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Abstract
China effect on U.S Manufacturing FDI to Developing World
: Case of Latin America and East Asia
Lee, Meeji
International Area Studies
The Graduate School of International Studies
Seoul National University

Since China has accessed to the World Trade Organization (WTO) in 2001,
concerns that China’s emergence as a destination for foreign direct investment (FDI)
is affecting the ability of other countries to attract FDI. Especially there exists a
belief that the Chinese economy competes with the Latin-American ones for
investment flows with respect to the United States. Also, China’s emergence in
world market raises pointed questions about the future of manufacturing in Latin
America. According to some previous researches, however, this impact turns out to
vary by region. China’s rapid growth and attractions as a destination for FDI also
encourages FDI flows to other Asian countries, as if producers in these economies
belong to a common supply chain. For further research, this paper empirically
examines whether this “China effect” is significantly influence on Latin American
and East Asian inward FDI especially focusing on manufacturing sector with
respect of the United States. Moreover, this study additionally questions whether
“Export Similarity Effect” exists and this similarity of export structure actually has
a significant effect on inward FDI of developing world.

i

For Latin America countries, 11 countries (Argentina, Brazil, Chile,
Colombia, Costa Rica, Honduras, Ecuador, Mexico, Peru, Panama and Venezuela)
are included as well as 8 East Asian countries (Hong Kong, Indonesia, Malaysia,
Singapore, Taiwan, Thailand, Philippines, and Republic of Korea). Since the United
States has been one of the largest FDI suppliers to both China and two regions, we
pick the country as a sole source country in this paper.
The results is divided into three parts: (1) There is a clear substitution effect
on Latin America manufacturing FDI inflow from the U.S whereas there is a
positive complementary effect on East Asia, showing that Latin America’s FDI in
manufacturing is competing with China in the U.S market while “China Effect”
promotes inward FDI to East Asia; (2) Export similarity index has a positive impact
on both Latin American and East Asian FDI inflow, meaning the more export
structure is similar to that of China, the more FDI the host countries might lure from
the U.S market; (3) Other significant FDI determinants including GDP, debt service
and openness of an economy turn out to vary by region.

ii
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I.

Introduction

I-1. Emergence of China as World FDI recipient
China has been the world’s fastest-growing economy for the last twenty five
years. Since the start of the economic reform process in 1978, the economy has
shown an average real growth rate of 9.4 percent per year, according to official
statistics. One of the most important elements of China’s economic reform has been
the promotion of foreign direct investment inflows. In 2007, its FDI reached $84
billion, becoming one of the top recipients of FDI in the world. When China
initiated its ‘open-door’ policy, the amounts of FDI flows were very small. It was
not until the mid-1980s that FDI in China surged and marked the beginning of
China’s ride on the wave of globalization. In the early 1990s, it once again gained
momentum. In 2002, despite the widespread decline in FDI in the world, China
experienced an increase in FDI inflows and overtook the United States to become
the world’s second largest destination of FDI.1

I-2. Concerns about “China Effect” on inward FDI to developing world
While increases in FDI from the outside world are complementary to
China’s efforts to modernize its economy, many developing countries seem to be
worried about the prospect of a rising China that absorbs more and more of the
investment from major multinationals. Several governments in Asia and Latin

1

Cravino, Lederman and Olarrega, 『Foreign Direct Investment in Latin America during the

Emergence of China and India:』 2007, Policy Research Working Paper 4360

1

America have publicly noted that the emergence of China has diverted direct
investment away from their economies. Policymakers and analysts in the
developing world are convinced that the rise of China has contributed to the
“hollowing out” phenomenon, with foreign and domestic investors leaving their
countries and investing in China instead. This in turn has led to continued loss of
manufacturing industries and jobs, undermining the vitality of these economies. 2
Also, China’s emergence in world market raises pointed questions about the
future of manufacturing in Asia and Latin America. The once dominant view that
the economic future of the region was in manufacturing has long been challenged
by traditional trade theory and in practical terms by at least three generations of
Asian Tigers (e.g. Japan, Korea, Malaysia). China and its unlimited supply of labor,
rapid productivity growth and highly interventionist state have brought the practical
challenge to unprecedented levels. As an exporter of labor-intensive manufactures,
China competes with other developing countries with a comparative advantage in
labor-intensive manufactured goods. In the developing world there is trepidation
that, with 200 million to 300 million underemployed rural Chinese still to be
integrated into the modern manufacturing sector. Especially, when FDI inflows into
the Mexican maquiladora sector dropped from $3 billion in 2000 to $2 billion in
2003, there was a tendency to blame the emergence of China as a more attractive
low-cost production and export platform. 3 When foreign direct investment in

Eichengreen and Tong, 『Is China’s FDI coming at the Expense of other countries?』 2005, working
paper 11335, http://www.nber.org/papers/w11335
2

3

Thus, United Nation (2004, p. 61) concludes that “the relocation of FDI from the maquila industries

2

Malaysia feel from RM 19 billion in 2001 to RM 2 billion in the first half of 2002,
Prime Minister Mahathir explained that “Everyone is feeling the pinch because the
amount of FDIs has shrunk and then, a lot of that is going to China….”4
In this regard, we examine empirically the question whether this “China
Effect” also can influence on East Asian and Latin American inward FDI especially
focusing on manufacturing sector with respect of the United States.

I-3. “Export Similarity Effect” on FDI flow into developing world
If we look at the issue in terms of export structure, greater similarity would
indicate that China is entering into similar areas of specialization and so posing a
great treat. Some Latin American countries including Mexico, Brazil and Costa Rica
once depending on exporting raw materials and most East Asian countries have
increasingly moved their export patterns with U.S from low-tech and laborintensive manufactured goods to high-tech manufactured goods. In this respect, this
paper questions whether there is a correlation between export structures of both
regions and U.S FDI on their manufacturing sector. Thus, Export Similarity Index
(ESI) will be used as one of main variables in this paper.

For Latin America countries, we include the major 11 Latin America
countries (Argentina, Brazil, Chile, Colombia, Costa Rica, Ecuador, Honduras,

had mainly been caused by competition from Asia. One third of all enterprises that have left are
reported to have moved to China..”
4
Straits Times (21 September 2002), quoted in McKibbin and Woo (2003), p.14
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Mexico, Panama, Peru and Venezuela) and 8 East Asia countries (Hong Kong,
Malaysia, Indonesia, Philippines, Singapore, Taiwan, Thailand and Republic of
Korea) to examine “China Effect” on manufacturing sector in comparative
perspectives. Since the United States has been one of the largest FDI suppliers to
both China and developing world, we pick the country as a home country in this
paper.
The organization of this paper is as follows. Section 2 and 3 present a study
background and an overview of China’s emergence in world market in terms of FDI
recipient as well as two host regions’ current situation as FDI recipients from U.S
market and previous literatures studying “China effect” on developing countries
including Latin America and East Asia. Section 4 introduces research questions
which the study mainly focuses on to analyze and Section 5 sets out the framework
of analysis and a methodology which are used to deduce the empirical outcomes.
Then the data analysis and a discussion of the regression results are presented in
Section 6. Conclusions are drawn in the last part of the paper, in Section 7.

II.

Study Background

II-1. U.S FDI to developing world’s manufacturing sector
Foreign Direct Investment has been increasing at an extraordinary speed

4

during the past 20 years. World FDI inflows were multiplied by 9.2 between 1990
and 2010, reaching $19 trillion in 2010. Figure 1 describes the increase of FDI
inflows to certain economic groups. Both developed and developing countries have
received the increasing number of FDI from the world.

[Figure 1.] Foreign Direct Investment Inflow (USD Million)

(Source : Unctad. Unctadstat)

Figure 2 describes FDI inflow to China and major Latin America
countries manufacturing sector from the U.S relatively. FDI inflow to China’s
manufacturing sector was lower than that of Mexico and Brazil in early 2000s
showing a similar pattern with other developing countries in the region, however,
the flow has started to exceed two countries since mid 2000s. This indicates that
more drastic increase has been prominent after the emergence of china in 2001,
having become a member of WTO, which made China play an important role in
world trade market.
5

[Figure 2.] FDI inflow to Latin American manufacturing sector from U.S

(Source: United States Bureau of Economic Analysis)

In the case of main East Asian countries shown in figure 3, U.S FDI to
China manufacturing sector has grown significantly faster than in most East
Asian countries since early 2000s which shows the similar pattern with Latin
America case, even the flow has exceeded Singapore since 2005.
As Chinese companies are integrated into global supply chain,
assembling components produced in other parts of the world and producing
components and materials that are assembled and finished in other countries, the
growth of capacity and demand in China could make other developing countries
in East Asia more attractive to the extent that they succeed in producing for the
Chinese market and integrating into the same supply chains. 5

5

Eichengreen and Tong, 2005
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[Figure 3.] FDI inflow to East Asia manufacturing sector from U.S

(Source: United States Bureau of Economic Analysis)

II-2. Trend of Export Structure
The explosive growth of Chinese exports has led to much discussion of its
‘competitive threat’, in developing countries. At the popular level, the threat appears
clear. Between 1990 and 2002, China’s manufactured exports grew by 16.6% per
annum, from $48 billion to $303.5 billion, 6 raising its world market share over
three-fold from 1.9% to 6.4%.
The speed, magnitude and range of China’s export growth have raised
worries that competing countries were losing overseas markets and FDI inflows.

6

UN Comtrade database; For a discussion of the role of capabilities (defined simply in terms of a
combination of cost and quality) in trade and of the process capability development see Sutton (2000).
By one simple measure of its development R and D expenditure per capita China has made great
strides in recent years. In R&D, according the 2004 OECD Science, Technology and Innovation
Scoreboard, China reached 1.1% of GDP in 2002, up from 0.6% in 1996; around 60% of the R&D
expenditure came from companies rather than the government. In terms of business enterprise R&D as
a share of GDP, this takes China to fourth place in the developing world, after the Republic of Korea,
Taipei China and Singapore, and well ahead of other large economies like India, Brazil, Mexico,
Argentina and Indonesia.

7

Latin America, as a more industrialized region than China (its manufactured value
added per capita in 2000 was nearly double that of China, at $627 as compared with
$350, UNIDO, 2004), is a potential competitor, particularly in the U.S market. 7

[Figure 4] Export Structure between China and U.S

(Source: UN comtrade)

As a whole, Chinese export structure with respect to U.S mostly consists of
manufactured goods. Figure 4 shows both decreasing pattern in exporting laborintensive manufactured goods and increase in high skilled-intensive manufactured
goods.

II-3. Export Similarity between China and developing world
As largest exporters in Latin America countries, Mexico and Brazil show
relatively higher level of export similarity with China than other Latin America
7

Lall and Weiss, 2005
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countries. The index is useful in regarding potential trade impacts and revealing the
relative vulnerability of countries in the region to Chinese competition in U.S
market. In the case of Mexico, relatively higher level of export similarity is driven
by the export boom and the change in composition towards more high-tech, capitalintensive goods associated with NAFTA. Brazil, however, starts with a high
similarity based on the exports of resource-based and low-to medium-tech goods,
but since they do not follow China’s move up the technology and capital-intensity
ladder, the export similarity falls after the mid-2000s.

[Figure 5] Export Similarity Index between China and LA with respect to U.S

(Source: UN Comtrade)

Greater similarity would indicate that China is entering into similar areas of
specialization and so posing a greater threat. At the broad technological level, it
does appear that the Chinese export structure is rapidly coming to resemble that of
East Asian neighbors. While its labor costs remain much lower, there is a diversity
9

of competitive products emerging from more advanced sectors and from assembly
activity in its special economic zones. In 2000s, the most similar structures were
those of Hong Kong, Taiwan and Thailand, the least similar those of Indonesia and
the Philippines. In general, there was a rise in the correlation coefficients with most
countries through 1990 and 2000, the exceptions being Hong Kong and Indonesia.
At any rate, the implication clarifies that the competitive threat from China has been
likely to be growing in East Asia.8

[Figure 6] Export Similarity Index between China and EA with respect to U.S

(Source: UN Comtrade)

With these backgrounds, this paper questions whether the export similarity
issue might affect on U.S FDI to developing countries and empirically analyzes
whether it actually is significant.
8

Sanjaya Lall and Manuel Albaladejo, 『China’s Competitive Performance: A Threat To East Asian

Manufactured Exports?』, 2003
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III.

Literature Review

A number of studies on “China Effect” in Latin America and East Asia have
been introduced especially in terms of bilateral commodity trade, FDI and any other
indirect impacts of China to these regions. Some studies examined in early 1990s
and 2000s argued that China’s growing power might affect other countries’ inward
FDI from world but it might have little effect on Latin America since they rarely
linked to each other economically. However, others argue that the manufacturing
sector in developing countries especially in Latin America might be threatened by
China due to its great advantages.
In contrast, in the case of East Asia manufacturing sector, due to China’s
emergence as a growing market for the export and its integration into global supply
chain with its neighbors, foreign firms that need to reap the full benefits of building
assembly plants in China, may also invest in component production in Singapore or
Malaysia. Therefore, the increase FDI in China may encourage additional FDI in
other countries rather than crowding out (Eichengreen and Tong, 2005).
Mauricio Mesquita Moreira (2006) examines to answer the question: Does
manufacturing really matter for LAC’s development? What are the challenges posed
by China to manufacturers in the region? He sets four factors to answer why China
is a formidable challenge for LAC’s manufacturers which are endowments,
productivity, scale and the government role. Analyzing these factors affecting
LAC’s future manufacturing, he concludes China does not make this future any
brighter. He finds out that the combination of endowments, scale, fast productivity

11

growth and an omnipresent state makes China a formidable competitor to Latin
American manufacturers and raises many questions about their future.
However, despite the rapid growth of FDI since early 1990s, China only
accounts for about 6 percent of world FDI inflows. In aggregate therefore, even if
there were some diversion to China, the effects on the availability of foreign capital
for other regions such as Latin America and the Caribbean is likely to be limited.
However, if capital markets are imperfect, there may be significant effects on flows
in individual sectors and for particular countries (IDB 2004, Ch.6). Some stylized
facts suggest that diversion to China is not likely to have been very significant. First,
in terms of sources of FDI, investment in Latin America and the Caribbean comes
mainly from the US and the European Union, while FDI in China is mainly from
East Asia. Similarly the sectoral distribution of FDI is also different. US FDI in
China is mainly in manufacturing while other sectors dominate in Latin America
(IDB, 2004, Ch.6).
Three econometric studies previously examined have attempted to test the
FDI diversion thesis more systematically with contrasting results. Chantasasawat et
al. (2004) find that FDI in China has no effect on the level of FDI in Latin America
but is significant in the share of Latin American countries n total FDI in developing
countries (but is not the main determinant). Eichengreen and Tong (2005), using a
gravity model, found no evidence of FDI diversion from Latin America to China in
1988-2002. Herrero and Santabarbara (2004) distinguish two time periods (19842001) when they do find a significant negative effect on FDI in Mexico (and to a
lesser extent Colombia).
12

Besides all these studies, Chantasasawat et al. (2004) also argued that
theoretically, a growing China can add to other countries’ direct investment by
creating more opportunities for production networking and raising the need for raw
materials and resources. He maintained that at the same time, the extremely low
Chinese labor costs may lure multinationals away from sites in other developing
countries when the foreign corporations consider alternative locations for low-cost
export platforms.
Policymakers and analysts in the developing world are convinced that the
rise of China has contributed to the “hollowing out” phenomenon, with foreign and
domestic investors leaving their countries and investing in China instead. This in
turn has led to continued loss of manufacturing industries and jobs, further
weakening the vitality of these economies (Miami Herald 2003).
Cravino, Lederman and Olarrega (2007) found that FDI in China has grown
significantly faster than in Latin America between 1990 and 2003 originating in the
U.S and destined to the manufacturing sectors of host countries but this relative
growth has been less evident since 1997. From this year on, they found that China
accumulated more FDI than Latin American countries only in the manufacturing
sector. Also they concluded in their research in 2006, that the available data from
U.S foreign capital abroad indicates that the evolution of manufacturing sector FDI
across countries has been different than the trends of aggregate FDI.
Gallegos et al. (2008) research the competition between Latin America and
China for U.S direct investment. Although the study conclude that there is a little
substitution effect, existing between Latin America and China for U.S direct
13

investment, it states that the long-term FDI of Latin America is mostly depended on
the performance of the U.S economy, assuming less importance of the increasing
China’s inward FDI in Latin America.
Herrero and Santabarbara (2007) go further to analyze the “China Effect”
on Latin American countries by not only estimating the impact on Latin American
as a whole, but also distinguishing among countries. Although the study finds no
significant “China Effect” on FDI of Latin America as a whole region, significant
negative impacts of Chinese inward FDI on that Mexico and of Colombia are found.
Hines (1995) and Wei (1997) show that corruption and poor business
environment are negatively related with FDI inflows. Also, these studies suggest
that macroeconomic and political stability and healthy regulatory environment are
critical aspects for foreign investors to decide where to spend their fund.
Brainard (1997) and Chen (1994) have concentrated on the relation between
trade and FDI. Some find evidence of a substitution effect between the two while
others argue in favor of complementarities. Substitution should, in principle, be the
result of countries exporting a certain good which decide to produce it in the
destination country so as to avoid import or export tariffs. Complementarities could
exist if FDI is export-oriented and requires importing inputs from the home country.
Differentiated from these limited works previously studied on “China
Effect”, this paper will further analyze focusing on particular sector and time period
in comparative perspectives.

14

IV.

Research Question

IV-1. Why “Manufacturing Sector”?
1) Based on backgrounds and literatures previously stated, this paper will
focus on a specific sector which is manufacturing sector, as it is true that
since early 2000s, U.S’s outward FDI into China’s manufacturing sector
has been significantly grown relative to Latin America and East Asia.

[Table 1] FDI inflow in manufacturing sector from U.S

Argentina
Brazil
Chile
Colombia
Ecuador
Peru
Venezuela
Costa Rica
Honduras
Mexico
Panama
China
Hong Kong
Indonesia
Korea, Republic of
Malaysia
Philippines
Singapore
Taiwan
Thailand

1999
5046
18893
1425
1195
187
152
1773
586
229
18155
239
5787
2531
533
4059
3702
1085
10192
2816
2457

2000
5359
17688
1418
1252
144
153
1741
423
255
19599
387
7076
2892
558
4845
5028
1725
13975
3126
2627

2001
2002
2003
3682
1818
1709
13365
9652
9721
1669
1696
1834
1191
1053
993
98
89
56
169
183
172
2077
2351
3173
603 (D)
708
146 (D)
201
17171
18649
17007
470
695
162
7727
5554
5499
2212
2817
3023
462 (D)
(D)
5422
6385
6922
5006
3060
3213
2122
2318
2207
17734
13056
13356
3488
3709
3925
2931
2837
3223

Total Manufacturing
2004
2005
2421
2201
12377
14349
1627
1670
951
1245
93
89
373
392
2962
3684
978
972
335
336
16566
18821
103
86
9008
9346
2344
2238
359
383
7385
7909
4075
4670
2480
2821
11641
10322
3832
3589
3745
4221

2006
2718
15339
1893
1207
138
406
4836
1157
376
22503
89
14759
3133
333
9345
4306
3362
11631
4606
4905

2007
2008
2975
2982
20212
19951
2381
2533
1496
1394
142
166
509
432
3028
3841
1374
833
446 (D)
24028
24289
131
31
18461
24004
4012
3968
383
383
8920
8829
4866
5829
3901
2789
11991
11013
3892
4240
6295
5144

2009
2856
24421
2704
1733
176
547
4582
856
521
27364
230
23945
4436
294
11148
6281
2835
10833
4237
5668

2010
3338
27515
3264
2039
215
609
4586
798
639
28936
241
29477
4478
373
12704
8596
3590
16161
4574
7966

(Source: United States Bureau of Economic Analysis)

2) The manufacturing sector seems particularly sensitive to relocation of
multinationals into China as they search for lower labor costs.
3) There is no clear analysis whether this phenomenon is actually influential
to Latin America and East Asia.
15

Therefore, the research assumes that there might be a significant influence
of China’s increasing inward FDI after its participation to WTO in 2001, and
emergence as a growing market for the foreign investors and analyzes whether this
rapid increase actually influences to both Latin America and East Asia with respect
to U.S.

IV-2. Why “Export Similarity” as another main variable?

[Figure 7] Export Structure of Latin America with respect to U.S

(Source: UN Comtrade)
16

1) In terms of impact of Chinese exports on East Asia and Latin America,
Latin America ostensibly faces a smaller Chinese threat for two main
reasons: greater distance and “less similar export structure”.

9

[Figure 8] Export Structure of East Asia with respect to U.S

(Source: UN Comtrade)

2) However, Export share is moving from low-tech, labor-intensive
sectors to high-tech manufacturing sector in Mexico, Brazil and Costa
Rica where exports in primary commodities were dominate whereas
most East Asia countries have similar export structures with China.

9

Lall and Albaladejo, 2004
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In this respect, this paper questions whether the relationship in export
structure with China actually correlates with the attraction of FDI from U.S. Thus,
Export Similarity Index (ESI) will be used as one of main variables in this paper.

V.

Methodology

V-1.

Applicable methodology, countries, and time period

The analysis methodology will be panel data regression of FDI inflow in
manufacturing with respect to the United States to test the effect of China’s FDI in
manufacturing sector on that of Latin America and East Asia.

Regression modeling equation is as follows:

Ln

=

+

Ln

+

Ln Host
+

Ln

+
+

Ln

Ln Host
+

Ln

Ln

+
+
+

i: host country (Latin America and East Asia)
j: source country (United States)
t: time period
MFDI: Host country’s inward FDI to manufacturing sector from U.S
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Ln
Ln

CMFDI: China’s inward FDI to manufacturing sector from U.S
ESI: Export Similarity Index between China and host countries with respect to U.S
GDP: Gross Domestic Product
GDPPC: Gross Domestic Product per capita
DIS: Bilateral Distance
ME: Manufactured goods export to U.S
MI: Manufactured goods import from U.S
OPEN: Openness of an economy
DEBT: Debt service on total external debt

Since the United States has been one of the main suppliers of FDI to most
Latin America countries and East Asia including China, this paper established the
United States as a sole source country. Host countries consist of 11 Latin America
countries (Argentina, Brazil, Chile, Colombia, Costa Rica, Ecuador, Honduras,
Mexico, Panama, Peru and Venezuela) and 9 East Asia countries (Hong Kong,
Indonesia, Malaysia, Philippines, Singapore, Taiwan, Thailand and Republic of
Korea) including China.
Most of previous works on the issue have been examined with data from
1980s to early 2000s. To overcome this limitation, this paper addresses the data
from 1999 to 2010 to research most recent influences preferably. Additionally, since
China has become more rapidly growing market in terms of high-tech and high
skilled-intensive industries since 2000, I expect that its effect on Latin America and
East Asia during this period of time might have increased enough to threaten their
economies.
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V-2. Variables
This paper includes two main variables and some significant FDI
determinants to independent variable and sets real annual bilateral inward FDI
inflows in total manufacturing sector from U.S for dependent variable. One of main
independent variables would be FDI inflow to China’s manufacturing sector from
U.S which this paper mainly focuses on to find out “China Effect” on
manufacturing sector. The sign of this coefficient would be negative if there is a
substituting relationship otherwise would be positive under the complimentary
relationship between FDI of host countries and of China manufacturing industry.
The other main variable is Export Similarity Index (ESI) between China and
developing countries with respect to U.S. This variable is established to reveal
whether the export structure relationship with China is influential to FDI to
manufacturing sector in both regions from U.S market.
Significant FDI determinants are classified into three groups: i) host country
factors, ii) bilateral factors, and iii) openness of an economy.
For bilateral trade factors, I include bilateral exports and imports of
manufactured goods between host countries (Latin America, East Asia including
China) and home country (United States) in order to confirm potential
complementarity between trade and inward FDI in manufacturing. If there is a
complementarity between trade and inward FDI, the sign of coefficient would be
positive whereas it would be negative when there is a substitution effect. Moreover,
I set bilateral distance to test how it affects the FDI inflow as well.
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For the host factors, host country’s GDP and debt service are included since
GDP shows each of host country’s macroeconomic condition. We expect the
coefficient should have a positive sign. However, debt service which shows the host
country’s instability should have a negative relationship with the dependent variable.
Lastly, to measure the degree of general trade restrictions of each country, I
include openness of an economy as one of FDI determinants.

VI.

Empirical Result

The result of this paper is deduced from using panel data regression and the
dependant variable is the logarithms of each of host country’s inward FDI from U.S
in each year from 1999 to 2010. The result shows whether each of FDI determinants
do affect to host countries’ inward FDI from U.S as well as two main independent
variables and if so, their effects actually are significant enough.

VI-1. Regression Result of Latin America
Tables below represent the results for the levels of FDI inflows in Latin
American manufacturing from the United States. All of 7 cases represent a clear
substitution effect (showing a negative sign) on Latin American manufacturing FDI
inflow from the U.S, showing that Latin America’s FDI in manufacturing is
competing with China in the U.S market significantly. From this fact, we can expect
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a different result from previously studied researches which insisted that there might
not be any significant relationship or effects between China and Latin America due
to economical distance. Rather, during recent 12 years, Chinese growing inward
FDI particularly into manufacturing sector from U.S has been increasingly
threatened FDI inflow to Latin America.

[Table 2] Regression Result of FDI from U.S to Latin America

(Note: Numbers in parenthesis show t-statistics, * reflects level of significance at 1%, ** reflects level
of significance at 5%)

Export Similarity Index effect is positive and significant in all Latin America
cases. This indicates that the more similar export structures between China and
Latin America with U.S are, the more FDI Latin America would attract from U.S.
Also, a higher GDP in the host country promotes the inward FDI to Latin
America from the U.S, just like in the other cases. For the bilateral trade such as
exports and imports of manufactured goods, both factors as independent variables
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have not shown any significance to Latin American inward FDI. However, bilateral
distance between two regions negatively affects FDI inflow whereas openness of an
economy positively affects. Lastly, debt service acts as a barrier of inward FDI in
most cases in spite of its insignificant affect.

VI-2. Regression Result of East Asia

[Table 3] Regression Result of FDI from U.S to East Asia

(Note: Number in parenthesis show t-statistics. * reflects level of significance at 1%, ** reflects level
of significance at 5%)

[Table 3] represents the result of FDI inflow to East Asia. Unlike Latin
America case, “China Effect” in this region shows a positive and significant sign in
all models. Namely, there is a significant complementary effect between China and
East Asia with respect to U.S’s outward FDI in their manufacturing sectors. This
result is explained by some previous literatures arguing that as Chinese companies
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are integrated into global supply chains with its neighbors, the growth of capacity
and demand in China, rather than making other developing countries less attractive
as platforms for production, could make them more attractive to the extent that they
succeed in producing for the Chinese market and integrating into the same supply
chains. 10
Export Similarity Index, like in Latin America inward FDI has a positive and
significant influence on the level of U.S FDI into East Asia manufacturing sector.
Therefore, a similarity of export structure between both regions and China is a
strong factor for luring U.S FDI.
For other FDI determinants, GDP shows a negative and significant effect on
inward FDI, however, GDP per capita represents positive signs in most cases.
Bilateral trade is not significant in this case as well, whereas bilateral distance acts a
barrier to interest U.S FDI. Debt service has no significant effect and openness of an
economy does not show significances in some models unlike Latin America case
where it is significant in all 7 models.

From this result, this paper derives some important facts arranged as follows.
First, “China Effect” on Latin American inward FDI to its manufacturing sector has
a negative and significant impact whereas it has a positive and significant impact on
East Asian manufacturing sector. That is, there is a significant substitution effect
between China and Latin America while there is a significant complementary effect

10

Eichengree and Tong, 『Is China’s FDI coming at the expense of other countries? 』 2005, p3
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between China and East Asia with respect to U.S’s outward FDI in their
manufacturing industries and it is significant
Second, the export structures of both regions with respect to U.S might
affect positively and significantly on their inward FDI into the manufacturing
sectors. This implies that the more similar export structure of both regions is that of
China, the more inward FDI they can attract from U.S.

VII.

Conclusion

VII-1. “China Effect” and “Export Similarity Effect”
To conclude the study, we need to remind research questions set out in
Section 4. First, does “China Effect” actually exist in inward FDI of both
developing regions (Latin America and East Asia) specifically in their
manufacturing sector from a sole source country which is the United States?
According to our result, China Effect on Latin America has a significant substitution
effect while it has a significant complementary effect on East Asia.
Second, is “Export Structure Similarity” a significant factor to lure inward
FDI from U.S? The export structures of both regions with respect to U.S might
affect positively and significantly on their inward FDI into the manufacturing
sectors. Thus, this similarity might attract more inward FDI from U.S into both
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regions. When we consider Export Similarity Index introduced in this paper ’s
background (Section 2), the index between Latin America and China is relatively
lower than that of East Asia (Most Latin America countries show ESIs under 30
excluding Mexico, Brazil and Costa Rica whereas most East Asian countries show
their ESIs above 50).
In terms of the levels of FDI flows, this indicates that inward FDI to China’s
manufacturing sector threats Latin America’s FDI inflow into the sector from the
U.S whereas it promotes inward FDI into East Asian countries which are in the
same production process such as Singapore, Malaysia and Philippines. In other
words, FDI to Asian economies are positively related to direct investment into
China while Latin American inward FDI is negatively related. Furthermore, Latin
America where the export structure is less similar to that of China is vulnerable to
Chinese competition in terms of luring FDI from the United States. In addition,
huge population and subsequent low labor cost can be one of the factors which
attract U.S to invest more in China’s manufacturing sector.

[Table 4] China’s Two-way Trade of Electric equipment with its Neighbors, 2003
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Most East Asian countries have similar export structures with China which
are included in Production Networking process with China in the same region.
Japan and Korea export part and components to some East Asia countries including
China due to their relatively low labor cost, and they re-export the finished
manufactured goods to the United States and Europe.

VII-2. Implications about China’s future influence
Theoretically, the emergence of China can have both investment-creating
effects as well as investment-diverting effects. Based on this premise, this study
derived some important key findings. They have strong implications that as well as
some significant FDI determinants such as GDP, bilateral distance and openness of
an economy, Chinese prominent growing after 2000 might threaten Latin America
although there is no comparable network of production-sharing in place between
China and Latin America. Accordingly, China Effect on East Asian countries will be
more influential due to its integration in production networking system with those
countries.
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※ Data Source


Bilateral FDI Data
United States Bureau of Economy Analysis
http://www.bea.gov/iTable/iTable.cfm?ReqID=2&step=1



Gross Domestic Product/Gross Domestic Product per capita
World Economic Outlook by International Monetary Fund
http://www.imf.org/esternal/ns/cs.aspx?id=28



Debt Service on total external debt
World dataBank
http://databank.worldbank.org/ddp/home.do



Bilateral Distance data
John Haveman’s International Trade Database and City Distance
Tool
http://www.macalester.edu/research/economics/PAGE/HAVEMA/
Trade.Resources/TradeData/html



Bilateral Trade data
United Nations Commodity Trade Statistics Database
http://comtrade.un.org/db/



Export Similarity Index data


S (ab, c)   Min X i (ac), X i (bc) 100
 i


-

Xi(ac) is the share of the product i in the exports of the
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country a to country c.
-

Xi(bc) is the share of the product i in the exports of the
country b to country c.



Openness of an Economy
Openness= (Export+Import)/GDP.
Export and Import as a percentage of GDP are from World
Development Indicators
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※ Appendix

1.

Variables

- MFDI : Foreign Direct Investment inflow in manufacturing sector from U.S
- CMFDI: China’s inward FDI to manufacturing sector from U.S
- ESI: Export Similarity Index
- GDP: Gross Domestic Product
- GDPPC: Gross Domestic Product per capita
- DIS: Bilateral Distance
- ME: Manufactured Goods Export to U.S
- MI: Manufactured Goods Import from U.S
- OPEN: Openness of an economy
- DEBT: Debt Service on total external debt

2. Country
i.

Source country
US: The United States

ii.

Host country
LA: Latin America (Argentina, Brazil, Chile, Colombia, Costa Rica,
Honduras, Ecuador, Mexico, Peru, Panama, Venezuela)
EA: East Asia (Hong Kong, Indonesia, Malaysia, Singapore, Taiwan,
Philippines, Thailand, Republic of Korea)
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※ 국 문 초 록

2001년 세계무역기구 가입 후, 해외직접투자 유치국으로써 중국의 부
상은 타 국가들의 해외직접투자 유인에 큰 영향을 끼쳐왔다. 특히, 중국
경제가 미국에 대한 투자유치에서 중남미와 경쟁상태에 놓여있다는 주장
도 있어왔다. 또한 세계 시장에서의 중국의 성장이 중남미의 제조업 산업
에도 상당한 영향력을 행사하고 있어 중남미 제조업 산업에 대해 어두운
미래를 전망하는 의견들도 다수이다. 그러나 기존의 연구에 의하면, 이러
한 중국의 영향은 지역 간 차이가 존재하며, 개발도상국 간에도 그 효과
는 매우 다양한 것으로 밝혀졌다. 예를 들어, 앞서 말한 중남미와는 달리,
중국의 해외직접투자 유치국으로써의 급속한 성장은 동일한 생산 네트워
크 범주의 인접한 동아시아 국가들의 해외직접투자 유입을 촉진 시키는
현상을 볼 수 있다.
이 주제를 심도 있게 연구하기 위하여, 본 논문에서는 이러한 “중국의
영향”이 중남미와 동아시아의 해외직접투자 유입에 상당한 영향력이 있
는지 실험적 분석을 통하여 알아보았다. 그러나 기존의 연구들과 차별성
을 두기 위해, 제조업 산업에 대한 투자유치수준에 중점을 두었고, 유일
한 투자국으로 미국을 설정하였다. 이에 더하여, 본 논문에서는 “수출 유
사성 효과”를 추가적인 변수로 적용하여 중국과의 유사한 수출구조관계
가 제조업 해외직접투자 유입에 실제적으로 큰 영향이 있는지 분석하였
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다.
연구 결과, 세 가지 사실을 도출하였다. 첫째, 중국의 영향은 중남미에
상당한 대체 관계를 보였지만, 동아시아에서는 큰 보완적 관계가 있다는
사실을 알 수 있었다. 즉, 미국 시장으로부터 해외직접투자 유입에 대해
중국과 중남미는 경쟁적인 관계라면, 중국의 영향은 동아시아에서는 촉매
제 역할을 하고 있음을 의미한다. 둘째, 수출 유사성 지표는 두 지역 모
두에게 외자유입에 대한 긍정적인 영향을 끼친다는 결과를 나타내었다.
중국과의 수출구조가 유사할수록, 미국 시장으로부터 더 많은 해외직접투
자를 유인한다는 것을 알 수 있었다. 셋째, 이 밖에 다른 해외직접투자의
결정요인들은 각 지역마다 그 효과가 다양하게 나타났다.
이상의 결론을 통해, 과거에는 경제적, 거리적으로 상대적 연관성이 부
족했던 중국과 중남미 사이에서 중국의 영향은 크지 않았었지만, 2000년
대에 들어오면서 그것은 중남미 경제에 큰 장애물이 될 수 있음을 알 수
있었다. 따라서, 앞으로 중국의 영향력은 타 국가들의 경제적 행보에 충
분히 상당한 자극을 줄 수 있을 것이라고 전망한다.
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수출 유사성 지표, 개발도상국, 수출구조, 대체관계, 보완관계
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