
U.S. Direct Investment in China

K. C. Fung
Lawrence J. Lau
Joseph S. Lee

The AEI Press

Publisher for the American Enterprise Institute

W A S H I N G T O N , D . C .

 
 

  
© 2008 AGI-Information Management Consultants   

May be used for personal purporses only or by  
libraries associated to dandelon.com network. 



Contents

LIST OF ILLUSTRATIONS vii

FOREWORD, George P. Shultz xi

ACKNOWLEDGMENTS xiii

1. INTRODUCTION 1

2. REASONS FOR U.S. DIRECT INVESTMENT IN CHINA 12

3. INSTITUTIONAL AND LEGAL FRAMEWORK OF FDI IN CHINA 24

Types of FDI 24

Sino-Foreign Equity Joint Venture 25

Sino-Foreign Contractual Joint Venture 25

Wholly Foreign-Owned Enterprise 26

Joint Development 26

Foreign-Funded Joint-Stock Limited Company 27

Special Economic Zones, Open Cities, and Open
Coastal Areas 28

The New FDI Guidelines and Industrial Policy 29
Recent Initiatives on FDI 35
Legislation, Local Variations, and Enforcement of

FDI Regulations 36

4. GENERAL CHARACTERISTICS OF FDI IN CHINA 42

FDI Distribution by Location and Mode of Investment 46
FDI Distribution by Sector 52
Distribution of Foreign Capital by Type 55

5. GENERAL CHARACTERISTICS OF U.S. DIRECT INVESTMENT 59

Geographical Distribution of U.S. Direct Investment 65
Factors in Locational Choice 69
Types of Investment 71



vi U.S. DIRECT INVESTMENT IN CHINA

6. COMPARISON OF FOREIGN DIRECT INVESTMENT 86

Comparison by Type, Industrial Distribution, and Size 90
Sources of Capital, Technology, and Intermediate Inputs 97
Does U.S. Direct Investment in China Affect Domestic

Investment in the United States? 108
Are U.S. -Invested Firms Profitable? 115

7. CHINESE INVESTMENT IN THE UNITED STATES 121

8. EFFECTS OF U.S. DIRECT INVESTMENT AND IMPLICATIONS

FOR U.S. POLICY 127

Effects on U.S. Employment 127
Effects on U.S.-China Trade 130
Intrafirm Trade 132
Trade in Services 137
FIE Exports 138
Processing and Assembly Exports 143
Effects on Technology Transfer 149
Effects on Chinese GDP and Economic Growth 151
Implications for U.S. Policy 155

9. CONCLUSION 157

How Large Is U.S. Direct Investment in China? 157
How Large Is Chinese Direct Investment in the United States? 158
Why Do U.S. Firms Invest in China? 158
Where Do U.S. Firms Locate? 159
What Modes Do U.S. Firms Select? 159
In What Sectors Do U.S. Firms Invest? 160
Does U.S. Direct Investment in China Cause a Loss

of Jobs in the United States? 160
How Does U.S. Direct Investment Affect Trade between

the Two Countries? 161
Do U.S. Firms Make Profits in China? 162
Does U.S. Direct Investment Affect Economic

Growth in China? 163

NOTES 165

REFERENCES 173

INDEX 183

ABOUT THE AUTHORS 197


