, in recent years, China’s outward foreign direct investment
(hereinafter referred to as outward FDI) is booming, the academic circles also focus on attracting foreign
investment into the field of outward FDI and focus on the impact of outward FDI on the industrial structure of
the home country. This paper focus on this topic of the relationship between outward FDI and upgrading of
China’s manufacturing industry structure,and then sort out and summarize the domestic and foreign academic
achievements in order to provide some clues for the further study of the subject.
2. Research on Outward FDI
The research on outward FDI has a long history, and there are a lot of researches on outward FDI from various
aspects made by domestic and foreign scholars. The impact of outward FDI on the adjustment of industrial
structure is mainly through the industrial transfer effect, industry linkage effect and industrial competition effect.
The size of these effects is affected by many factors. This paper focuses on the literature review of the two
important factors of the host country’s location and motivation.
2.1 Location Choice
For enterprises, location choice is an important factor to be considered in outward FDI, which is very important
to the investment risk and success or failure (Dunning, 1985).
2.1.1 Theoretical Research
Many domestic and foreign scholars have put forward many factors that influence the location choice. Market
size and geographical distance have a significant impact on China’s outward FDI (Cheng & Ma, 2007). The
location choice of developed and developing countries is different. The outward FDI in developed countries is
mainly affected by the size of the market, cost and resources, and the outward FDI in developing countries is
mainly affected by the local wages and raw material exports ratio (Cheung & Qian, 2009). The location choice of
the state-owned enterprises and private enterprises is different. The state-owned enterprises are less affected by
the political risk factors, mainly invest in the countries with rich natural resources, while private enterprises are
more inclined to the countries with large market (Ramasamy, 2010). The location choice of China is affected by
the size of the host country, the gross domestic product, the degree of openness and resource endowment (Xiaoxi
& Kevin, 2011). The poor institutional environment and rich natural resources of the host countries can attract
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Chinese outward FDI (Kolstad & Wiig, 2012).
Host system quality, religious diversity, resources endowment, as well as the host country bilateral cultural and
trade links with China on China’s outward FDI location choice has significant effect (Zhang & Wang, 2009). In
the process of foreign direct investment, industrial selection and location choice plays an important role, and the
location choice also has the difference between different industries (Liu & Yao, 2012). China’s outward foreign
direct investment is not too concerned about the host country’s political system, namely, voice and
accountability, but about the host country government effectiveness, regulatory quality and control of corruption
(Wang, 2014). State-owned enterprises and private enterprises also have differences on the location choice of
host country, research shows that state-owned enterprises are more inclined to rich resources of foreign markets,
and is not sensitive to political factors, however, private enterprises tend to be more stable political environment
(Qiu & Yang, 2015).
2.1.2 Empirical Research
Burkey adopt China’s outward FDI flow data in 1984-2001 as sample, found that the size of the market,
geographic location, inflation and market openness are important locational determinants (Burkey, 2007).
Cheung and Qian adopt related data from 31 countries and regions in 1991-2005 as research samples, empirical
studies have shown that there is a positive correlation relationship between the host country institutional quality
and outward FDI (Cheung & Qian, 2009). Ramasamy established Poisson regression model and studies have
shown that the location choice of state-owned enterprises is mainly in order to access to resources, and location
choice of private enterprise is to get the market (Ramasamy, 2012). Through the empirical test, the size of the
market, resource endowment and the degree of opening to the outside world have significant positive influence
on outward FDI flow, while the technology level of the host country and outward FDI flow exists negative
influence (Wang & Fang, 2011). through data from 2003-2011, using gravity model, analyzed China’s outward
FDI national differences in location choice(Wang & Tian, 2013). Liu adopt China’s outward FDI flow data to
119 countries and regions in 2003-2014 as sample, and establish Heckman two-phase model and investment
gravity model to study the effect of host system for location selection. Studies have shown that the host country’s
economic system and cultural system has obvious effects on the scale of investment in China’s outward FDI,
political system was not significant effect on the scale of investment in China’s outward FDI.
2.2 Outward FDI Motivation
Different motivations of outward FDI affects host location choice, indirectly influenced the country industrial
structure changes.
2.2.1 Theoretical Research
The outward FDI of multinational company is the motivation in order to avoid shipping costs, access to lower
cost of production and natural resources (Markusen & Maskus, 2002). China’s outward FDI motivation can be
divided into: resource seeking outward FDI, market seeking outward FDI and technology seeking outward FDI
(Buckley, 2007). Resource seeking outward FDI is to get more foreign production resources, such as raw
materials and low cost of labor (Amighini et al., 2013). Market seeking outward FDI is to get more market share
abroad (Chawla & Rohra, 2015). Technology seeking outward FDI can direct access to the advanced technology
from developed countries, and the parent company can build their own research and development center in the
host country with advanced technology and abundant human capital, then they can obtain international market
demand information more accurately and develop more new products with the international competitiveness
(Wang et al., 2012). The three motivations of outward FDI effect on industrial upgrading is different, and the
motivations in descending order affecting industrial upgrading are technology seeking outward FDI, market
seeking outward FDI and resource seeking outward FDI (Pan & Yuan, 2014). Regardless of forward investment
or reverse investment, market seeking outward FDI and resource seeking outward FDI are main motivations of
China’s outward FDI (Wu & Huang, 2016). China’s technology seeking outward FDI affect the result of China’s
industry upgrade through the technology spillover effect (Guo, 2016).
2.2.2 Empirical Research
Neven and Siotis selected four powers in the EC as the host country, and study the main motivation of
investment the United States and Japan in the four countries (Neven & Siotis, 1996). Akbar and Bride used the
time series data of Hungary from 1989 to 2001, and the study found that market seeking outward FDI is more
conducive to economic development, while resource seeking outward FDI is not conducive to long-term
progress and economic development (Akbar & Bride, 2004). Zhang used the outward FDI data of Chinese
enterprises to establish a negative two regression model for empirical research. The results show that China has
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more investment in the host country with resource endowments, such as the number of technical preparation,
innovation ability and patent, and China’s technology seeking outward FDI is increasing (Zhang et al., 2014).
Qi established a unilateral investment gravity model to empirically study China’s technology seeking outward
FDI by using the panel data of China’s outward FDI in 16 developed countries over the period of 2003 to 2009.
The results show that the greater the developed countries’ restrictions on China’s technology transfer and the
export of advanced technology products, the more the technology seeking outward FDI (Qi et al., 2013). Liu and
Nei took China’s outward FDI in 113 countries from 2003 to 2012 as the sample, and divided the 113 countries
into developed and developing countries in these two categories. The empirical results show that China’s
outward FDI for developed countries is mainly motivated by technology seeking, while outward FDI for
developing countries is motivated by resource seeking (Liu & Nei, 2015). China’s outward FDI is also motivated
by three types of motivation, namely, tax avoidance, market access and access to resources (Yan & Hu, 2016).
By extending the traditional gravity model for empirical analysis, the results show that, in recent years, China’s
outward FDI of tax avoidance motivation is gradually reduced, and the investment to seize the market and obtain
the resources is increasing.
3. Research on the Influence of Outward FDI on Industrial Structure Adjustment
As early as 1960, after Hymer put forward the theory of monopoly advantage, scholars at home and abroad
began to study the relationship between outward FDI and industrial structure.
3.1 Theoretical Research
3.1.1 Theoretical Research Abroad
Hymer believes that multinational corporations have the advantage that they can overcome the obstacles in the
political, economic and cultural aspects of the host country in the process of foreign direct investment. Vernon
divided the product life cycle into three stages, and studied the situation of outward FDI and the international
transfer of the products in different stages (Vernon, 1966). Kojima put forward “theory of marginal industry
transfer”, he take Japan as an investment country as an example, he believes that investment in the country
should be their comparative disadvantage of industrial transfer to countries that have a comparative advantage,
thus promoting the adjustment of industrial structure of both sides (Kojima, 1987). Louis selected developing
countries as the main focus, and put forward “The Theory of Small Scale Technology”. He thinks that if the
developing countries have the small-scale production technology of labor-intensive industries, and be able to
market their own national industry in foreign countries, then their multinational companies also have a certain
competitive advantage. Lall put forward “State on Localized Technological Capacities” based on the research of
the competitive advantage and investment motivation of India’s multinational corporations. After the
introduction of the advanced technology from developed countries, developing countries should actively
accumulate experience and innovate to make their own competitive advantage in the host country market (Lall,
1983). Ricardo proposed “Theory of Comparative Advantage” (Ricardo, 2005), and he believes that every
country should according to the principle of “both of the heavy, two disadvantages of the lesser”, meaning that
focus on producing and exporting the products with comparative advantage and import with comparative
disadvantage. So as to achieve the optimal allocation of resources, and optimize the industrial structure of both
sides.
3.1.2 Domestic Theoretical Research
The influence of outward FDI on the industrial structure adjustment of home country can be divided into three
levels (Wang & Du, 2002). The first level is the adjustment of the internal structure of the enterprise, that is,
using the new mode of production to transform the original enterprise. The second level is the adjustment of the
internal structure of the industry, that is, the transfer of the upstream and downstream sectors of the value chain.
The third level is the transfer of the structure between different industries, that is, the transfer of enterprises to
the new industry. Yuan studied the impact of foreign direct investment on China’s industrial structure adjustment,
and further compared the differences between the influence of China’s outward FDI and the introduction of
foreign investment on the adjustment of industrial structure (Yuan, 2008). Huo studied the effect of China’s
outward FDI on industrial structure adjustment by dividing industry. The results show that the promoting effect
of outward FDI of technology intensive industries and labor-intensive industries are particularly obvious (Huo,
2014). Industrial upgrading includes inter industry upgrading and intra industry upgrading (Zhang & San, 2015).
Zhu further studied the regional differences of China’s outward FDI based on the impact of China’s outward FDI
on industrial structure.The results show that the promoting effect of China’s outward FDI in the eastern region is
more effective (Zhu, 2015). Different types of industries should develop different foreign investment
policies.Some industries with excess capacity should take the form of horizontal outward FDI, while higher
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technology content industries should take the form of vertical outward FDI (Liu & Mao, 2016).
At the same time, some scholars also think that outward FDI will bring some negative effects, of which the most
important is “Industrial Hollowing out”. Shi studied the relationship between outward FDI and hollowing out in
Guangdong province. The results show that the industrial structure is developing towards the direction of
“hollowing out” with the expansion of the scale of foreign direct investment in Guangdong Province (Shi &
Zhang, 2013). Liu and Nei took the manufacturing industry as an example,and they believe that the rapid
expansion of the size of the outward FDI will make the manufacturing capital flows to the virtual economy, and
then there will be the phenomenon of “off the shelf” (Liu & Nei, 2015). According to the study of the effect of
outward FDI on industrial hollowing out in Shandong Province, the results show that the outward FDI of
Shandong province has a significant negative impact on the hollowing of the scale and efficiency (Wang, 2016).
3.2 Empirical Research
Cozza took China’s FDI in 27 European countries as an example.The results show that outward FDI can promote
the labor productivity of Chinese enterprises, and the multinational enterprises in China can accumulate
experience, improve their competitiveness and promote the upgrading of China’s industrial structure (Cozza et
al., 2015). Feng and Zhang used the method of co integration test and Granger causality test to analyze the
impact of outward FDI on the upgrading of China’s industrial structure by using the data from 1985 to 2009 as
the sample.The results show that the role of outward FDI in promoting the upgrading of China’s industrial
structure is limited, and there is a certain lag (Feng & Zhang, 2011). Using the time series data of China from
1982 to 2012, using the cointegration analysis, error correction and impulse response model, Jia studied the
influence of FDI and outward FDI on China’s industrial upgrading in the long and medium term (Jia et al., 2014).
The results show that outward FDI can promote the rationalization of the industrial structure, and outward FDI
on the impact of industrial upgrading in the short term is not obvious, while there is a significant role in
promoting in the long term. Based on the data of outward FDI and domestic industrial structure in China from
2003 to 2006, Wang and Liu studied the relationship between FDI and industrial structure by calculating the grey
relational grade. The results show that outward FDI promotes the optimization and upgrading of China’s
industrial structure, in which the outward FDI of mining industry and manufacturing industry has a more
significant role in promoting the adjustment and upgrading of domestic industrial structure. Wang compared the
scale of outward FDI between 2005 and 2009, and selected the top 14 countries in the world as the evaluation
object. She established a multi-dimensional evaluation index system by using grey correlation coefficient, and
built the entropy weight TOPSIS performance evaluation model to evaluate the macro performance of outward
FDI on China’s industrial structure optimization (Wang, 2012). Huo studied the effect of industrial structure
adjustment of China’s outward FDI by using grey relational theory based on the data of various industries
between 2008 and 2012 years in China. The results show that the promoting effect of outward FDI of technology
intensive industries and labor-intensive industries are particularly obvious (Huo, 2014). Guo studied the
influence of China’s technology seeking outward FDI on the upgrading of industrial structure by selecting the
industrial structure coefficient and Hoffman coefficient based on the revised Chenery standard model (Guo,
2016).
4. Research on the Influence of Outward FDI on Manufacturing Industry Structure Adjustment
4.1 Theoretical Research
Bitzer and Kerekes established C—D production function model according to the data of 17 OECD countries
manufacturing industry, and the results show that outward FDI has a great impact on Knowledge Spillovers
(Bitzer & Kerekes, 2008). Outward FDI will promote the development of the economy, and can optimize the
structure of the industry, including manufacturing (Kim & Lin, 2001). Outward FDI will bring more
international capital transfer, and China’s outward FDI can promote the manufacturing industry and other related
industry structure optimization (Wong & Chan, 2003). After China’s accession to the WTO, outward FDI
changed the manufacturing industry agglomeration, optimized the structure of the manufacturing industry (Tuan
& Ng, 2004). China’s manufacturing outward FDI is mainly to get their advanced technology in the host country.
Due to the continuous expansion of China’s oil and iron ore scale, so the manufacturing industry accounted for
the overall outward FDI Chinese low and declining (Wang, B. & Wang, H., 2011). By measuring the
rationalization index of the industrial structure of manufacturing industry, Feng analyzed the impact of foreign
direct investment on the industrial structure, and the results show that the effect is very weak (Feng, 2009). After
the integration of the global value chain, the international division of labor in China’s manufacturing industry has
changed. The high-tech industry in China is still in the downstream stage of processing equipment, which is not
conducive to the optimization and upgrading of the industrial structure of the manufacturing industry (Wang,

157

ijef.ccsenet.org

International Journal of Economics and Finance

Vol. 9, No. 6; 2017

2014). According to the host country’s attraction, the internal promotion of the home country, the enterprise’s
own factors and other factors, Hu analyzed the factors that influence the outward FDI location choice of Chinese
manufacturing enterprises (Hu, 2015). Liu and Mao studied the adjustment of industrial structure of
manufacturing industry by calculating the proportion of the added value of the export of the resource industry
and producer services in the value added of manufacturing exports. The results show that if the proportion of the
export of producer services increases, it shows that China’s manufacturing industry is experiencing the “service”,
and the industrial structure has been optimized. And from the two dimensions of scale effect and structural effect,
they think that different foreign investment strategies should be formulated according to different industries and
different types of outward FDI in order to adjust the industrial structure (Liu & Mao). According to the different
motivations of outward FDI, different industries and different regions of China, Liu and Nie analyzed the
different scale of China’s undertaking international manufacturing transfer (Nei & Liu, 2016).
4.2 Empirical Research
Yang took the panel data of Taiwan manufacturing companies from 1987 to 2000 as the sample, and empirically
analyzed the influence of outward FDI on their technological progress. The results show that the technical
progress and technical efficiency of Taiwan manufacturing enterprises are directly proportional to the outward
FDI activity, and outward FDI promotes the optimization of Taiwan’s manufacturing structure (Yang et al., 2013).
Based on panel data of Chinese manufacturing enterprises from 2002 to 2007, Huang established a double split
model. It is found that outward FDI can promote the productivity of the parent company and optimize the
industrial structure, but it is related to the absorptive capacity of the enterprise (Huang & Zhang, 2017).
Based on the data from 2005 to 2009, Zheng studied the impact of China’s investment in ASEAN on China’s
industrial structure. The results show that China’s investment in ASEAN transportation and postal services,
finance and manufacturing industries have a significant role in promoting the upgrading of the domestic
industrial structure. Finally, the grey correlation degree prediction model is established to predict the investment
of China’s financial industry and manufacturing industry in the period of 2010-2014 (Zheng, 2012). The
manufacturing outward FDI is divided into learning outward FDI and competition outward FDI. Based on the
data from 2003 to 2010, Zhang and Wang established the distributed lag model, and used the Almon method to
estimate the model, and empirically studied the impact of these two types of outward FDI on the industrial
structure of the manufacturing industry. The results show that the learning outward FDI is more conducive to
promoting the upgrading of China’s manufacturing industry structure than competitive outward FDI (Zhang &
Wang, 2013). Wang and Li constructed the theoretical model of GVC layout, calculated the value chain status
index, the value added ability index and the value chain profitability index, and studied the position and value
added value of the 13 sub sectors of the manufacturing industry in China (Wang & Li, 2015). Through the
construction of the revised Chenery standard model, Zhang calculate the rationalization index and height index
of China’s manufacturing industry structure (Zhang, 2015).
5. Conclusion and Prospect
5.1 Conclusion
Through the review of the relevant literature , we can conclude the following conclusions:
1) In theoretical research, on the effects of outward FDI on upgrading the industrial structure of the home
country, the study of foreign scholars started earlier, and the domestic research started late, which is related to the
implementation of China’s opening policy and the economic environment of WTO. Most foreign scholars take
the developed countries as the home country, the developing countries as the host country to study, and domestic
research focused on China’s outward FDI for developed countries and developing countries simultaneously. The
home country will consider the choice of location in outward FDI, and there are many factors that influence the
location, such as the size of the host country’s market, the political system, the distance between the host country
and the home country, cultural gap and resource endowment. Many scholars believe that outward FDI can
promote the upgrading of the industrial structure of the home country, but some scholars believe that the impact
of outward FDI is divided into long-term and short-term, long-term effect is more significant.
2) In empirical research, Foreign scholars have studied the economic effects of foreign trade, employment rate,
technological progress, industrial structure adjustment, domestic investment and national income from outward
FDI of developed countries. Most of the scholars studied upgrading of industrial structure in China by using time
series and panel data, calculating the rationalization index and height index and establishing Chenery standard
model and C—D model.
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5.2 Prospect
Scholars at home and abroad have done a lot of research on the upgrading of manufacturing industry structure
and outward FDI, which laid the foundation for the development of this paper. However, in the present stage, the
following two points can be improved:
1) At present, the research on outward FDI is mostly based on the whole level, and the outward FDI of different
motives, but there is a lack of discussion on outward FDI in different ways. From the perspective of value chain,
the entire value chain of a whole industry can be transferred to foreign countries, and one or more of the value
chain can also be transferred to foreign countries. Antrà and Yeaple defines the former as a horizontal outward
FDI, which defines the latter as a vertical outward FDI (Antrà & Yeaple, 2014). Since then, Liu and Mao has also
carried out research on the basis of this definition, so the value chain of different sectors of the impact of
outward FDI on industrial upgrading needs to be further studied (Liu & Mao, 2016).
2) According to the definition of inter industry upgrading and intra industry upgrading, in the impact of outward
FDI on industrial structure, most of the existing research is to explore inter industry upgrading.It means that
China’s outward FDI has an impact on the adjustment of the three industry proportion in China, and most of the
empirical research is to calculate rationalization index and height index. In the study of the impact of China’s
outward FDI on upgrading of manufacturing industry structure, we should not only discuss the adjustment of the
proportion of various factors intensive industry, but also to explore the the change of technology level,
processing degree and added value level in each stage of the industry value chain.
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