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ABSTRACT

The global proliferation of special economic zones (SEZs) over the last rwo decades

reflected the intensification of two movements in the world economy. On the one hand,

less-developed countries (LDCs) have been striving for economic betterment and

industrialisation. On the other, advanced industrialised countries (AICs) have been

endeavouring to enhance the competitiveness of their production through the expansion of

transnational corporations (TNCs) offshore. SEZs have become a convergent point of

these movements.

China joined other LDCs in competing for a share of the world's investment capital

by setting up four SEZs in the early 1980s to implement the nation's open-door policy.

The chief mandates of these SEZs are to attract foreign direct investment (FDI), to absorb

advanced technology and to increase foreign exchange earnings. Success or failure in the

implementation will have far-reaching implications for the reorientation of China's

economic policy and the global trade.

In order to determine the probability of success or failure, the nation's political

climate, Shenzhen's economic performance, and theories on FDI were used as key

elements for analyses employed in this dissertation. Statistical methods and historical

analysis were used to examine the impacts of FDI and state policies on Shenzhen's

performance. These analyses show that FDI had a significant impact on Shenzhen's

economic development, while the individual implementing policies have not played an

importantrole in atfacting FDI into the SEZ.

The study elucidates the characteristics of FDI and SEZ, as well as the role of FDI

in reorientating LDCs from import-substitution to export-led economies. The study also

recotnmends a possible course of action that could be taken by the Chinese government to

improve Shenzhen's performance and chances of success in implementing the open-door

policy. In addition to these recommendations, areas of further studies on FDI and SEZ are

pointed out in this dissertation.
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CHAPTER O¡{E

INTRODUCTION

'When 
Japan's gross national product (GNP) per capita reached the same level as

that of Italy in 1968 (OECD 7972), it proclaimed itself a "developed" country. In a similar

situation almost a generation later, it seemed to have surprised most observers when

Lawrence R. Klein predicted that by year 2000 the real gross domestic product (GDP) of

Taiwan and South Korea would reach a level not far below that of Italy (Klein 1986).

Even more astoundingly, some observers strongly believe that China will undergo an

economic and social transformation similar to what Taiwan and South Korea have

experienced over the past two decades, i.e. an annual GNP increase of eight per cent and

the doubling of GNP between L977 and 1985 (Perkins 1986). Would China successfully

follow a similar path, and if so at what pace? If China continues to achieve an annual GNP

gowth rate of about 8 per cent, would the nation be able to cross soon the division line

between the "developing" and "developed" countries? These questions have drawn

worldwide attention since the nation launched the Four-Modernisation Programme and

open-door policy in the latter part of the 1970s.

Answers to these questions depend on a number of factors; but above all on the

success or failure in ca:rying out the nation's modernisation programme and open-door

policy. The key to the success is to increase the nation's indusrial output and net exports.

The faster the increase in the industrial output and net exports is, the greater the chance of

success. The neoclassic economic theory of capital being one of the fundamental

determinants (i.e., capital, materials and iabour) for increasing the industrial output of a

nation is still commonly accepted. History has also witnessed the important role of capital

in the industrialisation processes of some nations now highly industrialised. Lenin turned

to the West for capital and technology after the Bolsheviks came into power; so did Japan

after the Meiji Restoration. Even the United States still heavily relied on European capitai



for their industrialisation about a century ago. Given the current state of China's financial

capability and level of technology, it would appear that in order to achieve a high gowth

rate pafticularly in the industrial sector China has to rely on foreign capital. In recognition

of this reality, China has been using its four special economic zones (SEZs) since 1980 as

testing grounds for finding ways and means of attracting foreign investment and increasing

the nation's industrial output and exports. Within this context, this dissertation focuses

primarily on the following questions:

(Ð How have the industrial ouçut from, and foreign exchange earnings

accrued to, Chinese SEZs been influenced by foreign direct

investrnent (FDD during their formative years, 1919-1981?

(ü) How have the national economic policies affected the FDI, indusuial

output and exports in ShenzhenSEZ?

(üi) How would Shenzhen's performance, in turn, affect the fate of China's

open-door policy?

The outcome of this research would assist in determining how important the Shenzhen's

economic performance is to the nation's economic development and open-door policy in

general, and to the future of Chinese SEZs in particular.



1.1 Objectives, Scope and Approach of the Study

1. L. 1 The Objectives

The first objective of this study is to determine whether foreign capital inflow into a

def,rned urban area has any positive economic effect on the industrial output and foreign

exchange earnings of that area. And if so, then the second objective is to determine how a

host country can go about attracting foreign direct investrnent (FDI). Debates on the effects

of FDI on host country's economy have resulted in some skepticism about the perceived

role of SEZs. The divergence of opinions on FDI effects has become so pronounced that

the continuous use of SEZs as a means to attact FDI has been called into question. Some

researchers have believed that in the long run foreign invesffnent - one of the chief criteria

for assessing the success or failure of SEZs - would do more harm than good to the

domestic economy of host countries. Among those researchers H.W. Singer was probably

the first one who pointed out the likelihood of negative effects of FDI on host countries

(Singer 1950). Frobel in his analysis of world market-oriented productionl arrived at a

similar conclusion that "...the effect [of foreign investment] on the domestic economy as a

whole is still often largely negative as it entails a drain of technicians and skilted workers

from sectors of the domestic economy to servicing functions for the free production

zones...." (Frobel 1980:368).

In contrast, other researchers still have a strong conviction of the positive side of

FDI effects. Their studies showed that FDI played an important role in the overall

enhancement of the domestic economy of host countries, particularly in the sectors of

manufacturing and exports (Government of Canada 1972; Helleiner 1973; Blam &

Hawkins 1975; Gray & White 1982; and Galenson 1985). A study conducted by the

United Nations has also shown that if all the direct effects on the balance of payments in

1 In Frobel's term "world market oriented production" is referred to TNC activities in "free production zones
including SEZs, particularly concerning FDI in the manufacturing sector.



4

host countries are taken into account, the net result of FDI in the developing countries is

usually positive (LINCTAD 1973).

Between these two opposite groups of contenders, some researchers take the

middle ground. Reuber in his analysis of the effects of foreign ownership on host

countries found that associations between foreign ownership and exports/imports are weak

and inconclusive. He asserted, "Whether the overall effects of foreign ownership on

business practice are beneficial or harmful to a host country will depend very much upon

the particular circumstances found in the country. In general...the degree of foreign

ownership may have little or no effect on business practices...." (Reuber 1973:237). The

result of a study conducted by the UNCTNC supports Reuber's contention; it suggests that

"the presence of TNCs [transnational corporations] in a country's manufacturing industry

does not necessarily contribute to strong export performance, at least not more so than

domestic enterprises...." (UNCTNC 1983a: 158).

TNCs may cause positive or negative effects on exports from host countries,

depending on whether the host countries endeavour to promote technically advanced

production or simply try to satisfy basic needs for staple foods, clothing and shelter

(UNCTNC 1983a). Caves criticized this inconclusive outcome of the previous studies as a

result of what he called "speculative" and "i1l-defined" economic models used in the

empirical investigations, that "...have yielded no trustworthy conclusion" (Caves

1982:278). Dunning's study also concluded that the kind of effects of TNC acrivities on

the host country's economy would depend on a long list of factors, of which the host

government policies toward TNCs are on the top (Dunning 1985). Given the situation of

the conflicting results derived from the existing studies on the effects of FDI, this

dissertation primarily aims at assessing the nature (positive or negative) and extent of FDI

effects. The assessment will focus on two key sectors - manufacturing and exports - that

are the vital functions of SEZs..t:

i:
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The second objective of this study is based on the theory advanced by a number of

researchers who consider the host countries' policies and the overall investment

environment in these countries as the most crucial determinants of FDI (Government of

Canada 1972;HelLener \973; Reuber L973;Lall & Streeten 1977;Í. Frank 1980; Dunning

1981b & 1985; and UNCTNC 1985). A working group under the auspices of the Federal

Government of Canada undertook a study of factors that determine the nature and extent of

foreign investment in the Canadian manufacturing sector. The group pointed out that the

host country must be open or receptive to capital exporting companies and must possess, as

the investing country does, certain economic "distinctive capacities", such as reasonably

rapid growing real income and relatively high spending capacity, adequate resources or

skill, large market and desirable environment. Among them, the willingness of host

country to sanction foreign investors' activities is as important a determinant as the size of

prospective market for attracting FDI (Government of Canada 1972).

In a more general term, Helleiner used the "political reliability or stability" as an

important factor for foreign investors to select countries to invest (Helleiner 1973). More

specifically Reuber analysed five categories of investrnent determinants: liquidity, expected

profits, output-capacity, strategic considerations, and investment incentives in both

investing and host countries (Helleiner 1973). He stressed that policies of the investing

and host countries relating to either of these categories have enormous effects not only on

internal cash flows but also on new FDI coming into the stream. These policies control, for

example, the tax levied on profits, dividend-reinvestment, depreciation and depletion

allowances, and repatriation of capital or profit, to which the internal cash flows and new

FDI are sensitive. Investing companies see these policies as a whole that reflects the

investment climate in a host country. As he concluded, "...most of what can be done to

enhance private investment flows and the gains resulting therefrom lies in the hands of the

LDCs themselves" (Helleiner 197 3:247).
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Lall and Streeten's survey revealed that "...most important considerations affecting

investment decisions are the host government's attitudes, political stability in the host

country, the prospect of market growth and the threat to established markets" (Lall &

Streeten 1977:31). They also identified the occurrence of FDI as a result of the advantages

of FDI over export. Hence, the advantages themselves are the chief determinants of FDI,

par:ticularly in situations where tariffs or restrictions on import are unfavourable to

investors. In this case, policies designed for implementing the host country's import-

substitution strategy or tariff restrictions become stimuli of FDI. This contention seems to

have contradicted what they advocated in the latter part of their analysis with regard to the

investment environment in six sample countries including India. India's import-

substitution sÍategy, more rigid than most LDCs, has not attracted more FDI than other

neighbouring LDCs which have less restriction on import. In a similar vein, Dunning

contended that although "tax incentives, tariffs, subsidies, controls on profit remittance,

and insistence on local equity participation all matter, but it is the overall environment and

market prospects which count in the long run" (Dunning 1981:379). The crux of the matter

is what specifically constitutes this overall investment environment, and how to create a

desirable one.

Frank determined some specific elements that constitute the general instability or

overall undesirable environment which is regarded by the TNCs as the principle deterrent to

foreign investment. In his view, the general instability in the host country may not

necessarily imply the likelihood of changes in regime. It is, rather, an unhealthy

environment, such as arbitrary and unpredictable actions taken by host govemments against

investing firms. Frank's study has its limitation as it was based on interviews with ninety

TNCs headquartered in the AICs, i.e., the United States, Japan, Australia and eight

countries in 'Western Europe, which do not necessarily reflect the views of those TNCs

with their home bases in NICs. Likewise, the 1985 UNCTNC study only touched upon

the issue of FDI originated from LDCs. It did not proceed any further with regard to their



magnitude and determinants due to the lack of information (only fragmentary information

on annual FDI outflows from certain LDCs is available according to the IMF balance of

payments). This situation has led the author to carry out an investigation into Shenzhen's

case. It is hoped that through the investigation some contribution would be made to better

understanding the determinants of FDI originated by TNCs with their home-bases in

LDCs.
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1..L.2 The Scope

Before decisions are made on areas of investigation, sources of data, and methods

of analysis to be employed in this study, spatial, temporal and substantive parameters of

this study have to be defined. The spatial parameter of this study is confined to Shenzhen

SEZ because of the following reasons. First, Shenzhen is the largest and the most

successful zone in China. Its performance would provide sufficient grounds to justify

whether or not China should continue to implement its open-door policy. Second, more

statistical data on this SEZ are available than data on other Chinese SEZs, which are still in

their infancy and hence, would require a greater length of time in order to show their

strengths and weaknesses. Therefore, they are not included in this study, as likewise are

the five designated areas along Yangtze River and eighteen coastal counties in Guangdong

province.

Fourteen coastal cities opened up for foreign investment since 1984 were not

considered in this study, because their industrial base was relatively strong in the Chinese

context. Thus, rates of change in their economic indicators did not show the real impact of

the open-door policy on thefu economies as clearly as that on Shenzhen. Although these

coastal cities also formed part of the implementation prograrnme of the open-door policy,

their inclusion in this study might lead to some confusion as a result of fundamental

differences in their economic bases. The coastal cities (e.g., Shanghai and Dalien) were

more industrialised, while the SEZs were just farming communities.

The period between 1979 and 1987 was chosen as an appropriate temporal

parameter for this study, because Shenzhen SEZ was officially approved by the Chinese

government in August 1980. In the flust three years, efforts and investrnent were primarily

directed to the construction of infrastructure. Most of the economic indicators, such as

values of industrial output and exports, began to reflect the zone's economic performance

only after sites and buildings within the zone had been serviced and made available for

production or trade activities. When the writing of this dissertation began, data on
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Shenzhen's economic performance during the period beyond 1987 had not been adequately

made available In addition, a nine-year period was considered to be a reasonable length of

time for Shenzhen SEZ to have demonstrated its economic strengths and weaknesses.

The substantive parameter helps in defining a specific subject area of research.

China's open-door policy is not a single policy. Rather, it is a body of programmes,

legislative means, financial incentive measures, priority-setting processes and

administrative procedures. It touches on almost every facet of the Chinese society, namely:

industry, agriculture, education and research, management and institutional organization,

trade and banking system, literature and arts, and even the ways of thinking. Obviously,

not all of these elements can be realistically incorporated in this study. Similarly, there are

numerous issues related to SEZs, such as historical evolution of SEZs, social impact of

SEZ developments on host countries, legal aspects in ttre operation of SEZs and technology

transfer via SEZs. For the purpose of this study, only issues pertinent to the roles and

determinants of FDI in the development of SEZs will be analysed. Political, social and

other aspects of the open-door policy will be taken into consideration only in the event that

they are directly related to FDI in the SEZs. The delineation of this substantive parameter

by excluding some of the research topics does not mean that the political, social and

economic aspects of SEZs are not interrelated.
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1.1 .3 The Methodological Approach

A historical analysis was used as a general approach to this study. This means that

the economic activities, pafiicularly in the sectors of FDI, industrial ouq)ut, foreign

exchange earnings and exports in Shenzhen SEZ, and political climate during the period

from 1979 to 1987 were analysed. Through this analysis, the degree of tenability of the

SEZ concept in China was determined. More specifically, data on annual FDI, foreign

exchange earnings and industrial output in Shenzhen SEZ, as well as the Chinese

government policies that affected the activities in these three sectors, were documented and

used to discern and explicate the principles that underlie the course of deveiopment in

Shenzhen. Changes in annual FDI, industrial output and foreign exchange earnings over

the nine-year period were calculated. The pattern of changes in FDI was compared with the

patterns of changes in industrial oulput, foreign exchange earnings and export values. The

results of such comparison, based on data for Shenzhen SEZ, gave some indication as to

whether changes in industrial output and foreign exchange earnings correlated with changes

in FDI.

As part of this historical analysis, two statistical methods (simple correlation and

multiple regression analyses) were also used to test a series of hypotheses. One was to tesi

whether Shenzhen's annual industrial oulput and foreign exchange eamings were positively

and significantly associated with annual foreign capital inflow into that zone over the study

period. Another was to examine if Shenzhen's social environment had any effect on

foreign capital inflow. In addition, a sequential analysis was used to evaluate responses of

foreign investors to Chinese government's policies on SEZs. Results from these analyses

are detailed in Chapter Six.

Data used in these analyses came from secondary sources, and were collected

through a systematic review of six periodicals/publications, including SWB, JPRS, FEER,

CBR, CES and SSEZY covering the period ftom l9l9 to 1987. If any conflicts arose
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among those data collected from different sources, data from official documents would

prevail. Methods of data collection are explained in further detail in Chapter Four.
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I.1.4 The Defïnitions of Terms

A number of terms should be defined before the analyses proceed. For the purpose

of this study, the term "foreign direct investment" (FDI) means the capital inflow from

outside of the People's Republic of China, and therefore includes overseas Chinese

investment from areas such as Hong Kong, Macao, and Taiwan. Foreign investment can

be in the form of fixed assess (e.g., purchase of land and building), cash flow used in day-

to-day business operation (e.g., wages, purchase of local materials and services) or re-

investment of profits from previous years. The Chinese central government's investment

in local land development or other types of infrastructure (although it is part of capital

inflow into the SEZs) is not included in this category of foreign direct investment. Nor are

portfolio investments and official aid, such as bonds and foreign government's loans.

"Gross exports" are the total value of exports from a defined area. It is desirable to

use the value of net exports, but this is unrealistic due to the lack of detailed information on

exports from the study area. Besides, imported materials for export production may vary

greatly over a short period of time, and may distort the real picture of changes in export

earnings, while foreign exchange eamings accrued to an ilea are indicative of the economic

gowth of that area. For this reason, foreign exchange earnings are to be used in the

statistical analysis in Chapter Six. For the purpose of this study, "foreign exchange

earnings" shall mean the local value-added in export production, including wages earned by

local workers, as well as local materials, parts, and services used in the production of

exported goods.

In this study, the "industrial ouþut" means the total value of products from the

manufacturing sector. Products from the primary industrial sector are not included in the

analysis because Shenzhen SEZ was established mainly for manufacturing and exporting

goods. It should be noted that value of industrial output may include value of imported

materials and parts. Hence, it is greater than foreign exchange earnings in most cases.
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The term "special economic zones" is used here in a broad sense. It includes export

processing zones, free-trade areas, border zones, foreign enterprise zones, and others

having similar functions. Although under close examination they differ to some extent, the

main purpose of establishing these zones is universal, that is to enhance host countries'

foreign exchange earnings and capital inflows. For the purpose of simplification this b'road

definition is used, unless otherwise specified, throughout this dissertation.
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Significance of the Subject

1.2.1 The Practical Significance

The subjects dealt with in this dissertation have both practical and theoretical

significance. On the practical side, success or failure in the application of the SEZ concept

will have significant repercussions on Chinese economic development. Should the Chinese

government succeed in the application, it would strengthen the implementation of its open-

door policy. Statistics show that prior to 1987 Shenzhen's development had progressed

successfully. In these four SEZs located in Guangdong and Fujian provinces, a total of

3,955 agreements and contracts for foreign direct investment were signed over the period

from 1980 to 7987, accounting for a total value of more than US$9.6 billion, of which

US$2.66 billion have been put into use (SV/B no.1460 Sept.3O 1987). Under the

influence of this apparent success in the implementation of SEZs, the Chinese government

decided to open up fourteen coastal cities for international trade and investment. These

cities and the four SEZs cover about 160,000 km2 of land and have population of 92.7

million, representing 1.7 percent and 9 percent of the national total respectively. In 1986

they registered an income of Rmb133.4 bilüon, accounting for more than 17 percent of the

national total income in that year (SWB no.1460 Sept.30 7987). Five areas in Hubei

province along Yangtze River and eighteen coastal counties in Guangdong province were

subsequently designated for similar purposes within a short period between December,

1987 and January, 1988 (SV/B December, 1987 &. January, 1988).

On the other hand, if the application fails, the Chinese government would probably

use this failure as an argument for reinstatement of its previous autarchic policy. China's

economy could even return to the situation resembling that of Mao's era. This possibility

still exists, for some Chinese high-ranking economist and political leaders are not certain as

to whether SEZs and the open-door policy are the right routes to follow. Bo, a senior

economist with the Bank of China, asserted that "...the pattern adopted by the SEZs should

1.2



15

not serve as a main pattern of our country" (FEER vol.128 May 9 1.985:70-7I). Chen

Yun, one of the five Politburo Standing Committee members, expressed openly at the Fifth

Plenum of the Chinese Communist Party Central Committee his strong reservation about

Deng's open-door policy and economic reform. Even Deng himself admitted, after his visit

to Shenzhen SEZ in 1984, that Shenzhen was only an experiment (FEER vol.729 no.37

Sept.19 1985).

The subjects of Chinese SEZs and open-door policy also have their significance

within the context of the global economy. Chinese SEZs would not have transpired

without the proliferation of SEZs around the world. The widespread application2 of the

SEZ concept in many LDCs as well as thefu success3 have drawn worldwide attention (Hall

I982a, OECD 1984, and BR 1984). Researchers have become interested in determining

the possible impacts of SEZ development upon global production and trade. These impacts

have become more visible judging by the fact that since the 1960s numerous countries have

designated certain areas under different names4 for the purpose of stimulating their

economic growth. Limited foreign capital for too many SEZs has made the competition

among these SEZs even more acute.

The significance of studying this topic lies more importantly in the evolutionary

processoftheseSEZs-fromentrepottoexportprocessingzoneandtosciencepark-for

this process reflects some profound changes in the global distribution of manufacturing

production and trade, as well as in the further international division of labour (UNIDO

1980a, Cohn 1981, Frank 1981, Maex 1983, Basile & Germidis 1984 19, Dicken 1986,

and Klein 1986). In this respect a key question is whether or not China would be able to

2 As of 1981, more than thirty-four countries in the world had used SEZs and ttre like for stimulating their local
economies, and there were at least ninety-six freeports and designated economic areas of this nature in
operation (UMDO 1984:22).

3 Souttr Korea and Taiwan have been considered as two model-nations that have successfully used the freeport
concept to stimulate their economies (UNIDO 1984:22).

4 Free trade are¿ìs, enterprise zones, foreign irvest¡nent areas, export processing zones, special economic zones,
border zones, etc.
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follow through this process as have South Korea and Taiwan succeeded within less than

two decades. The success or failure of Chinese SEZs is contingent upon four main factors:

(Ð whether or not the Chinese SEZs would succeed in attracting suffîcient

foreign capital and technology;

(ü) whether or not these SEZs would have adequate support from other

sectors of the Chinese economy, such as energy production, services,

and transportation and communication;

(üÐ whether or not these SEZs would be able to survive in this competitive

worid market; and

(iv) whether China's political and economic policies would continue to

foster the development of SEZs.

If answers to these questions are positive, then it would be in order to assess the impact of

these SEZs upon the global economy. Chinese SEZs are only a stepping stone leading to

the ultimate goal of this evolutionary process. A comprehensive study of their

performance, implication and potential would contribute to the search for answers to these

questions.
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1.2.2 The Theoretical Significance

Numerous writings concerning relationships between host country's policies and

FDI, and between FDI and exports from SEZs are rather fragmentary. Part of the reason

for such fragmentation and for the lack of an integrated body of knowledge is that SEZs did

not emerge until the 1960s.5 Since then, most research work relating to SEZs has been

devoted primarily to solving their operational problems. Early research work includes that

undertaken by H.T. Lee (1970), Choe (1915), and Vittal (L977a &.1977b ). Only in the

latter part of the 1970s and the 1980s did geographers, economists and urban planners start

to analyse the phenomena of SEZs (Currie 1979 & 1985, Hall 1982a, Goldsmith L982,

Harrison 1982, Kwasny 1983, Schiffer 1983, K.Y. Wong 1982, Wong & Chu 1985,

Basile & Germidis 1984, Vincent 1984, and researchers under the auspices of UMDO,

OECD and other international organizations). Their efforts have been primarily directed to

the general aspects of SEZs, such as the raison d'etre of SEZs. No in-depth analysis on

the subject of SEZs has been carried out.

Furthermore, the results of library search reveal that since 1961 no dissertations,

computerized in the Dissertation Abstracts International,6 have addressed this subject

adequately. Likewise, search in the Index To ThesesT shows no relevant studies. But the

importance of research into the theories on FDI and SEZ does not arise primarily because

5 Th" firrt SEZ involved in manufacturing process was set up in Sharuron, Ireland in 1965. The result of computer
data search also substantiated this view. For further information see Chapter Four, data sources and collection,
of this disse¡tation.

6 A computer data search was carried out, upon the author's request, by Dafoe Library, Universiry of Ma¡ritoba, on
April 6, 1989, with a view to determining whether there were any dissertations, dealing with the subject topic
and listed in ¡f'e Dissertation Abstracts Internatiornl. The outcome of such search is that there was none. the
search was conducted with the input of the foltowing key words: special economic zones, export processing
zones, foreign enterprise zones, free trade zones in the developing or underdeveloped countries. The worã
"areas" was also used as an interchangeable one for the word "zones" in the sea¡ch. The Dissertation Abstracts
International includes the abstracts of doctoral dissertations submitted to the University Microfilms
International (UMI), Ann Arbor, Michigan, by nearly 500 participating institutions in North America and
throughout the world.

7 In¿u To Theses is a comprehensive listing of British theses produced regularly since 1950. It covers around
9,000 theses each year accepted for higher degrees by the universities of Great Britain and keland and rhe
Council For National Academic Awards. Since 1950 it has been published by Aslib, London, England, with the
active collaboration of Universities. Three groups of tisting under the headings of geography, economics, and
urban and regional plarming inthe Index, from vol.29 to vol.37, have been reviewed. No dissertation or thesis
in the subject area has been found.
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of the lack of writings on this subject. Rather, it is in seeking for a theoretical clarification

of positive or negative FDI impact on host country's economy. Any contribution to the

knowledge in this f,reld will assist in bridging the existing gap between the theories on FDI

and the empirical operation of SEZs. This dissertation is an attempt to search for a

theoretical justification of SEZs and host government's policies on FDI.
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1.3 Organization of the Study

This dissertation is organized into seven chapters. Chapter One - Introductíon -

def,rnes the objectives and scope of the study, and higtrlights the significance of the subject

matter within both national and global contexts. Chapter Two - Special Economic Zones,

a Global View - provides a historical account of special economic zones and their

antecedents. It also examines their evolution together with changes in their functions and

characteristics; and reviews the existing theories on SEZ in order to provide ground work

for the advancement of theories in Chapter Six.

Chapter Three - Relation of SEZ to FDI : aTheoretical Review - assesses theo¡ies

on foreign investment. Particular attention is paid to the offshore production and

investment activities undertaken by NlC-based firms, as well as to the issues of

relationship between SEZ and FDI. By using FDI theories, the development trends and

future prospects of SEZs are analysed. Conversely, the analysis of SEZ evolution

provides some empirical grounds for the further advancement of FDI theories in Chapter

Six.

Chapter Four - Shenzhen SEZ: an Empirícal Exploratíon - aims to analyse how

Shenzhen SEZ emerged under the political climate and economic reform in China.

Emphasis is placed on China's open-door policy, its intricacies and limitations. The

political and economic elements outlined in this chapter are used to pave the way for the

analysis of the state policies and their impacts on FDI in Chapter Six.

Chapter Five - State Policies and Shenzhen's Performance - deals primarily with

the issues of foreign investment and Shenzhen's economy by using major economic

indicators to measure Shenzhen's performance over a nine-year period. Data on its

performance and the state policies regarding SEZs and foreign investment are also

presented in this chapter. Chapter Six - Analyses of Roles and Determinants of Foreign

Direct Investment - is designed to analyse the impact of host government's policies on
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FDI and the impact of FDI on Shenzhen's economy. Analyses are conducted with the

intention of illustrating the relationships, if any, between FDI and industrial output and

foreign exchange earnings, as well as between state policies and FDI. Also, Shenzhen's

ability to compete with the increasing number of SEZs in the world is assessed. Chapter

Seven - Conclusions and Recommendations - is a summation of the study results, and

recommends a direction to be considered by the Chinese govemment. Areas where further

research is desirable are also highlighted in this chapter.
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CTIAPTER TWO

SPECIAL ECONOMIC ZONES (SEZs) - A GLOBAL VIEW

2.I The Evolution and Perspective of SEZs

2.1,.1 Antecedents, Functions and Characteristics

The origin of SEZs can be traced back to as early as 1804 1 when Gibraltar was

designated as a duty-free zone primarily for the purpose of servicing the military stationed

at the naval base. Subsequently, Singapore and Hong Kong became, in 1819 and 1842

respectively, the first tr.vo fiee ports opened on the world major trade route, with a view to

stimulating growth in the commercial sector and to increasing income accrued to the

colonies. Since their inception, the economic performance of these forerunners has been

outstanding. Others have followed suit. All of them had a common characteristic, that is,

ilade was their predominant interest.

This interest was maintained until the 1960s, when the movement of industrial

globalization started to gain momentum, and was reflected by the significant increase in

TNC off-shore activities and by further division of labour in manufacturing on the gtobal

scale. Change from the predominant interest in trade to the interest in developing export-

led industries was accelerated after TNCs realised that, by moving part of their labour-

intensive procluction processes to LDCs, their products would be at least in an equal

position to compete, on their home markets, with those products irnported from those

lower labour-cost coLlntries. Stanclardisation and autc,mation, as well as further division of

labour in cer-tain inclustdes, also made such moves possible. On the "pull" side, LDCs had

begun to realise by then that, in order to attain thcir goals of industrialisation, it was

necessar,v to acquire capital and new technology from AICs. What I-DCs could offer was

1 So-" researchers have traccd rhc origin of Lhr: SEZ concept even fruthe¡ back to the era of Roman Empire when
certain arcas were designated in response to the neerl for uansslripments of goods by non-local tradeis anci for
tlrei frecdom from mistreatment (Eucyclopacclia Anrerica 1975 r'o1.12:43-44).
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relatively cheap labour and tax concessions provided in certain designated areas, such as

SEZs, as incentives to lure foreign investment. As a result, SEZs flourished.

Before 7966, there had been only three zones of this kind in the world: Mayaguez

established in Puerto Rico in 1962, Shannon in keland and Kandla in India in 1965. At the

end of the 1960s, there were nine zones in operation within nine countries. Five years

later, the total number of SEZs increased to thirty-four, spreading over twenty countries.

At the end of 1979 rhe figure reached fifty-seven, with the number of countries having such

zones totalled twenty-nine. By mid-1984, there were seventy-nine SEZs in thirty-five

countries (Currie 1985). These SEZs are distributed almost all over the world, with

noticeable concentration in Asia where labour costs are significantly lower than those in the

AICs. Figure 2.1 illustrates the geographic distribution and density of major SEZs in East

and Southeast Asia, as well as the relation of Shenzhen SEZ to other SEZs in the region.

The increase in magnitude can also be seen in the rapid gowth of the total employment in

SEZs. The total manufacturing employment in all zones2 increased almost twenty-nine

percent over a period of five years; that is, from 649,500 in 1978 to 837,500 in 1983

(Currie 1985). The United Nations gave a higher estimate of increase in "direct

employment" than did Currie from 645,000 persons in 1978 to slightty less than one

million in 1980 (UNIDO 1980).

The evolution of SEZs should be viewed not only from the perspective of

magnitude, but also from the transformation of their characteristics and functions. At the

outset, most zones were set up primarily for the purpose of facilitating the flows of goods,

so that the volume of imports and exports could be increased, and along with income from

those commercial transactions. Manufacturing activities were nonexistent or negligible at

that time. Hence, the main beneficiaries belonged to ttre commercial sector, and the value

added (e.g., through packaging activities) in those zones was relatively minor. As the

2 In only three countries, i.e., Jamaica, Senegal and Nicaragua, was the employment in the SEZs known to have
fallen since 1978 (Cunie 1985).
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manufacturing activities gradually assumed the main function of the SEZs, most of the old

and entrepol characteristics became less significant in the face of the ne\il ones.

Figure 2.1 The Regional Setting of the Shenzhen SEZ
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To obtain a better insight into the SEZs, it is necessary to further understand what

has given rise to them within the global context, and how they have evolved and affected

the globat economy.3 Since Second World'War the global economy has undergone

fundamental changes, caused by further labour division and moves of production from

AICs to LDCs. Global changes in patterns of industrial production and trade through

vertical and horizontal integration of production within TNCs have, indeed, widened the

scope and altered the nature of economic competition. For example, imports from LDCs

into AICs have no longer been limited to agricultural products and raw materials, but have

extended to include higher value-added manufactured goods. Industrial production

processes have often involved more than one country before the products reach their

markets. Firms often have to compete with both national and international rivals. These

changes have generated a "push" force that has encouraged firms in the AICs to look for

new production sites where the production and distribution costs can be minimised, or

where the market areas can be better served.

For some time, it has been contended that industrial globalization and economic

competition at the global level led to the emergence of SEZs. It is also the industrial

globalization that has gradually transformed entrepots into export-oriented production sites,

by vesting them with new functions and characteristics. Many of the present SEZs are

characterised by their highly developed export-led manufacturing industry that have given

the host countries a double-edged mechanism - job creation and foreign exchange earnings

- for stimulating their economic growth. These functions and characteristics can be seen in

incentives, policies and regulations (see Appendices 1 & 2) stipulated by host countries for

the establishment and development of SEZs. For example, one of the clauses regulating

the setting-up of firms in Masan SEZ states explicitly that "business firms should provide

3 Th"." are some political effects on the global scale. But, at this stage of the analysis, only the economic aspect
will be dealt with primarity. In Chapter Three, one of China's SEZs will be used to explain the potitical side of
Iheir raison d'etre. The global political aspects are certainly too wide a topic to be incorporated in this
dissertation.
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only for export, be capable of realising net foreign exchange earnings of not less than

twenty percent of the export value...." (Currie 1985:132).

Without being limited to the aforesaid general characteristics, by the mid-1980s

some of the SEZs had begun either to specialise in certain branches of manufacturing or to

gear thefu products to suit certain particular market demands. In the first case, the

preferential tariff rates for Mauritian clothing exports make it possible for firms in the

clothing industry of that island zone to compete with otherwise cheaper Hong Kong

sources. As an example of the second case, the potential access to the European and

Russian markets was the reason for a Hong Kong electronics firm choosing to locate in

Santa Cruz SEZ in India. Similarly, the potential access to the West African Economic

Community had made Senegal SEZ more attractive (Currie 1985). This specific market

orientation has underlined the issue of political undertones long associated with the

establishment of SEZs and the issue of close connections between host countries' foreign

policies and their economic development.

On the whole, the general characteristics of SEZs can be summarized as follows:

(Ð predominanceoflabour-intensiveproductionactivities;

(ü) heavy involvement of TNCs;

(üi) fragmentation of production processes; and

(iv) concentration of manufacturing activities in a few industries.

The importance of labour-intensive production activities in SEZs is accentuated by the fact

that about 33 percent of the total production cost of discrete semi-conductors or simple

integrated circuits produced in SEZs are accounted for by labour (Currie 1985). The

portion attributable to labour cost is even higher in less-sophisticated industries, for which

cheap labour remains one of the main attractions to locate in SEZs. This, in turn,

reinforces the characteristics of SEZs.

The second general characteristic - heavy involvement of TNCs - has persisted

partly because of the host countries' chief development objectives, i.e., to attract foreign

,i:l:iLìr',:,
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capital, and of the fact that foreign investment provides the main impetus for economic

growth (UNCTAD 1985). TNCs are the main provider of FDI. As Currie's study shows,

"Investrnent in the EPZs and other customs*free facilities is still largely from the developed

world....The U.S.A. is by far the most important source...." (Currie 1985:19). The

amount of foreign investrnent in the SEZs in 1983 represented 98, 90 and 85 percent of the

total investments in the SEZs in Egypt, Malaysia and Taiwan respectively (Currie

i985:20). The increasing pressure of competition on manufacturing industry necessitates a

continuous search for cheaper and more cost-effective ways of producing consumer goods.

TNCs are keen on actively seeking new least-cost locations, such as SEZs for their

production activities. This reciprocal relationship between TNCs and SEZs fosters greater

TNC involvement in SEZ's manufacturing activities. A study carried out by the UMDO

also indicates that

...manufacturing activities located in EIZs are predominantly foreign-owned and/or ünked

up with transnational market corporations. As an illustrative example ...Japanese

companies ...represent 90Vo of all companies in the [Masan Export Processing] Zone and

85Vo of the total investment ltherein] in 1915,.. (tlNIDO 1980a:12).

The fragmentation of production process as the third characteristic of SEZs does not

come as a surprise, since it has always been the case that only part of an entire production

process is shipped overseas from AICs. Quite often, that part is further divided and

distributed to different locales. This fragmentation has been due partly to the reluctance of

TNCs to move certain parts of the production processes such as research and deveiopment

to overseas and, due partly to the fact that most host countries are incapable of supporting

sophisticated production processes.

The fourth main characteristic is a concentration of manufacturing activities in the

electronics and clothing industries. Electronics remains by far the most dominant industry

in SEZs. About one-third of all firms in SEZs in the world are engaged in some type of
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electronics production - a sector which generates 50-60 percent of the total emplo)¡ment in

SEZs (Currie 1985). Nearly one-half of the total labour force in Asian SEZs is employed

in the electronics industry (UNIDO 1980a). Second to electronics is the textile and clothing

industry which shares about 15-25 percent of total employment in the world's SEZs

(Currie 1985). Because of these characteristics, the labour force in most SEZs is

predominantly unskilled females, a $oup that represents more than 89, 80, 75 percent of

the total labour force in Sri Lanka, Taiwan and South Korea's SEZs respectively (Currie

1985).

These characteristics have arisen from SEZ mandates vested to them by host

governments. Although emphasis varying from one country to another, the following

mandates can be found in most SEZ development policies and legislations:

(Ð to atfact foreign invesnnent;

(ü) to acquire advanced technology;

(üi) to develop export-led manufacnuing industry;

(iv) to increase foreign exchange earnings;

(v) to create employment; and

(vÐ to upgrade labour and managerial skills.

Here are a few examples of policies, legislations, and incentive measures that are designed

by host countries to fulfil their mandates: pennanent exemption from business tax on expon

earning in Masan and Iri SEZs in South Korea; no customs duties on exportation of

finished products from Kaohsiung, Nantze and Taichung SEZs in Taiwan; exemption from

customs duty for goods exported abroad from the SEZ in Malaysia; exemption from export

duties and business taxes on exported commodities and components in Lat Krebang SEZ in

Thaitand; and free repatriation of capital and profrt on foreign investment from Karachi SEZ

in Pakistan (for more examples, see Appendix 1).

The first mandate - to attract foreign investment - is designed to accumulate the

capital stock in host countries. Although, by and large, foreign investment in SEZs has
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increased over the past years, they have fallen short of what most SEZs expected. The

reason for such shortcoming is that the foreign-owned (or joint-venture) plants in SEZs are

mostly simple production units carrying out labour-intensive operations and not requiring

sophisticated equipment and other expensive physical facilities. Similarly, foreign

exchange earnings also account for a considerable sha¡e in the accumulated capital stock for

host countries. This issue will further discussed in the fourth mandate.

As the second mandate, to acquire advanced technology from AICs is an important

step in the industrialisation process of all developing countries. On the who1e, the level of

a country's average productivity per worker reflects the level of industrialisation of that

country. Higher productivity requires more advanced production techniques. So far, not

many SEZs have had a remarkable success in achieving the desired level of technology

transfer. Whether or not SEZs are an appropriate cha¡nel for such transfer deserves further

scrutiny.

The third mandate, that of developing export-oriented manufacturing industry, is

vital to host countries, because not only does it directly enhance their export earnings, it

also assists in stimulating the industrial development in other parts of host countries

through backward linkages. One of the UNCTAD studies indicates that prior to 1985 the

share of SEZ exports in total manufactured goods for many LDCs was below five percent.

However, the export-oriented manufacturing industry in SEZs could account for a sizeable

conrribution to a specific economic sector or region of host countries (UNCTAD 1985).

The fourth mandate is to increase the net foreign exchange earnings, i.e. the net

income accrued from export proceeds. This revenue largely relies upon an increase in the

domestic value added in the form of local raw materials and semi-finished products used in

SEZs, labour cost, or sub-contracted work carried out by domestic firms outside SEZs.

Closely associated with the third mandate, the fifth is to create employment. It is generally

fulfilled if the export-oriented manufacturing industry has a strong hold in a SEZ.

Likewise, to up-grade labour and managerial skill, as the sixth mandate, can be
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accomplished if host countries succeed in acquiring advanced technology from TNCs. In

the light of the foregoing analysis of SEZ's characteristics and evolution, it is possible to

predict the problems and prospects of SEZs.
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2.1.2 Problems and Prospects - An Observation

Some doubts have emerged as to whether or not SEZs are an effective and viable

means by which the aforementioned general mandates vested by host governments can be

fulfilled. The testing of these mandates through the implementation of SEZs over the past

two decades has shed some light on a number of acute problems that may be indicative of

the actual state and future perspective of most SEZs. The problems involve insufficient

diversity of industries, inadequate domestic value added, limited technology transfer, lack

of backward linkages, and low skill in domestic work force.

Insufficient diversity of industries has resulted from the fact that TNCs move

labour-intensive stages of their production processes to SEZs mainly in response to labour-

cost differentials between the developed and developing countries (UNCTAD 1985). The

employment structure in SEZs has been geared by investors towards employment for low-

skilled, young and female labour. Besides, changes in employment are sensitive to

conditions outside the control of host countries (UNIDO 1980a). Hence, what SEZs have

received, so far, are only non-complex industries, that is, part of those industries which

require considerable amounts of low-skilled labour inputs, such as simple assembly of

electronics and the finishing stages of clothing industries. From the viewpoint of labour

supply, given the current state of poor mass education in LDCs, the skill level of their work

force is unable to support the normal operation of more sophisticated industries. To

upgrade their skill levels would be a difficult task, and would require a lengthy period of

time. Even if AICs were willing to pass their advanced technology onto host countries, the

low-skilled work force, capable of performing only simple manual operations, would still

have a limited capacity to absorb it.

On the whole, no effective backward linkages between SEZs and their domestic

economies has yet been established in most LDCs (UNCTAD 1985). The fundamental

cause for this shortcoming is that TNCs'operations depend heavily on intra-firm imports

of supplies through their vertical integration within their own international production



-õ--

3I

network instead of building linkages with the host countries' domestic economies

(UNCTAD 1985). By doing so, TNCs can use the transfer pricing mechanism a to build

up profrts. Above all, it is not in the best interest of TNCs to establish backward linkages

with host countries' domestic economies. Therefore, the onus of strengthening such

linkages rests mainly on the host countries' shoulders. Host countries have difficulty in

achieving it for two reasons. In the first place, the types of industry set up by TNCs in

SEZs may not conform to the LDCs' needs for their industrialisation drive. Thus, it is

unlikely that any direct commercial or production linkage would occur. Second, in order to

integrate SEZs with the remainder of host country's economy, domestic firms must deliver

goods and services of compatible quality and at internationally-competirive prices (LINIDO

i980a). Not many domestic firms are able to meet such requirements.

"As EPZ exports have high import content, their gross [export] value is not a valid

indicator of their contribution to national income. Any meaningful assessment of their

contribution has to be based on the domestic value added generated in the host economy"

(UNCTAD 1985:19). The domestic value added in SEZs is generated from three sources:

wages, local supplies of tradeable production inputs (e.g., raw materials) and of non-

tradeable production inputs (e.g., services). Some shortcomings of the domestic value

added in SEZs have existed and have been primarily associated with the SEZs'

characteristics mentioned earlier. Associated with the characteristic of labour-intensive

activities, wages paid to production workers in SEZs account for the major part of the

domestic value added in SEZs' exports. In most cases, their share represents more than

seventy percent 5 of the total domestic value added in gross exports from SEZs, while

income from local supplies of tradeable production inputs is relatively low.6 The local

4 For example, by overcharging for materials and components supplied to the subsidiary (UNCTAD 1985:17).
J For example, in 1979 wages paid in the in-bond assembly industries in Mexico accounted f.or 7I7o of the
domestic value added; the share of wages in domestic value added in the industrial free zone in Tunisia amounted to
77.\Eo n 1975 (UNCTAD 1985:20).

6 In ,nort cases under 5%; atttrough there are a very few exceptions, such as Masan EPZ, where the sale of domestic
ma-te,rials to EPZ enterprises accounted f.or 24Vo of the gross value of export from ¡frat EPZ n lgjg (LINCTAD
1985:21).
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non-tradeable components of value added, which include electricity and water supplies,

lease of land or buildings, transportation, repair and other services account for

approximately twenty-five percent of the total domestic value added (UNCTAD 1985).

These disproportionate percentages - too high in wages, too low in tradeable components

- imply that the net income accrued from SEZ to the domestic economy of host country

depends too heavily on labour-intensive activities, and that backward linkages with the rest

of host country's economy are extremely weak. When measured against the mandates

analysed earlier, these shortcomings seem to have evoked a great deal of doubt with regard

to economic contributions that SEZs will be able to make to their host countries.

Meanwhile, a few of the existing zones currently under operation have been

performing exceptionally well. Among them are Masan EPZ in South Korea and

Kaohsiung EPZ in Taiwan, China. A few figures are cited here for the purpose of

substantiating this contention: within a period of only five years from 1971 to 1975, the

value of exports from Masan EPZ surged 130 times from $0.8 million to $104 million, and

the employment generated in that zone increased more than 16 times from 1,250 persons to

20,950 over the same period (Currie 1979). Similarly, Kaohsiung EPZ expenenced an

increase of $128.1 million (from 8344.6 million to 472.7 million) in value of export over a

period of four years from1974 to 1978 (Currie I9l9). The figures cited here seem ro

suggest that, if operated properly, these zones can serve well as an effective and viable

means for LDCs to strive for industrialisation. One of the best ways to review the

prospects of SEZs is to examine the factors that have caused economic success and failure

of some of the existing SEZs. There seems to be two fundamental factors that are decisive

in the operation of SEZs; one controls the "input" end of the SEZ's economic process,

another manipulates the "output" end. Between them, two stages of economic process are

considered to be quite common in most SEZS. These are horizontal and vertical

integrations of the economic activities in SEZs with the domestic economies of host

countries.
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Why are the input and output factors so important? The input factor reflects the

amount of foreign investment 7 that a host country is able to attract and to use as a part of

payments for capital construction costs,8 for "the income of the host country fromEPZ

operation may not be sufficient to amoftize the EPZ estate development cost" (Kwasny

1983:81). The output factor indicates the net foreign exchange earnings which accrue to

host countries. As stated earlier, these earnings consist of the payments made to locally

recruited labour and the payments for tradeable and non-tradeable local production inputs

(UNCTAD 1985). Host countries use these earnings to pay off the operation costs and

part of the capital construction costs of their SEZ establishments. These earnings are so

essential to host countries for a simple reason; that is, if they are not sufficient to cover their

SEZ operation costs, then host countries should simply shut down their SEZ operations.

Conversely, so long as the input and output factors are satisfied, i.e., the net foreign

exchange earnings of a SEZ are sufficient to pay off its capital and operation costs, then the

SEZ operation is considered to be self-sufficient. As one of the UNIDO's reports srates,

"...the physical establishment lof a SEZ] by government of the state on which the zone is

based may well be justified purely in terms of the commercial return alone" (UNIDO

1980a:25). Other factors with regard to the transfer of technology and managerial skills,

backward linkage and so on, if not satisfied for the time being, can possibly be rectified in

the future.

By using these two fundamental factors and some actual data on capital investments

and on net foreign exchange earnings, one would have no difficulty in discerning the

reasons for the success of Kaohsiung and Masan EPZs. The foreign capitai investrnent in

Masan EPZlr, 1978 represented more than eighty percent of the total capital inflow into that

zone in that year, and its export value was 1.8 times the import value in the same year

7 Not"t in addition to pure foreign ownership, joint venture is also a form of foreign itvestment.
8 lrr"luding hfrastructure, building, financing costs and so on.
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(Currie 1985). The value added 9 in Masan represented more than fifty percent of its total

gross export value in 1919 (UNCTAD 1985). These figures suggest that the host country

assumed only a small portion QAVo) of the capital investment from outside of that zone.

Indeed, the zone was run at a proflt. Similarly, Kaohsiung EPZhad a total value of gross

exports of $749.9 million, while corresponding value of imports was $415.7 million in

1983. Thus, there was a balance of $334.2 million in net foreign exchange earnings

(Currie 1985). Such earnings revealed that the operation of Kaohsiung EPZ was

profitable. If it is accepted that capital investment and net foreign exchange earnings are

decisive factors for the prospects of SEZs, then a question remains as to how to attract

foreign investment and to increase net foreign exchange earnings. This question will be

addressed in the following chapters in conjunction with the assessment of impacts of FDI

and exports on Shenzhen's future.

9 Vulu" added forms an important part of rhe net foreign exchange earnings.
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2.2 A Literature Review of SEZ

2.2.1 The Theories on SEZ

Existing theories on SEZs can be classified into three general categories according

to thet approach, namely "definitional", "normative" and "predictive". A common feature

of the theories in the first category is their advocates' emphasis on the definitions of SEZ's

functions. This category of theories can be seen in the writings of Vittal (1977), Hall

(I982a), K.Y.Wong (1982), Vincent (1984) and Basile and Germidis (1984). Some of

these theorists believe that SEZs were a product of the continuing global division of labour,

resulting in relocations of TNC's production processes from capital-rich to less labour-cost

countries. Others view SEZs from the opposite direction, contending that SEZs were

initiated by capital-dear countries that vested SEZs with a wide spectrum of mandates

according to their political and/or economic agenda. The definitional approach to SEZs

from the host country's standpoint seems to lean heavily on the nature of their mandates.

The shortcoming of this approach is that not many SEZs have fulfilled their mandates

successfully.l0 Hence, some gap exists between the definitional theories and the real

situations of SEZs.

In addition, there are numerous rvays of defining SEZs. From the economic

viewpoint, SEZs are economic enclaves designed to attract capital inflow, create

employment, absorb advanced technology, train the local labour force, generate additional

foreign exchange, and build linkages between domestic economies and international

markets. From the political perspective, SEZs can be seen as the state's creature - a

political vehicle, used by the state for entering into global competition. According to Basile

and Germidis, SEZs are also institutions which reflect the phenomenon of the international

10 B^il" and Germidis suggested that "while certain FEPZs [foreign export processing zones] can be regarded as
successful...there have been many notable failures" (1984:22). Currie echoed that "the majority of SEZs will
remain stagnant and few will fail totally" (1985:45). A UNIDO srudy drew a similar conclusion that "they
[SEZs] have often failed to reach their objectives when set up to initiate the attraction of foreign investment"
( 1 98 8:54).

--L--



36

division of labour and of invesünents.1 1 In more detail, but in a different way, The V/orld

Bank gives a definition as follows:

The export processing zone @PZ) is a relatively recent. variant of the widely used free

Eade zone ç;fQ - a designated areâ...to and from which unrestricted trade is permitæd....

[It also provides] buildings and services for manufacturing, i.e., transformation of

imported raw and intermediate materials into finished products, usually for export. but

sometimes partly for domestic sale subject to the normal duty. The EW is thus a

specialized industrial estate located physically and/or adminisratively outside the cusûoms

barrier, oriented to export production. Its facilities serve as a showcase to attract investors

and a convenience for their getting established, and are usually associated with other

incentivesl2 (Basile & Germidis 1984:20).

The normative approach has been used in the second category of theories with

emphasis on costs and benefits of SEZs. Theorists of this category usually try to define a

level of performance as a measurement for assessing the viability of SEZs. Lee (1970),

Choe (1975), Lall & Streeten (1977), Currie (1979), UNIDO (1980a), V/ong & Chu

(1982), Kwasny (1982), UNCTAD (1985), Dunning (1985) and APO (1987) undertook

cost-benefit analyses of specific SEZs to evaluate the effectiveness of SEZs and their

socioeconomic impacts on host countries. Most of the impacts dealt with in their studies

are related to the balance of payment, technology transfer, entry into new markets, and

disparity of income. What seems to be the most important measurement that has been used

to evaluate the success or failure of a SEZ is the ability of SEZ to attract FDI and to

generate net export income.

Predictive theories of the third category are characterized by their advocates'

predictions of the future trends for SEZs (e.g., Basile & Germidis 1984, Currie 1985 and

11 High"t- and lower-skilled labour, and investments for producing products intended mainly for foreign or
domestic ma¡kets @asile & Germidis 1984:19).

12 See Carl Goderez's "A World Bank Staff Working Paper on Export Processing Zones" (1981:7-8) and Basile &
Germidis' "Investing in Free Export Processing Zones" (1984:20).
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UMDO 1988). Among them the non-territorial theory13 that suggests total elimination of

the enclave nature of SEZs is a typical example of this category. Another prediction is the

need for functional conversion of SEZs (UNIDO 1987b), because of the diminishing

potential for host countries to use cheaper labour cost as a main competitive advantage. On

the whole, uncertainty about the future of SEZs seems to prevail most theories in this

category.

According to these theorists, host countries have the following three options with

regard to their SEZs. First, host countries may change their SEZ's mandates such as to

convert the existing SEZs into science parks (Basile & Germidis 1984 and APO 1987).

Except for very few NICs, which are capable of converting, this option is not suitable in

most host countries. Second, they may simply dispense with the SEZ practice if the

concept of science parks is unworkable. This option may be too costly for the host

countries, for most of them have invested a considerable amount of capital at the initial

stage of development in their SEZs. Third, they may use the normative approach to further

study the determinants of FDI, and to evaluate the impact of FDI on the development of

SEZs, with a view to improving their performance. This last option would seem to be the

most desirable for the majority of host countries.

The normative approach may provide some solutions to the problems currently

faced with numerous SEZs, if the determinants of FDI are identified and if the positive FDI

impact on the local economy can be ensured. Although most existing studiesla highlight

the important role of FDI in the operation of successful SEZs, no specific result with regard

to the impact of FDI on the development of SEZs has yet been published. Consequently,

this dissertation will focus on the presence and intensity of FDI-SEZ relationship.

13 Ttt" concept of using tax exemptions and financial incentives to promote export-oriented productions can be
applied to specific industries located anywhere within host countries.

14 
".g., 

Currie 1979 & 1985, UNIDO 1980, Basile & Germidis 1984, {JNCTAD 1985, UNCTC/ESCAP 1985,
Klerme & IViesegart 1985, V/ong & Chu 1985, Oborne 1986.
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2.2,2 The Empirical Experience of SEZ's Operation

Since SEZs are creatures of the state, thefu main role is, a priori, to assist in

implementing state policies in varying areas, such as foreign investment, industrial

development and trade. Policies in these three areas have, indeed, a strong global

connotation. In the first place, the industrial development of a nation would not proceed at

a normal pace should the nation adopt a "closed-door" policy. Even if the nation has a rich

natural resource endowment, advanced technology and abundant capital, it still has to trade

with the rest of the world, as part of its manufactured goods has to be exported apaÍ from

local consumption. One may repudiate this contention by advocating the concept of "self-

sustained" economy. This concept, however, has been proven unworkable (OECD 1984);

and its application has led many autarchic nations to a dilemma of political isolation and

economic stagnation. Even some countries within the centrally planned economies did not

adopt the concept of autarchy throughout the entire period of their regime. The same is true

for nations within the Periphery Market Economies. The examples of South Korea and

Taiwan have abandoned a substantial part of their "import-substitution" policy and have

turned outwards.

The most recent and surprising example is that Communist China has suddenly

lifted its "bamboo curtain" after decades of self-imposed isolation and opened up frve SEZs

and fourteen coastal cities in order to attract foreign investment, stimulate its industrial

development and increase its trade surplus. The nation has made every effort to explore

avenues to achieve these three objectives. The question is whether SEZs are an appropriate

avenue for China. If so, what specific measì.res can be used by the Chinese government in

its SEZs for achieving these objectives.

In order to achieve these objectives, most host countries have been using one or

several of the following measures. The most commonly used measures are to offer tax

concessions and financial incentives. Simplification of administrative procedures and

decentralisation of certain central government functions to local administrators in SEZs are
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the second type of measures. The provisions of infrastructure and other physical facilities,

such as buildings, and the supply of relatively cheap labour, are not uncornmon in the

operation of SEZs. These measures have a substantial impact not only on the development

of SEZs, also on global industrial production and trade.

The impact of these measures can be observed in three general trends cuffently

under way. The first trend is that the proliferation of SEZs further creates and perpetuates

unskilled jobs in LDCs15, as the relatively cheap labour in LDCs coincides with, and also

suits well, TNCs'need. Meanwhile, the proliferation of SEZs also reduces proportionally

unskilled jobs within AIC's active labour force. Consequently, the proportion of skilled

workers in the employed labour force of AICs has been increasing relatively, while that of

LDCs has been decreasing. The more unskilled jobs are created in LDCs and the more

unskilled jobs are eliminated in AICs, the further the division of labour between AICs and

LDCs.

Many observers believe that technology transfer does not occur, in other than a

marginal sense, through the production acúvities within SEZs, because of the spatial and

functional separation between the stages in production processes (UNIDO 1980a and

Currie 1985). Both pre-assembly stages requiring advanced technology and related

resea¡ch activities remain located in TNCs' centres in AICs, and "even if complex, modern

techniques are used in SEZs, the host country does not automatically gain access to them"

(UNIDO 1980a:31). These arguments suggest that SEZs are not an appropriate vehicle for

technology transfer and fo¡ upgrading the skill level of labour force in host countries. As

the level of labour skill dictates the type of industries that host countries are able to atftact

and support, these countries would continue to remain in a disadvantageous position to

compete in the international scene.

15 Mort of the TNC investments in ttre LDCs , particularly in the SEZs, are related to low-level production jobs
(Dicken 1986:62, 372-373).
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The second global trend, caused by policy measures implemented in SEZs, is the

further division of investment in the industrial sector. Since most world's capital is under

the contol of TNCs and nation-states, their financial resource allocations are indicative of

the general pattem of global capital investment. The allocation of a great part of the world's

investabie funds at their disposal is concentrated in capital-intensive industries. Only a

small segment of labour-intensive industries which require highly intellectual work, such as

electronics software and research has some share of their capitals. Besides, in very rare

situations, TNCs or the governments of AICs have investment in capital-intensive

industries or research and development in LDCs. Therefore, capital investment in SEZs

would continue to be limited to labour-intensive industries.

Investment made by the nation-states of LDCs and by TNCs with their bases in

LDCs, represent only a small portion of the world's investable funds. Their investment is

not strong enough to reverse the trend for allocation of the world's capital. Future

invesünent made by TNCs and the nation-states of AICs would continue to dichotomise the

world's investment pattern, by channelling a greater proportion of the world's investable

funds into capital-intensive industries in AICs. Meanwhile, it is most likely that host

governments' policy measures with regard to SEZs would continue to attract foreign

investment into labour-intensive sectors. Inevitably, investment policies introduced by

AICs and their TNCs, coupled with policies on SEZs implemented by LDCs, would

perpetuate such dichotomy.

The increasing involvement of nation-states in the global trade and industrial

production, as a result of the implementation of policy measures in SEZs, may be the third

global rend. State involvement in the operation of SEZs has contributed to the acceleration

of this trend. Needless to say that capital construcúons undertaken by nation-states (e.g.,

making available roads, sewer system, \ilater supply, land, buildings and other public

utilities) within SEZs are undeniable facts of further state involvement in the global

economy, many host governments also make loans available to foreign investors, and have
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direct investments in industrial production and trade. This trend of politicisation in the

global economy has changed the nature and magnitude of international trade and industrial

production by integrating participant nations'political interests into international economic

affairs. In putting forward this contention, one is not denying that prior to the emergence

of SEZs there had been significant political intervention in global economic activities.

However, it is an incontrovertible fact that by using SEZs as a vehicle, state involvement in

the global economic affairs has become more overt and dfuect.

It is notable that the labour force in SEZs represents only a small portion of the total

labour force in host countries. One may argue that SEZ effects on the gtobal labour force

are negligible, and that the investment in SEZs is not representative of the overall

investment pattern in host countries. But, what deserves analysts' attention is not the

matter of present quantity; rather, it is the trend that many host countries have been using

SEZs as a prototype for large-scale application of this economic system in the future.

China is an illustrative example. After opening up four SEZs in its southern provinces,

fourteen coastal cities were opened in the early 1980s. A few years later the entire Province

of Hainan Island was opened up, and has become the largest SEZ in the world. Even five

regions along Yangtze River in the hinterland were designated by the Chinese government

as special economic development areas for the same purposes. If more LDCs follow

China's path and successfully achieve their development objectives similar to that of

Taiwan and South Korea, their effects on the global economy would be immense.

If more LDCs follow this trend, what will be the future of SEZs from a global

perspective? The future of SEZs rests on how well a series of problems related to SEZs

can be resolved. Three fundamental problems are noteworthy:

(Ð increasing competition among SEZs;

(ü) limited backward linkages with domestic economy and insufficient

technology transfer; and

(üÐ over-emphasis on the development of labour-intensive industries.
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As to the problem of competition, a study has referred to this point as follows:

The growing number of EIZs creates a competitive situation among developing countries

offering free zone locations to foreign investors. This comperidon among developing

countries in attracting foreign industries to their respective EIZs is very strong....As a

result, there is a tendency on the paÍ of developing countries to provide increasingly

favourable fiscal and financial incentives to counteract slacking foreign investrnent and to

reduce the danger of a relocation of existing firms to new lower-cost sites. [The

representative of the Mauritius EPZ Association ståted thatl "if we are not prepared for

this fierce competi[ion and do not start counter-att]acking now, ovEW chance would be

more than jeopardized with adverse consequences for job creation"....There is a risk that

the developing countries stfft outbiding each other by offering increasingly favourable

incentives to attract foreign investors. This danger can, in paÍicular, arise in the case of a

proliferation of EIZs at the regional level (Kwasny 1983:85).

The outcome of a UNIDO study echoes Kwasny's view, noting that

It may thus be fea¡ed that the spread of FEW Bree Export Processing Zonel may lead to

a surge of competition among the countries concerned, each vying with the other in

offering the most liberal status and excessive inducements....In the long run not only may

the cost of inducements prove greater than the total benefits derived from the creation of

the zone, but there may be a danger of the enterprises losing interest in the least

privileged zones (OECD 1984:22-23).

As to the second fundamental problem, backward linkages between SEZs and their

domestic economies are essential not only for the purpose of technology transfer, but also

for stimulating economic growth of host countries. The reason is that "the more extensive

these linkages become, the more likely it is that the zones can generate longer term benefits"

(UNIDO 1980a:25). Here lies the second problem. In most SEZs such linkages are

limited because of TNC's desire to import their production materials from outside of SEZs

and to subcontract work to subsidiaries within their own TNCs, and because of host

:ì::'À';':l ' '
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countries' inability to provide skilled labour force and technology that are required by

TNCs. High import content in SEZ products is indicative of poor backward linkages with,

and limited SEZ stimulative effect on, the domestic economy (Currie 1985). In most cases

technology transfer from SEZs to other parts of host countries is minimal for a number of

reasons, such as the enclave nanrre of SEZs, partial move of production process from AICs

to SEZs, inadequate training of local labour force. This is a reciprocal problem that stems

from the unwillingness, on the part of TNCs, to transfer their advanced technology to

SEZs and from the inability, on the par:t of LDCs, to absorb such technology.

The third problem - that industrial development in SEZs is primarily limited to

labour-intensive industries - is also a reciprocal one. On the one hand, AICs are willing

to move only labour-intensive industries to SEZs for taking advantage of relatively cheap

labour; and, on the other hand, what LDCs can use as a comparative advantage to compete

with other nations in the world market is their cheap labour. As a consequence, wages

share a great portion of SEZ's net foreign exchange earnings. This problem and the second

problem mentioned earlier are interrelated, because the higher proportion of foreign

exchange earnings the wages share, the weaker are backward linkages in terms of purchase

of domestic raw materials and/or manufactured products. By the same token, the weaker

the backward linkages becomes, the less there is technology transfer.

Judging from the foregoing analysis, the future of the SEZs does not look too

bright if these problems are not resolved in due time. Some SEZ watchers suggest that

either SEZ production activities should be moved towards high value-added areas, or

science parks may be a better alternative. As Yoshida, the Secretary-General of the APO

stated,

In o¡der to cope with these difficulties, may countries have attempted to undert¿ke the

structu¡al change of ElZs. An availability of factor endowments directs them to adopt

two different approaches to achieve this purpose: one is to shift the EPZs' emphasis more

on high value-added, high-technology production within the framework of the
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conventional EIZs; and the other is to established science parks (SPs) as an independent

institute. The SPs are likely to act as a catalyst in transforming the country's industrial

structure towards highly knowledge- and technology-intensive industries (APO

1987:foreword).

Taiwan and South Korea have started to move torvards this direction by setting up science

parks.l6 The main purposes of setting science parks are to promote research and

development and to manufacture high value-added products (Tan 1987 & Suh 1987).

Taiwan and South Korea's endeavours in this direction over the past few years have

brought them closer to the position whereby they would be able to compete with AICs in

this field.l7 Singapore has already followed suit (Narendran 1987). The question again

emerges: should other LDCs succeed in this field, what would be the impacts on the global

economy?

16 Hritt"hn Science-Based Industrial Pa¡k in Taiwan and Daeduk Science Town in South Korea.
17 Ir, 

"o*p"ting 
with other science parks, such as Silicon Valley in the U.S.A., Cambridge Science Park in ttre

U.K., Sophia Antipolis Science Park in France, Rubein Science Complex in Belgium, and Tsukuba Complex in
Japan (Suh 1987:87).
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2.3 A Summary

SEZs are a product of two streams of reciprocal activities in the global economy.

On the one hand, LDCs strive for industrialisation and a larger share of the global

economy. On the other hand, TNCs move some of their production processes from AICs

to lower-cost production sites in order to increase their competitiveness. Realising that

capital and technology are a sine qua non for achieving their goal of industrialisation, LDCs

have been using, among other means, SEZs for attracting foreign investment and advanced

technology since the 1960s.

The functions of SEZs have evolved. At the early stage of their development

commercial activities such as warehousing and packaging were predominant, and their

earnings came primarily from commercial transactions. A gradual shift occurred from

commercial to industrial functions with emphasis on assembly of semi-finished products

imported by TNCs from abroad and on limited exports of assembled consumer goods.

Industrial wages of unskilled labour became their main source of incomes. In some

advanced SEZs these functions have now given way to contractual productions, of which

most inputs come from domestic sources, hence, backward linkages to the domestic

economies are strengthened. The most advanced stage being envisaged so far in the

evolution process of SEZ is the development of science parks. At this stage, advanced

technology and knowledge replace production capital as a form of foreign investment.

Only few of the existing SEZs have succeeded in advancing to this stage; most of them

have not even managed to carry out their main functions of attracting adequate foreign

capital, absorbing effectiveiy advanced technology, and accruing enough net-exchange

earnings.

Another sffeam of activities - the displacements of TNC production capitals and

processes, taking place mostly in AICs and increasingly in NICs since the late 1970s -

have been caused by comparatively higher labour costs in these countries and by tougher
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competitions between TNCs and their rival firms that "push" TNCs to go abroad. This

"push" force has been further intensified particularly since NICs started to dump their

cheap products into AICs'home markets. Tax concessions and financial incentives offered

by host countries have strengthened the "pu11" force, and have made SEZs more attractive

to TNCs. As a result, SEZs have become the convergent points of these two streams of

activities.

The increase in number of SEZs over the past two decades does not eliminate some

of the acute problems accompanying the development of SEZs in most LDCs. These

problems can be generalised as: insufficient diversity of industries; inadequate domestic

value-added; limited technology transfer; lack of backward linkages; and low skills of

domestic work force. Because of these problems, labour-intensive operations will continue

to dominate the economic activities in SEZs and hence, net foreign exchange earnings and

technology transfers will remain marginal. The worst of all is the tougher competition

among SEZs, caused by the diminishing share of foreign investment in LDCs in general,

and by their limited competitive advantage in particular.
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CHAPTER THREE

RELATION OF SEZ TO FDI: A THEORETICAL REVIEW

3.1 A Literature Review of FDI Theories

3. 1.1 Early Theories on Foreign Investment

The global economy and theories on foreign investment should be surveyed before

discussing the relation of special economic zone to foreign investment. Over the past

decades the global economy has been under the influence of three phenomena. These are:

further concentration of the world's capital in fewer TNCs; tougher condition of

competition for FDI; and LDCs rigorous demands for a greater share in the global

economy. In the frst place, the world's capital has been further concentrated in a few large

TNCs that are the main sources of foreign capital for less-developed countries (LDCs).

Dicken's study (1986:55) showed that "...more than seventy percent of United States

transnational activity is performed by between 250 and 300 firms; eighty-five percent of

United Kingdom direct foreign investment abroad is in the hands of a mere 147 firms."

Lall and Streeten's study (1977) concluded that the increasing role of a few hundred TNCs

in international production, trade, investment and technology, and the increasing

centralization of power within these corporations have important implications for the

structure of socio-political power within developed as well as less-developed countries.

For those LDCs where the domestic savings are insufficient to support their economic

growth, FDI has become the main form of involvement of transnational corporations in

their indusrialisation process (UNCTNC 1 985).

The second phenomenon is that the decline of the LDC's share in the world's FDI,

has caused tougher conditions of competition for capital. Between 1981 and 1983 FDI

flows fell by almost one-thfud (UNCTNC 1985). The average share of LDCs in the
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world's FDI was about thiny percent in the period from 1960 to 1979; this share dropped

to twenty-five percent in the 1980s (UNCTNC 1985). Besides, TNCs have shown little

inclination to invest in most low-income countries regardless of the incentives offered or of

the domestic policy framework (UNCTNC 1985). "The main issue of the 1980s seems to

be the struggle of nation states for an adequate share in the investment cake which

multinational corporations are still distributing....The cake becomes smaller" (Dunning

1985:xi).

Lastly, the strong desire of LDCs for industrialisation and a greater share in the

world economic affairs has been manifested in their appeal for reforms of the existing

international economic order,

...which [in the opinion of a group of LDCs] was characterized by inequality, domination,

dependence, narrow self-interest and segmentation, by a new order based on equity,

sovereign equality, interdependence, common interest and co-operation among States

irrespective of thei¡ economic and social systems (Uniæd Nations 1982:3).

Their appeal resulted in the adoption of a Declaratíon on the Establishment of a New

International Economic Order and of a Programme of Action by the UN General Assembly

in 1974. Over the period of struggle for a new economic order and for their

industrialisation, two strategies have been commonly used; namely, "import-substitution"

and "export-orientation." While former has been proven to be undesirabie, the latter seems

to have been increasingly adopted by many LDCs. The typical and successful exampies of

adopting the export-oriented indusrialisation strategy are South Korea and Taiwan. The

industrialisation process by ways of increasing exports would inevitably change the

patterns of foreign capital flow and global trade.

The combination of these three phenomena has forced some LDCs to strengthen

their means of attracting foreign capital, should they continue to rely on FDI as their

primary source of capital for propelling modernisation. One of their principle means has
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been the establishment of SEZs. Under the influence of these phenomena the effectiveness

of SEZs has been called into question. Also brought under close scrutiny is the roles of

FDI in the deveþment of SEZs and in the industrialisation of host countries.

The most important aspect of theories on FDI in connection with SEZs is concemed

with the determinants of foreign capital movement, that is, what causes capital movement

from one country to another. Some "pure" economic theories will be given little attention

because of their unrealistic assumptions, e.g. perfectly competitive market conditions.

Theories that deserve further analysis here are attributed to five general strands, all of

which are related to the concept of foreign investing firms, TNCs, a driving force behind

the world's capital movement. Without TNCs most SEZs and FDI would not have existed.

The important role of TNC in the world's capital movement can be seen in the degree of

TNC control over the world's capital: about one-half of the world's foreign investment

came from the US-based TNCs. Similar degree of concentration of foreign capital in few

TNCs was also found in other AICs1.

Analysts have tried to explain these phenomena by using their theories. Cost-

minimisation theories stem basically from the orthodox location theory, with some minor

variance among different schools within this strand. The school of neoclassical cost-

minimisation believes that FDI is primarily caused by the movement of TNC production

processes from higher production-cost locations to lower-cost ones for the purpose of

maximising profit. This theory has drawn some support from empirical studies. For

example, a working group, assigned by the Government of Canada to study the issue of

foreign investment in Canada, identified factors which had led American firms to choose

investment in Canada over trade. One of the factors is the relatively low cost of

production, e.g., labour and hydroelectric power costs (Government of Canada 1977). A

paper published by The World Bank on foreign direct investment in developing countries

I Over 807o of ttre British foreign investrnent were in the hands of about 150 fi¡ms; and 70Vo of the German's were

controlled by 82 firms (l-aü A Streeten 1977:12).
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also supports this view, suggesting that one of the objectives for TNCs to pursue their

production abroad is to take advantage of low labour cost (Billerbeck & Yasugi 1979).

Within this strand, Vernon represents another school (although his theory was

never intended to expiain the TNC's capital movement) placing his emphasis on the theory

of "product cycle", that is, the cost and local-marketing factors are taken into account as a

cause of production shift in location from higher-income countries to lower-income ones.

He argued that the innovation and production of new, more expensive products always take

place first in high-income countries. As these products approach their maturing stage,

standardisation paves the way for mass production. Hence, "...concern about production

cost begins to take place of concern about product characteristics....At this stage in an

industry's development, there is likely to be considerable shift in the location of production

faciiities...." (Vernon 1966:196). These instigate moves of production processes together

with capital flows from one country to another according to their production-cost

differentiation. Arriving at a similar conclusion, Hirsch's study on international trade and

investment suggests that "...decision [on whether to serve foreign market through direct

investment or through exportsl will have pro-export bias when the market is in high-cost

country, and a pro-investment bias when it is in a low-cost country" (Hirsch I976:267).

This also implies that capital outflow tends to occur when TNCs ïvant to serve a market

area where the production-cost is lower than that in their home countries.

The shortcoming of the cost-minimisation theories lies in their failure to explain

why few firms that want to minimise costs have succeeded in investing abroad. A group of

advocates believe that low production costs are not sufficient enough to cause capital

movement and there must be some special properties characterising TNCs. As

Kindleberger puts it, "cheaper [production] costs abroad than at home are not

enough....What must be explained is why production abroad is not undertaken by local

enterprises...." (Kindleberger 1969:13). Caves echoes those advocates'conclusion stating
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that "...mechanistic hypotheses about cost-minimizing behavior do not serve very well to

explain inter-country patterns of MNE [multinational enterprise] activity" (Caves 1982:60).

To explain the TNC's properties, the advocaies representing the second strand -

the oligopolistic-competitive theory - contend that only some large firms can succeed in

moving their producrion processes abroad (Horst L972 and Lall & Streeten 1977). The

main thrust of this strand is that, under "imperfect" competitive conditions, TNCs possess

oligopolistic advantages, which include, for example, large financial resources, high

managerial and marketing ability, capability to maintain distinct production-differentiation,

strong political and bargaining power, and superior technology. In Lall and Streeten's

words,

...the investing firms possess some sources of oligopolistic advantage to offset the

inEinsic disadvantage of foreign operations. There a¡r many sources of such advantage,

but the decisive ones, which in fact determine why some industries and firms go

transnational while others...do not, ue mørketing and technology (Lall & Streeten

1977:28).

As this stand of theories grew out of the neoclassic firm theory and drew upon the

ideas of firm expansions and concentration of world production, it is faced with difficulty

in elaborating why not all large firms choose FDI over exports and licensing. Some

theorists suggest that the oligopolistic advantages are only a necessary condition and do not

cause all large firms to invest abroad. It is the FDI advantages that encourage large firms to

go into ffansnational status. The FDI advantages lie in the opportunity to minimise the

costs of "total process",2 circumvent the restrictive or discriminatory policies of host

countries (e.g., import-substitution policy), seryice the local malket better, or respond to

competitors' moves. Caves expanded this oligopolistic theory by using his transactional

approach to argue that fuller use of oligopolistic advantages (film's intangible assets in

2 Lall and Streeten referred "total process" in TNC "sourcing" activities to "the production and interchange of
specific components, processes and services by geographically ciispersed units of a TNC...." (1977:30).
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Caves' term) would be possible only through horizontal and vertical integrations. To arrive

at such integrations by ways of FDI is one of the chief reasons why some large firms

branch out across national boundaries and become TNCs (Caves 1982). Apart from this

argument that rests upon the theory of economic organisation, Caves also analysed the

phenomenon of FDI and TNC activities based on the market size and tariff in both host and

home countries, currency exchange rates, and resource allocation that affect a firm's

decision on exports or investment abroad.

Both of the preceding strands of research were carried out primarily from the

viewpoint of investing firms and countries: their goal of cost-minimisation; and their abiüty

to invest and compete with rival firms abroad. The general equilibrium concepts of

international trade theory (Caves 1982), representing the third strand, are derived from the

study of economic activities in both home and host countries of TNCs. The theory

suggests that world's capital movements are caused by the decline of outputs in capital-

intensive sectors in one nation (capital-rich home), and the investors'expectation for high

rentals to their capital in other nations (capital-poor foreign). These concepts involve both

the investing and recipient countries. Under the assumptions of this theory, the

equalization of factor prices would only be achieved through international trade. The main

strength of the international trade theory is its ability to explain the phenomenon of capital

flows from the viewpoint of price differential of a production factor, e.g. labour, between

countries.

The fourth srand of theories is what may be labeled behavioural theories. Its thrust

lies in TNCs' desire to secure the supply of materials, information (on their rivals, future

price and availability of raw materials, etc.) and services, and to place them under the total

control of same ownership. TNCs tend to diversify their activities in various countries and

industries, from extraction to manufacturing, marketing and services (e.g., banking and

insurance), by ways of vertical and horizontal integrations of production processes.

Through these processes transactions of not only business, but also knowledge,
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information, skills and other intangible assets can take place within the same TNC. It has

been said that TNCs are even willing to pay higher prices for materials or semi-finished

products to their own affiliates than to outside firms in order to keep capital flows within

their own TNCs. Dunning's call for further research into TNC behaviour (1981) and his

concept of internalisation of ransfer (1987) - a measure to minimise activities in the

external market - are signs of the emerging trend to incorporate the field of organisational

behaviour into the field of international economics. This trend is to be discussed further in

Dunning's eclectic theory later in this section.

The fifth strand, characterised by Ahavoni's systemic theory, distinguished itself

from others by suggesting that his theory has "nothing in common with classic theory of

capital investrnents". Rather, he looked for "the elements in the baffling complexity of the

organisational system that could explain the behaviour and make the variables interrelated

and sensible"(Ahavoni 1966:ix), based not on úte ceteris paribus assumption, but on a total

evaluation of the problems. He found no relationships between host country's tax

incentives and TNC's investment decision. Instead, the decisions to invest abroad made by

thirty-eight manufacturing American f,rrms that he investigated were the result of a complex

organisational decision-making process. From his observations in this process he

concluded that

...the simplifying assumptions of classical economic theory represented so gross a

deparnrre from reality ttrat the theory was an extremely inefficient frame of reference from

which to observe, project, and prescribe on the subject of capital investment. (Ahavoni

1966:ix).

V/ith his dissatisfaction with the classical economic theory, he tried to integrate together the

theories in the fields of economics, organisational behaviour and business administration,

and to transform the naditional economic theory into what he called "a more sophisticated

-*--



54

economic theory of organisational behaviour" within a social system (Ahavoni 1966:13 &

219).

O'Brien analysed FDI in the machine tool industry in LDCs also from a wider

perspective than did most economists. Although not in so much detail as did Ahavoni, he

pointed out that a single advantage of low labour-cost is not enough to attract FDI and

advanced technology. He also found no evidence to suggest that a "host country's

investment incentives have any impacts on its chances of attracting investment...."

(O'Brien 1987:viii & 51). "'What is required is at least a second asset, preferably of a

system kind...[which] is a social cum economic process of integration...." (O'Brien

1987:50). Such system should foster the development of domestic entrepreneurship that is

essential to improving the resilience of local economy in the constantly changing

environment.

In a similar vein, but different from the above systemic theory, Dunning's "eclectic"

theory draws upon the concepts of ownership-specific, internalisation-incentive and

location-specific advantages. The essence of his theory is to combine the strengths inherent

to both the theory of international trade and the theory of the frrms, using these two theories

not as alternative but as complementary to each other (Dunning 1981b). According to his

contention, the phenomena of TNC's involvements in international economic affairs and

international capital movement associated with it are the results of certain firms' ability to

internalise both ownership-specific and location-specific advantages. He applied this

theory to explaining why a firm uses FDI to internalise its ownership advantages in

conjunction with some factor inputs outside its home counûry (Dunning 1981b). By using

his approach, one would find more satisfactory answers to some of the questions related to

foreign capital movement than those derived separately from either the international trade

theory or the theory of the firms. Obviously his eclectic theory has economic overtones,

but he took into account as well the socio-political aspects of FDI, such as political stability

and language, cultural and customs differences among nations.
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The theories on capital movement, international production and trade have evolved

over the last six decades.3 Early theories seem to have developed separately in two

interrelated fields: international trade and organisation of production. Recently emerging

theories clearly have indicated a convergent movement toward the amalgamation of theories

in these fields. V/ould this convergent movement shed some iight on rhe subjects of SEZ

and FDI, particularly when such question is posed: whether the recent evolution of SEZ is

a reflection of what these theorists have advocated? If so, then, how can the empirical

study of SEZ be used as one of the vehicles to further advance the theories of international

production and trade; and conversely, how would these theories help in dissecting the

functions and future of SEZs? Moreover, in particular connection with Shenzhen case, a

further question may be asked as to whether TNCs with their home-bases in LDCs have

similar ownership-specific advantages as those possessed by TNCs from AICs. If not,

what are the proprietary advantages and characteristics of these TNCs from LDCs? And,

would the findings of this study add some new dimension to the body of knowledge on

international production and trade?

3 
-E*ly 

works in these fields can be traced back to: John Williams' "The Theory of International Trade
Reconsidered", in Economic Journal, vol.39, June i929, F.A. Southa¡d's Ameriían naiiiy in Europe,
Houghton Mifflin, Boston, 1931, Bertil Ohtin's Interregional and International Trade, ffu*á¿ University
Press, Cambridge, 1933, and R. Nurdse's "Causes anã Effects of Capitat Mou"m"rrtr", reprint"d in J.H.
Dunning's I nternat íonal Investment, Penguin, Readings, 1972.

--
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3.1.2 FDI from LDCs: an Ephemeral Phenomenon?

In dealing with the subject of FDI, analysts tend to associate it only with TNCs

from AICs. Although foreign capital from AICs still represents bulk of the world's capital,

firms with their home-bases in LDCsa have been actively investing abroad in recent years.

It was estimated in 1981 that the FDI by the Hong Kong-based Chinese firms accounted

for about $US800 million (Lall 1983), which represented approximately 80 percent of the

total FDI flowing into the colony from all sources in the same year ($US 1.09 billion,

OECD 1989). The impact of foreign investment from LDCs on the operation of TNCs

with their home-bases in AICs has become more noticeable, particularly in spinning,

weaving and construction industries (V/ells, Jr. 1983). Even more surprisingly, some

LDC firms have succeeded in penetrating the market areas in AICs: e.g., about one-half of

the Taiwanese foreign investments in the electronics sector was located in the United States

in 1979 (Dicken 1986); and, by 1984 Samsung of South Korea had already set up a

production plant in the United States (UNCTNC 1989a).

This phenomenon has prompted some analysts to take a closer look into the existing

theories on FDI, which seem to have strong tilt on the rationality of capital outflows from

AICs. Only since the mid-1970s has more attention been directed to some sort of analyses

that are focused on FDI from LDCs; and an increasing number of analysts have come to

join the theoretical debates on this phenomenon (Vernon 1976,Lecraw 1977, Kumar and

Mclaod 1981, Lall 1983, Chen 1983, Wells, Jr. 1983, and Dicken 1986). In order to

analyse this phenomenon, it is necessary to understand first the motivations for LDC firms

to undenake investment activities abroad and the proprietary advantages of these firms.

There are as many motivations for LDC firms to invest abroad as those for the

TNCs with their home-bases in AICs. Among those motivations, LDC firms'desires to

4 Although most of the FDI from LDCs are originated from MCs, e.g., Hong Kong, Mexico, South Korea,
Argentina and Singapore, and although India is not classified in the MC category, India's officially authorized
outward investments during the period of 1965-80 amounted to US$116 million, higher than Argentina's
(US$87 million, Lall 1983:251). For the ease of discussion in this section, the term of LDCs is used in a
broader sense to include MCs unless otherwise specified.
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minimise land and labour costs, to expand market areas, and to secure their already

established market positions in foreign countries are most commonly mentioned in the

studies carried out by Aggarwal and'Weekly (1982), Wells, Jr. (1983), Lall (1983), Chen

(1983), UNCTNC (1989a) and UMDO (1989). The need for cost minimisation has been

further accentuated by the diminishing differentials in labour costs particularly between

NICs and AICs in recent years. Enormous pressure has been placed on the large home-

companies in NICs to look for new less-cost production sites such as those countries at the

lower echelon of LDCs. This pressure at home has become a major force, that has given

rise to many Hong Kong-based TNCs (Chen 1983).

Similar to Chen's study on Hong Kong TNCs, the research carried out by

Aggarwal and Weekly on Indian TNCs (1982) has revealed another form of push force;

that is, home government's pressure on its private sector to expand their market abroad

with a view to increasing their long-term foreign exchange earnings through exports.

Government's influence on FDI has become even more overt, as state-owned companies

and quasi-public organisations in collaboration with the private sector directly participate in

activities of foreign investment. Policies imposed by host and importing countries are

another stimulus that also generates motivations for LDC-based exporting firms to invest

abroad. Stiffer tariff and quota restrictions imposed on NICs by AICs are a typical

example of government policy intervention that has forced NIC firms to move part of their

production processes (usually the final assembly stage) to countries, whereby their

products can have easier access to AICs. Advantages of these circumventing tactics have,

indeed, encourage capital outflows from MCs.

To a much lesser extent, the back-flow of technology from AICs to NICs was

considered as a motivation for NIC firms to invest in AICs. Chen's study (1983) on FDI

from Hong Kong suggests that one of the purposes for Hong Kong firms to invest in

Switzerland was to learn technoiogy in the watch-manufacturing industry. This list of

investment motivations can go on to include the theories of: (i) risk-reduction through
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diversification as contended by Lecraw (1917) and Aggarwal and Weekly (1982); and (ii)

greater profit through FDI instead of portfolio investment in LDCs as suggested by Lecraw

(1977). Empirical studies on the subject of FDI from and in LDCs (e.g., Lecraw's study

on Thailandin 7911, Aggarwal and Weekly's on India in L982, Chen's on Hong Kong in

1983, and Villela's on Brazil in 1983) seem to support the contention that the extent to

which these motivations influence the movement of foreign capital entirely depends on the

investment environment in both investing and recipient countries. A host of factors which

determine such investment environment will be analysed in the latter part of this section

after the discussion on the characteristics of investing firms based in LDCs.

From the foregoing review of empirical studies on FDI in LDCs, it would appear

that some LDC-based firms have been actively engaged in investment ventures abroad.

Their success has brought about a question with regard to the proprietary advantages that

these LDC-based firms have over local firms in host countries and over TNCs from AICs.

The proprietary advantages stem from their high ability to adapt in the volatile investment

environment and to meet constantly changing market demands. This high adaptability is

intrinsic to the nattrre and the managerial-marketing strategies of individual f,rrms, and to the

relationships between these firms and the business environment in both host and home

countries.

Three essential elements are decisive in determining the degree of adaptability of an

investing firm:

(Ð the nature of business such as extractive or service industry, labour- or

capital-intensive operation, elecfonics or textile manufacturing;

the managerial and marketing strategies which are contingent upon, for

example, the quality of staffing, availability of information, and

organisationai structure; and

the relationships between the investing frrms and the business

environment which is susceptible to, for instance, government policies,

(iÐ
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market conditions, curency exchange rates and the supply of

production inputs.

In evaluating the adaptability of a firm, these three elements must be considered as an

integral set of determinants. Firms having different businesses and managerial strategies

may all succeed in the same environment; a successful investing firm in one country may be

a failure in another. The essence of adaptability is to maintain a certain degree of

compatible relationships among these three elements during the course of change process.

Most successful LDC-based investing firms possess high adaptability because of

their business nature and managerial-marketing strategies. Empirical studies show that, in

comparison with most AlC-based investing firms, the operations of LDC-based firms are

more labour-intensive, smaller scale and involved in less-sophisticated technology (Lecraw

1977, Aggarwal and Weekly 1982, Chen 1983). Firms with less capital-equipment,

depending more heavily on labour and indigenous materials often have greater flexibitity

with which to adjust their production processes and alter their products more easily in

response to changes in market demand. Because of this nature, they have less fear of loss

in their capital investment, are more willing to negotiate with their potential partners in

various terms of joint venture, desire no total control over the operation, and are able to

expatriate less, as well as to reduce loyalty payment and foreign exchange burden on host

countries. All of the above make these LDC investing firms more attractive to their paftners

and host governments than are those large AlC-based firms.

Tactful managerial and marketing strategies of the investing firms from LDCs have

been pointed out by some researchers as part of these firms' proprietary advantages. Most

noticeable among their strategies is the use of price differential as a major weapon to

compete with those AlC-based firms (Lecraw 1977, Aggarwal and Weekly 1982). Lower

unit price is achieved by these firms not only by ways of using cheaper labour (the affiliates

of AIC firms in LDCs use cheaper labour too) but also by modifying imported equipmenr,

and technology and by simplifying production processes to suit the skill-levet of local
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labour force. As the result of such modification and simplification, these LDC-based firms

are able to increase their production efficiency and use local low-quality and cheaper

materials. Lecraw found in his study that, ceteris paribus, LDC-based firms are able to

lower their capital and labour expenses per unit of ouçut 25 percent below that of AIC

affiliates (Lecraw 1917).

Another managerial strategy commonly used by LDC-based firms is to select right

investment countries, usually as close as possible to their homes. The geographic

proximity of their offshore production sites to their home operations gives investing firms

certain advantages, such as, getting familiar with the situation of potential host countries

even before investment decision is made. Cultural and ethnic affinity in connection with

such geographic proximity also provides investors with easy access to explore the

investment environment of host counties. This argument seems to have drawn some

suppoft from existing LDC's investment pattern as typified by Hong Kong's investment in

China and other parts of Southeast Asia, Mexico's in Central and Latin America,India's in

South and Southeast Asia and so forth.

The third is the strategy adopted by some LDC's investors to export most of their

products from their host countries, and to gear their operations to high value-added

productions. This has been the case for most investing firms based in Hong Kong.

Chen's survey (1983) shows that more than 80 percent of the products by Hong Kong-

based investing firms in their host countries were exported from those countries. This

strategy seem to respond well to the need of most host countries whose main objective of

inviting foreign investment is to increase their foreign exchange earnings. High value-

added and export-oriented foreign productions in their territories is the most desirable

means to enhance their economic well-being.

In possessing the aforementioned two elements, i.e., the right kind of business and

strategies, a firm may still not be able to succeed if these elements are not compatible with

the invesnnent environment. More specifically, the degree of compatibility is influenced by



the interplay between these elements and the determinants of the investment envfuonment.

Two gtoups of determinants have direct effects on the investment environment. One group

pertains to host countries including, among the other things, their governments'policies on

FDI, the level of local labour skill, the conditions of infrastmcture, the future market

potential, and the costs of production inputs. Another group is originated from home

countries primarily related to their governments'regulations on capital exports, as well as

tariff and quota restrictions in the event that their offshore products are imported back to

their home countries. In addition to these two groups, circumstances may change and give

rise to other determinants. For example, changes in exchange rates between the currencies

of home and host countries are, indeed, of great importance. The investment environment

may be further complicated by government policies of a third country, if the products of a

firm from the investing country are exported from its host country to the market areas in a

third country.

The investment envfuonment varies according to the combination of countries

involved; without specifying them, any analysis of this subject would inevitably remain

superficial. It should be pointed out also that "price-weapon" used by the MC-based firms

to win competitions against their rival firms from AICs and local firms in host countries is

certainly not a complete explanation of the proprietary advantages of these NIC firms.

Their success or failure depends on how well their strategies (that should be constantly

changed too) fit into the volatile investment environment. Endless changes in the

investment environment continuously generate new obstacles for investing firms.

One of the obstacles on their ways to continual success is the result of technology

transfer. Since most of the technologies used by these NIC investing firms in LDCs are

simplified, they are easier to be copied by the local firms in host countries. The proprietary

advantages of these investing firms diminish along with the upgrading of production

technologies and managerial strategies of the local firms in host countries. Should this

trend continue, investing firms would have lesser advantages to compete with the local

-õ--
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firms in the near future, and may eventually have to cease their offshore opemtions. Based

on this assumption, one would wonder whether the present capital flows from NICs to

host countries is only an ephemeral phenomenon. If so, what would be the future of those

SEZs whose economic activities are propelled primarily by foreign investrnent from NICs?

t:'.:È:.. .
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3.2 Relationship between SEZ and FDI

3.2.1 Means-and-end Relationship

From the recipient country's viewpoint, SEZ is merely a defrned geographic area,

used as one of numerous means5 for implementing state policies with the intention of

achieving certain ends. An end most commonly pursued by LDCs is to attract FDI. This

means-and-end relationship between SEZ and FDI may terminate with the lack of capital

flows into SEZs. The amount of capital flows from AICs to LDCs has been diminishing

considerably in recent years. This trend seem to perpetuate for two reasons. First, the

demand for unskilled labour in the manufacturing sector of AICs would keep on declining

as the use of new technologies (e.g., robots) in production processes continues to rise.

Eventually, the manufacturing industry in AICs would no longer require cheaper labour

abroad.

Second, in most AICs a dramatic shift of economic activities from the secondary to

tertiary sectors has been under way for some time. Most activities in the tertiary sector

either can be carried out by machines through automation processes, or require highly

trained professionals and skilled workers. Demand for intensive and manual type of labour

force continues to decline. Besides, service industry needs to be located as closely as

possible to its clientele, with the exception of only a very small segment of it (e.g., tourist

industry) which is location-specific, and may require capital investrnent abroad. Hence, the

service industry in AICs would not benefit from offshore operations.

As capital flows from AICs to LDCs decline, the justification for continual

existence of SEZs also erodes. The prospect of SEZs, that a¡e still vested with the same

mandate to lure FDI from AICs, seems to be unpromising. Would the future be brighter,

should those SEZs turn their expectation to FDI from the NICs? According to the

foregoing analysis of FDI theories, the future also looks gloomy because none of the three

5 Contractual arrangement of FDI is an example of other means without a defined. geographic area. In this
situation, foreign production may takes place in an existing factory under an agreement between foreign
investor and existing local enterprise for manufacturing specific exported products.
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key FDI determinants would be effective indefinitely. The first key determinant - the

labour-cost differential between NICs and LDCs - may maintain in effect for a while; but

it is questionable whether NICs would still need offshore cheap labour after their

manufacturing industries undergo the process of automation and standerdisation as has

been the case in most AICs.

The second driving force behind the capital flows from NICs is related to the moves

made by NlC-based investors to expand their markets abroad or to gain entry to new

market areas in LDCs. Their moves are likeiy to face resistance from LDCs, as most LDCs

are in need of foreign exchange earnings and thus, establish SEZs for the purpose of

increasing their exports. The effect of the third determinant - the MC-based exporters'

strategy to circumvent AIC's tariff and quota restrictions by setting up their offshore

production facilities in LDCs - would also diminish, as it is so susceptible to changes in

import policies of AICs. Similar tariff and quota restrictions can be imposed by AICs on

products from any LDCs.

As anaiysed earlier, technology transfer from NICs to host countries of lower

economic echelon takes place at a much faster rate than it does directly from AICs. Such

fast transfer renders quickly obsolete the NIC technologies which is the main part of their

proprietary advantages over local firms in host countries. Thus, in order to compete with

local firms, NlC-based firms would have to infuse themselves constantly with new

technologies imported from AICs. This gives rise to a question as to how NICs could

adopt constantly new technologies. At the early stage of their economic development,

foreign investrnent in their SEZs played an important role in technology transfer6. V/ould

this role continue? Whatever may be the answer to this question would result in the

following two scenarios of implication.

6 Th" u*o*t of foreign ilvestrnents in SEZs in 1983 represented 987o, 907o, æñ 857o of the total i¡vestments in
the SEZs in Egypt, Malysia, and Taiwan, China respectively (Currie 1985:20). Similarly, the foreign
investment shared about 937o of the total investment in Masan SEZ, South Korea in 1975.
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In the flrst scenario, NICs continue to absorb successfully new technology from the

First'World through the activities in SEZs or science parks. The Fkst World countries

would continue to invest in NICs rather than those countries at lower economic echelon (as

has been the case) primarily because of better infrastructure and higher quality of human

resources available in NICs. This would result in two-tier theories on foreign investment.

One pertains to the phenomenon of foreign capital flows from the First World to NICs;

another concerns with the phenomenon of capital flows from NICs to countries at lower

economic echelon. These two phenomena have their own distinct determinants and

characteristics. NICs would continue to act as intermediate agents that transfer technology

from the most advanced industrialised countries to those countries at lower economic

echelon. Those countries would, in most situations, learn "secondhand" technology from

NICs, and would never be able to surpass NICs.

These two-tier theories have both theoretical and practical significance. On the

practical side, for example, should this prediction becomes a reality, no matter how widely

the doors of those countries (such as China's) are open, only limited technology transfer

directly from AICs would take place. Not much of foreign investment from the First

World would be directed to those countries, after NICs take a lion's share of it. Besides,

capital flows from NICs to those countries are insignificant in the face of global foreign

investment. Based on these arguments, the contention that China may become an economic

giant (e.g., Perkins 1986) and may pose a potential threat to the global economy in the

future are certainly unfounded. On the theoretical side, little has been known about the

relationship between the upper-tier (from AIC to NIC) and the lower-tier (from NIC to

LDC) processes of capital flows and technology transfer. Much research work stili

remains to be carried out in relation to the lower-tier process of foreign capital flow.
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In the second scenario, NICs may become less attractive to foreign investors from

the standpoint of labour cost.7 If the wage gap between NICs and those countries at the

lower economic echelons continues to widen, the later may have comparative advantage

over the former in terms of reducing investing firm's production costs. Foreign policiesS

of the First'World countries may also help in channelling foreign investment into those

countries. Hence, possibilities still exist for those countries to compete with NICs and to

gain the status of NIC in a reasonably short period of time. Should this occurs, the theory

of two-tier process of foreign capital flow and technology transfer would be called into

question.

7 Th" uu"rug" monthly wage per worker ilr Hong Kong ($HK1,356) in 1982 is about seven times higher than that
in China ($HK175) and about six times higher than Philippines coünterpart ($HK197) (Oborn 1986:147).

8 AIC gorr"--ents not only can use interest-free loans to assist certain LDCs in upgrading their infrastructure and
means of production, but also can use preferential tariff or quota to encourage private investors to invest in
particular LDCs. These facts further support the contention that FDI and SEZ are not a "pure" economic matter,
rather, they are a political product.
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3.2.2 FDI Theories Reconsidered

At the early stage of development in most LDCs, their financial resources came

primarily from the First World, for at that time NICs did not exist. Those LDCs that have

become NICs today (typical examples are South Korea and Taiwan) were financially

incapable of investing abroad; and their attentions were directed to the internal economic

welfares of their own countries. Partly because of the international political environment in

the "cold-war" period, foreign policiesg of the First World countries and their financial aid

provided those LDCs with favourable conditions, both financially and technologically, with

which to establish their solid economic bases.

Most of the researchers' attentions were drawn by this fact to treat the subject of

foreign investment solely from the standpoint of AICs. For this reason the issue of foreign

investment from NICs has never been dealt with adequately in the existing literature. This

inadequacy can be seen in numerous unsatisfactory explanations of capital flows from

NICs to those countries at lower economic echelon. For example, China's SEZs import

the majority of their needed capital from MCs.10 Since the MC-based investing firms

neither have the kind of oligopolistic power as defined in the oligopolistic-competitive

theory, and nor the ability and resources to adopt the systemic or eclectic approach in their

decision-making process, the determinants of capital inflows as argued in the oligopolistic

or systemic theory become irelevant to foreign investnent in these SEZs.

The behavioural and responsive theory provides very little help in explaining the

phenomenon of foreign investrnent in these SEZs too, for MC-based investing firms move

their production processes from their home countries to these SEZs not in response to any

restrictive or discriminatory policies imposed by host countries, but for minimising

9 At the 1945 Bretton Woods Conference of the Atlied Nations, the IMF and the International Bank of
Reconstruction and Development were established with the i¡tention of redirecting the international movement
of private funds f¡om Europe to the less-developed countries. Strauss Report (1959) to the U.S. President
recommended that tax reductions should be granted on-ly to business enterprises operating in the less-developed
countries ('Whitman 19 65:20-32).

10 Ou". 807o oî the FDI in China's SEZs came from Hong and Macao, and about 70Vo fromthe United States.
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production costs. NlC-based firms'investments in these SEZs certainly do not reflect their

reaction in defense of their already established market positions in host countries, because

their productions in these SEZs are not intended for local consumption in China. Hence,

the behavioural theory has failed also to explain the phenomenon of foreign capital inflows

into these SEZs.

Second, while attempts are often made by theorists to identify the determinants of

FDI, the motivations of foreign capital movements have always been analysed from the

viewpoint of investing firms. Any positive impact on recipient countries is seen as an

"unintentional" result of actions taken by investing firms. Often, this "unintentional" and

positive impact of FDI on host country's economy does not necessarily meet the need and

priority of host country. Besides, the role of foreign investment as perceived by investing

countries is unlikely to be identical to the role of foreign investment expected by recipient

countries. In other words, the justification for capital outflows from capital-rich countries

may not be the same as the justification of capital inflows into capital-dear countries. It

would appear equally important to analyse conditions that influence investors'decisions on

their selections of host countries under the assumption of same justification of capital

outflows. Chapter Six , therefore, assesses the benefits of foreign investment not from the

investing firms/country's viewpoint, but from the recipient country's viewpoint. In the

assessment, emphasis will be placed on the determinants of capital inflows into SEZs.

These determinants could be used by recipient countries as criteria based on which specific

mechanisms can be designed for attracting foreign capital. The theoretical review in this

chapter has walranted the need to build two linkages: one between the theories on SEZs

and the theories on FDI from TNCs; and another between the determinants of capital

outflow from investing countries and the determinants of capital inflow into recipient

countries.
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3.3 A Summary

This chapter surveys the existing theories on FDI and their application to the

phenomena of capital movement from investing countries to recipient ones. Five strands of

theories are analysed in order to identify the determinants of foreign capital movement fiom

NICs to SEZs. The analysis shows that none of these theories have provided a completely

satisfactory explanation on why NlC-based TNCs choose particular SEZs to invest.

The second part of this chapter presents aÍguments concerning the importance of

relationships between SEZs and FDI . These relationships, which depend mainly on the

continual flows of capital from NICs to LDCs, are analysed together with the proprietary

advantages of NlC-based investing firms and the transfer of such advantages to loca1 firms

in LDCs. The result of the analysis supports the contention, that the existing theories are

inadequate to explain the phenomena of capital movement from NICs to LDCs. This

chapter concludes with a recommendation on a specif,rc aÍea that requires further research;

that is, relationships between theories on SEZ and FDI.
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CHAPTER FOUR

SHENZHEN SEZ: AN EMPIRICAL EXPLORATION

4.I Shenzhen within the National Context

4.1.1The Political Climate and Economic Reform

Like most situations on the eve of an emperor's fall in the history, political turmoil

and social unrest accompanied by power struggles for leadership succession seemed to be

inevitable while Mao Zedong was ailing in 797 6. China was in a chaotic state: the nation

had not yet been healed from its severe wound as a result of a decade-long social disruption

- ferocious humiliations, unlawful persecutions, horrific tortures and brutal killings

committed by the radical leftists during the most destructive phase of the Cultural

Revolution - the Gang of Four still had the control over the nation's porte-parole,

People's Daily, as well as the Communist Party's organs and state's functions. This

instability reached its summit marked by the riots breaking out in Tienanmen Square only

three months after Zhou's death. Yet, after Mao's death in September 7916 the struggle for

the leadership succession intensified and the Gang of Four were placed under arrest.

Infightings continued among various factions. Factionalism has been the fundamental

dynamic in Chinese politics for a long time. The formation of, and conflicts among,

factions even at the Politburo level stemmed from power constellations of clusters of Party

officials who strived for career security and enhancement.

In this situation of conflict among factions, there seemed to be no "saviour" \ryho

was capable of pulling the nation out of such chaos. Party elites which had not been

purged at the time of the Cultural Revolution were either too old, in failing health or too

young to gain full support from all those factions and the People's Liberation Army. This

vacuum created an ideal opportunity for Deng to return, for he had several advantages over
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his competitors in winning the power struggle. Deng knew almost every sphere of running

the Party and the nation, ranging from military to finance, from constitution to

administration, and from foreign to domestic affairs.t While he was Zhou's right-hand

man as his First Vice-Premier, he had learned from Zhou how to run the nation. Deng

showed that he was a competent and experienced statesman when he served under Mao and

Zho:u. It was said that Mao commented to Khrushchev back in 1956: "See that little man

[Deng]? He is highly intelligent and has a great future ahead of him" (D.N. Chang

1984:158).

After a decade of chaotic destruction, the entire nation was eager to see the

restoration of order, peace and stability in order to reconstruct their lives. Industrial and

agricultural production activities disrupted during the Cultural Revolution needed to be

resumed and upgraded. Unemployment problems in urban areas had to be tackled

immediately, while the desperately depressed mental state of the general public was in

urgent need of rehabilitation. The people could no longer tolerate any continuation of class

struggle and social umest. In order for the Communist Party to regain confidence, it would

have to deal with these issues promptly and effectively. Party cadres, government officials

and Deng's followers knew that Deng was the "right person" capable of consolidating

forces to pull the nation out of such a devastating state. They wanted him to return to sewe

the nation.

Deng's pragmatism was suited to this political and economic climate. After such a

prolonged series of political movements and a continuous malaise of persistent poverty, for

over thirty years after the founding of the People's Republic, most of the people started to

wonder in what ways ideological debates and class struggles had benefited them. They

1 D"r,g Xiaoping was transferred to Beijing n lg52 from Sichuan Province where he was a mayor and later the
Party secretary of the Southwest Bureau, He occupied a wide spectrum of high posts in the Party and the Cenüal
GovernmenÇ e.g., a member of the Committee responsible for the drafting of China's first constitution in 1953,
the second ma¡r in charge of the Central Fiscal and Economic Bureau and the Minister of Finance in the same year,
the Secretary-General of the Central Committee of the Communist Parry and Head of the Organization Department
in May 1954 at the age of 50, The Vice-Chairman of the National Defence Council in September 1954, a member
of the Politburo in 1955...the Second Vice-Chairman of the Party n 1975.
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started to question whether the fundamental purpose of proletarian revolution was still to

give them a better life. They desired more than ever before to see their society return to

order and to have an environment where efforts can be effectively directed to the

enhancement of their well-being. Mao's death and the arrest of the Gang of Four enabled

the expression of such a desire. Deng grasped this opportunity'

Under these circumstances, Deng launched a campaign to achieve the Four

Modernisations. In late 1960s, Zhou managed to persuade Mao that the nation wouid

remain in poverty if no appropriate measures were taken to modernise itself by opening up

doors to the West. His initiatives were not realised due to the Cultural Revolution. He re-

introduced them again in I975, but was faced with strong opposition from the Gang of

Four. After the downfatl of the Gang of Four, Deng succeeded in carrying the campaign

through, and received the approval from the Eleventh Central Committee of the Chinese

Communist Party at its Third Plenary Session held in December 7978. This did not mean

that Deng encountered no opposition in the Party. Some opponents maintained that Deng's

contribution to thé Four Modernisations was mainly "foolish big talk and pretentious

iniriarives" (Pye 1981:247-248) and insisted that the Four Modernisations could only be

realised by adhering to the new slogan of Four Basic Principles. His opponents'

temporary retreat and concession planted a seed that may have caused some obstacles in the

course of China's modernisation drive, and likewise, in the implementation of the open-

door policy and the development of SEZs.

China's Four Modernisations in industry, agriculture, national defence, and science

and technology are a policy-oriented economic programme, designed to carry out structural

reform and to readjust the nation's economy (N.T.Wang 1984). Or, more specifically,

they were designed to correct the technological backwardness in various economic sectors

so that the nation's industrial and agricultural productivity would increase, thereby

enhancing the people's living standard. The modernisation programme contained a list of

specific targets to be attained by the end of this century, including, for example, ten iron



and steel complexes, thirty power stations, eight coal mines, six trunk railways, an annual

average $owth rate of 4.3 percent for grain output and so on (N.T.V/ang 1984). For

some researchers "...the off-hand nature of the lofty targets clearly showed a lack of any

fundamental understanding of the real problems...." (N.T.Wang 1984:74-15). Hence, it

may be seen as another unrealistic attempt, an economic irrationality to attain the

modernisation goal. For others, these goals were attainable depending on whether China

would be able to manipulate successfully a number of factors, such as maintaining political

stability, developing energy resources and transportation facilities, curbing population

growth, strengthening the educational system, and continuing the practice of open-door

policy and absorbing advanced technology from abroad (James wang 1985).

Since the modernisation programme was re-introduced, some positive signs have

emerged and the main thrust of the progr¿ürme has been reaffirmed. These include, among

other things, Chinese leaders' awareness of, and openly admitting to, their nation's

backwardness and their willingness to learn from the West and to catch up with the

advanced levels of production in the Western world. Xue Muqiao, the chief economic

adviser to the Chinese government, realised that his country was 20 years behind the

developed capitalist countries in science and technology, and more than 40 years behind

them in agriculture (Xue 1982). The main thrust of Four Modernisations was "...to use

advanced science and technology to achieve the modernisation in industry, agriculture and

national defence...." (BR 1984:145-747). Never before had the Chinese Communists

openly admitted that advanced science and technology in the capitalist world were worthy

of adopting.

Furthermore, the Chinese leaders began to realise that in addition to the

backwardness in science and technology, weak economic base, a huge population,

disproportionate ratio of accumulation and consumption, unemployment, inflation and

environmental degradation are also obstacles on their road. to modernisation. Deng in his

speech at a meeting of cadres called by the Central Committee of the Chinese Communist
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Party on January 16, 1980 stressed that, "The fact that China is poor, has weak economic

foundations and is backward in education, science and culture means that we have to go

through a hard struggle" (Committee for Party Literature 1984:242). Moreover, they

redefined their terms of economic self-reliance, and regarded it as a long-term goal rather

than a policy to be rigidly implemented in daily business affairs with other nations. Under

the new definition, "...establishing contracts with foreign countries means absorbing the

good experience and techniques from abroad for our own use so as to enhance our self-

reliance capabilities...." (BR 1977 July 8). "The study of foreign ideas and import of

foreign technology do not contradict the basic tenets of the self-reliance principle"

(F.W.V/u l98L:445-482). This new definition, together with their awareness of the

serious backwardness and their willingness to learn from the West, have led Chinese

policy-makers to the implementation of a series of policies, of which the open-door policy

is illustrative and has some far-reaching effects on thet modernisation drive.

Regardless of the foregoing positive factors which might endure in the

modernisation process, all the political difficulties did not disappear with the passing of

Mao and the downfali of the Gang of Four. Leftist elements within the Pafiy opposing the

economic reform in general, and the open-door policy in particular, may revive under

certain political climate. The changes in the political and economic climate created by Deng

both at home and abroad have made it possible to allow for a more flexible interpretation

of, and liberal approach to, the ideology of self-reliance. But as Deng is well over eighty

years of age, his passing might bring to an end the nation's Four Modernisations,

especially should the Leftists regain their power within the Party. This political instability

in the course of fundamental changes is the most illustrative of the situation in which

Chinese SEZs have been operated.

Overshadowed by its political instability, China's economic reform bears a strong

political undertone. It is characterised by four main concepts, that is, readjustment,

resftucturing, consolidating and improving (N.T. 'Wang 1984). Readjustment means
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changes in growth rates and in priority order of various sectors of the economy. After

1949 China had adopted the Soviet economic model - heavy industry being the top

development priority - and this remained sacrosanct until December 1978 when the Fifth

National People's Congress decided that the nation was in need of "readjusting, reforming,

recrifying and raising standards" (BR 1984:164-166 and Pye 1981:xx). The relationships

between accumulation and consumption and between agriculture, light and heavy industries

have, accordingly, been readjusted. The accumulation rate in the national revenue was

reduced from 36.5 percent in 1978 to less than 30 percent in 1981.2

This dramatic shift in China's policy orientation from "accumulation in command"

(Cumings L984:235-265) and "self-reliance" under Hua's leadership in 1976 to "market in

command" and "open-door" under Deng since 1978 is not only a reflection of the domestic

ideological change, but also shows how international forces shape both China's domestic

and foreign policies. In Cumings' view such a dramatic shift was due to the impact of the

United States' foreign policy that emphasised mutual interests of China and the United

States. Carter's administration was able to persuade China to minimise the nation's

defence costs simply by allying with V/ashington against Moscow, and to maximise

economic benefits by opening China's doors to foreign capital, corporations and

technology.3

The second concept - restructuring - calls for reorganisation in the Communist

Party and People's Liberation Army by introducing measures to reduce the average age of

cadres and create conditions for abolishing life tenure and for setting up retirement

systems.4 It also urged production units to reorganise by detaching the Party from the

2 BR Muy 5 1980 7, June 30 1980:3, Dec.21 1981:1I, 1984:L64-r66, and Ho & Huenemann 1984:8.
3 Chinu', rrade with the U.S. increased from US$375 million n lg77 to $5 billion in 1980. Following Henry
Jackson's visit to China, Carter's science adviser, Frank Press, went to China in July 1978 to discuss inf¡ared
scanning technology for geophysical exploration. The World Bank sent a mission to China in the late 1980,

and gave China a loan of US$200 million in June 1981. By using this "internationalist pulling strategy" the
Untied States has succeeded in luring China into "a mutually advantageous U.S. condominium" (Cumings
1984:252-255).

4 Committee for Party Literature of the CCP 1984:391-393.
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administrative and managerial functions. It further advocated change in the distribution

system of society's products by implementing wage-geared-to-productivity and bonus

systems, and by eliminating the equalitarian system - "iron rice bowl" (BR 1984:169-

170), as well as changes in the decision-making process by decentralising authorities to

lower levels of govemment.s

Under the banner of consolidating - the third concept - the Chinese leaders'

appeal for uniry of all Consultative Parties and the people of all nationalities under the new

leaders and the Communist Party. This is obviously more a political slogan than an

economic drive. Improving, as denoted for the fourth concept, is meant to upgrade the

living standards, play down the "class struggle", ease the social tension and enhance the

human environment. This concept seemed to reflect Deng's idea as he averred that

People are obliged to talk about class struggle every month and every day and the class

struggle cannot be relaxed even for an hour....In many places there is political study after

work as a daily rule, people who have babies are not allowed to go home to look after

them....This really is social oppression....There is too much dictatorship.... (Garside

1981:65-60.

Under the conditions of such political instability and under the pressure of the economic

reform, China has finally decided to adopt the open-door policy. As a means specially

designed to implement this policy, Chinese SEZs inevitably carry with them some unique

characteristics, that is, notable political connotation and instability. Because of these

characteristics, it has become impossible to study Chinese SEZs properly without knowing

their political and economic backgrounds.

5 e.g., "Prefecrural administrative authorify will be revoked to enable the more developed cities to exercise

leadership...." (Committee for Party Literaru¡e of the CCP 1984:391-393).
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4.1.2 The Open-door Policy

China's open-door policy is only a part of the nationwide economic reform. The

policy here referred to is not a singie specific poticy. Rather, it is a body of strategic

programmes, legislative means, incentive measures, priority-setting processes and

administrative procedures, all of which are integlated together with a view to demonstrating

the Chinese government's intent to attract foreign investment and absorb advanced

technology. Its impartial attitude toward exogenous cultures, perceptions and value

systems, and its priority order for attaining mutual interests and satisfactions are a clear

indication of the Chinese leaders' willingness to consider some of the Western ways of

thinking that they categorically rejected in the past.

The emergence of Chinese open-door policy should not be seen as a simple result

of the domestic political power-struggle between the restorationists and reformists. The

paucity of financial resources after almost three decades of self-imposed autarky has made

China realise that the same situation could not drag on for very long without an economic

collapse. Values of socialism have also been called into question, after such a prolonged

struggle and sacrifice made by the majority of the populaúon without seeing any substantial

improvement even in their subsistence need - food.6 This policy covers a wide spectrum

of both political and economic issues, most of which have certain international dimensions.

The policy desires two-way flows, not simply putting China on the recipient side.

Ho and Huenemann stress that China's open-door does not mean trade liberalism to permit

an unfettered flow of commodities across the Chinese borders. But, "...it is an outward-

looking policy that stresses not only increased technological exchanges with other countries

but also the speedy entry of Chinese products into the world market...." (Ho &

Huenemann 1984:21). In their view there are five key elements in the policy: concern for

effective transfer of technology; desire to expand export; willingness to use foreign funds;

6 Chinu', per capita grain production in 1975 was lower than that in 1957.
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attention to the energy sector; and emphasis on the development of coastal regions. Ho and

Huenemann's view certainly has an economic tilt.

Other policy analysts seem to have different views of the open-door policy.

Whiting (1984) and Harding (1984) both analyse the policy with a political overtone. They

emphasise that the policy is a result of the Sino-American parallel strategic interests against

the Soviet Union. This strong linkage between the domestic and foreign policies was

considered likely to perpetuate the relationship between the open-door policy and political

struggles in the international scene (Whiting 1984 and Harding 1984). Similarly, Ng-

Quinn uses his theory of bipolarity constraints imposed by the United States and the Soviet

Union to conclude that China will have to lean toward one pole at any given time (Ng-

Quinn 1984). But in order to determine which pole, one would have to analyse China's

relative capabilities and external behaviour of the Chinese decision-makers. The

international political climate, particularly the "pull strategy" applied by the United States

and the continuous hard-line hegemonism by the Soviet Union in the 1970s, clearly left

China no choice other than opening up the doors to the West. There is no doubt that since

the latter part of 1970s Chinese foreign policies, including the open-door policy have

shown China's inclination toward the West.

Moody carries the political overtone of the open-door policy even a step further by

stressing that the function of the political structure is to produce policy (Moody 1983).

Hence, Chinese open-door policy is a political product. Within the same school of

thought, Garside contends that the policy is Deng's "escape hatch" under the political and

economic pressure both at home and abroad. He argues that China tried, failed and rejected

the Soviet economic model, and now seeks partnership with the United States, West

Germany and Japan because "...with a billion people now and perhaps 1.3 billion by the

end of this century, she [China] cannot afford to do otherwise" (Garside 1981:360).

The open-door policy, together with other policies under the urban and rural

reforms, have brought about fundamental changes in the system of production and

:.t:L..
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distribution, in certain domains of the ownership of means of production. For instance, the

foreign-owned enterprises in the SEZs are not part of the centrally-planned economic

system under the total control of Chinese government. Nor are they the same type of

ownership as those state-owned enterprises. Changes have also occurred in the institutions

and legislations that govern the nation's economic activities. Laws governing joint-

ventures and foreign-owned enterprises and their employment in the SEZs are concrete

examples of this type of changes. There is little doubt that the implementation of the open-

door policy is about to trigger a new wave of silent revolution that will transform the

economic strata and the superstructure of Chinese society.

Even beyond the boundaries of the SEZs, China's open-door policy has inevitably

touched every facet of Chinese society ranging from industry, agriculture and other

economic sectors to education and research, management and institutional organization,

trade and banking system, literature and arts, and ways of thinking. Far-reaching impacts

of the policy on trade and industry, as well as profound cultural and ideological changes

caused by the policy have become noticeable. Chinese leaders have also become aware of

the possible ideological changes and some adverse effects as a result of the wide exposure

of the general population to 'Western culture.

For example, since the implementation of the open-door policy, numerous Western

films, music and books, which were considered detrimental to the socialist ideology and

were banned in the past, have become accessible to the general public. Also, cultural

exchanges with the Western countries have been flourishing. Access to the'Western life-

style through daily radio and TV programmes is available to the ordinary Chinese. A target

figure of ten thousand students a year was set in 1978 to be sent abroad by the Chinese

government. A foreign diplomat was shown a copy of the document submitted to Deng.

This document informed Deng that some students had defected. Deng's comments in his

handwriting on the document were: "Never mind if one thousand defect, the other nine

thousand will come back to work for the country" (Garside 1981:346-348), and he insisted
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on the policy of sending students abroad. But Deng probably had not realised that, after

having experienced the Western life style and high living standards in the capitalist world,

these students sent abroad by the Chinese government could see differently their nation's

socialist economic system. It is unpredictable in what direction these experts will lead their

country when they occupy key positions in industry and government agencies, as well as in

higher learning and research institutions.



Implementation of the Policy

Policy will become useful only when it is implemented successfully by certain

means. The Chinese government has been implementing its open-door policy by setting up

a number of SEZs, Economic Development Areas and the like. Shekou Industrial Zone

and Shenzhen SEZ were harbingers of the first group, officially approved by the Chinese

National People's Congress in January 1979 and August 1980 respectively. Numerous

areas have been subsequently designated under different names for implementing the same

open-door policy.

The best way to describe the relation of the open-door policy to these designated

areas is that the former is a strategy and the latter is its means of implementation. Means

can be altered or replaced more easily than strategy which usually requires careful scrutiny

and formal approval by the state. If found unsatisfactory, SEZs can always be abandoned

and new means introduced to continue implementing the same policy. In addition, more

than one means can be used simultaneously for implementing the same policy. This has

been the case in China where designated areas have been set up with different emphases

and governed by different rules and regulations. Shanghai and other coastal cities are one

example, Shekou Industrial Znne is another. To date, the Chinese government has not yet

drawn any conclusion as to which means are most effective.

Since the open-door policy is implemented through a series of legislative means and

since these designated areas must be approved by the Chinese government before

operation, it is necessa-ry to mention some of the key legislations introduced after the

adoption of the open-door policy. The news of opening up China's territory for foreign

investment and joint ventures was officially announced at the Thfud Plenary Session of the

Eleventh Central Committee of the Chinese Communist Party in December 1978.7

Subsequently, at the Second Session of the Fifth National People's Congress held on July

7Th" Co-*unique of the 3rd Plenum states: China will be "...actively expanding economic co-operation on teûns
of equaliry and mutual benefit with other countries...striving to adopt the world's advanced technology and
equipment."



82

it
ù

$
:,:lI
lr
s
'F.ì

Èl
Ì:

ù
*.
,Ìl

fl

8, 7919 "The Law on Joint Ventures Using Chinese and Foreign Investment" was

promulgated (for the main points of the Law pertinent to the open-door policy see

Appendix 6). This Law, and the subsequent amendments thereto, sent to the Western

world a signal of China's openness and willingness to co-operate with the West. In the

subsequent years, numerous laws, rules and regulations (see Chapter Five and Appendix

6), such as Economic Contract Law, Labour Law, Enterprise Law, and the Joint-venture

Tax Law, were adopted for implementing the same policy.

The legislative means were not the only ones used for implementing the open-door

policy. The Chinese government tried to inroduce a new monetary system in the SEZs as

a further step to lure FDI. In order to facilitate exchanges between foreign and the Chinese

currencies, SEZ currency was introduced. Circumventing the control procedure of the

Bank of China, free exchanges between the SEZ and foreign currencies were allowed for

the first time. Even a more unconventional measure was taken by the Chinese government

to make loans available for foreign entelprises that wish to invest in Chinese SEZs.

The implementation of the open-door policy has faced enonnous difficulties.

Among them the most noticeable are the lack of skilled workers and educated professionals;

incompatibility among the country's production, institutional, financial and legal systems;

weak economic base particularly in the sectors of energy production, transportation and

communication; and above all, its political instability. These have been overshadowing its

possible success in implementing the open-door policy and the future of its SEZs. The

likelihood to overcome these difficulties in the near future seems to be low.
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4.2 Shenzhen's Strengths and Weaknesses

4.2.L Constraints and Stimuli of Shenzhen's Development

Shenzhen's strengths and weaknesses in its ability to attract FDI and to export are

inherent to the nation's political and economic systems. The political instability and

economic uncertainty as analysed in the preceding section have obviously evoked some

serious concerns about the constraints in the implementation of the open-door policy by

ways of SEZs. These concerns should be dealt with fust from a political perspective; for

the political and economic systems of a nation always go hand in hand. This is more

evident particularly in China where SEZs were initiated primarily by the Chinese leaders'

ideological shift coupled with the nation's economic necessity.s Even the advanced

capitalist countries do not exclusively depend upon their economic considerations and price

mechanism.

The first constraint lies in the fact that China is a politically instable country.

Deng's restructuring and reform strategies have further brought about instability to the

nation, for any restructuring within a well-established institution, such as the Communist

Party or the People's Liberation Army, inevitably creates uneasiness and even mostly

discontent among the "old guards" of the existing apparatus. On a much larger scale, his

urban and rural reforms have instigated fundamental changes in the system of production

and distribution, affecting almost every segment of the society ranging from the Party's

elite to peasants and workers. Confined within such a vulnerable political environment,

Shenzhen inevitably has been projecting an image unattractive to foreign invesünent.

Shenzhen exposed this weakness when it reached its first crucial stage between the

latter part of 1981 and early 1982. Reformists and restorationists challenged SEZ issues

for debate on ideological differences and strategies of economic development. As Crane

notes,

8 Th" 
""onornic 

necessity has always existed since the founding of the PRC.
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....disapproval of the SEZs has been rooted in conflicting strategies of economic

development. Some leaders simply do not accept zones as appropriate for China's

modernization. Indeed, the very concepdon of a SEZ in many ways contradicts the

priorities of conservalives. One faction of this coalition resists SEZs on ideological

grounds....Alternatively, the reservations expressed by Chen Yun may be more a matter

of his economic outlook than of ideological impurities in the zones....His opposition to

the SEZs derives from these long-held ideas. Thus, coalition, based on ideology or

economic rheory, or bottr, can insligate criticism of China s zone policy (Crane 1990:39).

Ideological conflicts within the Party over Deng's open-door policy and the resulting

change in the Party's leadership further aggïavated the political climate that had already

deterred the development of Chinese SEZs. These conflicts and changes were

demonstrated in another political crisis that peaked when Hu, the Party's chief executive in

charge of Deng's reform, resigned in January 1987. Hu was merely made a scapegoat

after

[The restorationists]...blocked planned political reform in 1986, championed by Deng and

Hu and, instead, pushed through last September's Control Committee Plenum a lengtlty

resolution that stressed 'socialist spiritual civilisation' to cope with ttre crisis of belief in

China....For the time being, the myth of China's leadership stability and policy

continuity has been shattered (FEER February 5 1987:35).

Reaction from the foreign business community to this change in political leadership was

negative. As FEER further noted,

...foreign confidence was rocked by the removal of Hu Yaobang....The departure of

Hu...indicates to many an erosion of reformist strength against orthodox Marxist....The

mood in the foreign business community is decidedly cautious, with few showing interest

in doing business with China (FEER Mæch 19 1987:88).

Recent policy fluctuations are a clear indication of the existence of political

instability and the probability of further changes in the delineation of economic reform.
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political instability is one of the worst hindrances for attracting foreign investment and

technology. As demonstrated in back-and-forth policy shifts and changes in leaderships,

political instability in China has confused the majority of the popuiation, particularly

peasants and cadres at the grass-root level. Foreign investors also hold back their

investrnents and adapt a wait-and-see stance over official reassurances from policy-makers

that their attitude towards foreign investors will not change as a result of any shake-up in

leadership (FEER vol.i35 no.6).

Poor preparation by Chinese decision-makers is another constraint, which has been

evident from the lack of a well-defined framework and inadequate supportive system for

implementing the open-door policy. Required legal and insurance frameworks were

nonexistent at that time; and taxation, financiai and other services in the tertiary sector still

were inadequate to support the proper functioning of Shenzhen SEZ. For example, the

Real-estate Regulations had not come into effect until 1983, almost four years after the

establishment of Shenzhen SEZ, and the Regulations on Foreign-investment Companies

were introduced only in September 1986 (see Section 5.2). Other economic sectors, such

as energy, tool and machine industries, as well as transportation and communication were

in such a poor state that they limited Shenzhen's production activities to be mostly labour

intensive. The energy sector was poorly prepared in particular. With nine million tons of

supplementary coal supply allocated by the state to the designated coastal cities and four

SEZs, local officials in those areas still searched for extra coal supply in order to overcome

their chronic energy shortage, that amounted to fourteen million tons in 1985, and was

estimated to increase by eighteen million tons each year over the next five years (SWB

no.1337 May 8 1935). The infrastructure, such as transportation network, was so obsolete

that the Chinese government had to use man-powered barges to transport coal from the

southïvest region to Guangdong Province because of the inadequate capacity of railways

(Xinhua Apil24,1985). The service level of these sectors can hardly be upgraded, unless
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the government policies that dictate the activities in these sectors take the lead, and unless

the nation has sufficient financial resources.

In the fietd of international co-operation, foreign investors require a well-defined

framework within which they can work. For instance, joint ventures usually require a

rational price structure. In order to satisfy requirements of foreign investors, profound

changes in legal and financial systems, as well as in other sectors of recipient countries

would have to take place. As Lieberthal pointed it out in the Chinese case,

...a decision to import technology and expertise selectively from abroad and [to] introduce

it into the Chinese system triggers an almost insidious multiplication of changes that

eventually become so upsetting that they produce a backlash of significant dimension

(Lieberthal 1984:61).

V/ith this kind of pressrrre on dramatic changes, "...many [Chinese policy makers]

have begun to advocate some pulling back from the initiative launched in i978, and

considerable backtracking has in fact occurred" (Lieberthal 1984:61). In a period of

international affairs, interdependence among nations is mainly a phenomenon, and China's

increasing interaction with nations in the West through technology transfer and trade would

make the'Western effects on the nation's internal changes unavoidable. China must be

prepared to accept socio-political changes that accompany widespread applications of

imported science and technology (Simon 1984) or retreat to the original departure point.

Changes in organizational structure in the Chinese communist regime would in all

likelihood bring into question the validity of the open-door policy. The long lasting debate

and disagreement among the Chinese Communist leaders on the policy have manifested the

seriousness of impedimenta on the way of resolving this dilemma.

Constraints also stem from China's limited financial resources and its concerns

regarding the relation of foreign technology importation to foreign trade deficit. In order to

attract more foreign technology and investment the nation would have to open its doors
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wider, and to open up some of its inland and even its entire domestic market for foreign

products. Consequently, a greater foreign trade deficit would occur. It is not an

exaggeration to state that more absorption of foreign technology by China, the greater

foreign trade deficit it would face, because advanced science and technology are generally

acquired by LDCs from abroad through trade. Only in the long nrn, co-operations with

AICs in science and technology would assist these LDCs to forge stronger commercial

links with their co-operation partners, and to promote further international trade (Simon

L984). Extended international trade may pull China further into foreign trade deficit.

China's financial ability to acquire foreign technology through imports is

questionable. By the end of 1988, the national foreign debt reached US$38 billion (US

Department of Commerce Sept.1989). Although a policy has been introduced to adjust the

ratio of accumulation to distribution of societal wealth in recent years, in the hope that

foreign deficit can be controlled by lowering the priority of accumulation and by slowing

down the speed of development in the sector of heavy industry, it is still unclear in the

mind of the Chinese leaders as to what the most appropriate relationship should be between

the amount of acceptable deficit and the speed of modernisation.

International competitions pose enorTnous constraints on all SEZs. Shenzhen SEZ

is faced with an even greater challenge, because China's economic policy reorientation

came too late, at least fifteen years later than its Korea and Taiwan counterparts. The SEZs

in these two countries benefited from the world economic boom in the 1960s and early

1970s. Together with Hong Kong, these two countries have now become

...fhe power-houses of the developing world, accounting at the end of the 1970s for a

good IlVo of the industrial production and 507o of the manufacnued exports of the globe's

poorer hatf. [In particular], Taiwan appears to have moved over the past ten years rather

more fully towards the higher-technology realms of manufacturing industries...[and]

towards the creation of a top-flight international manufacturing and marketing structure.

llikewise, South Korea has been]...inclined to build up a more fully integrated complex
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of industrial activities over the medium to long run...[and] is probably the most likely of

our tlree counfries [i.e., Hong Kong, Taiwan, and South Korea] to become a veritable

'new Japan'.... (Matthews 1983:4,5,63 & 110).

SEZs in these countries have been trying to move their attention away from the

development of labour-intensive industries by way of, for example, creating science parks

(APO 1987). By contrast, Shenzhen is still managing to atÍact predominantly labour-

intensive industries, and is by no means in a position to compete with others on the

international scene. Competitions among SEZs will intensify in the years to come. Given

the current situation of Shenzhen's economic strength, there is a very little likelihood that it

would be able to catch up with the industrial development level of those SEZs in Taiwan

and South Korea.

On the bright side, Shenzhen SEZ has enjoyed enormous "blessings" from the

Chinese central government. The government invested more than three billion U.S. dollars

into this zone for the construction of infrastructure since its opening. In addition, China's

open-door policy - an unprecedented attempt since the Chinese communists came into

power in 1949 - has also given Shenzhen a great deal of publicity, which, in turn has

lured some curious foreign investors to invest in the zone. An additional stimulus is

attributed to Shenzhen's geographic proximity to Hong Kong - an international financial

and trade centre on one of the world's busiest transportation routes. Shenzhen is situated

about 30 km north of Hong Kong and is a seaport (see Figure 4.1). Easy access to it from

major cities in Southeast Asia also gives it a leading edge in competing with other SEZs.

Moreover, Shenzhen's cultural and heritage tide with Chinese investors in Southeast Asia

is a major consideration in their investment decisions. This has been substantiated by the

fact that about 80 percent of the total foreign investment in Shenzhen over the period from

1980 to 1983 came from Chinese investors in Southeast Asia (ESCAPruNCTC 1935).
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The Relation of the Shenzhen SEZ to Hong Kong
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4.2.2 Roots of the Problems

The aforementioned consûaints on Shenzhen's development can be traced to the

following roots. First, China is still a socialist country, whose political system and

administrative apparatus have been set up to implement the srategies of centrally-planned

economy. This type of economy and its underpinning politicat sysrem are unfit for

carrying further the proposed economic reform, because the adoption of foreign technology

and production processes that are needed for accelerating the economic reform requires

fundamental changes in the political and institutional systems. As Volti stated,

[The technological changes in recipient countries] must be accompanied by

complementary changes in educational levels, managerial behaviour, and government

activities.... [for] organizational structures and material technologies are reciprocal

dependent; modern organizations require inputs and process provided by specific

technologies, while at the same time these technologies are themselves products of
specific organizational acriviries (Volri 1982:75-79).

The further the economic reform progresses, the more rad.ical change would be required in

the political system. As disagreements between the reformists and restorationistsg over the

issue of economic reform demonstrate, some Chinese leaders evidently have expressed

their unwillingness to accept such radical changes.

Second, and no less serious, is China's weak economic base. Even on comparing

China's GNP per capita in the late 1970s (when the Four Modernisarions were launched)

with those for Taiwan and South Korea in the late i960s (when the latter reverted their

economic strategies from import-substitution to export-orientation), China's NGp per

capita was still below those 10 of these two "little dragons". The damage to the country's

n qn* Yun, one of the five Politburo Standing Committee members expressed openly at the 5th plenum of the
CCP Central Committee his strong reservation about Deng's open-door policy and economic reform.10-Iui**', N!!-f:l 9apila-at¡urrent price was $US264 in 1968 (China Yearbook 1969-70:177), and South
Korea's was $US220 in 1969 (The World Bank 1979a:248).
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economy which resulted from the collapse of the Great Leap Forward and Cultural

Revolution was still evident. In order to advance in its industrial and agricultural sectors,

as well as in science and technology, China would have to develop concurrently other

supportive sectors, such as energy and transpofiation, to upgrade its legal system and

restructure its bureaucratic apparatus. The speedy development of these sectors can be

achieved by importation of foreign capital and advanced technology. Given the current

state of China's economy, it is unable to support that kind of development that was

experienced only on a much small scale within Shenzhen SEZ-

Thfud, the relatively poor quality of human resources in China often has been cited

by foreign investors as an example of the major hindrance for foreign investment and

technology Íansfer. The problem caused by the lack of qualified personnel has been so

serious that there have been inadequate professionals and skilled workers to use imported

technologies, scare scientists and researchers to develop and adopt them to the Chinese

situation, and insufficient managerial staff to run enterpdses. Yet, this problem cannot be

resolved overnight, for scientists and technicians are mostly trained through education and

professional training. About one-half of the 18 million cadres in China have received

education only at the level of middle-school (Morse 1983). In 1987 China had merely 1.8

university students per thousand population in comparison with 23.5 students in South

Korea and Taiwan, and 15.8 students in Japan for the same year (The Europa'World Year

Book 19S9). Constraints on the implementation of China's open-door policy lie in the

nation's political and economic systems. Until fundamental changes occur in these

systems, Shenzhen would continue to operate within enorrnous constraints.



4.3 A Summary

A comprehensive review is carried out in this chapter with regard to the political and

economic situations in China at the time when Shenzhen SEZ was established. Shenzhen's

establishment is based as much on the potitical grounds as on those of economic necessity.

Therefore, it is necessary to assess the constraints and stimuli in the development of

Shenzhen SEZ also from a political viewpoint.

Under Deng's leadership China has undergone a series of political and economic

reforms, supported with its open-door policy. For implementing this policy Shenzhen SEZ

has been under operation, as part of the experimental programme, which is designed to

attract foreign investment and advanced technology. As this policy has been implemented

in the midst of bitter struggles between reformists and restorationists at the highest level of

the Chinese Communist Party's apparatus, Shenzhen's future still remains uncertain.

It is premature to conclude that Shenzhen SEZ is a failure, for prior to 1987 all the

main economic indicators showed signs of growth in the SEZ. Although some slow-down

occurred in recent years, there were no signs of total disruption in the local economy. But

many intricate problems did exist, such as low value-added in production, weak backward

linkages, inadequate support from related industries and service sector, shortage of energy

supply, and administrative inefficiency. These problems could lead to a major downturn

and even total collapse in Shenzhen's economy, if they are not resolved in due course.

China's incompatible poiitical system, weak economic base and poor quality of human

resources are the main roots of these problems.

Shenzhen bears both developmental süengths and weaknesses. On the former side,

it enjoys the Chinese leaders' blessings with certain privileges for receiving a considerable

amount of state capital investment. Its close proximity to Hong Kong - one of the world

largest freeports - also makes it more attractive to foreign investors. On the latter side, it

has to operate within the nation's existing political, economic, financial and legal systems.



As a consequence, disorder, slow progress and marginal profits have dominated

Shenzhen's performance, and will continue to do so until new systems are put in place.



CHAPTER FIVE

STATE POLICIES & SHENZHEN'S PERFORMANCE

5.1- Data Sources and Collection

5.1.1 Sources

Since the attempt to collect primary data by ways of questionnaire survey failed (see

Appendix 3), data from secondary sources were used for the analyses in this dissertation.

The main data sources include the followingl:

(Ð Far Eastern Economic Review (FEER);

(ä) Joint Publications of Research Services (JPRS);

(Ð China Business Review (CBR);

(iv) Chínese Economic Studies (CES);

(v) Summary of World Broadcasts (SWB), Part 3,The Far East Weekly

Economíc Report;

(vÐ Yearbooks of China's Special Economic Zones (YCSEZ); and

(viÐ Shenzhen Special Economic Zone Yearbooks (SSEZY).

A systematic review on all of these periodicals was carried out throughout the period2 that

is considered to be the most important in Shenzhen's development. In addition, afiicles

related to SEZs published in periodicals such as Beijing Review, China Reconstructs,

China Trade Report were also used. Furthermore, government documents and books

I The main periodicals being reviewed include: (i) Far Eastern Economic Review (FEER), pubtished weekly by the
Fa¡ Eastern Economic Limited, Hong Kong, (ii) Joint Publications of Resea¡ch Services (JPRS), a conrinuing
services with montlùy update, provided by the U.S. goverìment, (üi) China Business Review (CBR), published
monthly by the National Council for U.S.-China Trade, Denvill, N.J., (iv) Chinese Economic Studies (CES),
published quarterly by M.E. Sharpe, Inc., Armonk, N.Y., (v) Summary of World B¡oadcasts (SWB), Part 3, The
Far East Weekly Economic Report, published by the British Broadcasting Corporation, Reading, Engtand, (vi)
Yearbooks of China's Special Economic Zones, published by the Publisher of Yearbook of China's Special
Economic Zones (YCSEZ), Hong Kong, and (vii) Shenzhen Special Economic Zones Yearbooks (SSEZY),
published by Guangdong People's Publishing Co., China.

2 Th" reui"w on FEER, JPRS a¡d SWB cove¡ed an eight-year period from January 1980 to December 1987; while
the SSEZY and YCSEZ were reviewed from their first issues, i.e., 1985 to the most recently available issue,
1988. The remaining periodicals were reviewed f¡om their fi¡st issues of 1983 to their last issues of 1987.
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pertaining to the subjects of SEZ and FDI, as \¡/e11 as certain newspapers including South

Chína Morning Post, China's Daily artd People's Daily (Renminribao) covering the period

from July 1,, 1987 to December 31, 1989, also form part of the secondary sources.

Periodicals other than these two series of yearbooks were the main sources of data

on the overall development of Shenzhen SEZ and on the Chinese government's policies

and programmes relating to its SEZs. Furthermore, data on the activities of SEZs in other

countdes were obtained mostly from publications by international organisations (e.g.,

UMDO and UNCTAD) and regional institutions (e.g., OECD and APO). Books listed in

the bibliography of this dissertation formed the basic sources for the literature review of

theories on SEZ and FDI in LDCs. Moreover, most of the theories related to FDI in LDCs

as well as non-quantifiable data on subjects, such as the political climate and economic

conditions in China, came primarily from these books.
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5.1,.2 Method of Collection

Library search was the chief method used for collecting data from the secondary

sources. In addition to the systematic review of the aforementioned periodicals by the

author, as part of the library search the staff of Dafoe Library of the University of Manitoba

conducted, upon the author's request, computer searches on April 6, 1989 and July 28,

1989 by using the following data bases: the International Development Research Centre

(IDRC), Inter-Agency Development Research Information System (IDRIS), International

Labour Office (ILO), UNESCO and UNIDO. The purpose of these computer searches

was to ensure a comprehensive review of the literature on the subjects of FDI and SEZ. In

the computer searches the following key words were used:

(Ð "foreign investment and capital";

(ü) "fansnational corporations in China";

(üi) "special economic zones and export processing zones"; and

(iv) "less-developed countries, developing countries and the Third World".

All of the books/articles revealed from these searches and relating to Chinese SEZs and

foreign investment in China have been reviewed.

The IDRC data base,"Bibliol", storing information on literature relating primarily to

the economic and social developments in LDCs, is updated daily. Data obtained from this

source cover the period up to April 1989. The IDRIS provides information on research

activities located in, or concerned with, LDCs. Its data are updated weekly, therefore the

data obtained from this source were as recent as March 1989. In addition, the data bases of

the ILO, UNESCO and UNIDO were also used. These three data bases were updated as of

February 28, 1989, February 11, 1988 and October 20, 1988 respectively. Furthermore, a

computer search was conducted in Dissertation Abstracts International (see footnote 6 in

Section I.2.2 of Chapter One); and a manual search into Index To Theses was carried out

(see foonrote 7 in Section 1.2.2 of Chapter One).
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5.1.3 Validity and Limitations

Information on China as a whole was fragmentary and sometimes conflicting. The

industrial output of Shenzhen SEZ for the first three quarters of a year according to one

source was sometimes greater than what was said by others about the industrial output for

the same entire year. Data on FDI quoted in Beijing Review differed from data on the same

matter stated in FEER. Hence, judgements were often called for in selecting, among

numerous conflicting data sources, the most appropriate data for analyses. Two principles

were applied in the data selection process if any contradictory data were observed. One

was that data from the senior level of government always took precedence over those from

a lower level of government. Another was that data cited in technical reports published by

the Chinese government agencies, such the SSEZY and YCSEZ, prevailed over those cited

in other periodicals.

In order to ensure that valid data were used in the analyses, care was also given to

the interpretation of data. The lack of precision and consistency in the use of terms and in

data, found in most periodicals and books relating to Shenzhen SEZ, necessitated

interpretative and verifying work. For instance, the term "billion" represents 1012 in British

publications, while it means 109 in North American documents; some of the periodicals use

the British term, while others use the American one. 'When the term "foreign investment"

was used, very few papers specified whether it meant foreign direct investment, or it also

included foreign government loans and portfolio investment. In these situations, cross

references were often used to ensure that the collected data were appropriately interpreted.

Despite the fact that measures were taken to ensure certain degree of accuracy, some

limitations still existed in the process of data collection, hence in the data themselves. First,

it became evident that, under the present political situation, ceftain primary data were

impossible to obtain through questionnaire survey or similar means (for details see

Appendix 3). There was also no possibility of on-site interviews for the collecting of

primary data under current conditions. Letter sent to the author by the Statistics Bureau of
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Shenzhen City documents the impossibility to obtain data on the author's behalf even by

the City (see Appendix 9). The main disadvantage of secondary data sources is the lack of

certain specific data, such as net export value, net earning and local value-added of

companies that are not documented and that can only be obtained directly from the

enterprises in the SEZ.

Second, there were numerous independent variables that might have effects on FDI

and exports simultaneously, and that they might interact one another. It was unrealistic to

collect data on all of these variables, and to carry out a truly comprehensive multi-variable

correlation analysis, taking into account all of the possible variables and their reciprocal

effects within a constrained time frame. Due to these limitations the study only considered

the possibility of correlation bet'ween an independent variable and a dependent variable at a

time with the exception of the analysis on the social environment. However, this was one

of the most feasible and realistic approaches to this topic at the time when the study was

undertaken. In fact, using data obtained from secondary sources instead of those from

primary sources did not diminish the quality of this research work, for these data came

from reasonably reliable sources, such as official documents published by the Chinese

government.
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5.2 State Policies

For the purpose of this study, government policies shall mean the decrees, laws,

rules, regulations, policies, measures, provisions and others that were promulgated by

either one of the three levels of Chinese government, and were related to the development

of Shenzhen SEZ. In presenting government policies particular emphasis was placed on

those that were especially designed to atÍact foreign investment and to encourage

technology transfer and exports. The policies were classified under the headings of three

levels of government in a chronological order of promulgation dates. Only extracts of the

policies and their general intents were given in this chapter. Relevant clauses of some key

policies were cited in more detail in Appendix 6.

5.2.1 National Policies

Policies in this category were promulgated by government agencies at the national

level, including the National People's Congress, the People's Bank of China, the State

Council, and the General Customs Offrce. These policies might not be designed originally

for implementation in Shenzhen, but they might have effects on Shenzhen's performance.

Evidence of this was a policy that granted fourteen coastal cities a special status in 1982.

Its adverse effects on Shenzhen were observed by some researchers.

The first that contained the most important policy guidelines was "the Law of the

People's Republic of China on Joint Venture Using Chinese and Foreign Investment"

(hereafter referred to as the Joint-venture Law, for detail see FEER July 20, 1979:50-51).

The law was promulgated at the Second Session of the Fifth National People's Congress

on July l, 1979 with the intention of paving the way for the establishment of four SEZs. It

was not a well-formulated legal document because of its vagueness and ambiguity. But it

was the first legislation of this kind that sent out a clear signal of the Chinese government's

willingness to allow, for the first time since the founding of the People's Republic,
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operation of foreign enterprises on China's soil. On the whole, dubious wordings were

used. No specific percentage of tax reduction was set up as incentive for attracting foreign

investment. Hence, the Joint-venture Law was more a political message paraphrased as a

legislative document than a concrete economic measure designed to implement the open-

door policy.

Second, as part of the procedure for setting up SEZs in Guangdong Province, the

Standing Committee of the Fifth National People's Congress approved "The Regulations

on Special Economic Zones in Guangdong Province" (hereafter referred to as the 1980

SEZ Regulations, for detail see SSEZY 1985:202-207) at its Fifteenth Session on August

26, 1980. According to the Regulations, three specific areas including Shenzhen were

designated as SEZs in that province. In some aspects, the 1980 SEZ Regulations reiterated

what had been stipulated in the Joint-venture Law. For example, both documents

stipulated that investors having reinvested their profits in SEZs, might apply for reduction

of income tax. In comparison with the Joint-venture Law, the 1980 Regulations used more

precise wording and specified the exact rate of income tax in SEZs. Apart from these

improvements, further provisions were made in the Regulations with regard to registration

and operation procedures, labour management, and preferential treatment. Of these

provisions three areas are worthy of mention.

In the first area, certain powers were decentralized from a central government

agency (i.e., the Foreign Investment Commission of the People's Republic of China,

hereafter cited as the Investment Commission) to a provincial government agency (i.e., the

Guangdong Provincial Administration of Special Economic Zones, hereafter cited as the

SEZs Administration). In the second area, for the first time the Chinese government

allowed for duty-free import of machinery, spare parts, raw materials, vehicles and other

means of production for use by foreign enterprises in the SEZs. As to the third area, it was

stipulated in the Regulations that land in the SEZs remained the property of the People's

Republic of China.
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Third, "the Resolution of the Standing Committee of the National People's

Congress Concerning the Authorization of the People's Congresses and their Standing

Committees of Guangdong Province and Fujian Province to Formulate Various Specific

Economic Regulations for their Respective Special Economic Z.anes" (hereafter cited as the

Congress Resolution on Authorization) was passed by the Standing Committee of the Fifth

National People's Congress at its Twenty-first Session on November 26,1981. The sole

purpose of this Resolution was to further decentralise powers, governing the development

of SEZs to the provincial governments of Guangdong and Fujian. Within less than a

month after the passage of this Resolution, the Provincial Government of Guangdong

adopted four specific rules and regulations with respect to the development of SEZs.

The fourth piece of legislation dealing with SEZs and issued on February 1, 1983

by the People's Bank of China was "the Provisional Regulations for the Establishment of

Representative Offices in China by Overseas Chinese and Foreign Financial Institutions"

(hereafter cited as the 1983 Bank Regulations). These regulations allowed for the

establishment of representative offices by foreign banks within the SEZs, but "their scope

of business is limited to non-profit activities such as liaison, consulting and other services"

(Moser 1984:156).

Fifth, on November 15, 1984 the State Council promulgated "the Provisional

Regulations on Reduction and Exemption of Enterprises Income Tax and Consolidated

Industrial and Commercial Tax for the Special Economic Znnesand Fourteen Coastal Port

Cities" (hereafter cited as the 1984 Tax Regulations for SEZs and Port Cities). As the State

Council stressed, the regulations were designed "...to facilitate the expansion of external

economic cooperation and technical exchange, the utilization of foreign capital and the

transfer or licensing of advanced technology for the purpose of expediting the socialist

modemization program...." (SSEZY 1985:269). In the case of SEZs, this purpose was to

be achieved through the implementation of ten specific provisions. In brief, the Chinese

government uses exemption or reduction of income tax and tax on imported goods,
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materials and means of production as incentives by which to encourage foreign investment

and technology transfer in SEZs.

The sixth policy statement issued by the national government is "the Regulations

Governing Activities of Foreign and Chinese-foreign Joint-venture Banks within the

Special Economic Z,ones" (hereafter cited as the 1985 SEZ Bank Regulations). The State

Council announced the Regulations on April2, 1985, and they came into effect on the same

dare. These Regulations defined the types of businesses that foreign and Chinese-foreign

joint-venture banks were allowed to operate within the SEZs, the minimum capital assets

required, as well as the procedure and rules that the banks should follow with regard to

their operation. Throughout these Regulations, the People's Bank of China was vested

with powers in a wide range of activities, for example, monitoring and closing of banks,

periodical audit, and setting-up bank lending rates (SSEZY 1986:363-365).

Seven, on March 25, L986, the State Customs General Office adopted "the Detaiied

Implementing Policy on Inspection and Duty-exemption of Goods, Transportation

Equipment, Luggages and Parcels Imported into, and exported from Shenzhen Special

Economic Zone through Kowloon Customs Services" (SSEZY 1986:388-390, hereafter

cited as the Shenzhen Customs Policy). The underlying philosophy of this Policy was to

regulate flows of semi-finished products, production materials, parts and equipment, as

well as consumer's goods between the SEZs, the outside of the Chinese territory, and the

rest of the country. Emphasis seemed to have been placed on Chapters 2 and 3 of the

Policy that make provision for duty-free imports of equipment, parts, materials, fuel and

vehicles to be used for production or constuction purposes within SEZs.
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5.2.2 Provincial Policies

According to the 1981 Congress Resolution of Authorization adopted by the

Standing Committee of the Fifth National People's Congress in 1981, four policies were

promulgated by the Standing Committee of the Fifth Guangdong Provincial People's

Congress, and came into force on January I,1982 (SSEZY 1985 & 1988). These were:

"the Provisional Regulations on Registration of Business Enterprises

in Guangdong Special Economic 7.anes" (hereafter cited as the

Regulations on Enterprises Registration) ;

"the Regulations on Land Control in Shenzhen Special Economic

Z,one" (hereafter cited as Shenzhen Land-control Regulations);

"the Provisional Regulations on Labour Management and Wages in

Enterprises within Guangdong Special Economic Z-ones" (hereafter

referred to as the Labour and Wage Regulations); and

"the Provisional Regulations on Entry and Exit of Personnel in

Guangdong Special Economic 7nnes" (hereafter refened to as the

Regulations on Personnel).

The Regulations on Enterprises Registration (SSEZY 1985) spelt out the procedure and

documents required for registration or renewal of registration and for changes in contract,

location or capital of enterprises within the SEZs. The Regulations empowered the

Administration for Industry and Commerce to supervise and inspect enterprises in the SEZs

with regard to their operation.

Shenzhen Land-control Regulations (SSEZY 1985) placed the use of not only land

but also other resources, such as mineral deposits, water and forests, under the control of

the Provincial Government. These Regulations stipulated the conditions and procedure for

construction, demolition, expansion or modification of buildings, as well as the

(Ð

(iÐ

(üi)

(iv)



requfuements for grading, coverage and landscaping of sites. Land-use fees might be

exempt for projects involving advanced technology.

The main thrust of the Labour and Wage Regulations (SSEZY 1985) was the

contractual system applied to both employers and employees in SEZs. While labour

management reform was still under way in most large urban centres, Shenzhen SEZ had

already embarked on the implementation of labour contractual system which required both

employers and employees to live up to conditions agreed upon in their contracts. Based on

this system, employees were entitled to receive wages as specified in agreements.

Employers reserved the right to dismiss their employees, as did employees to resign if one

party is dissatisf,red with the other.

The Regulations on Personnel (SSEZY 1985) provided a detailed guideline of

procedures for those who wished to travel in SEZs. Travellers were categonzedinto three

goups by their identities, i.e., foreigners, overseas Chinese and compatriots from Hong

Kong, Macao and Taiwan, and into another three groups by their pu{poses of trips, i.e.,

visit, business and residence. For entry or exit, various groups should follow different

requirements and procedures. One of these was that foreigners and overseas Chinese who

reside, invest or run a business in SEZs might apply for multiple entry-exit visas. Chinese

from Hong Kong and Macao, and those from Taiwan entering into SEZs via Hong Kong

or Macao might apply for entry-exit certificates instead of visas. Those who own house in

SEZs might be permitted to reside in SEZs. All of these provisions were intended ro ease

the travel restriction and to encourage foreign invesünent.

The purpose of "the Regulations on the Control of Commercial Real Estate in

Shenzhen Special Economic Z.anes"3 (hereafter cited as the Real-estate Regulations), was

to regulate sale, purchase and other forms of transferring commercial property rights in

3 Tt" SS¡Zy 1985 titles this document as "Rules of the Shenzhen Special Economic Zone on Commodity
Building Properry Management", adopted by the Standing Committee of the Sixth Guangdong Provincial
People's Congress at its Fourteenth Session on November 15, 1983, and promulgated by the Guangdong
Provincial People's Gove¡nment on December 4, 1983 (SSEZY 1985:227-240 and Moser:l9ti+ tSZ¡.
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SEZs. These Regulations also provided rules and procedures regarding the registration,

leasing and mortgage of real estate in SEZs. At the time of the passage of these

Regulations, private land ownership was still not permitted.

"The Regulations of Shenzhen Special Economic Zone on Foreign Economic

Contracts"4 (hereafter cited as the Regulations on Economic Contracts) set up procedures

and requirements for conclusion, implementation, amendment, extension, or termination of

economic contracts in various forms, such as joint-venture, cooperative-venture,

compensation-trade, imported-component assembly, and land-use. Provisions were also

made for assuming liability and compensation in the event of breach of contracts, and for

arriving at conciliation and arbitration in the event of dispute. These Regulations set forth a

legal framework for foreign investors to enter into agreements with their Chinese parmers.

"The Provisional Regulations of Shenzhen Special Economic Znne on Technology

Transfer"S (hereafter cited as the Regulations on Technology Transfer) stipulated the

requirements and procedures for the establishment, extension, or rescission of contracts of

technology transfer between suppliers and recipients. Onus were placed on suppliers to

ensure appropriate transfer of high-standard technology, and to compensate recipients in

the event of failure. On the other hand, recipients were required to maintain confidentiality

over transferred technology, and to honor patent rights. In order to encourage foreign

investment in cash or capital goods, these Regulations also limited the ratio of capital stock

in the form of.technology transfer to not more than 20 percent of the registered capital of

joint-venture, or the value of cash or capital goods.

4 The Regulations are termed as "the Rules of the Shenáen Special Economic Zone on Economic Contracts with
Foreign Elements" approved by the Standing Comminee of the Sixth Guangdong Provincial People's Congress
on January 11, 1984, and promulgated by the Guangdong Provincial People's Government on February 7,1984
(SSEZY 1985:24r-252).

5 It is termed "Provisional Rules of the Shenzhen Special Economic Zone on the Import of Technology" in SSEZY
1985:253-258, and was titled "the Provisional Regulations of the Shenzhen Special Economic Zones on the
Introduction of Technology" in Moser 1984:164. They were approved by the Standing Committee of the Sixth
Guangdong Provincial People's Congress at is Fifth Session on January 11, 1984, and were promulgated by the

Guangdong Provincial People's Government on February 8, 1984.
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"The Implementing Rules for the Registration of Enterprises in Shenzhen Special

Economic 7nne" 6 (hereafter cited as the Implementing Rules for Enterprises Registration)

contained detailed rules and regulations, designed to monitor the activities of enterprises

within the SEZ. This piece of legislation had the same aim as did the 1981 Regulations on

Enterprises Registrations. The difference between them was that the former spelt out in

more detail the specific procedures, fees and documentations required for registering

enterprises in the SEZ, with a penalty to be imposed in the event of violation of these rules.

The Rules devoted a great number of articles to dealing with various situations of forgery,

concealment, speculation, fraud and other types of illegal activities.

"The Regulations on Union Activities in Guangdong Special Economic Znnes"1

(hereafter cited as the Union Regulations) allowed employees of the enterprises within

these SEZs to organise union and to participate in its activities under the Chinese union

laws and other legislations applicable to these SEZs. The Regulations defined the rights,

mandates and organisation of union, including the power to hegotiate on behalf of its

members with employers on matters, such as wages, fringe benefits, safety and protection

of employees. Aricle 23 allowed all employees including foreign workers to join the

union. But, these Regulations did not give the union any right to call for strikes in the

event of labour dispute.

"The Regulations on Mortgages in Shenzhen Special Economic Z.ane"8 (hereafter

cited as Mortgage Regulations) were designed to regulate the activities of mortgage loans

within the SEZ. These Regulations defined the rights and obligations of both mortgagors

and mortgagees, as well as the procedures of registration and rescission of mortgage.

6 Th" Rul", were approved by ttre Guangdong Provincial Pêople's Government on January 18, 1984, and
promulgated by the Shenzhen Municipal People's Government on February 9, 1984. This legislation was titled
"Detail Rules for the Implementation of the Registration of Enterprises in the Shenzhen Special Economic

_ Zone" (SSEZY i985:260-268).
/ The Rules were adopted by the.Sønding Committee of the Sixth Guangdong Provi¡cial People's Congress at its

Thirteenth Session on May 8, 1985 (SSEZY 1986:366-368).
8 The Regulations were adopted by ttre Standing Committee of the Sixth Guangdong Provincial People's Congress

at its Seventeenth Session on December 25, 7985, a¡rd were promulgated by the Guangdong Provincial People's
Government on February 13, 1986 (SSEZY 1986:369-373).



Article'6 disallowed mortgage of land, mineral and other natural resources. This was

another indication of the Chinese government's firm stand on the issue of maintaining

public ownership of land and other natural resources.

"The Regulations on the Accounting Management of Foreign Enterprises within

Guangdong Special Economic Zones" 9 (hereafter cited as the Regulations on Accounting

Management) stipulated that all foreign enterprises within the SEZs must set up accounting

systems and have accounting personnel on staff to carry out independent accounting and

auditing work within the enterprises. These Regulations defined the duties and

responsibilities of accountants and general managers of enterprises in the SEZs with regard

to their accounting activities, as well as the penalties and fines that could be imposed in the

event of violation of the Regulations. Article 13 of the Regulations required foreign

enterprises to hire a chartered accountant registered in China to undenake auditing work on

their annual accounting reports.

"The Regulations on Entry and Exit between Shenzhen Special Economic Zone and

other Parts of China" 10 (hereafter cited as the Entry-exit Regulations) were designed

primarily to control the passage of goods and passengers through the borderlines that

delineate the SEZ and the rest of the country. These Regulations designated certain land

and sea entry-exit points along the borderlines for civilian use. TVith the exception of these

points, all the borderlines were closed, and crossing was prohibited. Those crossing these

points must hold special permits issued by the Public Security Bureau of Shenzhen City.

The fundamental difference between the Entry-exit Regulations and the Regulations on

Personnel was that the latter was designed to regulate entry and exit of foreigners and

overseas Chinese form outside of China mainland.

9 The Regulations were adopted by the Standing Committee of the Sixth Guangdong Provincial People's Congress
at its Seventeenth Session on December 25, 1985, and were promulgated by the Guangdong Provincial People's
Government on February 14, 1986 (SSEZY 1986:375-377).

l0 Th" Regulations were adopted by the Standing Committee of the Sixth Guangdong Provincial People's
Congress at its Eighteenth Session on February 22, 1986, and were promulgated by the Guangdong Provincial
People's Government on Ma¡ch 12, 1986, ærd came into force on April 1, i986 (SSEZY 1986:379-380).
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"The Regulations on Companies Involving Foreign Investment in Guangdong

Special Economic Zones"11 (hereafter cited as the Regulations on Foreign-investment

Companies) contained 157 articles dealing with a wide range of issues. These issues

included the procedures for setting up companies, the organisational structure required, the

operational rules, and the ways in which transaction, mortgage or disposal of company's

assets should take place. These Regulations also stipulated the conditions for seiling

shares, issuing bonds and liquidation of assets, the obligations and rights of shareholders,

the procedures of reorganization, merger and dissolution of companies. A few articles in

the Regulations indicated the Chinese Government's intention of easing its restriction on

foreign investors'direct control over their companies. For example, Articles 15 and 21

allowed the posts of chairman of board of directors and general manager of any enterprises

be occupied by non-Chinese national.

"The Law on Bankruptcy of Companies involving Foreign Investment in Shenzhen

Special Economic Tnne"LZ (hereafter cited as the Bankruptcy Law) gave the ultimate power

to make decisions on ban-lruptcy applications and to hear related litigations to the Middle-

Level Court of Shenzhen Municipality . Set up by the Court, a liquidation commission,

consisting of three to five members appointed also by the Court, was vested with power to

handle bankruptcy cases, take over debtor's assets, act as mediator between debtor and

creditor in the case of possible reconciliation, and take charge of management and auction

of the debtor's assets. The Law also defined the procedure for filing bankruptcy

application and for reconciliation, creditor's rights, debtor's assets, as well as the ways of

distributing debtor's assets among the debtor's former employees, the government taxation

office and the creditors, after payments made for the costs incurred from the civil litigation

and from the management and auction of the debtor's assets.

li Th" Regulations were adopted by the Standing Committee of the Sixth Guangdong Provincial Congress at its

, Twenty-Second Session on September 28, 1986 (SSEZY 7987:452-465).
r¿ The Law was adopted by the Standing Committee of the Sixth Guangdong Provincial People's Congress at its

Twenty-Third Session on November 29, 1986, and came into effect on July 1, 1987 (SSEZY 1987:461-410).
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',The Regulations on Land Management in Shenzhen Special Economic Zone"L3

(hereafter cited as the Land Management Regulations) reaffirmed that land ownership

remained in the hands of the state, and that management and use of land, water, forest and

other natural resources were under the control of the Chinese government. Enterprises and

individuals in the SEZ could acquire the right to use a parcel of land (hereafter referred to as

land-use right) for designated purpose(s) for a duration of not more than fifty years.

Owners of the land-use rights were allowed to ransfer their rights by ways of agreement,

bidding or auction, or to mortgage their rights under certain conditions as set forth in the

Regulations (e.g., payment of transfer fees, registration of transfer with the Municipal

Land Bureau, and completion of at least 25 percent of the owner's committed investment

on the subject land). Owners were required to pay acquisition fees as agreed upon between

the owners and the Municipal Land Bureau, and to pay annual land-use fees. After the

transfer of land-use rights, the state still maintained the right to reacquire or confiscate land

and any structure erected thereupon for the reason of violation of law or the need for public

use. The 1981 Land-control Regulations were rescinded and replaced with the Land

Management Regulations on January 3, 1988.

13 Th" Regulations were
congress at its Thirtieth
1988:413 -416).

adopted by
Session on

the Standing Committee of the Sixth Guangdong Provincial People's

December 29, 1987, and were promulgated on January 3, 1988 (SSEZY
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5.2.3 Municipal Policies

"Measures on Readjusting Land-use Fees and Preferential Reduction and

Exemption of Land-use Fees in Shenzhen Special Economic 7,one"r4 (hereafter cited as the

Measures on Land-use Fees) were an amendment to the 1981 Shenzhen Land-control

Regulations and added to those Regulations detailed provisions dealing with specific

issues, such as fee schedule for various land uses. This statutory document aimed to

expedite construction process of development projects within the SEZ, by providing the

possibility to reduce a maximum of 80 percent of the land-use fees from the original fee

schedule, should the construction of industrial projects be completed within two years.

Provisions were also made in this document to encourage development projects involving

high technology by exempting their land-use fees.

"The Detailed Measures for Implementing the Regulations on Passenger Entry-exit

between Shenzhen Special Economic Znne and Other Parts of China"ls (hereafter cited as

the Measures for Implementing the Entry-exit Regulations) were intended to implement the

Entry-exit Regulations promulgated by the Guangdong Provincial Government on March

22, 1986, by giving additional provisions, such as detailed definitions of borderlines,

patrol routes and twenty-metre depth buffer areas along and on both sides of the

borderlines. The provisions súpulated that, without pennission, no person should cross

the borderlines or undertake any prohibited activity within these buffer areas. Accordingly,

no person should use the designated patrol routes except armed police, border security

force and customs-service personnel. Entry and exit by waterways were only allowed at

certain ports and after inspection by order security forces and customs services. If required

for production activities, workers and farmers on either side of the borderlines were

allowed, with special permit, to cross the borderlines at specified times and designated

14 Th" Measures were promulgated by the Shenzhen Municipal People's Government on December 25, 1984, and
came into effect on January 1, 1985 (SSEZY 1985:276-278).

15 Th" Measures were promulgated by the Shenzhen Municipal People's Government on March 22, 1986 and came
into effect on April 1, 1986 (SSEZY 1986:381-384).

i,.

t:

i
i
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crossing points. Fishermen residing in the SEZ must use designated ports for entry and

exit, after reporting to, and receiving inspection by, border security force. Enterprises that

are located against the borderline(s) were required to set up their own security forces,

charged with responsibility to implement the provisions of this legislation and to maintain

in good order all installations along the attached borderline(s).

The purposes of introducing "the Supplementary Regulations on Tax Reduction and

Exemption for Enterprises in Shenzhen Special Economic 7,one"r6 (hereafter cited as the

Supplementary Regulations on Tax) were to attract foreign investment, increase expofis

and encourage backward linkages between Shenzhen's production activities and the

country's domestic economy. Under these Regulations, foreign banks operating in

Shenzhen SEZ were exempt from the Industrial and Commercial Tax on their income from

the promulgation date of these Regulations to the end of 1994. These Regulations also

allowed for exemption from income tax on interests that accrued from foreign or overseas

Chinese deposits in foreign banks operating within Shenzhen SEZ. Furthermore,

enterprises, whose annual export value exceeded 50 percent of their total annual output

value, might apply for 50 percent reduction of their payable income tax.

"The Experimental Measures on Social-labour Insurance for Temporary Employees

in Shenzhen Special Economic Zone"rT (hereafter cited as Measures on Social Insurance)

were a trial legislation designed to experiment a new social-welfare system. The legislation

required both employers and employees to make contributions to employees'retfuement

plans as part of the nation's social security programme. During the employment period, a

sum equivalent to 19 percent of employee's monthly wages should be paid monthly,

through employer's bank in the SEZ to the Municipal Social-labour Insurance Company

(Articles 2 &.5); 17 percent to be contributed by employer and 2 percent to be deducted

16 Th" Regulations were promulgated by the Shenzhen Municipal People's Government on May 8, 1986,
came into force on July l, 1986 (SSEZY 1986:395).

17 Th" Measures were promulgated by the Shenzhen Municipal People's Government on January 5, 1987,

came into effect on March 1, 1987 (SSEZY L988:417-479).

and

and
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directly from employee's wages. This legislation

specified the amount of monthly pension entitlement.

"The Measures to Implement the State Council's Tax P¡eferential Poiicies on

Foreign Investmenr" 18 (hereâfter cited as the Implementing Measures on Tax Policies)

consisted of only eight articles; most of them were designed to provide tax concessions to

enterprises having foreign investment. The Measures allowed for tax exemption on

expatriated portion of foreign enterprise profits, and for a reduction of 10 percent from the

income tax of those foreign enterprises whose value of exported products exceeded 70

percent of the value of their total production outputs. With a view to encouraging

reinvestment, foreign enterprises, that have reinvested pofüon of their previous profits in

any export-oriented manufacturing in Shenzhen SEZ for more than five years, were entitled

to refunds of previously paid business income tax on that reinvested portion of their

profits. Imported raw materials as part of the foreign enterprises' production inputs for

manufacturing exported goods were exempt from the Consolidated Industrial and

Commercial Tax. Furtherrnore, for export-oriented foreign manufacturers and for those

enterprises that have introduced high technology in their production, a five-year exemption

from land-use fees and 50 percent reduction of land-use fees after that five-year period

might be allowed.

"The Provisional Measures to Promote the Development of Science and Technology

in Shenzhen Special Economic Z,one"r9 (hereafter cited as the Measures to Promote Science

and Technology) set up the criteria and procedures for evaluating projects and inventions

that made significant contributions to the development of science and technology, or that

created considerable socioeconomic benefits to the society. These criteria covered a wide

spectrum of areas, including invention of new material, method, design, equipment, or

18 Th" Measure were issued, as a directive, by the Shenzhen Municipal People's Government to civic departments

_ ^and 
agencies under its jurisdiction on May 5, 7987 (SSEZY 1988:420-421),

19 The Measures were issued as a directive by the Shenzhen Municipal People's Government to its civic
departrnents and agencies on June 10,1987 (SSEZY 1988:422-424).

also set forth a detailed scheme that
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formula that could be used for increasing productivity, enhancing production quality, or

reducing production inputs. The Measures also specifred the amount of cash awards.

"The Provisional Regulations on Further Promoting Linkages between Shenzhen

Special Economic Zone and China's Domestic Economy"20 (hereafter cited as the

Regulations on Promoting Backward Linkages) spelt out three objectives and three forms

of linkage. Two of the objectives involving foreign investment were:

(Ð to promote export-oriented manufacturing industries that were located

outside the SEZ in China mainland and would assist in increasing

the use of domestic raw materials, semi-finished products, and

traditional loc al products throu gh value- added manufacturin g proces s ;

and

(iÐ to attract foreign investnent and advanced technology.

Under these Regulations, Iinkages might take the following forms: cooperation between a

SEZ enterprise and a domestic enterprise with their operation within the SEZ, domestic

enterprises setting up their branches in the SEZ, or SEZ enterprises setting up their

branches outside the SEZ. The Regulations specified the procedures and requirements for

the establishment, reorganisation and termination of SEZ-domestic cooperative enterprises.

These cooperative enterprises were entitled to enjoy the same preferential treafnents as did

those originally registered in the SEZ. The Regulations also stipulated procedures for

personnel transfer and hiring personnel from outside of the SEZ, and specified boards of

directors to be the organisational structure for this type of cooperation.

"The Provisional Regulations of Shenzhen Special Economic Zone on the

Procedure for Formulating Administrative Policies" 21 (hereafter cited as the Regulations

on Policy-making Procedure) aimed at ensuring conformity of provincial and local policies

20 Th" regulations were issued as a di¡ective to the civic departments and agencies by the Shenzhen Municipal

^ .People's Government on September 3, 1987 and came into force on the same date (SSEZY 1988:425429).
21 Th" Regulations were issued to the civic departments and agencies by the Shenzhen Municipal People's

Government on December 12, 1987, and came into force on January 1, 1988 (SSEZY 188:430432).



with national policies (see Articles 5 and 10 of the Regulations). To this end, the Municipal

Legislative Bureau was vested with power to plan, draft, coordinate, review and implement

Shenzhen's laws, regulations and other forms of policies formulated at the municipal level.

The Regulations also set up specific procedures of drafting, examining, approving and

implementing various municipal policies.
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5.3 Data on Shenzhen's Performance

5.3. 1 Foreign Investment

By the definition given in Chapter One, foreign direct investment (FDI) in

Shenzhen SEZ includes capital inflow into that SEZ from outside of the country, but

excludes portfolio investments, such as bonds, and foreign loans. FDI is one of the

independent variables to be used in this study. Table 5.1 provides data on the amounts of

FDI that had been utilised each year lrom 1979 to 1987 in all economic sectors within

Shenzhen SEZ. In the last column of Table 5.1 changes in the annual FDI, calculated in

1982 constant US dollar value, over that period are evident.

Table 5.1 Utilised FDI in All Sectors, Shenzhen SEZ

Year Amount of FDI in US dolla¡ Change from
previous year (Vo)

in constant US $

161.5
237.6
-35.2
76.3
72.6

-10.4
t84.4
-30.2

Souces: SSEZY 1985:599-600, 1986:421 & 442, 1987:339. 1988:481

Table 5.2 shows the annual total utilised foreign investment in Shenzhen's

industrial sector over the period from 1979 to 1987. The amounts of pledged FDI,

calculated based on the agreements signed in each year over the same period, are shown in

r979
1980
1981
1982
1983
1984
1985
1986
1987

total
accumulated

from 1979-87

curent dollar value

9,390,000
26,570,000
97,560,000
66,900,000

118,410,000
206,620,000
188,420,000
375,410,000
269,440,000

1,358,720,000

1982 constant value

11,693,600
30,575,400

103,238,100
66,900,000

rt7,938,200
203,566,500
182,400,900
354,829,900
247,97,t00

1,318,789,600
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Table 5.3. In the calculation of 7982 constant dollar value of the amounts of foreign

investment in these three tables, the Price Index of Gross Private Investment 22 was used.

The reason for choosing this index is that foreign investment referred to in this study is a

kind of private investment and is calculated in US dollars. The data presented in these

tables will be analysed in Chapter Six in conjunction with changes in foreign exchange

earnings and industrial output from Shenzhen, as well as with the Chinese government's

policies implemented in Shenzhen over the same period of time.

Table 5.2 Utilised Foreign Investmentsæ in the Industrial Sector, Shenzhen SEZ

Yea¡ Amount of foreign investments in US dollar
curentdollarvalue 1982 constantvalue%

2,190,000
10,150,000
40,750,000
28,200,000
52,000,000
80,650,000
63,630,000

315,470,000
244,444,000

837,484,000 2s

2,727,000
11,680,000
43,120,000
28,200,000
51,793,000
79,458,000
61,597,000

298,176,000
224,613,000

801,424,000

Change from
previous year (Vo)

in constant US $

328.3
2;69.2
-34.6
83.7
53.4

_')) <

384.1
-20.7

r979
1980
1981
1982
1983
1984
1985
1986
1987

total
accumulated

from 1979-87

.iÌr

ri:
ll

$:l
t.ì:

Sowce: SSEZY 1985:600, 1986:M2,1987:27,111, & 340, and 1988:396 &.482.

22 Statistical Abstract of the Uníted,Sra¡¿s 109th ed. page 465, published by the U.S. Department of Commerce,
Washington, D.C., 1989.

23 Th" SSEZYs do not specify whether the figures of annual foreign investments in the industrial sector are in
constant or curent dollar value, and whether those irvestments are FDI or total foreign investments including
foreign loans. The author, after comparing them with data from other sources, is of the opinion that they are
likely to be in current dollar value, and that they represent total foreign investments, not only foreign direct
investrnents in the industrial sector. Inconsistency of data on numerous items has been found in the same data
sources. In these situations, the author chose the data presented on the statistic tables than those in the texts;
and data il more recently published documents prevail over the older ones. This principle is applied to all dara
selection processes, should any inconsistency occurs.

24 Calculated based on the Price Index of Gross Private Investnent as shown on Appendix 10, the same index was
used for the calculation of 1982 constant dolla¡ value on Tables 5.2 and 5.3.

25 According to the same source (SSEZY 1988:396), the utilised foreign investments in Shenzhen's industrial
sector had reached $US 871 million by the end of 1987. There seem to be some discrepancy between these two
figures. Besides, it is very unlikely that there was any substantial amount of foreign investments in Shenzhen
prior to 1979.
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Table 5.3 FDI Pledged by Agreements in All Sectors, Shenzhen SEZ

t919
1980
1981
1982
1983
t984
1985
1986
1987

total
accumulated

from 1979-87

Amount of FDI
current dollar value

20,440,000
218,810,000
857,050,000
t75,740,000
287,870,000
556,020,000
781,650,000
271,070,000
544,790,000

3,713,440,000

in US dollar
1982 constant value

25,454,500
25t,195,200
906,931,200
t75,140,000
286,723,100
547,803,000
'756,679,600

256,209,800
500,726,100

3,708,062,400

Change from
previous yeat (Vo)

in constant US $

889.2
260.2
-80.6
63.2
9 i.1
38.1

-66.t
95.4

Sourcæ: SSEZY 1 985 :596-597, I 986:440, 1987 :338, 1988 :479-480

Figure 5.1 shows the patterns of changes in three types of foreign investment, i.e.,

the actually utilised foreign investment in the industrial and all economic sectors, as well as

the foreign investment pledged by agreements in Shenzhen SEZ. As shown in this Figure,

changes in these three types of foreign investment over the period between 7979 and 1987

followed the same general pattern of increase or decrease, except for the last two years

from 1986 to 1987. In 1986 foreign investment pledged by agreements declined, while the

utilised investrnent increased; and the reverse patterns occuffed in 1987. Congruence in the

patterns of changes for the period from 1979 to 1985 and incongruence for the period from

1986 to 1987 will be analysed in Chapter Six.
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Figure 5.1 Patterns of Changes in Foreign Investment, Shenzhen SEZ
(in million l982-constant US dollar)
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Noæ: Figuræ have bæn munded; for accwaæ figue md data sowcs sæ Tabls 5.1,5.2 &, 5.3.
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5.3.2 Exports

Table 5.4 provides statistical data on gross exports from all sectors of Shenzhen's

economy during the period from 1979 to 1987. The values of gross exports from

Shenzhen's industrial sector for the same period a¡e shown in Table 5.5. These data were

obtained from different sources and originally in values of different cunencies, i.e., US

dollar, Rmb, and Hong Kong dollar. For the convenience of comparison, these values

have been converted into US dollars by using the official exchange rates (see Appendix 11)

in December of each year, and into 1982 constant value by using the Price Indices (see

Appendix 10). In some cases where specific data for certain years were not available, other

information, such as data for previous year and the increase rate from previous year, were

used to calculate the needed data.

Year

Table 5.4 Gross Expofrs from All

Value of exports

Sectors, Shenzhen

1979
1980
i981
1982
1983
1984
1985
1986
1987

total
accumulated

from 1980-87

Current US$26

9,300,000
13,742.,000
47,8'12,000 2ß

na
62,300,000

265,390,000
563,400,000
725,873,000

1,414,000,000

1982 constant US$27

11,218,000
i5,185,000
48,999,000

na
61,319,000

254,449,000
543,298,000
698,621,000

1,333,962,000

Change from
previous yeal. (7o)
in constant US $

35.4
222.7

nÍì
na

315
113.5
28.6
90.9

Source: sæ fæ¡notes 2.6 & 2il

26The 1980 export value was calculated based on the 1985 export value and an increase of 40 times f¡om 1980 to

1985 (SSEZY 1986:104 & 132). The 1983 export value was calculated based on the 1984 export value and an

increase of 3267o from 1983 to 1984 (SSEZY 1985:439) The annual values of exports for the period from 1984

to 1987 were obtained from SSEZY 1985:439441; 1986:104, 132 &. 427; 1987:25,207 &.321; 1988:53 55,

158, 387 &.390.
27 Th" 1982 constant dollar value was calculated based on the Price Index for Exports of Goods and Services (see

Appendix 10)
28 According to SWB no.L202 Sept.l2, 1982:16, the vaiue of exports from all sector of Shenzhen's economy in

1981 was HK$270,000,000, which was converred to US$ based on the exchange rate of US$l = HK$5.64 in
December 1981.
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Table 5.5 Gross Exports from Industrial Sector, Shenzhen

Current Rmb2e

60,600,000
na
na
na
na

801,457,000
880,000,000

1,820,000,000
3,070,000,000

1982 constant US$30

43,730,000
na
na
na
na

242,0r1,000
265,728,000
47t,7',7t,000
778,t3',7,000

Change from
previous year (7o)
in constant US $

na
na
rla
na
na

9.8
77.5
64.9

Value of exports

r979
1980
1981
1982
1983
1984
1985
1986
1987

totâl
accumulated

from 1979-87

Sources: see foot¡rote 29

Table 5.6 shows the annual values of gross exports from Shenzhen via state-owned

enterprises over the period between 1979 and 7987, with a breakdown of the values

(hereafter denoted as VID) of Shenzhen's products sold inside the domestic market areas -

i.e., China excluding Hong Kong, Macao, and Taiwan - and the values (hereafter denoted

as VOD) of Shenzhen's products sold outside the domestic market including the aforesaid

three areas and foreign countries. The ratio of VOD to VID exhibits the extent to which

Shenzhen had succeeded in exporting its products overseas as opposed to selling its

products within the domestic market. The importance of this ratio will be further elaborated

when these data are analysed in Chapter Six. Figure 5.2 shows the patterns of changes in

the gross exports from the industrial sector and from all sectors of the Shenzhen's

economy. The panern of changes in the ratios of VOD to VID will also be analysed in

29 Th" a¡mual values of gross exports from the industrial sector for the period from 1979 to 1983 were calculated
based on the followingt The 1979 value was obtained by converting Rmb60,600,000 into 1982 constant
US$43,730,000. The 1984 value was calculated based on the i985 value of US$275,560,000 and an increase of
9.87o from 1984 to 1985 (SSEZY 1986:104). The annual values for the period f¡om 1985-87 were obtained
from SSEZY 1986:104, 7987:24,1988:54, 387 & 390.

30 Th" 1982 corstant dollar values for the period from 1979 to 1987 were calculated based on the Price Index for
Exports of Goods and Services (see Appendix l0).
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conjunction with the patterns of changes in utilised foreign investment and annual industrial

output from enterprises of different ownerships as shown in Figures 5.1 and 5.3.

Table 5.6 Gross Exports from Shenzhen via S tate-owned Enterprises

change from previous ratio of VOD
year (Vo) toVID (Eo)

t979

1980

1981

t982

1983

1984

1985

1986

1987

VID
VOD

VID
VOD

VID
VOD

VID
VOD

VID
VOD

VID
VOD

VID
VOD

VID
VOD

VID
VOD

52.3
-9.7

JJ

32.4

19.5
31.6

10.6
3.6

4t.9
103.4

22.8
t76.6

-2r.9
37.2

4t
93.3

10.8

10.7

11.8

7.2

10.3

23.r

40.7

55.8

Curent Rmb

t22,780,000
22,300,000

208,270,000
22,430,000

342,090,000
36,680,000

461,550,000
54,470,000

820,630,000
58,840,000

1,672,540,000
169,730,000

2,351,910,000
544,380,000

2,139,060,000
870,500,000

3,084,470,000
1,721,360,000

1982 constant US$

98,737,000
17,933,000

150,419,000
16,199,000

200,082,000
2r,453,000

239,r45,000
28,223,000

407,933,000
29,249,000

578,912,000
59,490,000

710,970,000
164,563,000

554,924,000
225,829,000

782,225,000
436,539,000

-- 
r8.2

VOD: Value of Shenzhen's products sold outside the domqtic ma¡let ares, i.e., including Hong Kong, Macao, Taiwan md foreign countris.
WD: Value of Shenzhen's products sold i¡side the dom*tic muket, i.e., only China mainland, excluding Hong Kong, Macao, Tairvan, and

Shenzhen iself.
Sourcs: SSEZY 1985:602, 1986:445, 1987 :342, and 1988:484.
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Figure 5.2 Patterns of Changes in Exports from Shenzhen
(in million 1982-consønt US dollar)

-gross exports from all sextore ffigross exports ftom indust¡ial sætor rvalue of Shenzhen's products sold

outside üre dom6tic ma*et arss via

state-owned enterpriss

Note: Figurs have bæn rcunded; for accuate hgus md data sowcq sæ Tab1s 5.4, 5.5 & 5.6.
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5.3.3 Industrial Output

Table 5.7 presents the values of annual industrial output from Shenzhen during the

period from 1979 to L987, in both current Rmb and 1982 constant US dollar values. Some

of these values were converted from other currencies, or were calculated based on rates of

growth over a period of time. In these cases, a footnote is provided to explain the

procedure of calculation, and to identify the nature of original data. Figure 5.3 shows the

patterns of changes in the values of gross industrial output from enterprises with and

without foreign investment. These data will be used to analyse effects, if any, of foreign

investment on Shenzhen's industrial oulput. The gross industrial output from enterprises

of different ownership categories are shown in Table 5.8. The ratio of the industrial output

from those enterprises having foreign investment (Columns "d" and "e" in Table 5.8) to the

total industrial output (Column "f' of the same Table) from the SEZ illustrates the extent to

which foreign investment involved in Shenzhen's industrial production activities.

Yea¡

1979
1980
1981
t982
1983
1984
1985
1986
t987

tot¿l
accumulated

from 1979-87

29,660,000
51,210,000

202,530,000
299,120,000
577,020,000

1,474,750,000
2,355,510,000
3,111,040,000
4,990,1i0,000

13,031,630,000

20,939,000
36,153,000

142,98i,000
211,170,000
407,358,000

1,041,729,000
1,662,918,000
2,196,299,000
3,522,865,000

9.241.812.000

Table 5.7 Gross Industrial Ouþut, Shenzhen SEZ

Value of outputs Change from
1980 constant Rmb3l 1982 consranr US$32 previous year (Vo)

in constant US $

t:

i

72.;
295.5
41.1
92.9

155.6
59.7
32.t
60.4

Sowcs: SSEZY 1985:587,1986:106, 198'l:7A &.111, & 1988:465; sæ also footnote 31

3i All of the SSEZYs specify that the values of the gross industrial ouÞuts from the Shenzhen SEZ over the period
from 1979 to 1987 are in 1980 constant Rmb. These values were converted first into 1980 U.S. dollar baied on

^^the 
exchange rates as shown in Appendix 11, then converted into 1982 constant U.S. dollar.

rz The 1982 constant dollar values for the period from 1979 to 1987 were calculated based on the Producer Price
Index for Finished Consumer Goods (see Appendix 10).
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Figure 5.3 Patterns of Changes in Industrial Output, Shenzhen SEZ
(in mülion l982-consrant US dollar)
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:
li

-$l
t

.,s
:ô.
li
;.-:

i ì rì1_i

,,$

--

1979 19 80

t
.È1

ùl
,1-:

ù
s
$:-,

-$t:
ìla

$r

ii
ìl:
llt

¡:

È.

ì;
t:
ltl
Ì,1

q:

lì,
i-ì.'

\::

:iÌ
Lr

9:l

¡
i:
ir,
t¡
l,i
!:'
t'
:ì:
il'
a

Í
ir.
s::

$
ë:

.ì.ì:

tì
s:

i.t
t:
;.
.i:,:

i:
:i
I:
l:
t:
i:i



t25

Table 5.8 Gross Industrial Output 33 by Ownership Categories, Shenzhen SEZ

(a)
State-owned
enterprises

1983

Rmb 17,850
us$ 12,602

Rmb 22,330
us$ 15,764

Rmb 89,600
us$ 63,255

Rmb 161,500
us$ 114,014

Rmb 278,470
us$ 196,591

1984 Rmb 494,090
us$ 348,812

1985 Rmb 605,000
us$ 427,111

1986 Rmb 810,900
us$ 572,471

1987 Rmb 1,279,520
us$ 903,302

(b) (c) (d)
Collective- State & collective Joint-

owned cooperative venfure
enterprises enterprises enterprises

(e)
Wholly
foreign-
owned

enterprises

11,330
1,999

75,960
53,625

(f)
Annual total

of all
enterprises

d+e
f

(vo)

r979

1980

11,810
8,337

28,880
20,388

39,510
27,893

75,950
53,618

78,870
55,680

153,900
108,649

125,800
88,811

188,600
t33,t46

283,890
200,418

2,960
2,090

27,550
79,449

7,870
5,556

9,500
6,107

73,420
5t,832

52,220
36,866

143,720
10r,426

48rAsj
339,889

997,520
704,219

1,535,570
1,084,065

2,585,7r0
t,825,432

20,939

36,t52

142,980 36.3

2t2,582 Zr.r

407,322 38.1

1981

t982 r20
85

342,350
247,689 t,047,t29 55.9

599,640
423,327 r,662,917 61.8

568,100
401,061 2,196,299 67.9

3,522,865 69.5
83t,490
587,006

Sou¡ces: SSEZY 1985:588, 1986:432, 1987:331, and 1988:471.

33 Th" values of output provided in the SSEZYs are in 1980 constant Rmb, and have been converted into 1982
constant US$ based on an exchange rate of US$l = Rmb1.53 a¡d the Price Index for Finished Consumer Goods
(see Appendices 10 & 11). All values of outputs shown on the Table are in thousand.
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5.3.4 Employment, Wages and Domestic Savings

Employment and local residents'wage earnings and savings in Shenzhen SEZ are

also indicators of Shenzhen's economic performance. Table 5.9 shows the number of

employment and annual average wages per employee in Shenzhen SEZ. Table 5.10 shows

the breakdown of wages paid annually to the employees by enterprises of different

categories. In presenting data on employment and wages, particular attention was paid to

the change in number of employees in the SEZ, and to the ratio of the wages earned from

Table 5.9 Employment and Average Wages per Employee, Shenzhen SEZ

(a) O) (c) (O (e)

annual tot¿l change in (a) number of change in (c) annual average

wages34 paid from previous employees from previous wages per
in SEZ yeu (Vo)

(Ð

change in (e)

from previous
year (70)

22.7

-2.9

-8.0

-1.1

7.1

5.0

-14.8

4.6

year (Vo) employee (JS$)

- 581
1979 Rmb

US$

1980 Rmb
us$

1981 Rmb
US$

1982 Rmb
US$

1983 Rmb
US$

1984 Rmb
US$

1985 Rmb
us$

1986 Rmb
US$

1981 Rmb
US$

17,900
t3,669

26,910
19,077

46,030
26,895

82,960
42,984

136,890
68,452

307,050
105,169

460,704
i38,070

536,250
t34,708

7t0,270
r74,368

6.6

41.0

59.8

59.2

53.6

31.3

-2.4

29.4

23.3

26.5

38.5

66.8

101.6

r54.5

193.1

22t.3

273.6

13.7

45.3

13.5

61.1

43.6

25.0

14.6

23.6

720

699

&3

636

681

115

609

637

The figuru on colws (a) & (c) ue in thousmd.
Sources: SSEZY 1985:606-607, t986:449-450,1987:345 & 347, and 1988:488 & 490.

34 Th" values of wages presented here are in current Rmb and 1982 constant US$
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the enterprises, that had FDI, to the total wage earnings in the SEZ. Changes in the raúo -

as can be seen on the last column of Table 5.10 - over the period from 1983 to 198735

will be analysed in Chapter Six, together with changes in foreign investment in the SEZ.

Wages form an important part of the domestic savings especially in labour-intensive SEZs.

Table 5.11 illustrates how significant were changes in local residents' savings over the

period from 1979 to 1987. The patterns of changes in wage earnings from enterprises with

and without foreign investrnent, and of changes in wages per employee are shown in

Table 5.10 V/ages earned in Shenzhen SEZ by Categories of Enterprise-ownerships,

r919

1980

1981

1982

1983

i984

1985

1986

1981

(a)
State-owned
enteqprises

Rmb 1,790,000
us$ 1,367,000

Rmb 26,970,000
us$ 19,077,000

Rmb 46,030,000
us$ 26,895,000

Rmb 73,610,000
us$ 38,140,000

Rmb 107,700,000
us$ 53,855,000

Rmb 249,020,000
us$ 85,293,000

Rmb 335,522,000
us$ 100,554,000

Rmb 388,256,000
us$ 97,531,000

Rmb 465,956,000
us$ 114,390,000

(b)
Collective-owned

enterprises

9,350,000
4,845,000

12,560,000
6,281,000

29,140,000
10,186,000

40,087,000
12,014,000

44,820,000
11,259,000

63,546,000
15,600,000

(c)
Wholly-foreign
joint-venture
& cooperative

enterprises

16,630,000
8,314,000

28,290,000
9,690,000

85,095,000
25,502,000

103,169,000
25,916,000

180,764,000
44,317,000

(d) (e)

Total Ratio of
cld (7o)

1,367,000

19,077,000

26,895,000

42,985,000

68,450,000 l2.l

105,i69,000 9.2

138,070,000 18.5

i34,706,000 t9.2

t74,367,000 25.5

Sources: SSEZY 1985:607, 1986:450, 7987:347, and 1988:490'

The data sources do not specify that these values ue in i980 consant Rmb, hence it is interpreted that rhey are in cunent valus. They werc

convefed into 1982 constanr US dolar based on the exchange næs and the price indices as lisrcd in Appendices 5'10 and 5.11.

35 So*" data for the period prior to 1983 are not available



128

Figure 5.4. These patterns will be compared with those of foreign investment in the SEZ,

for the purpose of determining whether or not there was any correlation between the

changes in foreign invesünent and the changes in annual average wages per employee in the

SEZ over the study period. For the same purpose, changes in annual average savings per

capita are shown in Table 5.12 and Figure 5.5.

Figure 5.4 Patterns of Changes in Wages,36 Shenzhen SEZ

Figure 5.4a Average Annual Wages per Employee in US $

800

700
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500

400

300

200

100

0

1979

Total Annual V/ages Paid by Various Types of Enterprises in million US $

-total ffiual wags paid by staæ- E rctal amual wags paid by 
-otal 

amual wagæ by collætive-

owed ente¡pris* mterpriss havirg foreign owned enterpriss

nvestment

Note: Figurs have bæn rounded; for accunte figurcs md data sourcs sæ Table 5.9 & 5.10.

t20
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40

20

0

1

Figure 5.4b

ï

36 att n 1982 constant U.S. dollar, total annual wages are in million dollars.



Table 5.11 Domestic Residents' Savings3T, Shenzhen SEZ

1982 constant US$

14,584,000

24,320,000

35,083,000

67,991,000

r2r,997,000

i60,154,000

202,8'75,000

312,495,000

t 988:486.

Change from
previous yeat (Vo)

66.8

44.3

93.8

79.4

J I.J

26.1

54.0

729

(Ð
Change in (c)
from previous

year (Vo)

Current Rmb

1980 19,390,000

1981 40,220,000

r98Z 67,710,000

1983 135,160,000

1984 343,000,000

1985 521,150,000

1986 796,320,000

1987 1,264,780,000

Sources: SSEZY 1985 :604, 1986:447, 1 987:343, and

Table 5.12 Population & Domestic Savings per Capita, Shenzhen SEZ

r919

1980

1981

1982

1983

1984

1985

1986

t987

18.6

16.9

30.8

28.3

16.0

2r.2

11.0

11.5

42.7

i0.3

51.1

54.7

8.3

t4.r

38.2

(a)

Population
(excluding tmporary

worJ<es & visitos)

70,900

84,100

98,300

128,600

165,000

191,400

23t,900

257,400

286,900

&)
Change in (a)
from previous

year (Vo)

(c)
Average annual

savings per capita
(1982 constant US$)

r73.4

247.4

272.8

412.1

63',t.4

690.6

788.2

1,089.2

Sou¡ces: SSEZY 1985:581, 1986:424,1987:324 & 1988:464.
Figur* on column "c" on this Table were de¡ived f¡om the divisions of the annual savings (sæ Table 5.1 1 ) by the population (see

column "a" on this Table) of the respætive yæs.

37 D^tu for the period prior to 1980 are not available. There are some discrepancies between data on the same
items, provided in various yearbooks. For example, 1988 SSEZY shows the domestic residents' savings in
1986 being Rmb796,320,000, while 1987 SSEZY shows Rmb786,030,000. No explanation has been found in
these yearbooks.
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Figure 5.5 Changes in Wages & Domestic Savings3s Per Capita, Shenzhen SEZ

Figure 5.5a Average annual savings per capita in US $

1200

1 000

800
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400

200

0

Figure 5.5b Total annual wages in million US $ paid by enterprises having foreign investments

45

40

35

30

a<

2n

15

10

5

0

1986 t987

Note: Figws have been romded; for accwate figuræ and data sowcs sæ Tablq 5.10, 5.11 & 5.12

38eU n 1982 consta¡t U.S. dollar; the total armual wages paid by the enterprises having foreign investment a¡e
in million.
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5.4 A Summary

This chapter presents information on Shenzhen's economic performance and

Chinese government's policies on SEZs. In order to ensure the accuracy and adequacy of

data, two precaution measures were taken. First, a wide spectrum of data sources (see

Section 4.1.D that cover the most crucial period of Shenzhen's development from 1979 to

1987 was used. Second, in the data selection process cross examinations were made and

data from official sources were given first consideration.

There are numerous economic indicators that could be used to measure the

economic performance in Shenzhen. Only four, i.e. capital inflow, industrial ouq)ut,

exports and employment, were chosen for this analysis because of the following reasons.

First, these indicators have been commonly used as key measurements of economic

development in urban areas. Second, Shenzhen SEZ was established with clear mandates,

repeatedly emphasized by the Chinese government, four of which were to attract foreign

investment, increase industrial output and exports, and create employment. These four

selected indicators were obviously the most suited means by which the degree of fulfrlling

these mandates could be measured. Although data on wages and domestic savings were

also collected and documented in this chapter, they were analysed only if changes in wages

and savings per capita correlated significantly with changes in foreign investrnent.

Policies, related to Shenzhen SEZ and promulgated by the Chinese government

over the period from 1979 to 7987, were also presented in this chapter. They were used in

the sequential analysis in Chapter Six in order to determine if relationships existed between

them and the upswings or downturns of foreign capital inflows into the SEZ during the

study period. All the information presented in this chapter were intentionally left

"untreated" at this stage of the analysis, and were analysed in the following chapters.



CHAPTER SIX

AI\ALYSES OF THE ROLES & DETERMINANTS OF FDI

Three objectives are achieved through the analyses presented in this chapter. In the

first place, this chapter determines the significance of roles that FDI plays in the

development of Shenzhen SEZ, by using the values of Shenzhen's industrial ouçuts and

foreign exchange earnings as indicators. The second objective is to examine what effective

means can be used by LDCs for attracting FDI. This objective touches upon the issue of

determinants of foreign capital inflows, that have not yet been analysed thoroughly in the

previous studies. As the third objective, this chapter synthesises factors that have effects

on Shenzhen's development. These factors include:

(Ð the global perspective of SEZs against which Shenzhen has to compete;

(ü) the theories and status of FDI on which shenzhen prospecr heavily

depends;

(iiÐ the national context, an unescapable political and institutional framework

within which Shenzhen continues to operate; and

(iv) shenzhen's economic performance and the state policies which set the

pace and direction for Shenzhen's future development.

This chapter is organised in four sections. In the first and second sections,

correlation analyses are carried out to examine possible associations between FDI in

Shenzhen SEZ and its industrial output, as well as its foreign exchange earnings.

Empirical findings as the result of these analyses are used to illustrate whether FDI has any

impact on Shenzhen's development. Section Three addresses the issue of relationships

between the investment environment and the inflow of foreign investment in host countries.

The economic environment of host countries has been the focal point of numerous studies;

and the results drawn from these studies have been generally consistent. In order to verify
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that Shenzhen is no exception, simple correlation analyses of possible relationships

between a few key economic indicators applicable to Shenzhen and the actual foreign

investment in Shenzhen are carried out. This section also contains a multiple regression

analysis, designed for testing the extent to which Shenzhen's social environment has

impact on foreign investment. In the last part of this section, an analysis is undertaken to

determine if the political environment in Shenzhen, as reflected in government policies and

overall political climate, has any influence on the inflow of foreign investment.

The last section of this chapter is more than a summary of what have been analysed

in the preceding three sections. It also incorporates additional probable roles of foreign

investment (e.g., job creation) that are not part of the statistical analyses in this chapter.

The speculative roles of technology transfer, training domestic labour-force, providing

access to foreign markets and political influence are also considered. Furthermore, some

unintended roles of FDI (e.g., displacing skilled workers in host countries, forcing host

countries to invest in land development in SEZ, and causing losses in revenue through tax

concessions and financial incentives) are brought into focus.
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6.I The Impact of FDI on Industrial Output

6.1.I The Hypothesis and its Place in Theory and Practice

In order to determine whether there is any correlation between foreign direct

investment and industrial ouçut from Shenzhen SEZ and, if so, how significant the

correlation is, the following hypothesis (H") is put forward for testing:

That the value of annual output per employee (IOE) from the industrial

sector of the SEZ was positively correlated with the annual foreign

direct investment (FDIE) per employee in the SEZ during the study

period.

If this hypothesis holds true, it would imply that under the ceteris paribus condition the

more foreign capital inflow into the SEZ, the greater likelihood there would be of increases

in the industriai output from that SEZ. Either a positive or negative result from the testing

has theoretical and practical significance. Previous studies of FDI impact on economic

development of host countries revealed conflicting and inconclusive results particularly in

the case of LDCs. Some analysts suggested that FDI had a positive impact on the

economic development of host countries, while others not only found no evidence of such

positive impact, but also criticized the negative side of FDI. As Bos, Sanders and Secchi

state,

...little reliable factual evidence is available concerning the effect of PFI [private foreign

investmentsl in this respect. Both proponents and critics of PFI have tended to base their

conclusions on broad general statements, often without theorelical basis, rather than on

empirical evidence (Bos, Sanders and Secchi 1974:11).

Reuber conducted a relatively thorough study to determine whether positive

relationships existed between net private foreign investrnent inflows and changes in output

from a series of host countries for the period fronl 1961 to 1969. He found that the



contention of a positive relationship, as reflected by three of his findings:

"productivify as measured by value added per worker increased faster in

industries in which the FDI share was high";

"the FDI share was positively related to the relative effrciency of foreign

firms (including joint venture) and locally-owned firms as measured by

(üi)

value-added per worker"; and

"the FDI was positively related

manufacturing sector" (Lecraw

to industrial growth within the

1985:397-398).

relationship between these two variables was weak and inconclusive (Reuber 1973).

the other hand, the results of Lecraw's study (1985)1 on Singapore supported

t35
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Referring indirectly to the impact of FDI on industrial output from host countries, a

number of studies indicated that the positive impact of FDI on host country's technology

and managerial skill is noticeable (Helleiner 1973, Sharpston 1975, and Jarret 1979).

Bohn's study of South Korea's case also revealed that FDI provided the host country with

advanced technology that was crucial to its industrial development (Bohn 1985). The result

of a study conducted by the Government of Canada seemed to have arrived at a similar

conclusion that FDI tended to increase the productivity of Canadian manufacturing

industries as a result of the transfer of technology and managerial skill (Government of

Canada I9l2). Among those who took the opposite stand, Singer (1950)2, Frobel,

Heinrichs and Kreye (1980) advocated that the effect of FDI on host country's economy

was largely negative, despite some benefits that might accrue to them.

However, it has been often the case that host countries gain in certain aspects (e.g.,

short-term balance of payment at the initial stage of FDI), while losing in others (e.g., FDI

1 Donald Lecraw's "singapore" in John Dunning (ed.), 1985, Multinational Enterpríses,
International Competitiveness, pp.377-405, John Wiley & Son, Toronto.

2 H.W. Singer's "The Distribution of Gains between Investing and Borrowing Countries"
Review, 1950, pp.413 -485.

Economic Structure and

, in American Economic
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in SEZs causing internal and disorderly migration of working population, which actually

impedes the development of host country's economy). Conclusions can hardly be drawn

due to the difficulty in comparing positive and negative impacts among these

incommensurable aspects and due to difference in assumptions, measurements and

methods used in studies. This argument is in agreement with the outcome of a study

carried out by the United Nations on the overall effects of several foreign manufacturing

affiliates in Colombia, India and Iran. The study revealed that conclusions on FDI impacts

depended on the assumptions and methodologies used in individual studies (UNCTAD

1973). This inconclusive situation has given rise to a task that theories of FDI impact on

industrial oulput (a key economic indicator) of LDCs have yet to be explored. The analysis

in this section is intended to take on this task.

The result of this hypothesis testing is also important in practical terms, for most

LDCs still believe that foreign investment is the main source of technology and capital,

necessary for their industrialisation processes. Experience from some LDCs, such as

Taiwan and South Korea, revealed that at the early stage of economic development there

seemed to be a positive association exiting between foreign capital inflow and their

successes in upgrading their industrial productivity. From 1951 through 1962, the U.S.

f,rnancial aid (although not considered as private foreign investment) to Taiwan constituted

between 35 and 45 percent of Taiwan's gross domestic capital formation each year; and

foreign investment during 1961-10 "...was particularly important in providing information

on international markets and bringing new technology to Taiwan" (Galenson 7985:21-22).

Ramis and Schive's study (1985) also showed that FDI helped Taiwan enter into capital-

intensive markets and build backward linkages with its domestic economy. In a similar

situation, "...foreign capital (including bank loans) has made a vital contribution to the

economic $owth in the Republic of Korea" as concluded in a study carried out by the

UNIDO (1987a:33).
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The successful experience in Taiwan and South Korea undoubtedly has led Chinese

leaders to believe that FDI can be used as an effective vehicle for gaining access to Western

technology and managerial skill, with which the nation would be able to upgrade its

industrial productivity. Such belief can be seen in a number of Chinese official statements.

For instance, Ji Changwei, a member of the Chinese State Administrative Commission on

Import and Export Affairs and of the Chinese Academy of Social Science, in his address at

the International Symposium on World Economy jointly sponsored by the U.S. Stanford

Research Institute International and the Chinese Academy of Social Science, said openiy:

As has been shown in the experiences elsewhere in the world, drawing upon foreign funds

and importing foreign technology in a positive and prudent manner, and developing

economic and technical co-operation with foreign countries are effective ways to speed up

a country's economic development and bring about its modernization (BR 1981 April

20:15).

Crane summed up more succinctly: China's SEZs are designed "to attract foreign

investment for the purpose of national economic modernization" (L990:17-18). This

motive and the Chinese leaders' awareness of the importance of foreign investment in the

development of their nation's economy were spelled out clearly in Premier Zhao's Seventh

Five-Year Plan, that called for efforts to be made by all levels of government to attract

foreign capital. China's pretentious assumptions and unrealistic expectations as to have

benefit from FDI also justify the need for testing of this hypothesis.
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6.1,.2 Hypothesis Testing

Two variables are involved in this testing: the annual inflow of foreign direct

investment per employee (FDIE) in the SEZ over the period from i979 to 1987 as the

independent variable, and the annual output per employee from the industrial sector (IOE)

of the SEZ as the dependent variable. The values of both FDIE and IOE, as tabulated in

1982 constant U.S. dollar in Table 6.1, are to be used as input in the computation. In

order to test this hypothesis, it is necessary to rephrase it in such a way that its null (or

reversed) version would be.rejected. Thus, the hypothesis in its original form (HJ that is

intended to be put forward as a proposition would be substantiated. The hypothesis is

rephrased as follows (H"o):

That the value of annual output per employee (IOE) from the industrial

sector of the SEZ had no correlation with the annual foreign direct

investments (FDIE) per employee in the SEZ from 1979 to L987.

If this rephrased (null) hypothesis (Huo) is rejected, then, the result from the test

would imply that the value of annual output per employee from the industrial sector of the

SEZ correlates with the annual foreign direct invesünent per employee in the SEZ. For the

testing of this type of correlation, Pearson's Product-Moment Coefficient "r" (Equation

6.13 in Appendix 13) is considered to be the most common and suitable instrument.4 "x" is

the independent variable, representing the annual foreign direct investment per employee

(FDIE) in the SEZ in each year for the period from 7979 to 1987; "y" is the dependent

variable, representing the value of annual output per employee from the industrial sector of

the SEZ for the same period. Calculated value of "r"" for the period from 1979 to 1987 is

0.0r72.

3 
Quoted from Balsley 1978:394 and Blalock, Jr.

4 MiU". 1964 79, Blalock, h. 1972b 362-385,
Economics, Grid Inc., Columbus 1978:394-399.

1972b:380

and Basley, Howa¡d L., Basic Statístics for Business
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Table 6.1 Utilised FDI Per Employee in AIl Sectors (FDIE) &
Gross Industrial Outputs (IOE), Shenzhen SEZ

(in 1982 constant U.S. dollar)

Year

L979 $11,693,600
1980 $30,575,400
1981 $103,238,100
1982 $66,900,000
1983 $117,938,200
t984 $203,566,500
1985 $182,400,800
1986 $354,829,900
1981 $247,&1,t00

FDIE

I 23,300 = $502
I 26,500 = $1,154
/ 38,500 =$2,682
/ 66,800 = $1,002
I 101,600 = $1,096
I 154,500 = $1,318
/ 193,100 = $945
I 221,300 = $1,603
1273,600 = $905

$20,939,000
$36,153,000

$142,981,000
$211,170,000
$407,358,000

$ 1,041,129,000
$1,662,918,000
$2,196,299,000
$3,522,865,000

IOE

/ 23,300 = $899
/ 26,500 = $1,364
/ 38,500 = $3,714
/ 66,800 = $3,161
/ 101,600 = $3,786
/ 154,500 = $6,739
/ 193,100 = $8,612
1221300 = $9,925
1213,600 =$12,816

Soucs: Table 5.2, 5.7 & 5.9, and SSEZYs 1985:599, 587, 606; 7986:425, 442, 449; 1987:330, 339,345 & 1988;4?0, 482, 488

Because this value is close to zero, only an extremely weak correlation existed

between these two variables. The significance of the difference between "ru" and zero can

be tested by using Equation 6.2 5 (see Appendix 13), in which "t"" represents the

significance of the difference between the obtained conelation coefficient "r"" and the

correlation coefficient of zero based on null hypothesis. In the same equation, "n" is the

number of observations which is nine in this case. Taking into account the unknown

coefficients of regression equatioh, "r[" and "b", and the small samples, n<30, the degrees

of freedom should be reduced by three, that is, n - 3 = 6. On the basis of six degrees of

freedom and five percent critical probability (i.e., 0.05 level of significance), the value of "t

o.os/ror" is found to be 2.447.6 Since the "tu" statistic value of 0.0455, resulted from the

computation in Equation 6.2, is much lower than "t o.os/u*" distribution value of 2.44'1, it

suggests that, given the data observed, the correlation coefficient is almost zero. Hence,

the variables tested above can be interpreted as being independent.

There are a number of factors that may help in explaining why the computed values

of "ru" and "ta" are so insignificant. One of the factor is time lag between actual utilisation

5 
Quoted from Balsley 1978:396

6 B"lrl"y 1978:50i Appendix VIII
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of foreign capital and impact of capital inflow as reflected by increase in industrial output.

In other words, FDI may not affect industrial ouqput within the same year, but will do so in

subsequent year(S). In order to examine this possibility, two additional tests are

conducted, using the same data and taking into consideration the factor of one- and two-

year time lags. In the computation, the values of variable "x" for each year within the same

period remain unchanged, while the values of variable "y" of the subsequent year(s) are

used. That is to say, xn and yn*, become a matching pair in the case of one-year time lag; x.

and 5*z in the case of two-year. In the former situation one observation is lost, in the latter

two; hence, resulting in n = 8 and n ='7 respectively. Computations are shown in

Appendix 13.

The computed results from the same equations show that the conelation coefficients

in the cases of one- and two-year time lags, ru-, and r"-r, are 0.082 and -0.2291

respectively, and that the respective "t" statistic values, t"-1 and t¿-2, ãta 0.2015 and -0.528.

Although in comparison with ru and tu, tu-t and t"-t are much greater, their absolute values

are still insignificant to justify rejection of the null hypothesis. Similarly,la-zandtu-2ate

too insignificant to warrant any need for further analysis despite the fact that they are

negative.

It should be kept in mind that data used for the foregoing analysis were based on

the average FDI per employee in all sectors of Shenzhen's economy and on the average

output per employee from the Shenzhen's industrial sector. A possibility exists that, due to

the disproportional expansion in the nonindustrial sectors, the number of nonindustrial

employees grew at a much faster speed than did those in the industrial sector. Hence, the

real strength of association between foreign investment and industrial output might have

been weakened and even distorted through the averaging process. In order to determine

whether or not this has been the case, an additional hypothesis (H¡-r) and its rephrased

(null) counterpart (Huo-r) are put forward for testing.
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Hypothesis H6-1:

That the annual total value of output

the SEZ was positively correlated

investment in the industrial sector

1987.

from the industrial

with the annual

(FII)7 of that SEZ

sector (IO) of

total foreign

from 1979 to

Rephrased (nutl) Hypothesis Hu-r:

That the total value of output from the industrial sector (IO) of the SEZ

had no correlation with the annual foreign investment in the industrial

sector (FII) of that SEZ from 1969 to 1987.

The objective of this testing is the same as the previous one, but data used are different.

The input values of independent and dependent variables "x" and "y" ( in this case being

FII and IO respectively) are presented in Table 6.2, and computations are shown in

Appendix 13.

Table 6.2 Utilised Foreign Investrnent in Industrial Sector (FII) &
Gross Industrial Ouçut (IO), Shenzhen SEZ

Year

r919
1980
1981
1982
1983
1984
1985
1986
7981

Sowcs: Tables 5.2, &.5.7

(in 1982 constant U.S. dollar)

FII

2,727,000
11,680,000
43,120,000
28,200,000
51,793,000
79,458;000
61,597,000

298,176,000
224,673,000

IO

20,939,000
36,153,000

142,981,000
211,170,000
407,358,000

1,041,129,000
1,662,918,000
2,196,299,000
3,522,865,000

md SSEZYs 1985:587, 599-600; 1986:431, 440: 1987:325,340; 1988:465, 470, 48?.

By using the same computation equations and by taking

lag, the results show that correlation coefficient 16-1 is equal

7 Including all types of foreign investments, such as

data on foreign di¡ect investments by sectors are not

into account one-yea-r time

to 0.895. Hence, the null

foreign government's aids, for theportfolio investments and
available.
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hypothesis (Huo-r) is rejected. Further test on t6-1 also reveals that it equals 4.904 and is

greater than t 0.0s/6dr Q.447). This leads to the conclusion that a significant correlation

existed between the amount of foreign investrnent in the industrial sector of the SEZ and the

amount of industrial oulput from that SEZ.
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6.L.3 Empirical Findings and Interpretation

The failure to substantiate correlation between changes in the annual foreign direct

investment per employee in all sectors of Shenzhen's economy and in the annual output per

employee from the industrial sector of that SEZ in the same year (Hypothesis H) can be

interpreted in conjunction with some characteristics related to foreign investment in the

SEZ. The important one is the distribution of foreign investment in various sectors of the

Shenzhen's economy. Almost throughout the entire period from 1979 to 1987, foreign

investrnent in the nonindustrial sectors shared a greatportion of the total foreign investment

in the SEZ. From 1979 to 1985 the industrial sector attracted not more than 44 percent of

the annual total foreign investment in the SEZ (see Table 6.3). That is to say, more than

half of foreign investment was channelled into nonindustrial sectors. This part of foreign

invesünent had no direct effect on the industrial sector. Obviously, it is highly unlikely that

the values of annual output from the industrial sector could have reflected any change in the

volume of foreign investment in the nonindustrial sectors. Hence, Hypothesis Hu,

assuming that foreign direct investment in Shenzhen SEZ correlates with industrial ouçut

per employee from that SEZ during the study period, could not be substantiated.

However, a significant correlation between the annual total foreign investment in the

industrial sector and the annual total industrial output during the same period was

substantiated as a result of the testing of Hypothesis H6-1.

The result from testing Hypothesis Ho also signifies a weak linkage between the

industrial sector and the rest of Shenzhen's economy. Should a strong linkage between

them exist, the effects of foreign investnent on other sectors would have stimulated growth

in the industrial sector, or at least, the industrial output would have shown some sign of

spill-over effects. No sign of this sort has been seen in the series of testings.



Table 6.3 The Breakdown of the Utilised Foreign Investrnent by Sectors, Shenzhen SEZ
(in thousand curentUS dollars)

Industrial Secúor Nonindustrial Sectorsx

1979
1980
1981
1982
1983
1984
1985
1986
1987

amount

2,t90
10,150
40,750
28,200
52,000
80,650
63,630

3r5,470
244,440

Vo

23.3
38.2
41.8
42.r
43.9
35.6
t9.6
65.3
62.r

¿ìmount

7,220
14,420
56,820
38,770
66,420

145,590
260,640
168,540
t49,360

7o

76.7
61.8
58.2
57.9
51.8
64.6
80.4
34.7
37.9

Total
amount

9.470
26,570
97.s70
66,970

1r8,420
226,240
324,270
484,101
933,380

Souces: SSEZYs 1985:600, t986:442,1987:340 md 1988:482.
*Including ag¡icultural, forestr¡r, fishery, coÌstruction, trånspofation and comunicalion, commercial, housing, health
md social welfaæ, education, inzurmce md ñnancial sætos.

Another characteristic that has some effect on the outcome of the test is the relatively

small share of industrial workers in the total labour force of Shenzhen SEZ. With the

exception of three years (i.e., 1980, 1986 and 1987) the number of employees in rhe

industrial sector represented less than 30 percent of the entire active labour force in

Shenzhen SEZ (see Table 6.4). In only one year throughout the entire period did the

percentage of employees in the industrial sector reach a level above 44 percent. Because of

their low representation and the averaging calculation, the pattern of change in the average

per employee's output from the industrial sector as computed in the test does not truly

reflect the real change in the industrial output. This is another reason that explains the

different results from the tests of Hypotheses H^_1 and Hç1.

The conelation between foreign investment and industrial output during the study

period could also be substantiated by a comparison berween Figure 5.1 and Table 5.g. The

downturns of foreign investment in 1982 and 1986 (see Figure 5.1) coincided respectively

with the drastic decrease (from 36.3Vo in 1981 to 21.IVo in i982) in the ratio of industrial

output from joint-venture and wholly foreign-owned enterprises to the annual total
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industrial output from Shenzhen in 1982, and with almost no increase (from 67 .8 Vo in

1985 to 67 .9Vo in 1986) in the same mtio in 1986 (see the last column of Table 5.8). The

increase in foreign investment in the remaining years (i.e., 1981, 1983-85 and 1987) of the

study period coincided with the increase in that ratio of their correspondent years. These

phenomena suggested that association between foreign investment and industrial output

existed in Shenzhen's case.

Table 6.4 The Breakdown of Employees by Sectors, Shenzhen SEZ

Yea

r979
1980
1981
1982
1983
1984
1985
1986
1987

5,600
9.500

12,600
12,200
11,900
19.300
23,600
9r,100

rzt,200

t6.6
31.1
28.2
2r.r
!3,7
t6.4
16.9
3','t.4
44.3

Industrial sector
employees Vo

Nonindustrial sectors
Vo

83.4
68.9
71.8
79.9
86.3
83.6
83.1
62.6
55.7

Total
employees

33,100
40,500
44,700
60,700
87,000

117,700
140,000
244,900
273,800

employees

28,100
31,000
32,100
48,500
75,100
98,400

116,400
t53,200
152,600

Sources: SSEZYs 1985;600, 1986:442, 1987:340 and 1988:482

The testing of Hypothesis He1 which avoided the aforementioned problems resulted

in demonstrating the positive correlation between the tested variables. But, a question still

remains as to \ilhether it was foreign direct investment or foreign loans that correlated with

the industrial output from the SEZ, since the data that were used as inputs in the

computation include foreign loan. Because of the lack of data on the breakdown by types

of foreign investment in the industrial sector, this question can only be answered indirectly

by analysing the insignificant share of foreign loans in the foreign investrnent in Shenzhen.

From Table 6.5 it is noted that, throughout the study period, foreign direct investrnent in all
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sectors of Shenzhen's economy shared more than three quarters of the total annual foreign

investment utilised in the entke SEZ, except for only one year when the share of FDI

dropped to about 58.2 percent and the share of foreign loans reached about 41.8 percent in

1985. It is highly unlikely that the industrial sector of the SEZ had exceptionally higher

percentage of foreign loans than that of the entire SEZ. So long as the industrial sector had

the same (or higher) ratio of FDI to foreign loans as did the entire SEZ, it would be safe to

infer that the inflow of FDI in the industrial sector was dominant and, hence played a major

role in the correlation with the increase in industrial output.

Table 6.5 Comparison of Utilised Foreign Loans & FDI in All Sectors, Shenzhen SEZ
(in'000 US dollars)

Yea

t9'79
1980
1981
1982
1983
19w
1985
1986
1987

Foreign Loans
amount amount 7o

(cuent) (1982constant)

000
000
000
000
000

19,650 19,330 8.7
135,850 131,510 41.8
108,600 t02,650 22.4
78,120 71,801 225

Foreign Direct Investments
Vo

100
100
100
100
100

9r.3
58.2
I t.6
77.5

amount
(1982 constant)

1,1,693.6
30,575.4

103,238.1
66,900.0

rr1,938.2
203,566.5
182,400.8
354,829.9
247,647.1

Toøl
amount

(1982 constant)

rr,693.6
30,515.4

i03,238.1
66,900.0

117,938.2
222,896.5
313,910.8
457,419.9
3t9,448.r

Sou¡ces: SSEZYs 1985:559, 600; 1986:442; 1987 :339, 340; 1988:481.
Note: 1985 SSEZY shows that foreign loans i¡ Shemhm i¡ 1984 ruched US$3,210,000, while 1986 SSEZY shows
US$19,620,000 in the samc yeu, The author chooses to use the lat6t data. The moun! of loms was converted f¡om
cunen¡ US dollan to 1982 constånt US dollas accordirg to the Price Index fo¡ G¡oss Private Invesmen! as list in
Appendix 10.

In brief, regardless of the breakdown percentages of FDI and foreign loans in the

industrial sector of the SEZ, one of the results from the foregoing tests has substantiated

the hypothesis that the output from the Shenzhen's industrial sector correlated with the

inflow of foreign investment into that sector during the period from 1979 to 1987. Given

the data provided in official Chinese documents and computed at the 0.05-levei of

significance, this analysis has revealed that 80 percent (r2¡-r = SOVo) ofthe variation in the
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industrial output over that period of time were explained by the change in the inflow of

foreign invesünent. In other words, only 20 percent of the variation in the industrial output

was unaccounted for by the inflow of foreign investment. Judging from the historical

record for that period, the share of FDI accounted for about 75 percent of the annual total

foreign investment in that SEZ. On this basis, it can be interpreted that it was foreign direct

investment, not foreign loans, that had a higher probability of correlating with industrial

output. However, it remains undetermined as to whether it was the increase in foreign

direct investment that causes the increase in industrial output, or reversely, or reciprocally.
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6.2 The Impact of FDI on Foreign Exchange Earnings

6.2.L The Hypothesis and its Place in Theory and Practice

At the outset, this analysis was intended to examine whether FDI has any impact on

Shenzhen's exports. Since income which accrues from exports only represents part of

Shenzhen's foreign exchange earnings, the scope of this analysis has now been extended

from exports to include other sectors, such as services industry and real estate, that might

also have made contributions to the Shenzhen's economy. Shenzhen's functions and

mandates vested by the Chinese government seem to have justified the need for such

extension. Liang Xiang, the Vice-Governor of Guangdong Province and Mayor of

Shenzhen City, in his analysis of the distinction between China's SEZs and those in other

countries accentuated the multi-functional characteristics of China's SEZs. He stated that

emphasising, but not limiting themselves to, industrial development, these SEZs also

developed agriculture, trade, housing and tourism with a view to providing foreign

investors with a wider spectrum of investnenr opportunities (YCSE Z 1983).

In fact, nonindustrial sectors have played an equally important role in Shenzhen's

development. For example, the net foreign exchange earnings from the tourist industry

were greater than the value of net exports from 1980 to 1987. As evident from Tabie 6.13

and Appendices 14 and 15, Shenzhen had deficits in net exports during that period, while

the net income form the tourist industry increased continuously. For these reasons, the

hypothesis (H"-,), put forward here, is designed to test whether the annual inflow of

foreign direct investment into all sectors of the Shenzhen's economy had any positive

impact on the Shenzhen's annual foreign exchange earnings (FXE) during the study

period. It is worth noting that the use of annual foreign exchange earnings (instead of

annual gross export value) in this test would by no means play down the important role of

exports in the development of Shenzhen's economy. On the contrary, the value of net

expofts should normally form a major part of the total foreign exchange earnings in the
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situation of healthy SEZ operation. On the basis of the foregoing arguments, Hypothesis

H"-, is formulated as follow:

That Shenzhen's annual foreign exchange earnings (FXE) were

positively correlated with the annual foreign direct investment (FDI) in

all sectors of Shenzhen's economy during the period from 1979 to 1987;

its rephrased version, i.e., null hypothesis H"o-,, is:

That Shenzhen's annual foreign exchange earnings (FXE) had no

correlation with the annual foreign direct investment (FDI) in all

sectors of Shenzhen's economy during the period from 1979 to 1987.

From the theoretical standpoint, the results of numerous theoretical analyses have

been controversial; furtherresearch work is required to make contribution to the debate on

this subject and to the body of knowledge in this field. The most controversial are,

perhaps, the results of studies conducted by various agencies of the United Nations. An

earlier study on Latin American countries by UNCTAD showed that the effects of FDI on

both imports and expofis of host countries were generally positive, and that TNCs also

generated additional exports from the local production of other firms (UNCTAD 1973). A

study was conducted later by the same agency, that also indicated intensive intra-firm trade

between TNCs and their affiliates. Such intra-firm trade might have contributed to the

increase in exports (UNCTAD 1978).8 On the contrary, a UNCTC study concluded that

TNCs did not seem to have a higher propensity to exports than domestic firms within the

same industry (UNCTC 1983). More recently, this agency revealed that TNCs have been

playing a significant role in the structure adjustment of some developing countries mainly in

promotion of exports (UNCTC 1989).

8 UUCte¡ lg7s,Transnational Corporations and Expansion of Trade in Manufactures and Semi-Manufactures,
TDlBlCZÄgT, March 16, a report prepared by the Secretariat for Trade and Development Board, Committee on
Manufactures, United Nations, Geneva.
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Adding to this controversy, on the positive side of arguments Bohn (1985), Koo

(1985), Yue (1985) and Lecraw (1985) noted, in their cases of studies on South Korea and

Singapore, signs of a positive correlation between FDI and exports from these two

countries, but they were unable to determine FDI being the cause.9 The most affirmative

conclusion on this subject came from Blam and Hawkins' study on the relationships

between exports and FDI in deveþing countries. They concluded that FDI was associated

with the highest export and import propensities, and probably had the most positive effect

on the trade balance of host countries. Their main reasoning was that TNCs possess better

access to the international marketing network (Blam and Hawkin 1975). But, this

contention has been counterbalanced by the results of Reuber, and Ballance, Ansari and

Singer's studies.

Reuber computed the correlation coefficient between private investment inflow and

the terms of trade index for each of the fifteen countries for a period of approximately

fifteen years. He concluded:

For only four countries was the estimated coefficient sradstically significant; in two cases

the coefficient was positive, in two lother cases] negative. On this very limited evidence

the adverse effects of private foreign investment on the terms of rade of the host country

remain very much in doubt (Reuber 1973:34).

His study on Australia and Canada also suggested that no significant difference existed in

performance between foreign-controlled and resident-controlled firms with respect to

exports (1973). Meanwhile, Ballance, Ansari and Singer, in their review of TNC's

contribution to LDCs, also noted that "They [TNCs] have not played a major role in the

export expansion drives of the rapidly industrializing Southeast Asian countries" (Ballance,

Ansari and Singer 1982:239).

9 Mort SEZs disallow TNCs to sell their products i¡r host countries; hence TNCs have no choice other than
exporting manufactured goods from these SEZs. Based on this argument, one may contend that the connection
of FDI to exports has already been predetermined by export-oriented policies imposed by the host countries.
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From the practical standpoint, to determine whether association exists between FDI

and exports is of great importance in SEZ operations, for one of the SEZ chief mandates

vested by host countries is to use foreign capital for developing export-oriented industries

in these SEZs. This mandate has been based on the contention that not only TNCs have

gfeater propensity of exporting than local firms, they also stimulate export activities of local

firms. According to this contention most host countries set up SEZs and continue their

operations. With no exception, the Chinese leaders had a similar contention and mandate in

mind when they decided to set up their SEZs. Deng Xiaoping took the lead to point out the

important role of increasing exports in the nation's modernisation drive by stressing that:

Every industrial department must study the requirements of the international market and

energetically increase the output of productions which can be exported and have a high

exchange value. Iùy'e must develop production as fast. as possible and increase our exports

as much as possible. We must not consider only our import requirements without

considering the need !o increase export resources. Our country mainly emphasizes the

domestic ma¡ket and considers the external ma¡ket to be supplementary. But the external

market is very important and must not be neglected (Lieberthal 1978:134).10

After his visit to Shenzhen in 1984, Deng reaffirmed the success in, and his blessing for,

the continuous implementation of the nation's open-door policy, which was designed to

ensure two-way flows not only of technology and foreign capital, but also of goods and

services. To use foreign capital and technology for strengthening the nation's exporting

power and competitiveness in the international market became a rationality that underpined

the subsequent opening of fourteen coastal cities and several economic development areas

along Yangtze and Pearl rivers. But, thus far, little concrete evidence has yet been put

forward in support of this contention. This analysis is, therefore, an attempt to provide

10 Liebertlral, Ken¡reth (i97S), Central Documents and Politburo Politics in China, Universiry of Michigan,
Centre for Chinese Studies, Ann Arbor, p.134.
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some empirical evidence, that wouid assist in clarifying whether this contention can be

substantiated.

On the international scene, UNIDO defines SEZs as a means designed "to attract

foreign capital for exclusively export-oriented industries" (LINIDO 1987c:38). This is only

an assumption, for foreign capital may have no effect on exports from SEZs. If FDI and

exports are strongly associated, then, in addition to TNC investment capital, net export

proceeds would be additional benefits to host countries. This assumption still has to

undergo empirical tests.
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6.2.2 Hypothesis Testing

Two variables are used in this computation: foreign direct investment (FDI)

independent variable "x", and foreign exchange earnings FXE) as dependent variable "y".

The values of FDI and FXE for the period from 1979 to 1987 are presented in Tables 6.6

and 6.7: both are in US dollar - a measurement unit of interval scale. One-year time lag is

used in the computation whose details are shown in Appendix 13.

Table 6.6 Utilised Foreign Direct Investment in All Sectors (FDI), Shenzhen City

AS

tt

Yea

r979
1980
1981
1982
1983
1984
1985
1986
t987

Current US $

15,370,000
32,640,000

112,820,000
73,790,000

143,930,000
210,510,000
193,400,000
380,730,000
280,130,000

Price Index

0.803
0.869
0.945
1.000
1.004
1.015
1.033
1.058
1.088

1982 Constant US $

19,141,000
37,560,000

119,386,000
73,790,000

143,357,000
207,399,000
r87,222,000
359,858,000
257,472,000

Sourcs:SSEZYs I 985:599, 1986:442, 1987 :339, & 1 988 :48 1.

No¡e: There is a difference betwq frgwe of foreign inv*tment provided i¡ SSEZYs 1985 ud 1986, the autho¡ dæided to
use the latæt frgwe. SSEZYs do not specify wheths the foreign invstnents üc in çurmt or constant dollar values, the
autho¡ assmed that they re in curenß value and conveted thm, by wing the P¡ice Index for G¡oss Privat€ Invctment
shown in Appendir 10, i¡to 1982 constant valus.

Unlike in the previous section, values of FDI and export per employee, which were

originally intended to be used as inputs in the computation, have been replaced with the

total annual foreign investment in Shenzhen and Shenzhen's annual foreign exchange

earnings. Such changes are warranted, because analysis in the previous section revealed

that inclusion of the total number of employees in the computation resulted in some

distortion of the true relationship between foreign investment and industrial output. A

similar situation may occur in this computation, if the number of employees in the sectors

(e.g., construction workers in the sectors of infrastructure and state-owned enterprises)

unrelated to the Shenzhen's foreign exchange earnings are included. In order to avoid this,

and because of the high percentage of workers in Shenzhen's labour force that are unrelated
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to Shenzhen's foreign exchange earnings, it appears logical that the number of employees

are excluded from the computation.

Another reason for replacing exports with foreign exchange earnings as

dependent variable in this computation is that part of the annual exports values within

study period is unavailable. Given the considerably small sample size, analysis with even

one-yeil incomplete data would not lead to a satisfactory result. Therefore, it is desirable

to use the foreign exchange earnings in this computation.

the

the

Tab1e 6.7

Year
rgt9
1980
1981
t982
1983
1984
1985
1986
t987

Cu¡rent US $
245,330,000
201,440,000
171,230,000
175,260,000
176,290,000
216,130,000

1,030,000,000
1,380,200,000
1,667,000,000

Price Index
0.829
0.90s
0.977
1.000
1.016
1.043
1.037
1.039
1.060

Foreign Exchange Earnings (FXE), Shenzhen City

1982 Consønt US $
295,935,000
222,596,000
t]5,261,000
175,260,000
173,907,000
207,220,000
993,250,000

1,328,393,000
r,512,642,000

Sourcs: fo¡ 1979-1984 hgures see SSEZY 1985:604; for 1985 fi.gwe sæ SSEZY 1986:1M & 1987:382i the 1987 ñgure
is calculated based on an incrqse nte oî 349o fton 1985 (see SSEZY 1987:26 & 322) US$ i03,000,000 x 1347o = US$
138,020,000; for 1987 figwe see SSEZY i988:53.
Note: By using the Price Index for Expors of Goods md Seryices shom in Appendix 10 the cunent valuæ of FDI were

converted into 1982 constånt valus.

The results from the computations show that the values of correlation coefficient rc-l

and distribution t"-, equal to 0.872 and 4.358 respectively. Because r"-r is significantly

greater than zero, and so is t"-, than t o.osro¿r (2.447), the nuil hypothesis is rejected. Given

the relatively high level of r"-r (r-"* = 1), the significant difference between t"-t and to.osl*r,

and the small sample size, it is safe to conclude that, at the 0.05-level of significance and

taking into account one-yeæ lag, the changes in Shenzhen's annual foreign exchange

earnings over the study period strongly correlated with the changes in inflow of foreign

investment in all sectors of the Shenzhen's economy. Another way to sum up the outcome

of this test is to use the value of r2"-, which is equal to 0.76. It implies that76 percent of
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the variation in the annual foreign exchange earnings are explained by changes in the annual

inflow of foreign investment in Shenzhen.

Data presented in Table 6.6 and 6.7 were also used to determine whether or not

foreign investment in the City of Shenzhen had any "short-term impact" on the City's

foreign exchange earnings. The results from these computations (see Appendix 13) show

that r", r'" and t" are equal to 0.164,0.584, and 3.14 respectively. The value of r" is gteater

than zero, and the value of t" is gleater than t6.o5ro, Q.365). Hence, Hypothesis FI", that the

foreign exchange earnings in any given year of the period from 1979 to 1987 were

positively correlated with the amount of foreign direct investment utilised in the respective

year, is also substantiated.

The lack and inconsistent classifications of data in the official Chinese documents

related to the study period obviously created difficulties for this research. The lack of data

on Shenzhen's net export values, for example, diverted the author's attention to analysis of

sectorial differentiations in intensity of foreign investment and in foreign exchange

earnings. This analysis also focuses on the issue of whether any association exists

between the intensity of foreign invesfnent in a particula¡ economic sector and the amount

of foreign exchange earnings of that sector. The average foreign investment and foreign

exchange earnings per employee are used as criteria by which to measure the

differentiations. Tables 6.8 - 6.13 show the computations of, and the differentiations

between, Shenzhen City's average and the sectorial average.

A comparison of the figures in the last columns of Tables 6.8 and 6.9 shows that

the annual average foreign investnent per employee in the commercial sector for any given

year within that period to be much lower than that of the respective year in all sectors of

Shenzhen's economy. But, by comparing the figures in the last columns of Tables 6.10

and 6.11, itis also clear that the average foreign exchange earnings per employee in the

commercial sector of any given year over that period was greater than the city-wide average

in the respective year. The results of these comparisons seem to suggest that a sector
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having less intensity of foreign investment (measured by the average foreign invesünent per

employee) would not necessarily generate less foreign exchange earnings. Should this

hold true, then, a question arises as to whether foreign investment has positive impact on

foreign exchange earnings in the context of cross-sectorial comparison.

Table 6.8 Utilised Foreign Investment Per Employee in All Sectors (FI),
Shenzhen City

Year

1979
1980
1981
1982
1983
1984
1985
1986
t981

Yea

r979
1980
1981
1982
1983
1984
1985
i986
1987

Current US $

15,370,000
32,640,000

112,820,000
73,790,000

143,930,000
230,130,000
329,250,000
489,330,000
404,490,000

Price Index 1982 Constant US $

0.803 19,141,000
0.869 37,s60,000
0.945 119,386,000
1.000 73,790,000
1.004 143,357,000
1.015 226,729,000
1.033 318,732,000
1.058 462,505,000
1.088 37r,774,000

number of employees Fl/employee

40,200 476
48,600 773
53,100 2,248
82,800 891
125,700 1,141
t82,700 r,24t
226,600 tA07
258,800 r,187
322,900 1,151

Sources:SSEZYs 1985:599, 606; 1986:443, 449t 1987:340,345; & 1988:481, 488.
Note: The value of cunent US dollu were converted into 1982 constant US dollar by using the Price Index for G¡oss
Èivate Invqtment as shom in Appædix 10.

Table 6.9 Utilised Foreign Investment PerEär1l"t* in Commercial Sector* (FIC),

Cunent US $ Price Index 1982 Constant US $

2,000,000 0.803 2,491,000
4,240,000 0.969 4,979,000

14,670,000 0.945 15,523,000
9,590,000 1.000 9,590,000

18,090,000 1.004 16,239,000
52,510,000 1.015 51,734,000

na 1.033 na
na 1.058 na
na 1.088 na

number of employees

8,600
10,300
12,300
16,400
22,400
35,000
38,000
5t,200
49,600

FIC/employee

290
474

1,262
585
725

1,4',78
na
na
ÍtÃ

Sourcs:SSEZYs 1985:600, 606t 1986:443, 449; 1987:34O,345; & 1988:481, 488.
* Note: The commercial sector includes commercial, foods md beverage, as well as setrics sector according to the
Chi¡sc defrmition. The valus of mt US dollar werc conve¡ted into 1982 constånt US dollu by using the Price Index
for Gros kivate Invstment as shown in Appmdix 10. The utiliscd foreign i¡vstment in the comme¡cial sector for
1985-87 æ unavailable
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rable 6.10 Foreign Exchang" 
3ffi;ìfåTîrf,*ntot". 

in All Sectors G)G),

Year Current US $

245,330,000
201,440,000
171,230,000
175,260,000
176,290,000
216,130,000

1,030,000,000
1,380,200,000
1,667,000,000

Price Index 1982 Constant US $

0.829 295,935,000
0.905 222,586,000
0.911 175,261,000
1.000 175,260,000
1.016 173,907,000
t.043 207,220,000
t.037 993,250,000
1.039 1,328,393,000
1.060 r,572,642,000

number of employees FIG/emPloYee

t979
1980
1981
t982
1983
1984
1985
1986
t987

Sourcs: for lg7g-1g84 frgws see SSEZY 1985:6M; for 1985 figrc sæ SSEZY 1986:104 &-l-987:382; thc 1987 frgwe

iscalculatedbasedon "nir".*."ra¡eof?4zofrom1985(sæSSEZY1987:26,322)US$103,000,000x1349a=us$138,020,000; for 1987 figure see SSEZY 1988:53.

Note: By using the.kice-lnd.x for Exports of Goods md Sewices shom in Appendix 10 the cwent valu* of FDI were

conveled into 1982 constant values-

Table 6.11 Foreign Exchange Earnin8s Per 
fËïyt* 

in Commercial Sector (F)CEC),

40,200
48,600
53,100
82,800

r25,700
r82,700
226,600
258,800
322,900

7,362
4,561
3,331
2,rt7
1,384
1,t34
4,393
5,133
4,8',70

Year Current US $ hice Index 1982 Constant US $ number of employees FXEC/employee

1979 112,430,000 0.829
1980 98,630,000 0.905
1981 116,310,000 0.977
1982 t32,220,000 1.000
1983 139,080,000 1.016
1984 133,600,000 r.043
1985 na 1.037
1986 na 1.039
1987 Íta 1.060

135,621,000
108,983,000
119,048,000
r32,220,000
136,890,000
128,092,000

na
na
na

8,600
10,300
12,300
16,400
22,400
35,000
38,000
51,000
49,600

15,719
10,581
9,619
8,062
6,111
3,660

n¿t

na
na

Sowcs: For lng-ß84 frgm sæ SSEZY 1985:604; the utilised foreign invwtrnent in the comme¡qial sætor for 1985-

87 re unavailable..
Note: By using the kice Index for Exports of Gæds and Seryicæ shom in Appendir l0 the cuent value of FXEC were

converted into 1982 constant valu6.

This brings other compadsons into question. One of these deals with the

measurement of the effectiveness of foreign investment without involving the number of

sectorial employees. This particulil measurement consists of a series of ratios. One is the

ratio of the city's annual total foreign exchange earnings to the city's annual total foreign
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investment (FXEÆI). Others are the ratios of annual foreign exchange earnings in

individual economic sectors to foreign investment in the respective sectors. For example,

FXECÆIC and FXETÆIT represent the ratios of the commercial and tourist sectors

respectively. These ratios indicate the amount of foreign exchange earnings that every

dollar of foreign investments would possibly bring about under the ceteris paribus

condition. In the preceding analysis, a relatively strong correlation (r",=0.872) between

foreign exchange eamings and foreign investment has been noted; while from the analysis

of these ratios, the effectiveness of foreign investment in generating foreign exchange

earnings in various sectors has also been revealed. As shown in Table 6.14, the ratios of

FXEC/FIC are greater than the ratios of FIEIFI throughout the period from 1979 to 1984,

while the ratios of FXETÆIT are the lowest among these three $oups except for the last

two years. These findings are to be interpreted in the following subsection.

Table 6.12 Utilised Foreign Investment in Tourist Sectorx (Fft), Shenzhen City

Year

r919
1980
1981
1982
1983
1984
1985
1986
1987

Current US $

310,000
650000

2,260,000
1,480,000
2,160,000

16,650,000
42,490,000

na
na

Price Index

0.803
0.869
0.945
i.000
r.004
i.015
1.033
1.058
1.088

1982 Constant US $

386,000
749,000

2,392,000
1,490,000
2,151,000

16,404,000
41,133,000

na
na

Sourcs:SSEZYs 1985:600; L9E6:443.
* Note: The tourist sector includs foods and swicæ as well as ¡etail sals dirudy related to the towist indutry accordi¡g
to the Chi¡ese deflnition. The foreign irvstnmt i¡ this sætor for 1986-87 are unavailable.
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Table 6.13 Foreign Exchange Earnings in Tourist Sector (FXET), Shenzhen City

Year Current Rmb US$/Rmb Price Index

1979 573,000
1980 1,343,000
1981 3,402,000
t982 5153,000
1983 126,875,000
t984 161,394,000
1985 213,509,000
1986 310,3 i0,000
t98',7 405,320,000

1982 Constant US $

461,000
970,000

1,990,000
2,825,000

63,069,000
55,863,000
64,543,000
80,502,000

i02,790,000

1.50 0.829
1.53 0.905
r.75 0.917
t.93 1.000
1.98 1.016
2.77 1.043
3.t9 1.037
3.7r 1.039
3.72 1.060

Sou¡cs: SSEZY 1985:605; 1986:448; 1987:3M; 1988:487.

Note: By using the Price Index for Exports of Goocls and Sewices shown in Appendü 10 æd the exchmge rata in

Àpp"nair 11 the cuEnt valuæ of FXET-in Rmb wae converted i¡to 1982 constæt US dollar value.

Table 6.14 Comparison of the Ratios of FIE/FI, FXECÆIC, & FXETÆIT

Yea¡

r979
1980
1981
L982
1983
1984
1985
1986
1987

FIE/FI

15.0
6.0
1.5
2.3
t.2
0.9
3.1
2.9
4.2

FKECÆIC

54.0
22.0

1.7
13.8
8.4
2.5
rut
na
na

F)GT/FIT

T,2
1.3
0.8
t.9

29.7
3.4
na
na
na

Sou¡cs: Tables 6.E - 6.13
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6.2.3 Empirical Findings and Interpretation

The amount of FDI utilised in the City of Shenzhen in any given year (n) over that

period seemed to have a substantial impact on Shenzhen's foreign exchange earnings in the

subsequent year (y*,). If this time-lag factor is disregarded, then, the correlations between

the tested variables "xo" and "yo" were not as significant as the case when the one-year time

lag was considered. The difference in the degree of significance between the results of

these tests (one with, another without the consideration of time lag) can be seen by

comparing the values of r,", and r,". The former shows 80 percent of "y" variation being

expiained by "x", while the latter only 58 percent.

By comparing the annual average foreign investments (FIC) and foreign exchange

earnings (FXEC) per employee in the commercial sector with those in all sectors of

Shenzhen City, it is apparent that, although the commercial sector had an annual average

foreign investment per employee much lower than the city's average, the sector had an

average of foreign exchange earnings much higher than the city's average. This finding

indicated that the contention of gteater foreign investment correlating with higher foreign

exchange earnings, may not be applicable to the cross-sectorial situation. A sector

receiving more foreign investment than other sectors may not generate higher foreign

exchange earnings. The comparison of effectiveness of foreign investment by means of the

above-mentioned ratios also supports this view. The effectiveness of foreign investment in

generating foreign exchange earnings seems to lie in the property of a specific economic

sector; that is, the way in which the sector operates and utilises foreign investment would

determine the degree of benefits from the foreign investment. This subject is an interesting

departure point in order to extend this research further, if data on foreign investment in

individual firms within same sector can be obtained. But, unfortunately they are not

available at this time.

The study on Shenzhen's case also revealed that, although foreign investment was

positively associated with the increase in foreign exchange earnings, it was not a necessa.ry
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condition for increasing Shenzhen's exports. The last column of Table 5.6 shows that

ratios of the value of Shenzhen's products sold outside the domestic market area (VOD) to

that within the domestic market area (VID) during the period from 1979 to 1984 stayed

almost the same, except for the year of 1983 (when the ratio reached the lowest point,

7.27o). From 1984 to 1987 the ratios increased steadily. This increase pattern was

different from the fluctuated pattern of foreign investment in Shenzhen during the same

period. This difference suggested that the percentage of Shenzhen's products sold in

foreign markets in comparison with those sold domestically was not influenced by the

amount of foreign capital inflow into Shenzhen. It also suggested that Shenzhen's exports

to foreign markets increased substantially without direct assistance from foreign investors.
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6.3 The Investment Environment and FDI

6.3.1The Economic Environment and FDI

6.3.1.1 Earlier Empirical Studies on Economic Determinants of Foreign Investment

The hypothesis that the economic environment of a host country is one of the key

determinants for attracting foreign investment, has already been substantiated in a great

number of empirical studies (e.g., Ahmed I975, Situmeang 1978, Agarwal 1980, and

Ballance, Ansari and Singer 1982). From different perspectives these studies tested the

relationships between inflow of foreign investment and various economic indicators of host

countries (e.g., GDP per capita, energy consumption per capita, income per capita, ratio of

manufacturing output to GDP, and ratio of urban population to total population). By and

large, the conclusions drawn from these studies are mutually supportive. Situmeang 11,

for example, used five economic indicators (i.e., GDP per capita, ratio of agricultural

output to GDP, ratio of manufacturing output to GDP, consumption of electricity per

capita, and ratio of international trade volume to GDP) in his model to determine whether

they are significantly associated with the inflow of foreign investment in five Asian

countries. He concluded that

the economic development level [of these host countries, as measured by the aforesaid

indicatorsl appears to be an important factor, highly associated with foreign investment in

the high-technology-oriented manufacturing industries (Situmeang 1978:II4 e.207).

Similarly, by means of multiple regression analysis, Ahmed's studyl2 of sixty LDCs also

showed that the investment climate as measured by growth rate of GDP, income per capita

11 g.¡. Sirumeang's unpublished Ph.D. dissertation, titled The Environmental Correlates of Foreign Direct
Investment wíth Reference to Southeast Asia, University of Oregon, 1'978.

12 A.a. Ahmed's unpublished dissertation titled "The Determinants of Direct Investment, with Special Reference
to Developing Countries", University of Pennsylvania, 19'15.
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and the share of trade, transport and communication in the GDP of a host country rs an

essential factor that determines that country's attractiveness to foreign investors.

In addition to these two empirical studies, Reuber caried out a series of tests on

more than one hundred LDCs, using their direct investment per capita in 1967 as dependent

variable and their gross national product per capita in 1968 as independent variable. He

found a strong association between foreign investment and GNP per capita. But he

cautioned that there might be a reciprocal relationship between these variables; that is, "not

only is GNP per capita likely to affect the level of direct investment but also the level of

direct invesrment affect the size of GNP per capita" (Reuber 1973l.113-114). The result of

Agarwal's survey supported Reuber's correlate theory (Agarwal 1980). In a similar vein,

Ballance, Ansari and Singer's analysis of the investment behaviour of Indian subsidiaries

indicated that the level of TNC investrnent is positively related to the rate of output growth

in host countries @allance, Ansari and Singer 1982).

Aside from the aforementioned indicators used for testing possible association

between foreign investment and the economic environment of host countries, price stability

and market size are equally important factors considered by investors in their decision-

making process. Situmeang's studies supported this contention. In analysing the

relationships among inflation, exchange rate and foreign investment, he concluded that

with prices rising faster than is adjusted for in the exchange rate, yields of investment

catering to the local market will tend to rise [and foreign investment in production for

local market will possibly increasel. If prices, however, rise more slowly, export oriented

investment is favored (Situmeang 1975:82).

The result of Reuber's survey indicated that the instability of prices in host countries is a

crucial determinant of foreign investrnent. He stressed that

investors are very alert to the prospect of rising prices in the LDCs and allow for this

factor not only deciding whether to invest but also in their operating policies. In some

cases, for example, the prospect of price inflation was given as a reason for relying
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heavily on local bonowing and for operating wittr practically no working capital @euber

1973:116).

The reason for citing the outcome of previous studies is, in part, to lay a ground, by

putring forward the justification of using similar indicators, for the analysis of Shenzhen's

economic environment later in this subsection. All of these indicators have been used for

measuring the overall investment environment, a terln frequently referred to by researchers

as an integral set of determinants of foreign investment. It embraces a wide spectrum of

areas, far beyond the limit of economic field of host countries, ranging from their political

stability to social attitude and preparedness, human resources, and government policies. In

this subsection only some of the Shenzhen's economic indicators are to be dealt with, and

its socio-political environment will be discussed in the following subsections.

According to the availability of data throughout the entire study period from 1979 to

1987, the following indicators have been selected for this analysis:

(Ð the average wages per employee in lieu of income per capita;

(iÐ the industrial and agricultural oulput per capita instead of GDP per capita;

(üi) the ratio of industrial output to the total agricultural and industrial ouq)ut, in

place of the ratio of manufacturing oulput to GNP;

(iv) the ratio of urban population to the city's total population; and

(v) the ratio of urban labour-force to rural labour-force.

The reason for the substitutions in items (i), (iÐ and (iii) above is the lack of data on

Shenzhen's gross economic product. These substitutes would serve the same purposes,

and would not affect the outcome of the analysis. The first indicator, income per capita for

example, denotes the purchase power of the city's general population and the potentiality of

domestic savings. Given the fact that the wage earners (not the firm owners) constitute the

bulk of Shenzhen's working population, the average wages per employee is as indicative as

the income per capita of the domestic purchase power and savings. The second indicator

suggesrs the productivity of the city, and the third exhibits the importance of industrial
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sector in the city's production economy. Since the output from the industrial and

agricultural sectors is the main concern as prescribed in Shenzhen's mandates, and since

the development of tertiary sector is only supplementary, the substitutions in items (ii) and

(iii) are appropriate. This analysis will proceed in the same order as the aforementioned

five indicators, that are considered as possible determinants of foreign investment.
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6.3.1.2 Tests on Possible Economic Determinants of Foreign Investment

Table 5.9 shows the average annual wages per employee in Shenzhen over the

study period. From this Table and Figure 5.4 it is evident that, if expressed in constant US

dollar, the average annual wages per employee did not steadily increase in that period.

Insread, it fluctuated and peaked in 1980. Despite the record-high foreign investment

utilised in all sectors of Shenzhen's economy in 1986, the average annual wages per

employee of that year dipped to the lowest level since 1980. Even in the subsequent year

(1937) it was still on the average and only slightly surpassed those of t979,1983 and

1986. This phenomenon and the evidence from a visual comparison between Figures 5.1

and 5.4 show that changes in the average annual wages per employee and in the level of

foreign investment in Shenzhen did not positively coincide during the study period.

This phenomenon reminds us that both average annual wages per employee and

income per capita have a dual connotation. On the one hand, the higher they are, the richer

the country and the sffonger its purchasing power. It is also more attractive to foreign

investors. On the other hand, higher wages and income per capita imply higher labour cost

that renders the country less competitive for foreign investment. Too poor countries would

have difficulty in attracting foreign investment, so would the rich ones unless they a-re the

target market areas. This explains why rich countries never have SEZs with export

processing as their primary function. On these grounds some analysts have begun to argue

that, because of relatively high labour costs, Hong Kong, Singapore and those SEZs of

South Korea have become less atfactive in the face of other countries in Southeast Asia. A

comparison of the average annual wages in Shenzhen with those in other SEZs may shed

some light on the impact of wages on foreign investnent.
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Table 6.15 Annual V/ages and Foreign Investmenttl3 per Employee in Four SEZs

SEZs

Masan

Shenzhen

Bataan

Kaohsiung

Sources: see footnote 13

Average Wages
(1982 constant US $)

2,167

636

592

2,263

Average Investments
(1982 constant US $)

63.4

1,096

t,t49

2,698

Table 6.15 shows the average annual wages and foreign investments per employee

in four Asian SEZs in 1983: Masan in South Korea, Shenzhen in Guangdong, China,

Bataan in the Philippines, and Kaohsiung in Taiwan, China. In comparison with other

SEZs, Koahsiung had the highest labour cost, but it received foreign investment per

employee larger than any of the other three SEZs. This fact seems to support the view that

low labour cost is not a decisive factor considered by TNCs in their investment decision.

But, in comparing Masan's case with other three SEZs, the commonly accepted contention,

that foreign investment per capita in a country positively correlates with the level of income

per capita of that country, would be called into question. Among these four SEZs, the

foreign investrnent per employee in Masan was the lowest in 1983, while its average annual

wages per employee \ryere almost as high as that in Kaohsiung. The outcome from this

simpie comparison of the average annual wages and foreign investments in these four SEZs

seems to send out a signal that although the average wages in Shenzhen SEZ were

comparatively lower than those in some of the SEZs in the region, cheaper labour-cost can

13 D"o presented in this table were obtained from various sources, and were converted into 1982 constant US

dollar from different currencies by using the exchange rates shown in the FEER last issue of each year and the

consurner price index as listed in-Appendix 10. The original data and- their sources for these four SEZs are as

follows: 1i¡ tøasan's foreign investment in 1983 was US$ 1,923,000 (UNIDO 1988:71), its total number of
employees iere 31,000 in 

-rhe 
same year (UMDO 1988:77). (2) F9r Shenzhen's data see Table 5.9 (for wages)

*d fä¡1" 6.1 (for utilised foreign'investment per employee). (3) Bataan's total employees were 18,761 in
1983, salaries paid in that year were 223,085,000 pp (Currie 1985-:94-97); its foreign capital in 1983 was

i97,i97,000 pp (=SOo,fSS,0-00 pp minus the domestiC capiral362,961:900 pp)' (4) In 1983, Kaohsiung SEZ

had 37,360 employees and a toial capital investment of US$ 118.6 million (Currie 1985:146) of whtct' 15.47o

was from the domestic sources (Cunie 1985:145). Therefore, total foreign investment in that.year was US$

100.81 million (118.6 - 157ox11,8.6). From these figures was derived the average foreign investment per

employee. The annual wage per employee was calculated based on the i¡-formation on the average wage scales

for all three SEZs in Taiwan (Currie 1985:144).
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become an attraction to foreign investors only under the ceteris paribus situation. Besides,

there would be no difficulty in discovering in Table 6.16 that some SEZs in the region

(e.g., Chittagong, Kandia and Batam) can provide skilled labour even cheaper than

Shenzhen. These arguments have obviousiy cast some doubt on the attractiveness of

Shenzhen's economic environment in the mind of foreign investors.

A simple analysis (as shown in Appendix 13) of possible correlation between

changes in wages per employee and in foreign investment in all sectors of Shenzhen's

economy was carried out. The average annual wages and the annual foreign investment in

Shenzhen within the period from 1979 to 1987 were used respectively as independent

variable "x" and dependent variable "y" for the testing of hypothesis FI¿:

That the change in the amount of annual foreign investment in all

economic sectors of Shenzhen City over the period from 1979 to 1987

\yas positivety correlated with the change in the annual lYages per

employee during the same period in Shenzhen.

The result of the computation revealed that correlation coefficient "ro" and coefficient of

determination "r2d" are equal to -0.117 and l.36%o respectively. The value of this

coefficient of determination implies that slightly over one percent of the change in foreign

investment during that period in Shenzhen could be explained by the change in wages per

employee. The scatter diagram of "ro" shown in Appendix 13 confirms that there was no

curvilinear association between these two variables. This finding supports the theory that

cheaper labour-cost alone does not necessarily draw more foreign investment.
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Table 6.16 Comparison of Annual Wages per Employeel4 in Some Asian SEZs

Shenzhen, Guangdong, China 230

SEZs

Chittagong, B an gladesh

Hong Kong

Kandla, India

Batam, Indonesia

Sarawak, Malaysia

Karachi, Pakistan

Bataan, Philippines

Sri Lanka

Kaohsiung, Taiwan, China

Lat Krebang, Thailand

Sources: see footnote 14

na

2,263 (average)

890 na

Unskilled

230

Skilled

330

636

5,100

570

620

2,030

1,350

850

Year

1983

1983

unspecified

1984

1983

1980

1984

1983

unspecified

1983

1983

1,500

310

470

540

900

480

300

Table 6.17 provides two types of information; one on the values of annual

industrial and agricultural output per capita and their changes over the study period, and

another on the change in the ratio of industrial ourput to total industrial and agricultural

output during the same period. The former represents the second economic indicator as

outlined earlier and, the latter, the third indicator. Both are to be used as independent

variables in the following correlation analysis with a view to determining whether they had

any association with the foreign investment in Shenzhen. Even without the benefit of

correlation analysis, it is evident from this table that industrial and agricultural output

increased steadily and that industrial output increased at a faster rate than agricultural

output. Hence, the ratio of industrial output to the total industrial and agricultural output

increased continuously throughout the period. At the first glance, the phenomenon of

14 Th" data in this rable were obtained from Currie's Export Processing Zones in the 1980s, 1985, pp.47, 49, 55,
60, 78, 92, 137,144 and 167. Some of these data were originally presented in monthly or daily rate. In these

cases, the aurhor converted them into yearly rate by multiplying them by 12 months or 310 days. If a range of
rates was presented, the author calculated and used the average. The data presented in currencies other than US

dollar have been converted into US dollar according the exchaage rates in the last week of that year. All ñgures

in this tabte are in current US doltar except for the figure of Kaohsiung which is in 1982 constant US dollar, and

all have been rounded. Judged by the contents of the document, the unspecified years would probably fall within
the period between 1982-84.
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continuous increases in these two indicators did not seem to correlate with the fluctuation of

foreign investment in all sectors of the Shenzhen's economy during the same period (see

Table 6.6). However, correlation analyses are to be carried out hereafter for verifying the

result of such visuai comparison.

Table 6.17 Annual Industriat and Agricultural Ourput,15 Shenzhen Ciry

Year

1979
1980
1981
t982
1983
1984
1985
1986
t987

60,610
84,440

242,820
362,r20
720,4t0

1,668,030
2,674,290
3,565,080
5,762,890

(A)
Agriculnrral output
'000Rmb AIC Vo

tr4,700 65.4
110,810 56.8
130,050 34.9
140,690 28.0
152,130 t7.4
168,460 9.2
188,050 6.6
250,030 6.6
284,300 4.1

(B) (c) @)
Industrial output Total output (A+B) City's

'000Rmb BIC Vo '000Rmb '000US$ population

(E) €)
ClD Increase
US$ Vo

34.6 175,380 131,300 310,600 0.42
43.2 195,250 138,100 320,900 0.43 2.4

65.1 372,810 249,200 333,900 0.15 74.4
72.0 502,810 328,600 354,500 0.93 24.0
82.6 8t2,540 570,300 405,200 l.4r 51.6
90.8 1,836,490 1,200,300 435,200 2.16 95.7
93.4 2,862,340 1,870,800 478,600 3.91 41.1
93.4 3,815,110 2A93,500 514,500 4.85 24.0
95.3 6,04',7,r90 3,925,400 556,000 7.rr 46.6

Sourcs: SSEZY 1 985:58 1 -582, 1986:42A'425, 1987 :324'325, and 1988:464-465

The data on ouq)ut per capita from Shenzhen's industrial and agricultural sectors

and the data on foreign investment in these two sectors, presented in Tables 6.17 and 6.18,

were used as independent variable "x" and dependent variable "y" respectively for the

computation of correlation coefficient "r." (see Appendix 13). This computation was

designed to determine if the output per capita from these two sectors had any association

with foreign investment in the same sectors. To this end hypothesis H" was put forward

for testing:

15 All ualues of Rmb are expressed in 1980 constant value; the values of US dollar are in 1982 constant value.

The rates of increase in industrial and agricultural outputs per capita from the previous year are presented in
column "F".
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That the amount of foreign investment in Shenzhen's industrial and

agricultural sectors over the period from 1979 to 1987 was positively

correlated with the amount of output per capita from these two sectors

during the same period.

The result from the computation shows that correlation coefficient "r"", coefficient of

determination "r"2 and distribution "t." are respectively equal to 0.848, 727o and 4.25

(which is greater than t6.s5¿¿r = 2.37). These figures suggest that a relatively significant

linear association existed between the tested variables. In section 6.1.2, the result of

testing correlation coefficient "r0.," (0.895) suggests the existence of a significant

correlation between the amount of foreign investment in Shenzhen's industrial sector and

the amount of its industrial output. Comparing the results of these two tests (i.e., the

values of "16-1" and "r""), one would naturally come to a conclusion that the foreign

investment into, and the production output from, these two sectors are reciprocally

associated, for in these tests the independent and dependent variables are in fact

interchanged.

Table 6.18 Foreign Investrnent in Industrial & Agricultural Sectors, Shenzhen City
(in'000)

Yea¡

tgt9
1980
1981
t982
i983
1984
1985
1986
1987

6,450
13,710
47,380
30,990
61,130
82,350
65,490

8,030
15,780
50,140
30,990
60,890
81,130
63,400

300
650

2,260
1,480
2,160

570
730

1,380
2,320

374
748

2,392
1,480
2,T5I

562
101

t,304
2,r32

Indusrial Agriculnral
Cunent US $ 1982 US $ Current US $ 1982 US $

Tot¿l
1982 US $

8,330
16,528
52,532
32,470
63,041
81,692
64,r07

302,574
233,892

3t8,740 30t,270
252,760 23t,760

Sources: SSEZY 1985:600, 1986:M2-443, 198'1 :340 and 1988:482
Note: The values of amual foreign invetment were converted from cunent US dollar to i982 constant US dollar based on
rhe P¡ice Index for Græs Private Invqtment as sown in Appendix 10.
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By the same token, the ratio of Shenzhen's industrial output to the total output from

its industrial and agricultural sectors (see Table 6.17 column B) is used as independent

variable "x", and the annual foreign investment in the industrial sector (shown in Table

6.18) as dependent variable "y" for the testing of hypothesis It:

That the annual foreign investment in Shenzhen's industrial sector over

the period from 1979 to 1987 was positively correlated with the ratio of

its annual industrial output to total output from its industrial and

agricultural sectors.

The result from the testing (see Appendix 13) indicates that correlation coefficient "rr" is

equal to 0.655 and that distribution "tr" (2.293) is smaller than t6.¡5¡¿¡ (2.365). Thus, the

difference between "rr" and zero is not significant enough to substantiate the contention that

these two variables are correlated. This finding does not contradict the conclusion drawn

from the testing of "r.", for this finding simply implies that the increase in the ratio of

industrial output to aggregate output from both industrial and agricultural sectors did not

necessarily cause a propofiional increase in inflow of foreign investment into the industriai

sector. In other words, a sector having output greater than other sectors of the same SEZ

does not necessarily have a greater share of the total foreign investment in that SEZ. This

finding can be further inte¡preted as that foreign investment in any economic sector of a

SEZ is largely contingent upon the overall economic condition of the SEZ rather than

merely the performance of that particular sector.

The last two economic indicators - the ratio of urban population to city's total

population and the ratio of urban labour-force to rural labour-force16 - are used for

measuring the degree of urbanisation in Shenzhen. In order to test the possibility of

correlation between the degree of urbanisation and the inflow of foreign investment into

16 Itt th" Chinese official documents, Shenzhen Special Economic Zone Yearbooks, the statistical terms urban
population and urban labour-force are referred to as "nonagricultural population" and "city's total employees".
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Shenzhen for the study period, these two ratios are used as the independent variables for

the testing of hypotheses H, and FL respectively as follows:

That the annual foreign investment in Shenzhen over the period from

1979 to 1987 was positively correlated with the ratio of Shenzhen's

urban population to its total population (hypothesis H*); and

That the annual foreign investment in Shenzhen over the period from

1979 to 1987 was positivety correlated with the ratio of Shenzhen's

urban labour-force to its rural labour-force (hypothesis H¡).

Data pertaining to these two variables are presented in Tables 6.19 and 6.20, and are

computed in Appendix 13. The results of the computations show that correlation

coefficients "rr" and "rh" are equal to 0.897 and 0.922 respectively, and that both

distributions "tr" (5.38) and "t¡" (6.24) are greater than te.s5¿dr Q.365). Therefore, the

changes in these two ratios were positively correlated with the change in the amount of

foreign investment in Shenzhen during that period. These findings imply that the higher

the degree of urbanisation (as expressed by the ratios of Shenzhen's urban population to its

total population, and of Shenzhen's urban labour-force to its rural labour-force), the greater

is the inflow of foreign investment.

Table 6.19 Urban and Rural Population, Shenzhen City, (in '000)

Year

r919
1980
1981
t982
1983
1984
1985
1986
1987

55.3
67.6
82.r
99.t

r44.7
184.0
227.7
264.5
306.1

17.7

24.6
28.0
35.7
42.3
47.6
5r.4
55.1

257.3
253.3
25t.8
255.4
260.5
25r.2
250.9
250.0
249.9

82.3
18.9
15.4
72.0
64.3
57.7
52.4
48.6
44.9

3r2.6
320.9
333.9
354.5
405.2
435.2
418.6
5r4.5
556.0

Urban
Persons Vo ofToøl

Rural Tot¿l
Persons 7o of Tof.al

Sou¡ce: SSEZY 1 985:5 8 1 -582, 1986:424, 1987 :324-325 and 1 988 :464-465
Note: For the defmition of urban and rural population sæ footnote 17
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Table 6.20 Urban

Yea¡ Ulban Rural Toøl
Vo of Toøl persons

and Rural Labour-force, Shenzhen City, (in '000)

r979
1980
1981
1982
1983
1984
1985
1986
198',1

Persons

99.0
96.0
99.2

r}t.1
95.8
97.7
99.3

101.2
rt7.5

7T.I
66.4
65.9
55.1
43.3
34.8
30.5
28.1
26.1

r39.2
r44.6
i50.5
184.5
22r.5
280.4
325.9
360.0
440.4

Persons Vo ofTotaj

40.2 28.9
48.6 33.6
5r.3 34.t
82.8 44.9

125.7 56.1
182.7 65.2
226.6 69.5
258.8 1T.9
322.9 73.3

Urban/Rural
Ratio

0.41
0.5 i
0.54
0.81
1.31
1.87
2.28
2.56
2.15

Souces: SSEZY 1985;583 & 606,1986:427 &.449,198'l:326 & 345 and 1988:466 & 488

Note: For the deñnition of urban and rural labow-fo¡ce sæ fæmoæ 17

In summary, three of the five economic indicators chosen for the testing of their

possible impact on the inflow of foreign investment have been proven to have a statistically

significant correlation with the change in the amount of foreign investment in Shenzhen

over the study period. These three are indicative of

(i) Shenzhen's overall economic performance as measured by its annual

industrial and agricultual output per capita; and

(iÐ the degree of its urbanisation as reflected in the ratios of urban

population to total population, and urban labour-force to rumlone.

These two ratios, in particular, have exceptionally high values of correlation coefficient and

t-distriburion, given the fact that the number of observation is relatively small. The results

from these foregoing tests can be interpreted that high level of urbanisation is one of the

prime determinants for attracting foreign investment, and that the overall economic

performance as shown in aggregate oulput from several economic sectors seems to be more

important than the performance of a particular sector.

On the othe¡ hand, the findings related to the other two indicators (i.e., wages per

employee and the ratio of industrial output to aggegate output from industrial and
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agricultural sectors) show that average wages per employee seem to have no effect on

inflow of foreign capital, nor does the ratio of a sectorial ouçut to aggegate oulput from

more than one sector. The finding with regard to the relationship between wages and

foreign investment is consistent with the previous argument (see subsection 6.3.1.2) that

wage level has a dual connotation. High wages per employee may attract or discourage

foreign investment, depending on investor's market orientation - domestic or foreign.

Should the foregoing interpretations hold true, then host countries wishing to attract

more foreign capital into their SEZs should endeavour to increase the overall production

oufput per capita and to speed up the urbanisation process in their SEZs. To merely lower

wages in SEZs is unlikely to be an effective means for attracting foreign investment. The

findings also suggest that the upgrading of production output from a particular economic

sector would not necessarily attact more foreign investment into that sector. This result is

consistent with the one derived earlier from the statistical analysis in this dissertation (see

section 6.2), which suggests that an economic sector receiving more foreign investment

than other may not generate higher foreign exchange earnings in cross-sectoriai

comparison.
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6.3.2 The Social Environment and FDI

6.3.2.1Definition, Indicators and Significance of the Sociai Environment

The social environment of a host country is defined as the conditions that determine

that country's social characteristics. These characteristics are expressed as a degree ofthe

general public accessibility to cultural, educational and health services, as well as to

housing facilities (Johnston, Gregory and Smith 1986). Goodall considers the social

environment more from a political perspective, as he defines it as "those characteristics

which make up the social identity of an area and which reflect criteria of social

differentiation [among social classes]" (Goodall 7987:436). Differing from these two

definitions, Schmieder et al. provide a philosophical definition of social environment by

placing more emphasis on the explanation of "the internal sffucture and external relations of

spatially associated social activities in both static and temporal settings" (Schmieder

i971:183).

The social environment of a host country is always intertwined with that country's

political system and policies. To segregate the social environment from the political one

poses an enormous task. In order to avoid such an undertaking, some of the issues

involved in both political and social matters have to be deferred to the next subsection for

analysis together with the political environment. The analysis of Shenzhen's social

environment in this study is limited within the context of SEZ functions, hence is more in

line with Johnston, Gregory and Smith's definition. Also, indicators of the social

environment have to be selected according to the availability of data. The testing of a few

well-selected indicators would suffice to demonstrate the relationships between the social

environment and foreign investrnent. These selected are:

(Ð the annual public capital expenditure in the sector of culture and

education, variable x2;



r77

(ü) the annual completion of floor area for research and experimental

facilities, variable xr;

the annual completion of housing construction as expressed in built

floor area, variable &; and

the annual total wages paid in the sector of culture and education,

variable x5.17

(üi)

(iv)

These variables are indicative of a host country's commitment to the development of

social well-being, upon which the quality of human resources in that country can be

assessed. The greater the public funding for, and easier access to education, research and

development, and cultural facilities, the greater is the possibility of having better quality of

human resources, because better quality is reflected in, among the other things, lower

illiteracy and crime rates and less xenophobia. The higher the quality of human resources

of a host country, the greater is its social stability. In turn, it becomes more attractive to

foreign investors.

Repercussions of a host country's social environment on foreign investment can be

seen from an investor's assessment of that country's attractiveness based on the level of

education of its general population. A United Nations study manifests that

...it is the education and skilled level of the labour force largely determine a country's

competitive sûength and resilience....The successful industrialization of the East Asia

newly industrializing counFies has been largely caused by the early priority given to the

development and upgrading of human resoÌrces. Investments in expanding and improving

secondary and high education have t¿ken a large sha¡e of public expenditures (UNIDO

1989:18).

17 Thir sector includes education, arts, culrure, social welfare, broadcasting, public health and sports, for the

purpose of simplification, it is called the sector of culture and education.
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The higher the level of education, the more skillful the labour force of that country.

Potential investors usually place the skill-level of a host country's labour force at the top of

their list for making investment decisions. In addition, they also requíre host country to

provide an adequate back-up system that can support the daily operation of their firms.

This supportive system includes banking, accounting, insurance, legal, health and othe¡

services in the tertiary sector. Only when the education of the general public reaches a

certain level can this supportive system be enhanced.
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6.3.2.2 Hypothesis and Data Presentation

The aforementioned social indicators are termed respectively as independent

variables Xr,Xr, Xa, and X5, ând are used for testing whether they have any significant

association with dependent variable X1 - the annual inflow of foreign direct investment in

ali sectors of Shenzhen City. For this testing, hypothesis IIi is stated as follows:

That the social environment

had significant and Positive

foreign direct investment in

period from 1979 to 1987.

Yea¡

1979
1980
1981
t982
1983
1984
1985
1986
1981

expressed by indicators X21 x3¡

association with the amount

all sectors of Shenzhen CitY

xa, and x5,

of annual

during the

Data on X1 have been tabulated in Table 6.6, while those for X2, Xr, Xo, and X5 are

presented respectively in Tables 6.21,6.22,6.23, and 6.24hereunder. Simplified values

used in computations are shown in Appendix 13. For detailed information on measurement

units, e.g., dollars, square meters or square feet, reference should be made to the notes in

respective tables for these variables. However, the difference in measurement units and in

the use of 10" do not affect the outcome of regression analyses.

Table 6.21 Annual Public Capitat Expendinue in the Sector of Culture and Education
Shenzhen City, Independent Variable X2

Current Rmb
(million)

2.rt
4.88
9.4r

20.26
24.84

126.09
160.98
163.47
102.80

1982 constant US$
(million)

t.69
3.50
5.49

10.50
12.30
43;t7
48.52
42.37
26.07

Sourc*: SSEZYs 1985:592, 1986:436,
Noæ: AII figwes have been romded.
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Table 6.22 Annual Completion of Floor Area for Research and Experimental Facilities
Shenzhen City, Independent Variable X¡

Yea

r919
i980
1981
1982
1983
t984
1985
1986
1987

Sourcs: SSEZYs 1985:593, 1986:437, 1987 :336, 1988:477.

yea

r979
1980
198i
1982
1983
1984
1985
1986
1981

Sou¡cs: SSEZYs 1985:593, 1986:437, 1987 :336, 1988:477.

Table 6.23 Annual Completion of Housing Construction, Shenzhen City
Independent Variable Xa

Floor Area (m2)

52,617
178,546
234,067
455,687
624,207

r,237,560
1,393,100
1,167,300

895,800

Year

r979
1980
i981
1982
1983
1984
1985
1986
1987

1982 constant US$
('000)

) )¿.<

2,624
2,164
3,679
5,016
7,i38
9,890
9,403

11,359

Floor Area (m2)

650
4,694
2,300
3,rtz
4,185
r,982

1 1,500
10,200
3,800

Table 6.24 Annual Total Wages Paid to Employees in the Sector of Education, Arts,
Culture, Social Welfare, Broadcasting and Public Health and Sports, Shenzhen City

Independent Variable X5

Current Rmb
(000)

2,940
3,710
4,730
7,100

10,030
20,840
33,002
31,430
46,268

Sources : SSEZYs 1 985 :608, 1 986 :450-45 1, 1987 :34'l -348, 19E 8:49049 1

Note: AII figuc have bæn romded.
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Hypothesis Hi was tested by way of a multiple regression analysis. The computer

printout of this test resulting from Data Desk Professional, a Macintosh software

programme, is reproduced in Appendix 13. Although the multiple coefficient of

determination and the multiple coefficient of regression are fairty high çR.z= 75.6Vo and R =

0.869), the F-ratio (3.10) is much lower than what is required (F-distribution value = 6.39)

at a 0.95-level of significance with four degtees of freedom (nr = k-1 = 5-l & nz= n-k - 9-

5). The association between dependent variable X1 and independent variables X2,X3,Xa.

and X5 is not significant enough; hence, Hypothesis H1 cannot be substantiated. Table

6.25, shows that the values of the t-ratio resulting from the computation for variables X2,

Xa and X5 are comparatively higher than that for Xr. Because of this difference, it is

desirable to explore the possibility of partial associations between dependent variable Xt

and each independent variable, as well as between X1 and the combination of X2 and X5,

by carrying out a series of regression analyses. The results of these analyses ale shown in

Appendix 13.

Comparison of the computed values of F-ratio and t-ratio from these regression

analyses with the values of F-ratios 0.05/(n-k)dr and t-ratios 0.05/(n-k)dr (see Table 6.25), shows

that, with the exception of independent variable X3, all the remaining independent variables

have various degrees of substantiated associations with dependent variable X1. The

stongest association is that between X5, the annual total wages paid to employees in the

sector of culture and education during the period from L979 to 1987 , and X1, the annual

foreign direct investment in all sectors of Shenzhen's economy. In this case, the computed

F-ratio (19.5) and t-ratio (4.42) are much greater than F g.gsrdr (5.59) and t o.osndr(2.3'7).

'With respect to variable X3, the computed F-ratio (3.55) and t-ratio (1.89) are much lower

than F 0.0s/7dr (5.59) and t o.*sndr (2.37), thereby implying that the annual completion of floor

area for research and experimental facilities as a social indicator has üttle influence on the

amount of foreign capital inflow into Shenzhen.
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Table 6.25 Comparison of Values of F-ratios, t-ratios, R3 and R

x2

11.80
5.59

3.43
2.37

62.7Vo
0.79

&

3.55
5.59

1.89
2.37

33.77o
0.58

&

12.70
5.s9

3.57
2.37

64.5Vo
0.80

X5

19.50
5.s9

4.42
2.37

73.6Vo
0.86

15.47o
0.87

75.6Vo
0.87

Xz, Xs Xz,Xz, X¿, Xs

9.r9 3.10
5.r4 6.39

computed F-ratio
requfued F o.os(n-r)ar

computed t-ratio
required t o.osÍ,-r)¿r

R2

R

This subsection would be incomplete, if the analysis remains solely in statistical

terrns. A number of social factors that might have significant impact on foreign investnent

in Shenzhen cannot be effectively measured statistically. Language and cultural links, that

comprise part of the social environment, also play an important role in the decision-making

process of foreign investment. Previous studies seem to have substantiated this contention

(e.g., Well Jr. L977). In the case of China's SEZs, these links have been among the very

few determinants that can provide satisfactory explanation of why overseas Chinese

(including those from Hong Kong and Macao) invested in these four SEZs along the

southern coast of China. There is evidence that a great deal of foreign investment in these

SEZs came from the overseas Chinese in Hong Kong, Macao and Southeast Asian

countries. As the Chinese government admitted, the site selection of these four SEZs was

intended to lure investrnent from these Chinese who have language, ethnic and even family

ties with the inhabitants of these SEZs.
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6.3.3 The Political Environment and FDI

6.3.3.1Definition, Indicators and Significance of the Political Environment

For the purpose of this analysis, the political environment is defined as being the

political conditions under which foreign firms operate in SEZs. These conditions are a

reflection to host government's attitude towards foreign investors, as evident by its policies

as well as its institutional and legal frameworks. This def,rnition becomes more illusfative

along with the analysis, in the next subsection, of some key political indicators including:

(ü)

major political changes, such as changes in general policy orientation or

leaderships; and

various sorts of the Chinese government policies applicable to the

operation of Shenzhen SEZ.

For illustrating the first of these two categories of political indicators, the open-poor

policy, particularly with its central issue of whether the SEZ operation should discontinue

was brought into question during the period between the latter part of 1981 and eariy 1982.

It should aiso be mentioned that sudden shifts in top policy-makers in the Chinese

government, such as the dismissal of the Chinese Communist Party's Secretary General

Hu Yuabang in early 1981, might have cast some doubt about possible continuation in the

implementation of China's open-door policy. A specific example of the second category is

the iand-ownership policy (for detailed information see the Real-estate Regulations in

Subsection 5.2.2) that allows foreigners to own land on China's soil for the flust time since

1949. The introduction of this new policy could also have a fundamental impact on FDI.

In addition, institutional changes that affected Shenzhen over the study period were

numerous. For example, the establishment of the Guangdong Provincial Adminisnation of

Special Economic Zones (hereafter cited as SEZs Administration) and the decentralisation

to this institution of certain powers from the Foreign Investment Commission in the

(Ð
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Chinese central govemment, might have facilitated the project-approval process. These are

only a few examples of indicators of the politicai environment which, together with other

specific indicators relating to Shenzhen, will be analysed in further detail in subsection

6.3.3.2.

In the process of selecting these two categories of indicators, due consideration was

also given to other indicators that have been frequently referred to in the literature and

empirical studies. With a view to illustrating the existence of myriad indicators a few

examples are cited here. The age of national institutions, degree of party factionisation and

press freedom, voter turnout, and electoral irregularity are commonly used indicators for

measuring political structure and performance; and for indicating political protest and

executive change is the frequency of riots, armed attacks, governmental sanctions, external

interventions and irregular executive transfers. Obviously, most of these indicators are not

suitable for the analysis of Shenzhen's situation, due partly to the lack of information

specifically on Shenzhen, and partly to the nature of these indicators that are more

appropriate to be used for measuring the political environment on the national scale.

Another justification for using the indicators of the aforementioned two categories is

that, in numerous cases, the indicators at the national scale were selected based on

questionable value judgements. A typical example is that the frequency of anti-govemment

demonstrations per thousand people per annum - used as an indicator for measuring

political environment - is higher in many democratic and politically stable AICs than that

in most of the tyrannical and instable LDCs. Higher frequency of anti-government

demonstrations does not necessarily indicate a state of higher political instability.

Questions often arise as to how well those indicators truly represent the real world

situation, and how accurately they can be used to measure the actual state of political

conditions. A good example is Hudson's proposal of twenty-five indicators for measuring

political violence, instability and institutionalization of a country. He realised that none of

these three phenomena was measurable in any satisfactory sense (Hudson 1970). While
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introducing seven of his indicatorsl8 for measuring the degree of institutionalization, he

expressed some reservation by saying that "these indicators at best offer only indirect

measurement of structural complexity....We do not know precisely how they match the

definitional categories [of political instabiiity]" (Hudson L970:254). A similarconclusion

was drawn later on some problems of measuring a country's political structure and

instability, such as researchers' arbitrary judgement on the age of a political entity and their

uncertainty about the adequate representation of data for already defined variables (Hudson

& Taylor 1972:14). Researchers' arbitrary judgement on assigning weights to variables is

a typical example. Gaps always exist between definitions, data and the measurement of

variables. This is another reason for which the concrete policies of the Chinese

government and the time of their coming into force are used as indicators in order to avoid

these shortcomings.

The argument that the political environment in a host country is a decisive factor

influencing the inflow of foreign capital into that counû¡/, has been substantiated by a

number of empirical studies. In addition to Lall and Streeten's study (1977) on TNC

behaviour, Currie also observed through his interviews with firms for eleven case studies,

that "...the most important consideration from the viewpoint of the individual firm [for

investment abroadl is political stability [in host countries]" (Currie l9l9:21). Frank went a

step further to conclude in his study on foreign enterprises in developing countries, that

...multinational companies today point to instability, not ideology, as the principal

deterrent to invesúng and operating abroad....Much more importânt are those forms of

instability that need not result from internal political upheavals: threats of political

âction, changes in conditions of operation such as ownership and remittance regulaúons,

complex and d¡awn-out bu¡eaucratic procedures.... (L Frank 198L:26).

l8 Government expenditures per capita,
government employment per 1,000

representation, defense expenditures as a

capita (Hudson 791 0 :252-25 4).

government expenditures as percentage of gross domestic product,
population, military manpower per 1,000 population, diplomatic
percentage of govemment expenditures, and defense expenditures per
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A UNCTNC study on recent trends and issues of foreign direct investment in developing

countries reaffirmed Frank's viewpoint by stressing that "host country policies and policy

pronouncements affect the perception of 'political risk' by transnational corporations and

thereby the amounts of investment that these companies are willing to commit to any given

country" (UNCTNC 1985:3). These are the results of studies on the overall reaction of the

international business community to the political environment in host countries. What was

the specific experience in impact of Shenzhen's political environment on FDI during the

study period?
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6.3.3.2 Impact of Shenzhen's Political Environment on FDI

The political environment on the national scale was analysed in Chapter Four. The

conclusions d¡awn in that chapter can be used as a departure point for further elaboration

on possible impact of political conditions on FDI in Shenzhen SEZ. The political

conditions during that period of time can be summed up in two words: instability and poor-

preparedness. Instability denotes that the nation was still on the way to recovery from the

chaos as the result of the Cultural Revolution and power struggles among various factions

within the Party (see Subsection 4.1.1). On the surface, Deng seems to have managed to

pull the nation out of disorder and to have total control over the making of the nation's

strategic policies. But, his rivals' retreat is only temporary. Rival restorationists will re-

emerge; and the death of Deng and other old Party's elite in the future might trigger a series

of power struggles for new leadership.

This politicai instability seemed to have effect on FDI in Shenzhen. Figure 6.1

shows the drastic downturns of foreign capital inflow in 1982 and 1986, which coincided

with two major political movements against the operation of SEZs (see Section 4.2). "The

first serious criticism of the SEZs appeared early in 1982, when senior leaders in Beijing

openly questioned the wisdom of opening the country to foreign residence and direct

foreign investment in enclaves" (Osborne 1986:151). During the first major political

movement, the issue of Shenzhen SEZ and its philosophical underpinning - the open-door

policy - were brought under close scrutiny by the restorationists between the latter part of

1981 and early 1982. This criticism coupled with the nationwide campaign against

negative effects,l9 created a great deal of uncertainty about Shenzhen's future and, thus,

played no small part in the drastic downtum of pledged foreign investment in Shenzhen in

1982.

19 By th" end of 1981, forty-five cases of the Party cadre breaking the laws had been reported in Shenzhen (Crane
1990:36). Other negative effects including smuggling and black market for cur¡encies were also noted by the
Chinese leaders (Osborne 1986: 15 1).
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Figure 6.1 The Relationships between the Introductions of Major Operationai
Policies and the Change Pattern of Foreign Investrnent, Shenzhen SEZ
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Similarly, the second period of unfavourable political movement (ideological

conflicts among the Party elite), that lasted almost a year throughout 1986 and resulted in

Hu's downfall in early 1987, cannot be dissociated entirely with the drastic downturn of

pledged foreign investrnent in 1986. Although these movements did not immediately cause

a major reorientation in SEZ policy, they did, however, overshadow the function of SEZs,

and cast doubts in the minds of some foreign investors. The congruous occurrences of

these major political changes in China and the downturns of foreign investment in

Shenzhen were certainly not coincidences.

In addition to these overall conditions of political instability and poor preparation

that already affected foreign investment in Shenzhen, specific operational policies

comprised part of Shenzhen's political environment were used to analyse their possible

impact on foreign capital inflow into the SEZ (see Appendix 16). The method used in this

analysis consists of two steps. First is to examine and identify drastic changes in the

investment pattern, as expressed in directions (i.e., increase or decrease) and in the

steepness of slopes; and second, to analyse the government policies introduced one year

prior to the drastic changes. Figure 6.1 shows the relationship between the time when

major operational policies were introduced and the change pattern of foreign investment in

Shenzhen. This Figure should be viewed in conjunction with Table 6.26, which lists those

major policies and their dates of adoption. Although, it is impossible to prove the existence

of positive or negative impacts caused directly by the implementation of certain policies,

comparisons between the time of their coming into force and the significant increases (or

decreases) in foreign investment would give some insight into possible relationships

between the implementation of operational policies and changes in foreign capital inflow.



Table 6.26 Major Operational Policies and Dates of AdoptionÆromulgation

N1
N2
N3
N4
N5
N6
N7

Codes

P1
P2
P3
P4
P5
P6
P1
P8
P9

P10
Pl1
Pt2
P13
P14
P15

Policies

National Policies:
Joint-venture Law
i980 SEZs Regulations
Congress Resolution on Authorisation
1983 Bank Regulations
1984 Tax Regulations for SEZs and Port Cities
1985 SEZ Bank Regulations
1986 Shenzhen Customs Policy

Provincial Policies:
Regulations on Enteqprises Regulations
Shenzhen Land-control Regulations
Labour and Wage Regulations
Regulations on Personnel
Real-estate Regulations
Regulations on Economic Contracts
Regulations on Technology Transfer
Implementing Rules for Enterprise Registration
Union Regulations
Mortgage Regulations
Regulalions on Accounting Management
Entry-exit Regulations
Regulations on Foreign-investment. Companies
Banlauptcy Law
Land Management. Regulations

Municipal Policies:
Measu¡es on Land-use Fees
Measu¡es for Implementing Entry-exit Regulations
Supplementary Regulations on Tax
Experimental Measu¡es on Social Insu¡ance
Implementing Measures on Tax Policies
Measures to Promote Science and Technology
Regulations on Promoting Backward Linkages
Regulations on Policy-making Procedure

Dates of
Ad op tion/Promul gation

Jul. 1, 1979
Aug.26, 1980
Nov.26, 1981
Feb. 1,1983

Nov. 15, 1984
Apr.2, 1985

}¿4ar.25,1986

Reference
on Pages

99
100
101
101
101
t02
r02

Nov. 17,1981x
Nov. 17,1981x
Nov. 17,1981*
Nov. 17,1981*
Nov. i5,1983
Jan. 11, 1984
Jan. 11, 1984
Jan. 18, 1984
May 8, 1985

Dec. 25, 1985
Dec.25, 1985
Feb.22,1986
Sep.28, 1986
Nov.29, 1986
Dec.29,1987

103
103
104
104
104
105
105
106
106
106
rcl
107
108
108
109

M1
M2
M3
M4
M5
M6
M7
M8

Dec.25,7984
Mar.22, 1986
May 8, 1986
Jan. 5, 1987
May 5, 1987
Jun. 10, i987
Sep.3, 1987

Dec. 12,1987

110
110
111

111
112
LN
1i3
113

Note: For the purpose of this study, policies were interpreted as laws, rules, regulations,
meâsures, decrees and other forms of legislations innoduced by various levels of the Chinese
government for the operation of Shenzhen SEZ.
* The same source shows two different dates. One is November i7, 1981; another December
24, r98r.
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In the second step, all operational policies, that were introduced during the periods

of i980-81, 1983-84 and 1985-86, were examined article by articte in order to determine if

any articles were associated with the upswings of pledged foreign investment in 1981,

1984 and 1987 respectively. The same method was used to examine all articles in those

policies adopted in the periods of i981-82 and 1985-86 with a view to identifying policies

having association with the downturns of pledged foreign investment in 1981 and 1986

respectively. If any sequential association was found between an article and drastic change

in foreign investment, then, the policy containing such article was further examined.

Should the intents of that particular policy match with the change pattern (increase or

decrease) in foreign investment, and should the time between the adoption date of that

policy and the period of change in foreign investment be sufficiently enough to cause

effect, then, that policy was identihed as having possible association with change in foreign

investment.

This article-by-article analysis of operational policies reveals that, with the

exception of two policies, i.e., the 1980 SEZs Regulations and lmplementing Measures on

Tax Policies (Policies N2 and M5), none of the remaining policies had direct connection

with the upswings of foreign investment in 1981, 1984 and 1987 (see Figure 6.1). Nor

did they have noticeable association with the downturns of foreign investment in 1982 and

1986. As a result of this analysis it is concluded that these operational policies, mostly

offering financial incentives and tax concessions, were ineffective means for attracting

foreign investment. This conclusion is consistent with the outcomes derived from other

studies (e.g., Currie L979 & 1935). It also supports the contention that the overall political

environment, rather than individual policies, in host countries is one of the most important

determinants of foreign capital inflow.



I
ì-l

r92

6.4 Synthesis

6.4.1 The Roles of FDI

So far the findings of empirical investigations ca:ried out into the roles of FDI in the

economic development of host countries are mixed. Lall and Streeten (1978) contended

that country-specific and industry-specific factors were far more important than the

nationality of firms in influencing trade flow. Reuber (1973) found no evidence of any

positive relationship between export propensity and degree of foreign ownership.

Conversely, Blam and Hawkin (1975) asserted that FDI was associated with the highest

export and import propensities, and was likely to have the most positive effect on

exporr/import balance. Dunning (1981) suggested that "the internalisation of component of

the ownership characteristics associated with foreign investment is likely the key variable

affecting the impact of such investment on trade flows."

On the global scale, the review of SEZ development history revealed that most of

the successful SEZs in the world were brought into opemtion at the time when the world's

capital movement reached its peak period from the mid-1960s to 1981. During this period

plenty of foreign capital was made available for LDCs. The growth rate of FDI outflow

from the developed market economies was higher than the growth rate of domestic

investmenr during the 1960s and 70s (UNCTNC 1983b). During the same period, the

growth rate of the world's SEZs also reached its peak. The flourish of world's SEZs

coincided with the increasing movement of world's capital. Although this favourable

economic climate has no longer existed since the peak of FDI flow in 1981, there has been

no sign of substantial decrease in the number of world's SEZs (Diamond 1986, revised in

1990). The continuous emergence of new SEZs in the 1980s posed a puzzle for SEZ

researchers to define the role of FDI in the development of world's SEZs.

On the national scale, FDI can be tuned by host governments to play certain roles,

such as generating employment and increasing industrial output. Within this group of
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,,intended" roles are those that have been substantiated by empirical studies (hereafter

labelled 
,'substantiated" roles) and those that have not (hereafter called "speculative" roles)'

As a contrast to this group, "unintended" roles also exist outside the sphere of control by

host governments. They are mole or less related to unexpected and negative "Side effects"

resulted from FDI. The distinction made here among these groups is important, for only

through such categori zationand elimination of speculative roles, concrete assessments of

the real roles of FDI would become possible'

On the local scale, Shenzhen's experience seemed to Support the view that FDI

played a role of growth-stimulus in the development of Shenzhen's economy' This

contention has been substantiated by the results of the statistical analyses in Sections 6'1

and6.2.Strongcorrelations(ru-r=0.895andr"-1=0.STZ,bothwithSatisfactoryt-ratios)

between foreign investment and two key indicators of economic growth, i'e', industrial

output and foreign exchange earnings, in Shenzhen over the study period provided

supportive evidence of this growth-stimulus theory. Similar contentions were advanced by

other researchers (e.g., Blam & Hawkins 1975, Hagen t982, Bohn 1985, Lecraw 1985'

and uNcTNC 1985 & 1939) as the results of their empiricai studies. They came to the

same conclusion that FDI can make positive contributions to capital formation, industrial

output, and balance of payment at local level'

Another way to look at FDI role is to assess the additional jobs created due to the

inflow of foreign capital into Shenzhen. It has been clear even without the benefit of

statistical analysis that FDI generated employment in shenzhen. Table 6'27 shows the

number of jobs created by foreign enterprises or by those using foreign investment in the

industrial sector of Shenzhen City over the period from 1981 to 1987 ' As of 1981' 275

enterprises having foreign investment were in operation in Shenzhen' These enterprises

employed over 34,000 workers that represented more than 23Vo of. the total work force

(about 148,000) in the city's industrial sector in 1987 (SSEZY i988:396 & 488)'
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Table 6.27 Industrial Enterprises Having Foreign Investrnent, Shenzhen City

number of ente¡prises numbe¡ of workers industrial ou,tput % of city's total

in operation '000 us $ industrial output

r919
1980
1981
1982 2r
1983 46
1984 63

6,84;
IT,49I
20,440
26,423
34,306

73,420
100,010
266,890
8&,690

1,671,860
2,2&,860
6,669,560

30.24
27.62
37.05
51.84
62.50
63.53
63.68

1985 r63
1986 ztg
t987 275

Souce: SSEZY 1988:396 & 448

Numerous contentions of unproven and speculative roles have been cited in the

üterature. Those most frequently seen contend that FDI can function as:

(Ð instigator of technology transfer;

(ü) medium for training domestic labour force;

(üi) access to foreign market; and

(iv) in the case of Shenzhen, political propaganda for paving the road to unification

of Hong Kong, Macao and Taiwan.

As an instigator of technology transfer, foreign investment from AICs and NICs brings

with it advanced technology either in the form of equipment as part of investment or in

production processes which LDCs adopt for increasing and upgrading their production

output. Although advanced technology is imported by way of foreign investment and is

used in LDCs, whether actual transfer of technology from investing countries to host

countries takes place still remains in doubt. In other words, knowledge of advanced

technology and skill to use it in production processes may not be absorbed by host

countries because of the lack of required skilled labour and weli-trained managerial staff in

those countries. problems associated with the lack of appropriate techniques for measuring

technology transfer also create difficulty in verifying the extent to which technology
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ffansfer actually occurs. For these reasons, the role of foreign investment as an instigator

of technology ransfer has as yet to be substantiated'

Advocates of foreign investment as a medium for training domestic labour force

have been confronted with similar difficulties. First, advanced technology and production

skills brought into host countries by foreign firms within the package of their investment

generally are not accessible to domestic labour. Advanced technology is built usually in

semi-finished products that are imported as production input' Foreign firms in host

countries require only simple manual work which can be performed by relatively cheap and

unskilled local workers on mostly labour-intensive assembly lines. Training domestic

workers is certainly not the interest of foreign investors. Second, no one has yet been so

confident as to measure the extent to which the skill level of domestic labour force is

upgraded due to the use of foreign investment, equipment or production processes' Hence'

this role also remains unproven and speculative'

The argument that foreign investrnent provides host countries with access to foreign

markets Seems to have uncertain gtounds. In most cases, TNCs target host countries to be

their market potential rather than as an opportunity of assisting host countries to gain entry

into the international market. Where TNCs use host country'S comparatively cheap labour

and export their final products to their home countries, labour cost in host country is the

main portion of the value-added. Domestic companies in host countries rarely gain, as a

result of TNC production activities in these countries, access to TNC home markets' The

worse scenario is that TNCs use host countries as a "springboatd" to export their products

into a third country which is the host country's favoured trading partner because of special

trade agreements or political reasons, and to which TNCs have limited access. Typical

examples are Hong Kong electronics firms in santa cruz,India, and TNC opelations in

Senegal (see Subsection 2.1.1).

A special role played by foreign investment in Shenzhen is the political exponent

that countenances the Chinese government's policy to maintain the capitalist economic



system in Hong Kong and Macao after their revert back to China, and in Taiwan after its

unification with the Mainland. If foreign investrnent continues to flow into Shenzhen, and

if profits of foreign investment continue to be repatriated, without interruption from

Shenzhen, the consequences of impact not only on the business community, but also on the

political elite in these three aÍeas cannot be overlooked. The political role of foreign

investment in this case may largely outweigh any of its economic roles. The question is by

what means can this role be measured and proven. It might still be a speculative role.

Foreign investment also plays numerous unintended roles. The first and the most

frequently mentioned is that inflows of foreign capital into SEZ atÍact skilled labour force

from other parts of host country. Such "drain" of massive skilled worker and intellectuals

inevitably creates negative impact on other economic regions of host country, by slowing

down their production and research processes and by downgrading their production

quality. In Shenzhen's case, this has become a serious problem, for China has had already

a nationwide shortage of highly-rained personnel in its labour force. Shenzhen SEZ has

drawn a great number of scientists and technicians from other parts of China. Before the

establishment of the SEZ, the geographic area, encompassing now the City of Shenzhen,

had only 300 agricultural technicians. By 1980, the City had a total of 40,890

professionals, plus 21,590 highly-trained personnel sent by various levels of government

(Shenzhen Today 1989:293A). Such displacement of skilled personnel further weakens

the economy in other regions.

Another unintended and negative role of FDI is the one that incurs substantial costs

to host countries. In order to attract foreign investment into SEZs, most host countries

have to invest large sums of capital in land development before SEZs become operational.

The costs incurred in the construction of infrastructure are phenomenal. The Chinese

government, for example, spent over Rmb 6.3 billion (approximately US$ 2 billion based

on 1985 exchange rate) in the upgrading of Shenzhen's infrastructure over a period of six

years from 1979 to 1985 (Crane 1990 Table 3). It is impossible to estimate the opportunify
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costs for such capital investment made by host countries even years before they can accrue

any profits from SEZs. In addition, tax concessions offered by host countries as incentives

for luring foreign investment into SEZs further give away part of their national revenues.

All of these costs are for attaining one single goal, i.e., to attract foreign investment, which

plays indirectly a role of "drainsf" of host country's financial resoulces.

Foreign investment can act as a stimulus for economic growth, a generator of

employment and, in Shenzhen's case, a political exponent. On the negative side, FDI can

cause displacement of human resources in host countries, placing economic hardships on

unfavourable regions. It also prompts host countries to invest substantial amounts of

capital in the development of SEZ and to make tax concessions. Hence, it depletes host

countries' scare financial resources before their SEZs become profitable. Due to difficulties

in measurement, many of these speculative roles have yet to be proven. They include the

promotion of technology transfer, training of domestic labour force, and access to foreign

markets. The aggregate effect of foreign investrnent on a host country's economy can only

be assessed based on that country's value judgement and priority order.
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6.4.2 TI¡.e Determinants of FDI

In the foregoing analyses the hypothesised determinants of FDI were classified into

three categories: economic, social, and political. The economic and social determinants

were analysed through statistical means, while the political ones lilere examined based on

the rationalisation of sequential changes in the amount of annual foreign capital inflow and

in China's political conditions, namely its specific policies on SEZs and the overall stability

of its political apparatus. An aggregate evaluation of these determinants would give further

insight into their possible impact on inflows of foreign capital. This evaluation begins with

a comparison of the results of correlation/regression analyses. Table 6.28 shows the

coefficients of correlation/regression which indicate the degree of associations between the

annual inflow of foreign capital and the hypothesised determinants.

Table 6.28 Comparison of the Results of Correlation/Regression Analyses

Coefficients Hypothesised Determinants (Independent Variables)

rd - -0.1L7 average annual wages per employee
re - 0.848 annual industrial and agricultural outputs per employee
fr= 0.655 ratio of industrial output to total industrial and agricultural ouþuts
fs = 0.897 ratio of urban population to total population
fh= 0.922 raúo of u¡ban labour force !o rural labour force
R= 0.869 multiple regression analysis for four social indicators; F < F-ratio
Rx2 = 6.796 annual capital expendihre in cultural & educational sector
Rx3 = 9.539 annral completion of floor a¡ea for research & experimental facilities
Rx+ = 0.800 annual completion of floor a¡ea of housing construction
Rx5 = 9.369 annual wages paid to employees in the sector of education, arts, culture,

broadcasting, public health & sports

Sources: Tabls 4.7,4.8,4.9,,A'.10,4.11,4.14,4.15,4.17, md 4.18 in Appendix 13.

There are relatively high coefficients of correlation (r", rs, and rn) between the

annual inflow of foreign capital and three economic determinants, namely the annual

indusrial and agricultural ouçuts per employee (r,), the ratio of urban population to total

population in Shenzhen (rr), and the ratio of urban labour force to rural labour force (r¡).

Less sufficiently significant coefficients of regtession (Rx2, Rxa, and Rx5) resulted from
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simple regression analyses on the annual inflow of foreign capital and three social

determinants, i.e., annual capital expenditure in the cultural and educational sector (Rxz),

the annual completion of floor area of housing construction (Rxo), and the annual wages

paid to employees in the sector of education, arts, culture, broadcasting, public health and

sports (Rxs) ftereafter cited as the sector of education and culture). From this table it is

evident that three determinants having high values of coeffrcients are rh(0.922), r, (0.897)

and r" (0.S4S). The first tïvo represent the association between foreign capital inflow and

degree of urbanisation - the ratios of urban population to total population and of urban

labour force to rural labour force. In this connection, the coefficient of simple regression

Rx+ (0.80) denotes the association between foreign capital inflow and the degree of

urbanisation in the sense that most activities of housing construction in Shenzhen took

place in the urban areas. The third one indicates a positive and significant correlation

between foreign investment and the local economic conditions as reflect by the value of

local industrial and agricultural outputs.

Caution should be given to this interpretation, because each of these three

determinants (independent variables) possibly has reciprocal relationships with the amount

of annual foreign capital inflow. For example, the higher degree of urbanisation, the

greater propensity to attract foreign capital; conversely it is also true that speedy inflow of

foreign capital is likely to accelerate the pace of urbanisation process. This possibility of

reciprocal relationships creates difficulty in substantiating the proposition that high degree

of urbanisation, as expressed by the ratios of urban population to total population and of

urban labour force to rural labour force, is a definite cause for the speedy inflow of foreign

capital, even though their coefficients of correlation are statistically high (rr=0.897 and

rn=0.922). Simitar interpretations can be applied to the reciprocal relationships between the

inflow of foreign capital and the industrial and agricultural output per employee.

Coefficienr Rxs (0.860) with its satisfactory F-ratio derived from the simple

regression analysis regarding the relation of foreign capital inflow to human resources (as
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reflected by annual wages paid to employees in the sector of education and culture)

indicates that higher foreign capital inflows correlate positively with higher quality of

human resources. This relationship is one-directional: the higher the quality of human

resources, the greater the attraction to foreign investment. The argument based on the

reversed direction, i.e., foreign investment causes increase in wages paid to employees in

that sector has little rational basis, for foreign investors are not interested in putting their

capital into non-profitable sectors, such as education, arts, public health and the like. Of

relatively lesser süength, coefficient Rx2 (0.79) also supports the same proposition by

demonstrating a positive and significant association between the amount of foreign capital

inflow and the annual capital expenditure in that sector.

The outcome of multiple regtession analysis does not lend any support to the

aforesaid propositions. A possible reason for a such result is the existence of partial

correlations among those tested independent variables. Thus, the aggregate association

between foreign capital inflow and those independent variables is weakened. This

possibility has yet to be studied further. It should be cautioned also that the socioeconomic

determinants selected for the testing above are limited due to the lack of data. There are a

great number of determinants, such as the skill-level of labour force and the quality of

back-up services in host country, that have yet to be tested. Given this limitation, the

author merely used some selected determinants in the above analyses as examples to

illustrate whether the socioeconomic state of a host country determines the level of

attractiveness of that country to foreign investors.

In the analysis of possible political determinants of FDI, the existence of sequential

relationships between the drastic changes in foreign capital inflow and the time of

introducing state policies suggests that only two out of thirty policies examined, i.e., the

1980 SEZs Regulations (Policy N2) and the Implementation Measures on Tax Policies

(Policy M5), had sequential associations with the upsurges of foreign capital inflow in

1981 and 1987 respectively (see Subsection 6.3.3.2). In the case of Policy N2, two
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articles (Articles 13 and 14) provide foreign investors with generous incentives. Thus, it is

probable that this policy encouraged the inflow of foreign investments in 1981. Similariy,

by virtue of tax concession and reduction of land-use fees, Policy M5 might have

encouraged foreign capital inflow over a period of not more than seven months in 1987, as

it came into force in May of that year. Yet, in both cases, it is still doubtful as to whether

two articles of Policy N2 could have instigated the drastic upswing of foreign capital inflow

in 1981, and whether a single eight-article policy (M5) could have caused, within only

Seven months, a dramatical increase in foreign investment in 1987.

Uniess appropriate measurements, cornmonly applicable to economic, social and

political determinants of foreign investment, can be found and accurately assigned to each

of these determinants, it would be fruitless to compare and rate the importance of these

determinants. In the absence of such cotnmon measurements an appropriate approach is to

identify determinants of foreign capital inflow through case studies and to use the results of

these case studies for verifying the validity of existing theories, adding new elements to the

existing body of knowledge, generating new theories, and applying new theories to real

world situations. In order to accomplish the first step of this approach, this empirical study

identifies three groups of determinants that have positive association with foreign capital

inflow. These are the overall production output per employee, the extent of urbanisation,

and the qualiry of human resources.

The result of this study shows that, as an indicator of host country's general

economic environment, industrial and agricultural outputs per employee are positively

associated with the amount of foreign capital inflow. This finding is consistent with the

theory that healthy growth performance and favourable economic climate attract foreign

invesrmenr (Iffhitman 1965, Reuber et al.I973,Lal7 & Streeten 1977, Billerbeck & Yasugi

7979, Dunning 1981, Ballance et at. 1982, Balasubramanyan 1984, Wong & Chu 1985,

and UNCTNC 1985). This study identifies specific determinants of FDI, and also points

out the reciprocal relationship between the determinants and FDI.
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As the second finding from this study, a positive and strong association between

the extent of urbanisation and foreign capital inflow (r, = 0.897 and r¡ = 0'922) lends

suppofi to an earlier contention that highty urbanised afeas are able to supply adequate

skilled labour force from a larger pool of urban population, better equipped with more

sophisticated infrastructure and hence, are more attractive to foreign investors. Reciprocal

relationships may exist between the degree of urbanisation and FDI. Thus far, no studies

have proven this reciprocality. This finding has given rise to a question as to whether it

was a wise move made by the Chinese government to open up fourteen coastal cities in

competition with less-equipped SEZs for already limited foreign capital.

The third finding of this study suggests that the quality of human resources

correlates positively with the amount of foreign capital inflow. This finding supports the

results of previous studies, contending that the quality of human resoulces - as a factor

of production and reflected by the level of labour skill, educational system, and social

infrastructure of a host country - determines that country's competitiveness (Government

of canada \T7L,UNCTC 1983, and UNIDO 1989). This theory bears some uncertainty

due to the fact that indirect measuring techniques were used to assess the quality of human

resources in most cases. For instance, the number of students per thousand of population

at various educaúonal levels or the amount of capital expenditure on educational facilities

was used as indicator instead of the actual skill level of workers. Shortcomings of these

indirect measurements are evident as the skill level of actual labour force may be different

from that of younger generations which these indicators are used to measure. So far, no

data have been made available on the average length/level of education which workers in

the actual labour force of LDCs have received. Other indicators used in previous studies

have similarproblems of precision.

The fourth finding in accord with the results of previous studies (Aharoni t966,

Reuber et al. IgT3,Billerbeck & Yasugi 1919, Clurlie 1979, Agarwal 1980, OECD 1983a,

and uNIDO 1gg0 & 1gg7b) is that financial incenrives offered by host countries with a
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view to attracting foreign capital are ineffective. Rather, the overall politicai stability of

host countries is a decisive factor (Bennett & Green 1972, Government of Canada 1972,

Helleiner 7973, Reuber et a\.1973, Lall & Streeten 1977, Currie 1979, and Frank 1980).

The identification of only two policies (i.e., Policies N2 & M5) having sequential

association with the increase in inflow of foreign capital should not be interpreted as the

existence of a cause-effect relationship; nor should it be seen as an indication of a direct

association between changes in political climate and foreign capital inflow. Hence, it is still

an inconclusive proposition and is in need of further study.

The most controversial determinant of foreign investment is labour cost in host

countries. There are generally two schools of thought contending whether relatively cheap

labour cost in SEZs is a key consideration for foreign investoß in making their investment

decisions. One school argues that the level of labour skill in most labour-intensive SEZs is

generally the same. 'What becomes more important in this situation for foreign investors to

decide where they invest, is primarily the consideration of labour cost (Government of

Canada lgT2,IHLelletner 1973, UNCTNC 1985). Another school believes that labour-cost

differentials among those LDCs at the lowest echelon are so marginal that investors'

consideration of other factors (e.g., host country's political stability) outweighs the factor

of labour cost. Hence, advocates of this school endorse the idea that host countries have

little to gain by cutting wages as a means to attract foreign investrnents (O'Brien 1987).

In addition to these two main schools, Caves' study arrives at a different set of

determinants: exchange rate, transportation costs and tariff; he did not include labour cost

as a key determinant (Caves 1974). The argument for excluding labour cost from the list of

determinants stems from the problem of measurement. Average annual wages per

employee is not a sufficient indicator of labour cost, for the level of worker's productivity

equally influences the cost of production. What is an appropriate measurement of real

labour cost is the labour cost per unit of production oufput; labour cost, as expressed by

worker's wages alone, cannot be considered as a determinant of FDI. This argument
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partially explains why the pattern of fluctuation of avemge annual wages per employee in

Shenzhen over the study period did not coincide with the pattern of fluctuation of foreign

capital inflow (see Figures 5.1 e.5.4). It also clarifies the outcome of the earlier

correlation analysis: a null association between the amount of foreign capital inflow and the

average annual wages per employee (see Subsection 6.3.1.2).

In summary, the outcome of this study supports some of the theories advanced by

previous researchers. It also calls into question other theories that have been regarded as a

dictum in the fields of FDI and SEZ. In the former case, this study reinforces these

theories by providing further evidences resulted from the empirical analysis. In the latter, it

points out directions, along which those theories should be reconsidered. The reconsidered

theories and recommended directions are to be discussed in the following subsection.
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6.4.3 Reconstructing the Theories on FDI and SEZ

The results of anaiyses in the preceding chapters have calied for the need to re-

examine the existing theories on FDI and SEZ. Before embarking on this undertaking, two

subject areas should be delineated. First, only the theories of FDI inflow a¡e to be re-

examined, because those of FDI outflow aIe unrelated to SEZ. Second, only the theories

regarding SEZs situated within LDCs are subject to this re-examination; other geographic

entities (e.g., fourteen coastal cities) are excluded. By this delineation, theories that define

FDI as a means designed to gain access to markets in host countries become irrelevant

because of the expofi-oriented nature of SEZs. By eliminating those irelevant theories and

by exposing inadequacy of remaining theories, areas where theory leconstruction is needed

will be defi.ned.

The first step of this re-examination is to compare three categories of theories on

SEZ (i.e., definitional, normative and perspective, see subsection 2'2'l) with seven

strands of theories on FDI (i.e., cost-minimisation, oligopolistic, FDl-advantage,

equilibrium, behavioral, organisational decision-making and eclectic, see subsection

3.1.1). Through this comparison, theories that have no relationship with any of other

theories are eliminated from further analysis. The definitional theories on SEZ define key

functions performed by SEZs. These key functions (see subsections 2.1.7 &.2'2'l) centre

primarily on, among the other things, attracting FDI into SEZs - destinations of FDI

movement. From the perspective of origin of FDI movement, cost-minimisation'

organisational decision-making and eclectic theories address the issue of direction of

foreign capital flows, i.e., toward less production-cost locations. Hence, the definitional

theories and these three theories on FDI have direct relationships.

The definitional theories are also related to equilibrium theory as it stems from the

argument that TNCs export their capitai from capital-rich countries to capital-dear countries

in order to gain higher renrn from capital investments and to eliminate price differential of

production factors (e.g., labour-cost). SEZs in LDCs become ideal destinations for their



206

capiral movement. The definitional theories have no relationship with the remaining FDI

theories, namely the oiigopolistic, FDl-advantage and behavioural theories, for those

theories treat the subject of international capital movement totally from TNC viewpoint,

disregarding the destination of capital flows and the functions of SEZ'

The second group of theories on SEZ, i.e., normative theories, addresses the issue

of effectiveness of SEZs (e.g., level of performance, validity and impact of SEZs)'

Among numerous indicators of effectiveness, ability to attract FDI is of prime importance'

Hence, this group is associated with cost-minimisation, organisational decision-making,

equilibrium and eclectic theories on FDL FoT the same reasons mentioned earlier, it would

seem extremely remote to establish any relationships between the normative theories and

oligopolistic, FDl-advantage and behavioural theories. Under the latter three strands of

FDI theories, decisions made by TNCs on where to invest totally lie in the hands of TNCs

that usually pay little regard to SEZ mandates. The oligopolistic and FDl-advantage

theories, for example, StreSS the powerful ability of TNCs in securing their markets and

production input. Levels of performance set up by LDCs for SEZs do not influence

oligopolistic characteristics of TNCs and their choice of FDI in lieu of licensing. The

extent of the associations between normative theories and cost-minimisation, organisaúonal

decision-making, equilibrium, and eclectic theories on FDI is to be examined after this first

round of analysis.

The perspective theory on SEZ has little connection to the cost-minimisation theory

for two reasons. First, the perspective theory is only applicable to few advanced SEZs,

i.e., science parks, where scientific research and high-technology transfers are the main

concern of host countries. These countries are either AICs or MCs. In both cases the

differential in production costs (e.g., labour cost) between investing countries and the

science parks of recipient countries is marginal. Hence, cost-minimisation is not an issue.

While the oligopolistic theory seems to find some glounds in science parks, it becomes

applicable only in situations where TNCs can use science parks as an entry to markets in
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host countries, or as places for their sourcing activities. There is very little likelihood that

either of these situations would occur, since host countries set up science parks primarily

for absorbing high-technology, not for importing foreign products or exports.

Based on the same argument, the FDl-advantage and equilibrium theories are found

to have no connection to the perspective theory on SEZ. The theory that FDI has certain

advantages over licensing in the eyes of investors instigates no interest from host countries

that want high-technology to be imported through their science parks. Similarly, the

emphasis of equilibrium theory on capital movement form capital-rich countries to capital-

scarce ones does not seem to be in tune with the mandate of science parks, i.e., to attract

high-technology. On the other hand, the explanation of TNC offshore investment based on

the behavioural theory does lend some support to the chief mandate of science parks in

terrns of securing knowledge, information, skills and other intangible assets. Likewise, the

organisational decision-making and eclectic theories, which embrace almost all arguments

of world capital movement, obviously can be connected to any of the three strands of SEZ

theories including the perspective one. The result of the first-round of analysis - to

determine if any relationship exists among these theories - is summarised in Table 6.29.

The second round of analysis is to examine the extent to which relationships exist among

the theories that have been identified in the first round. By examining the extent of their

relationships, the shortcomings of these theories, incapable of explaining the phenomenon

of foreign capital inflows into SEZs, would be much easier to identify.
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Table 6.29

Theories on FDI

Cost-minimisation
Oligopolistic
FDl-advantages
Equilibrium
Behavioral
Organi sational Decision-makin g

Eclectic

"N" no or i¡sufficient relationships
"R" sufficient relationshiPs

Relationships betïveen Theories on FDI and SEZ

Theories on SEZ
Definitional Normative Perspective

RRN
NNN
NNN
RRN
NNR
RRR
RRR

The above theories identified to have relationships (denoted \¡/ith "R" in Table 6.29)

are classified into three groups:

(Ð cost-minimisation, definitional and normative theories;

(ü) equilibrium, definitional and normative theories; and

(üi) behavioural, organisational decision-making, eclectic, def,rnitional,

normative and perspective theories.

For the first group, the cost-minimisation theory serves well to explain the inflow of

foreign capital into SEZs. But two questions remain to be answered. Answers to these

questions will assist in determining the extent of their relationships. The first question is

whether the differential of production costs in SEZs in LDCs is significant enough to

substantiate the cost-minimisation theory. The differential of labour costs, that is one of the

most important costs of production in labour-intensive SEZs, among LDCs is so marginal

that minimisation theory becomes less relevant in TNC decisions on where to invest among

these SEZs in LDCs. Also in SEZ cases, cost of materials is not an important factor,

because most production inputs used on assembly lines come from investing countries

unless special local materials are required. In this situation transportation cost and

production market price become predominant factors of production, and the geographical

location of production site will decide the success or failure of a SEZ in attracting FDI.
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Should this argument hold true, then site selection of SEZ becomes a major determinant of

FDI. This conclusion seems to be in agreement with the findings from the foregoing

empirical analysis (see subsections 6.3.1 and6.4.2) and with the results derived from other

studies (see subsection 6.3'1).

The second question is under what conditions do cost-minimisation measures result

in profit-maximisation, which is the principle objective of investors. This question also

poses a challenge to the cost-minimisation theorists, for the cost-minimisation theory hold

true only in relative terrns. It addresses the issue of minimising production costs, when

capital is invested in the same kind of production process at different locations. Only when

the unit sale-price at the least-cost location is higher than, or equal to, that at othef

locations, will the return from capital investment be maximised (unit sale-prices vary in

different markets). In addition, opportunity costs are not taken into account in this theory.

Therefore should the same capital be invested in other kinds of production, then the profits

accrued from the investment may be higher. Investors usually take opportunity costs into

account when making decisions on where to invest. Hence, the applicability of cost-

minimisation theory to SEZs is questionable. Host countries should not formulate their

SEZ policies based solely on the cost-minimisation theory.

The second group, the general equilibrium theory on world capital movement,

would appear to relate well to definitional and normative theories on SEZ. The argument,

that TNC expectations of higher returns from their capital investment cause outward capital

movements from home countries to host countries, serves to explain the possibility for host

countries to set up SEZs and to justify the reason for using the amount of FDI attracted into

SEZs as part of the performance standards for SEZs. Problems arise when the

assumptions of this theory are placed under scrutiny. Three of the assumptions, based on

which this theory is developed, render it inapplicable to the real world situation. First, it

assumes that production functions are the same in both home and host countries (Caves

1g8Z). That is to say, equal amount of capital and labour would produce the same oulput
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in home or host countries. This is unrealistic, given the fact that in most cases neither

labour productivities nor managerial skill-levels are the same in home and host countries.

Thus, it can be deduced that the ways in which they use capital are unlikely to be the same.

The second assumption is that "markets for products and factors of production lin both

home and host countriesl are perfectly competitive...." (Caves 1982:46). Markets for

products from AICs and LDCs are not always perfectly competitive depending upon the

nature of products and market places. Factors of production, i.e., costs of labour,

materials, transportation and capital, are different in AICs and LDCs. The third assumption

is even more delusory; it is assumed that üansportation costs are not an important factor for

the selection of production sites.

The relationships between the behavioural theory of the third group and the

perspective theory, which tackles the problems and forecasts the future of science parks

mostly located in AICs and MCs, have been widely recognised. TNC desires, as stressed

in the behavioural theory, to secure the supply of information, to monopolise certain

sectors of industries, and to diversify the activities in various countries are materialised

through their investments abroad (e.g., in science parks). These relationships will be

analysed together with Aharoni's organisational decision-making theory2O and Dunning's

eclectic theory, for the latter two embrace the ideas advocated by the behavioural theorists.

Aharoni dissociated himself from tradiúonal economic theories which, in his view,

were static and too simplified, and lend themselves to mathematical manipulation. Hence,

they "...have been proven impotent in explaining business behaviour in general and

investment decision in particular. In fact, all recent studies of investment decisions have

found it impossible to explain their findings in classical terms" (Aharoni 1966:257). He

tried to incorporate social interactions and psychological influences of these interactions

into the investment decision-making process, as what he terms:

20 Th" author uses the the term "theory" in a loose term, as Aharoni never claims that his proposition is a theory.

In his own words, "the basic framework is certainly not a complete theory of business organisations, but only a

viewpoint and an outline for such a theory" (Aharoni 1966:319).
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...a dynamic social process, whose interrelated inputs are the structure in which the

activities take place, and the participants in the process, their roles, personalities, values,

perceptions and orient¿lions; where constant interactions among participants, who exert

influence on one another, occur; where information is constantly added and the added

information and mutual influences constantly change beliefs, goals, roles and

orientaúons. The quasi-resolution of conflict, uncertainty avoidance, problemistic search,

organisalional learning, and the constânt emergence of commitments as a result of the

activities which take place are the central building blocks by which the process can be

explained. The outputs of the process and the dynamic system in which it takes place are

the formulation of policies and the making of decision (Aharoni 1966:303).

Aharoni had no intention to put forward any specific model for analysing problems

of foreign investment. Instead, he proposed a "basic framework"2l and "relational

concepts"22 which can be used for explaining only part of the phenomenon of foreign

investment in SEZs. His proposition echoes Meyer and Glauder's earlier advocacy:

A need seemingly exists for entirely new approach to the problem of constructing a

theory of investrnent that is adequate to explain differences among business firms with

different sFategies and objecfives. Fu¡thermore, a much wider range of technological,

sociological, and psychological phenomena than a¡e conventionally found in economic

tlreory may be needed (Meyer and Glauder 1964:247-248).

Thus far, no one seems to have carried this proposition further, whereby an operational

theory of organisational behaviour and foreign investment can be realised. Because of the

complexity in the business organisation and their behaviour, the objective to establish a

"complete economic theory" is, perhaps, unattainable. Aharoni's basic framework and

relational concepts have not provided any direct answers to the question of what determines

21 Th" basic framewotk consists of seve¡al interrelated components in the system: (i) the structure in which the

acrivities take place; (ii) the participants in the process; (iü) the interactions among the participants, and (iv)

the information available to the participants (Aharoni 1966:291-300)'
22 Th" relational concepts (or codes of behaviour) used in the system are the core of the process, consisting of

"quasi-resolution of cìnflict, uncertainfy avoidance, problemistic search, and organisational learning". They

dËfine the fypes of problems, the types of information, and the way this information is disseminated, digested

and evaluatãã. Th"V also depict the way, in which opinions and actions are fo¡mulated and choices are made

(Aharoni 1966:292, 300-303).
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FDI inflow into SEZs. They have, however, pointed out the need for integration of social,

political, organisational and economic consideration in investment decision-making

process.

Dunning's eclectic theory has some similarity. He contends that

the extent. to which a country's enterprises [e.g., TNCs] serve particula¡ markets or serve

them from one location [e.g, SEZ] rather than another will vary according to

characteristics of home and host countries and the physical and/or'psychic' and'economic'

distanceæ between them (Dunning 1981:91).

This contention lends strong support to what has been discussed earlier about reciprocal

"magnetism" between investing and recipient countries. In Dunning's terms, reciprocal

magnerism is expressed in the eclectic theory that integrates both the iocation-specific

advantages of host countries and the ownership-specific advantages of TNCs from home

countries (Dunning 1981). His theory seems to have explained well why, how, and

particularly where TNCs tend to invest, and to have depicted clearly what categories of

host-counfies are likeiy to succeed in competing for foreign investment. To carry his

theory a step further, he asserts that TNC decision to invest

...is not a question of the choice of location...but one of the extent to which particular

host countries have the kind of industries in which the home counfry has a comparative

advantage. Much of the newly emerging foreign investment by developing countries may

be explained in these terms (Dunning 1981b:90-9i).

But, Dunning does not specify what ingredients constitute the reciprocality between

investing country's comparative advantages and recipient country's endowments, and how

to measure them.

23 ,,It lpry"hic distance] depends on differences in the level of development between the home country and foreign

tn*È!t, in their t"ue1s of education, Ianguage, culture, customs, and legal and commercial systems. More

r""""tfy some Finnish economists lluo-staiinen, 1978) have added a third component of distance, viz.
,economic' distance - the inverse of the economic 'pull' of a particular market, for example, as measured in

terms of GNP or growth of GNP" (Dunning 1981:102, footnote 42)'
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Despite the advances in the theories on FDI and SEZ over the last decades, some

areas remain in need of further research. These include, for example, specific elements of

magnetism (or reciprocality) that instigate inward movement of capital, and the roles of

foreign capitai flow into SEZs by reshaping trade patterns between home and host countries

as reflected in host country's foreign exchange earnings. Furthermore, research in these

areas would require, "...the collaboration not only of economist of different specialities and

persuasions, but between economists and researchers from other disciplines" (Dunning

1981b:40).
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CHAPTER

RECOMMENDATIONS

SEVEN

AI\D COI{CLUSIOI\S

7.L Recommendations

7.1.1. FDI and the Operation of Shenzhen SEZ

Shenzhen SEZ would not have existed, if the nationwide political and economic

reforms had not taken place. Therefore, any issues related to its development should not be

addressed in isolation from the national context. It is beyond the scope of this dissertation

to address in substantial depth the issues of national political reorientation and economic

development strategies. Hence, to propose recommendations on Shenzhen's future

development is an exercise fraught with uncertainty and pursued with caution.

Any resolution of developmental problems in Shenzhen ought to start from the

incompatibility between the proposed national political and economic reforms and the

socialist ideal. On this subject, voluminous studies have been carried out by Chinese

scholars (e.g., Xue Muqiao 1981 & 1982, K.K. Fung 1982, G. Young 1985, and Chinese

Economic Studies 1985-87 vols.19 e.20). Their studies offer no specific mechanism for

resolving these problems. The only realistic recommendation that can be made thus far is a

compromise between the radical reformists and the hard-line restorationists with regard to

the extent of reform acceptable to both sides. If no compromise is made, then the political

instability in China would continue to be the main obstacle to attract FDI into Shenzhen.

As to the issue of what measures Shenzhen SEZ should take to enhance its

attractiveness to foreign investors, the previous studies and present empirical analysis

reveal the ineffectiveness of financial incentives and tax concessions to attract FDI.

Consequently, these practices should be discontinued in Shenzhen. Thus, Chinese

government would be well advised to redirect its financial resources to the upgrading of



2t5

human resources and infrastructure, that have direct effect on FDI' All levels of the

Chinese government should pay attention to the ways in which they operate the SEZ'

pa:ricularly in terms of their approval processes of investment applications. In this regard,

power of approval should rest either in the hands of the central govemment with its offices

located in Shenzhen, or should be fully decentralised to the municipal government, vested

with true power and authority to negotiate with foreign investors and to approve their

applications. The foregoing recommendations are based on the results of this study and its

literature review. Numerous factors of national scale, such as the central government's

trade policies, backward linkages and technology transfer, and currency exchange rate

affecting Shenzhen's performance and FDI, still have not been considered in this study. In

order to explore these factors, recommendations on further studies are made in the

following subsection
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7.1.2 Further Studies on FDI and SEZ

With regard to further research into the roles of FDI, the issue of possible reciprocal

relationship between FDI and economic output from SEZs is of foremost importance' It is

sdll uncertain whether FDI plays such a role in increasing output from SEZs, or higher

output tends to attract more FDI. In other wotds, to what extent does FDI stimulate

economic growth in SEZs. In this connection, the issue of site selection for SEZs is also in

need of further study. Should SEZs be located in rural and small urban areas such as

Shenzhen's original site, or in large cities like the fourteen coastal cities opened up by the

Chinese government?

The second area suggested for further study is that of key determinants of FDI. If it

is the reciprocal magnetism, as some theorists believe, between host country's location-

specific advantages and investing firm's ownership-specific advantages, then, what are the

specif,rc components of this reciprocal magnetism? How can they be measured? The level

of urbanisation in SEZs may have some connection to this reciprocal magnetism' ItS

effects on foreign investment in SEZs can be better dissected by comparing a number of

SEZs having different levels of urbanisation and varying amounts of foreign capital inflow

(see Subse ction 6.4.2). In order to undertake such comparisons, data on the levels of

urbanisation and foreign capiøl inflows in SEZs should be collected'

Foreign exchange earnings were used in this analysis as one of the indicators for

measuring economic $owth in Shenzhen. This variable is more representative than the

value of gross exports, which may contain the value of imported materials or semi-finished

products used as production inputs in SEZ. But, it is still unclear as to what items are

actually included in the foreign exchange earnings, be they local labour' rarv materials,

parts and services. The results of this analysis also show that economic sectors having

higher levels of FDI may not have proportionally higher foreign exchange earnings (see

Subsection 6.2.3). Therefore, further research should be carried out into certain economic
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sector's properties, which seem to have endowed that sector with higher ability of attracting

FDI.

Lastly, there is a need for carrying out further research into the areas of technology

ffansfer and backward linkages with the domestic economy of host country. In order to do

so, two problems must be resolved. One is the selection of indicator(s), measuring unit(s)

and specific measuring technique(s). Not many measuring units and techniques can be

used for a great variety of indicators. How to undertake an integral analysis, based on a

great number of indicators that have different measuring units and techniques, poses a

serious problem. Another problem lies in the sources of data. Data collection needed for

this kind of resea¡ch may touch upon the sensitive area of corporate confidentiality (such as

business transactions and transfer prices between TNCs and their aff,rliates).
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7.2 Conclusions

7.2.L The Global Context of SEZs

SEZs are a by-product of changes in the world industrial production processes'

Over the past foì]I decades, the characteristics of the world industrial production processes

have changed from one primarily based on an individual country's natural endowments, to

another characterised by further labour divisions and moves of part of the industrial

production processes to less production-cost locations. These changes have transformed

the main functions of most SEZs from that of commercial trade to labour-intensive

manufacturing. This transformation has continued in a few advanced SEZs (e.g., science

parks) where the creation of labour-intensive jobs and exports of low value-added products

are no long the objectives of their operations; instead, the importation of high technology

from abroad and undertaking scientifrc research have become their main functions. SEZs

also can be seen as a political product to be used as a platform for testing a host

government's policies. A typical example of this is Shenzhen SEZ, with its strong political

implications directly connected to China's open-door policy and Four Modernisations'

In recent years, the world's SEZs have been increasingly under the influence of

three phenomena. First, world capital and industrial production activities have been further

concentrated in the hands of a few TNCs; and the flows of their FDI have decreased since

they peaked in 1981. Tougher conditions of competition among SEZs for a decreasing

amount of FDI have rendered the operation of some SEZs unviable. Second, because of

the nature of TNC investment and the lack of skilled labour in LDCs, most industrial

production activities in these SEZs are confined in the labour-intensive sectors. As a tesult,

insufficient diversity of industrial production activities, lack of backward linkages, and

inadequate domestic value-added have become common handicaps of most SEZs. Third,

due to the above-mentioned shortcomings, technology transfer is either nonexistent or

extremely limited.
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These phenomena determine the future of most SEZs and the degtee of attainability

of their main objectives - attracting FDI, absorbing advanced technology, and increasing

foreign exchange earnings. Despite the increase in political involvement by host counries

in the operation of SEZs, counteractions taken by governments of home countries by virtue

of their tariffs and other forms of trade barrier have placed additional obstacles on the road

to prosperity for most SEZs. Above all, the process of industrial globalisation has entered

into a new stage, whereby off-shore labour-intensive industrial activities will be soon

phased out, and replaced by high technology, information, and other activities in the

tertiary sector. V/ith the exception of a few advanced SEZs (e.g., science park) time has

run out for most SEZs, as they are struggling to maintain the meagre profits from their

labour-intensive operations.
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7.2.2 The National Context of Shenzhen SEZ

Shenzhen SEZ is both a political and economic product. It was created under

specific political and economic conditions when the nation was pulled towards opposite

directions by two political factions - reformists and restorationists. Under the banner of

Four-modernisations campaign led by Deng, the reformists prevailed over their rivals in the

power struggle for controlling the nation's future. Meanwhile, China has been desperately

in need of capital and technology after years of suffering from political turmoil and natural

calamities that had turned it into one of the poorest nations in the world. As a consequence,

after more than three decades of autarchy, the nation finatly decided to open up its doors,

with a view to attracting foreign capital and technology. Shenzhen has become a means to

achieve the goal of this campaign.

Despite the intricate political and economic conditions under which Shenzhen SEZ

operated, over the period from 1979 to 1987 it performed satisfactorily in terms of

industrial output, foreign exchange earnings, and atÍacted foreign direct investment. Over

this period, Shenzhen SEZ utilised more than 1.3 billion US$ (1982 constant value) of

foreign direct investment in all sectors of its economy (see Table 5.1), while generating a

total value of gtoss industrial output of 9.2 billion US$ (see Table 5.7). Foreign exchange

earnings in Shenzhen City over this period were more than 1.5 billion US$ (see Table

6.10). Such economic indicators show that, despite certain political and economic

constraints, Shenzhen's overall economic performance was better than what could be

expected.

Fundamental factors determining the viability of Shenzhen SEZ include the

incompatibility between the nation's political system and proposed economic reform, its

still relatively weak economic base and limited financial ability, as well as poor human

resources. To change the entire political system and to abandon the existing system of

centrally-planned economy would imply a total renunciation of the fundamental socialist

ideal. Superficial changes of the political system would not help in removing all problems
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faced by Shenzhen SEZ. The removal of these difficulties would take a considerable length

of time. For instance, China would not be able to upgrade the quality of human resoulces

unless its general population receives adequate education' Nor can the nation'S pool

economic conditions be substantially improved until advanced technology is adopted in ali

sectors of its economy. For such a populous countr¡/, the problem of lack of capital cannot

be overcome primarily by virtue of foreign aid. One of the effective means that would

accelerate the removal of these roots is to attract more private capital and to absorb

advanced technology from abroad. For this reason, successful implementation of the open-

door policy and further expansion of implementing this policy from limited locales, such as

Shenzhen SEZ, to the rest of the country would seem to be a temporary solution to these

problems.

While the proposed expansion may help in resolving some of the problems,

increasing competition, as a result of opening up more areas' for already limited FDI may

do more harm than good to Shenzhen's economy in the long run. The observed

detrimental effects of opening up fourteen coastal cities on Shenzhen have sent a warning

signal of undesirable consequences. On the whole, most SEZs in the world in their current

state would no longer be attractive to foreign investors in the future. Within this context,

Shenzhen, like most of the other SEZs, may become an ephemeral phenomenon'
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7.2.3 The Roles and Determinants of FDI in Shenzhen

One of the main roles of FDI in the development of SEZs is to increase industrial

output and foreign exchange earnings. A series of tests were performed to verify whether

Shenzhen succeeded in fulfilling this role. The results of these tests have shown that over

the study period from 1979 to 1987 the annual total value of output from Shenzhen's

industrial sector was correlated positively with the annual total foreign investment of the

previous year in that sector. The results also substantiate the hypothesis that during the

same period Shenzhen's annual foreign exchange earnings were correlated positively with

the annual foreign investment of the previous year in all sectors of the Shenzhen's

economy. Both of the correlation coefficients (ro-,=0.895 and r"-1=0.872) resulting from

these tests are statistically significant. These results obviously do not prove any cause-

effect relationships between the tested variables. They merely substantiate the contention

that foreign investrnent is a viable indicator of the economic growth in Shenzhen.

Since foreign investment is vital for the development of Shenzhen SEZ, more tests

were undertaken to determine factors influencing the amount of foreign capital inflow into

Shenzhen. The results showed that the annual foreign investment in its industrial and

agricultural sectors was correlated positively with the annual output per capita from these

two sectors (see hypothesis H" in Subsection 6.3.1.2). In addition, these results also

indicated that the annual foreign investrnent in Shenzhen was correlated positively with the

ratio of Shenzhen's urban population to its total population (see hypothesis H, in

Subsection 6.3.1.2), and correlated positively with the ratio of Shenzhen's urban labour-

force to its rural labour-force (see hypothesis Hn in Subsection 6.3.I.2). These results

support the view that the annual output per capita from the industrial and agricultural

sectors as well as these two ratios, used as indicators of Shenzhen's economic environment

in the tests, are important determinants of foreign capital inflow into the SEZ.

The relationships between the social environment in Shenzhen and foreign capital

inflow were studied by way of a multiple regression analysis. Although the result from
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this analysis does not indicate any signifrcant association between foreign capital inflow

and the tested indicators of the social environment as a whole (see Subsection 6.3'2.3), one

of the indicators (i.e., the annual total wages paid to the employees in the sector of culture

and education in Shenzhen) did have a positive and significant association with the amount

of foreign capital inflow into the SEZ during the period from 1979 to 1987. This finding

implies that, if considered individually without any interference from other indicators, this

indicator would seem to be one of the factors determining capitat inflow into Shenzhen (see

Tables 4.15 and 6.25).

The potitical environment and its effects on foreign investment in Shenzhen were

analysed on the basis of both the major political changes in China and the implementing

policies applied to Shenzhen SEZ (see Chapter Five and Subsection 6.3.3). Results of the

analysis lend support to the contention that the overall political climate, particularly the

degree of instability of the central government, such as sudden changes in the nation's

leaderships or strategic policy reorientation, influences the course of foreign investment.

The effects can be seen in the congruence between the changes in the overall political

climate and the amount of foreign capital inflow. Conversely, the article-by-article analysis

of the major implementing policies applicable to Shenzhen SEZ shows that most of the

policies, particularly those dealing with financial incentives and tax concessions, were

ineffective and did not seem to have any major impact on the change in foreign investment

in Shenzhen.

Results of this study also suggest that it is the global capital movements that have

maintained SEZs viable, and it is the national reforms that have kept Shenzhen functioning.

V/hat has been learned from this study pertains not only to Shenzhen SEZ, but to the ways

in which LDCs can pursue the advancement of their economic conditions. SEZ approach

was particularly suited for the global conditions in the i960s and 70s. Such LDCs, as

Taiwan and South Korea understood the situation and succeeded in using SEZs to attract

foreign investment and advanced technology. China's late start to establish five SEZs in
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the 1980s, resulting in four failures and one marginally profitable operation, as well as

unsuccessful examples of SEZs in other parts of the world, seems to suggest that the prime

era of SEZs has passed. LDCs would have to invent new ways in accordance with the

cuffent gtobal conditions in order to use foreign investment to propel their modernisation

drive.
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APPEI\DIX 2
Specific Incentives and Requirements in Three Asian SEZs

1. Shenzhen SEZ1, Guangdong, China

Incentives & Requirements:

Location:
I¿nd Area:
Yea¡ of Establishment:
Population:
Employment:
Number of Firms:
Port Facilities:
Rent:

WageRate:

2. Kaohsiung EPZZ, Taiwan, China

Incentives & Requirements:

Location:
land Area:
Year of Esøblishment:

Employment:
Number of Firms:
Capital Investment:
Gross Exports:
Gross Imporß:
WageRate:
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- Exemplion from income taxes for all supplies to the zone.
- Exemption from export taxes for all export products from the zone.
- Transmission of foreign crmency to be subject to the exchange

regulations of the PRC.
- líVo income taxes to be levied on ente¡prises in the zone'
- Exemption from income taxes on profits of reinvestments in the zone

for no less than five years.

Approximately 30 km north of Kowloon, Hong Kong.

327.5km?
t979

- 599,600, including 286,900 permanent and 312,700 temporary (1987)

- 273,600 (1987)
-3A06 (1989) of which 940 were manufacturing
- A 10,000-ton berth
- US$0.25-0.51 per year per sq.ft. of commercial or industrial floor

space.
- US$19-36 per month in 1982.

- No customs duties on imported raw material, parts and machinery, and

on exports of finished products from the zone.
- No sales or commodity tax.
- Five-year tax holiday on corporate income tax.
- Loans available towards purchase of factory building.
- All products to be exported.
- Investment to be no less than US$150,000.
- Value-added to be no less ¡han2}Vo of the FOB price of the exported

goods.
- No environment¿l pollution to be allowed.

- 20 km south of Kaohsiung City
- 68 ha.
- 1966

- 32,4623
- 119
- US$1i7.8 million
- US$749.9 million
- US$415.7 million
- US$163-226 per month

1Soor".",Curie1985,Wong&Chu1985,SSEZY1988,&theD¡i¿ctoryofEnrcrprisesinShenzhenlgSg. Withregardtothenumberofñmsin
the SEZ, two figures ae pisenæd ín ¡J,e Directory, one is 3,399 in the Èamble, mother is 3,406 on page 114.

2 Sourcs: APO 1987, Curie 1985, & Diamond 1990
3 The data on Kaohsiung EIZ werc of Dæember 1983



3. Masan EPZ4, Korea

Incentives & Requirements:

Location:
I¿nd Area:

Leasable I¿nd A¡ea:
Year of Establishment:
Employment:
Number of Firms:
Major Facilities:
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APPENDIX 2 (continued)

- Permanent exemption from import duties and from business tax on
export earnings.

- Five-year exemption from income, co{porate, property, profit,
dividend, and property acquisition taxes

- Firms !o produce only for exports
- Firms torealize net foreign exchange eamings no less than207o of the

export. value.
- Fi¡ms to employ superior technology and to require intensive use of

labour.
- foreign investment to be no less than US$150,000 for self-constructed

factory and $50,000 for standa¡d factory.

- 60 km west of Busan City, largest port city in South Korea.
- 175 ha.5
- 587,000 m2
- t97t
- 31,059 (1978)
- 9s (1978)
- A berth of 20,000-ton capacity
- Seven standard factories
- Housing Accommodation includes two employee dormitories of

3,300m2, 112 apartrnent units for foreigners, and 50 apartment units
for local employees.

4 So*"*, APO:I987, Cuie 1985
5 APO.o,* 814,000 m2
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APPENDIX 3
The Questionnaire SurveY

1. Preamble
Two methods were originally considered for data collection: a questionnaire surve]l and a libræy

search. To collect primary ¿aø] queitonnai¡es were mailed out !o 100 firms operating in Shenzhen SEZ.

1'ttr én¡¡" process ôf tfris questionn"it" survey involved a series of undertakings; namely the-delineation of
populationio be surveyedj the questionnaire 

'design, 
the selection of sample population, and the choice of

'.-Jmør int.nded to be'used for ihe inærpretation and measutement. of responses to the questionnaire. These

unl"rotingr are elaborated as follows. This Appendix also presents thei¡ results, based on which the

decision to use only the method of library search was made.

2. The process and results
After àetineating the type and amount of daø required for the analyses, the first necessary step was

to determine the most sui-æA popìtation capable of providing adequate and accurate daø. Since the analyses

in the dissertation focuse¿ on itre issues ôf FDI, èxports and industrial outputs of the SEZ, the surveyed

popotution should be those manufacturing firms thaiwere involved in some form of FDI. All 3,406 fi¡ms,

iiriø in the Directory of Enterprises in-shenzhen published by the City of Shenzhen_ jn April 1989, had

úeen reuiewed before thó random sample was taken. In order to ensure unbiased sampling of the surveyed

population, 100 firms from all the mãnufacturing firms, that might had been possibly involved in FDI'

were randomly selecæd (for detail of the random selection see Section 4 of this Appendix).

Prior ¡o the full-scale survey, a pilot survey on ten firms was carried out on January 9, 1990 for

testing the quality of the questionnairê deiign and the possible return-rate. Two of these ten firms had been

reloca-"ted, ai nei, quesdoìnaires were renrned. The remaining eight did not responded. Hence the pilot

survey ** onru..êssful. Despite this failure, the full-scale questionnaire survey was launched on March

2l,l99O with three streams of activities undertaken simultaneously.

First, thfuty questionnaires were sent to the Bureau of Smrisdcs of the City of Shenzhen by

registered *uit, tequ"sìing that the Bureau disribute these queslionnai¡es to thfuty manufacturing firms in
thã SEZ, and colleit the 

-answered questionnaires on author's behalf. Second, at tle same time another

twenty questionnaire were sent also by registered mail to the chief ediûor's office of lhs Shenzhen Special

øconornic Zones Yearbooks in Shenzhen,logettrer with the author's letter of request for tÏe same types of
information on twenty manufacturing firms in operation within the SEZ. Third, the author sent

questionnaires directly io 100 randomly selected manufacturing firms in the SEZ, asking for information on

tÎreir firms. It was in-ænded ttrat the results of these undertakings were to be used as inputs of the statistic

analyses.

Approximately two months later, follow-up lettefs were sent to the Municipal Bureau of Statistics

and the chief ediror of the SSEZY with a view úo soliciting their responses to the author's requests. The

ediror did nor respond. On June 18, 1990 a letter, dated June 5 1990 (see Appendix 9) from the Municipal
Bureau of Statistics of the City of Shenzhen was received by the author. In that letter, the Bureâu stâted

that over the past months the author's request had been considered "... carefully and thoroughly. Thorough

discuss[ions]-and investigations have been made by our specialists and our coun[t]erparts in the enterprises.

But we have to say, with all the regret, that it is practically impossible for us to get the information you

need". Of the 100 questionnaires directly sent to the firms having operation in Strenzhen SEZ, only one

was returned with partial answers to tha questions posed in the questionnaire, eight were returned with
reasons, ma¡ked on the envelopes, for impossibility of delivery: "moved, new address unknown" or

"unknown firm". The questionnaire survey was unsuccessful.

Questionnaire design
The questionnai¡e was õomposed of twelve questions. Its Chinese version was sent to the surveyed

firms in Shenihen (see Appendix 5). ln ttre design of this qxestionnaire, particular attention was paid to
three aspects in order to êñsure that suitable and adequate data were gathered through the questionnaire

survey. 
'First, 

the questions posed in the questionnai¡e were formulated according to the nature of daø

requúed to be used as variábles for testing ten hypotheses (see Appendix 4). Each question in the
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quesúonnaire was sEucfured with a specific aim at obtaining cert¿in data that were required for the testing of

o=n" or several hypotheses. The relàtionships between thõ questions asked in the questionnaire, the data

sources and the trypottreses to be tested ale illustrated in Appendices 7 and 8.

Second, the questions were designed in such a way Íhat the type of scale (e.g.aintgrval or ordinal)

used in each question was in accordancð with the method of analysis (e.g., Pearson Product Moment or

ðio5 tubotutiõn) for which the question was intended to cotleõt and þrovide-data. The scales and

measurements of data are to be elaLorated in the following secfion. Third, although only twelve questions

were posed in the questionnahe, proper responses to tire questions were able to provide a sufficiently wide

spectrum of adequate data for this study.

euestion One was intended to gather information on the nature of businesses in the SEZ.

Responsei to this question were intended tó test Hypothesis Three, i.e., correlation between FDI in certain

economic sectors and exports from the respeclive sectors. The purpose of Question Two was to survey

ànnual changes in numbårs of employees in respondenf firms. Dat¿ derived from the responses to this

question *"ie to be used for the cat"ulation of production output and value-added per employee and for

testing Hypottreses Four and Ten.

euestion Th¡ee dealt with the issue of ownerships. Responses to this questio_n were impo-rtant for

resting Hfoothesis Ten, i.e., the relationship between the types of ownership and F!I. Through Question

Èo*,-n" information on fi¡ms' annual iniestments from both domestic and foreign sources could be

obtained and used for verifying if any correlation existed between FDI and exports., production ouþut, local

value-added and the stâte poli;ies. Question Five was posed with a view to assessing respondents' attitudes

torr¿ the state policies, that *".J*ort frequently ãpplied in the SEZ. Hence, through the testing of

Hypotheses Six tó Ten, relationships, if any, between the staæ policies and FDI could be determined.

Answers to Question Six could provide information on the annual output and export values of
individual firms, as well as their values of products sold annually on the domestic ^market. 

This

information was to be used to test Hypotheses Õne þ Four inclusive, and Six and Nine. Question Seven

served to collect data on values of raw materials, semi-finished products and equipments imported annually

by individual firms. These values were needed for the calculation of net export values o_9ed q variables for

the testing of Hypotheses One to Four, and Eight. Question Eight was intended to collect data on wages

paid to 1oîat employees and individual flrms' purchases of domestic materials, semi-finished products and

iervices, such aJwáær, gas and electricity. Thèse data were to be used for testing Hypothesis Five.

Information gathered by way of Question Nine perøined to the surveyed firms' reactions to the

søte policies, and waT to be used as-independent variables for the testing of Hypotheses Six and Seven.

Simiúrly, Question Ten served to provide daø for testing these two hypotheses with regard !o the effects of
the state po--lici"s on foreign invesiments in the form of imported production-inputs. The-remaining two

quesrions in this questionñai¡e were posed to ascertain the destinations of exported goods from individual

f'gms, and to deteimine the ways in ùtrictl their products v/ere exported from Shenzhen. This information

was not used in the statistic analyr"s; but, ratheiit could provide an indication of Shenzhen's export future

in the international ma¡ket.

4 Sampling Process
Before the selection of a sample population for survey, sampling units and framgÏa{ to be defined.

For the purpose of this study, sampling units were the same as the natu¡al units of individual firms, and the

frame was defined as ail thl rnunufu.n ring firms plus the "possible manufacturin$ firms"l that had been

regisrered with the City of Shenzhen by April 1989. As rhe statistic analyses in this study was focused on

fõt utr¿ exports in Shónzhen's manufa-cnrring sector, in order to avoid bias in the sampling process it was

necessary tð include in the frame all the mánufacturing firms. The reason for expanding the frame by

including those "possible manufacturing firms" was simply because of the impossibility to select, with

certainry; a[ the manufacturing firms. Therefore, it was decided to delete those firms, that were definitively

1 Sio"" 
" 

complete and updated list of manufacturing firms curmtty in operation within Shenzhen SEZ was not available, and since the most

updated "Dirætory of Èntcpris* i¡ She¡rzhm" dTd not distinguish_the mmufacturing.fims from olher types of mterprise, an elimination

pio"*. *", used to ¡educe tie size of frame. In this procss, sãme fi.rms, that could neither be identified as non-manufacnrring, nor could they

Le definitively idenrifred as manufactwing, mained in the frame. This group of fms was æmed "possible manufacnuing ñms"'
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not manufacturing (i.e., hotel, cinema and restaurant) and not having FDI, from the list on pages 1-114 of
the Directory of Enterprises in Shenzhen.

In the sampling process the following steps were taken. The first was to delete those firms that

were state-owned and domestic collectively-owned according to the indication of their ownerships on the

third column of the list, for these two types of ownership did not permit FDI. By so doing, the number of
firms on the list was reduced from 3106 to 729. Such reduction in the total number of firms, from which

a sample population of 100 firms was chosen, relatively increased the degree of representation,of the sample

oopulãdon in the survey population (the sample population represents almost one-seventh of the total

ooputation intended to be surveyed). These 729 firms were under joint-ventue, solely-foreign-owned or

äomestic-foreign co-operative ownership, and had the possibility to receive FDI. These firms were

numbered from 1 ø729 for the purpose of random selection. The second step was !o select 100 firms from

these729 firms by using a table of random numbers.2

5 Scales and measurements
The collected dat¿ were to be classified into three categories according to thefu measurement scales.

The first category, pertaining to Questions One, Three, Eleven and Twelve, was of Nominal Scale and was

to be used for cross-t¿bulation analysis in testing Hypotheses Three and Ten. The second category of data

consisted of answers to Questions Five, Nine and Tèn, for which Ordinal Scale 3 was used, and was for
testing Hypotheses Six to Ten. Datâ to be obtained through these questions could not be quanti[ative, but
qualiøtivè. Answers to the remaining questions pertained to the third category, and were all in Interval

Scale.4 The value of answers to questions of ttris category was to be applied directly as inputs into the

correlation analyses in the testing of all hypotheses except for Hypothesis Seven. Similarly, data collected
from the secondary source could also be classified inúo these three categories according to thefu types of
measurement used.

Data of nominal scale could not be measured. They could be classified into groups for cross-
tabulation analyses. Typical examples of the nominal-scale data included the types of industry, e.g.,
electronics, garments and food products in Question One and the types of ownership e.g., domestic-owned,
foreign-owned and joint-ventu¡e in Question Three of ttre questionnaire. The data of ordinal scale were
measurable provided that different values were assigned !o answers to the questions in the questionnaire.
For example, both the degfee of importance ranging from "the least important" to "the most important" in
Question Five, and the degree of effects ranging from "no effect" to "immeasurable effect" in Question Ten
could be measuled, if one assigned values to each of the alternative answers provided in the questionnai¡e.

Similarly in Questions Five and Ten, different. values ranging from the lowest, "1" to the highest "6" were
assigned to the answers. In the case of Question Nine, three values: "2", "4" and "6" were assigned
respectively to three answers according to thefu order of importânce. For measuring the daø of interval
scale, the mathematic values (e.g., investment in dolla¡ value or number of employees) were used as the
measurement.

The reason for choosing the aforesaid scales was that methods of data analysis dictate the types of
data required. Dat¿ of interval scale were necessary for carrying out Pe¿ìrson hoduct Moment correlation
analyses, while data of nominal scale were sufficient for the cross-tabulalion analyses. In this regard, the
decision on the types of daø to be collected, the queslionnaire design, and the selection of methods for data
analysis became an inægral part of the study approach, that were considered since the outset of this study.

2 Uring ,h" Finr-Thousand Table of Random Numbers on page 2 of "Tables of Sampling Numbes" by Kendall, M.G. and Smith 8.8., Cambridge

o Univereity Press, Cambridge, 1939.

' The Ordinal Scale refers to a level of mæsment when objæts in vuious catêgori6 of a scale stand in some ki¡d of relation to the categorie

, (Miliø 1970 136-137).
a Interval Scalc has "all the characteristics of a Ordinal Scale md in additio¡1, the distancs belwæn any two nmbes on the scale are of knom

size" (Miller 1970 136-137, Blalock 1972 77-78, Balsley 1978 n5-n6)'
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6 Limitations
There were some limitations in the entire data collection process, hence in the daø themselves'

First, in order úo ensure a higher rate of return, limiæd questions were asked in the questionnaire' Therefore,

daø were limited to -r*""rr to the quesrions relating to certain areas that might not be comprehensive

ãn*g¡ to reflect the actual state of FDI and exports in Shenzhen's manufacturing sector'

Second, fhere was no way to assess fhe extent to which the respondent firms understood the true

meaning of cert¿in terms used in the questionnaire such as FDI and net-exports. For.instance, some

,ärpä"à?"ïrit-s migttiincloie portfotio invesÍnent as part of their FDI, while others might exclude from

tt.ii.rol the reinveJtm"nt òit¡åir previous-year profits. Some respondents might fill in.the questionnaire

iìr¡ !ã.r-"*porr value in cunent price; *hil" oÎthers might respond to the same question by using net-

"*porî 
value ãt 

"on.trnt 
j.i""- Thus, the. information próvided by the respondents in the questionnaire

rigttt not correctly reflect what the author intended Ûo collect'

Third, the list of firms provided by the Bureau of Statistics, City of Shenzhen, was the most

updated oìe available; yet, it *ur on"-y,"* ot¿. ttre magnitude and nature of firms in Shenzhen might have

.ñ""g"ã r"¡rtantially in th" purt year. Hence, there was uncertainty regarding how closelylhose randomly-

selected firms represented th; u.tuul ,tut" of the manufacturing industry within Shenzhen SEZ atthe time of

srwey.



APPENDIX 4
The Relationships between Study Objectives and Hypotheses

¿5)

To determine the degree of correlation between foreign
investments and exports in the special economic zone.

The degree of export content in the production ourput from individual firms
correlates positively with the intensity of using foreign investment in those
firms.

Objective I

Hypothesis 1

Hypothesis 2

Hypothesis 3

Hypothesis 4

Hypothesis 5

Objective 2

Hypothesis 6

Hypothesis 7

Hypothesis 8

Hypothesis 9

Hypothesis 10

The volume of exports from
capital inflow into that SEZ.

The degree of export content
correlates positively with the
sectors..

the SEZ correlates positively with the foreign

in the outputs from va¡ious industrial
intensity of using foreign investment

sectors
in those

The intensity of using local labour in individual firms correlates positively
with the intensity of using foreign investment in those firms.

The degree of local value-added in the exports from individual firms correlates
positively with the intensity of using foreign investment in those firms.

To evaluate the effectiveness of State policies on attracting
foreign investments and on promoting exports.

The foreign investments in, and the exports from, the SEZ correlates
temporally with the promulgations of the State policies on the issues of
foreign investrnent and exports.

The host country's policies on allowing access of foreign firms to China's
market and repatriation of their profits and capiøls are considered by the
surveyed firms as major factors for their decisions on investment.

The foreign investrnent inflow into the SEZ correlates positively with the
State policies on easing the restriction on imports of production inputs.

The fluctuations of export volume and foreign capital inflow correlate with the
changes in the State policies on currency exchange procedures.

The amount of foreign direct investment per employee in surveyed firms
correlates positively with the percentåge of these firms' foreign ownership
permitted under the State policies.
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APPENDIX 5
The Questionnaire

What is the nature of your company's business? Please check one or more
following:

of the
1.

a) Hotel-

Restaurant

Manufacturing

Retail

1980

1983

Real estate-

following:

Electronics-

Garments

company:

Foreign
(including Hong Kong residents and Taiwanese)

Rmb:

1982-
1985

1988

Other (speciff)

b) If it is manufacturing, please further check one or more of the

Buildine materials Electric appliances-

Foods products Footwear-

Textiles- Other (specify)

2. Please indicate the number of employees in your

Domestic

r980

1981

1982

1983

1984

1985

1986

7987

1988

3. Please indlcate the type of ownership of your company:

Entirely domestic-owned Entirely foreign-owned

joint venture Other (specify)

It it is a joint venture, indicate the

domestic-owned 7o

percentage of foreign-owned-%o and the percentage of

Please state your company's annual total investment in '000
(including both domestic and foreign, reinvestment of previous profits)

1981

1984

1987

4.

1986_
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Of these totâls how much

1980_
came annually from the foreign

1981

1984

7987

1982

1985

1988

of the following source(s) did the foreign investment come, please

sources in '000 Rmb:

1983

1986

tr'rom which

che ck:

Àr r stra li a

Hons Kone Vo

West Germanv Vo

a) Political stabiliry
in China at the time
of establishment

b) Chinese government's attitude
to foreign investrnent

c) Financial incentive

d) Availability of low-cost labour

e) Accessibility to China's
market

f) Tax-free holiday or
reduced income-
tax levied on
enterprises

g) Tax reduction or rebate
on export eaming

h) Reduction or exemp-
tion from import tax

i) Repatriation of
profit and capital

j) Tax reduction or
exemption on employee's
salaries

k) Foreign exchange funds
to be kept in foreign
culrency

l) Reduction or
exemption from
tax on export products

Other (soecifv\ Vo

Beleium Vo

Iaoan Vo

2

I

2

,)

2

Canada-Vo

UK Vo

France Vo

USA 7o

5. How important are the following factors for attracting foreign investment? (circle
number you feel the most appropriate for each of the following) :

least important mosl

5

5

5

5

5

the

important

6

6

6

6

6

J

J

J

J

J

4

4

4

4

4

6

6

5

5

4

4

3

J

)

2
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m) ExemPtion or
reduction from
central exercise
duties and levies

n) Waiver of exPort license

o) Simplified imPort-
export Pfocedures

p) Elimination of the Production
requirement
for export onlY

q) Waiver of minimum
investment requirement

r) Waiver of imPort tax on
impofed Production
equipment

6. What was your company's annual

1983

1986

Raw materials

1

1981

I

1

1

i985

I

1987

5

5

J

J

2

2

export value in '000 Rmb?
1980

1983

1986-
What was your companyrs annual total output value ?

(manufacturing output or sale value in '000 Rmb)
1980 1981

total
1981

1984

1987

1982-
1985

1988

t982

1985

1988

domestic market in

1982--

1985

1988

1984

7987

What was your companyrs annual total value of products sold
'000 Rmb? (excluding Hong Kong, Macao and Taiwan):
1980 198r

1983 1984

t9871 gR6

ln

Please state your company's annual import value in '000 Rmb:
(including those from Hong Kong, Taiwa¡r and Macao)

Parts & semi-
finished products Equipments

198



8. What was your companYts annual
emp loYe es?

r.983

1986

What was
p arts,

1980

1983

total wages (in '000 Rmb) paid to domestic
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1982--
1985

1988-

of domestic materials,

1982

1985

1988

1980- i98i

r984

t987

your company's annual total purchase (in '000 Rmb)
and semi-finished products?

1981

1984

i987

total
water,

1981

purchase (in '000
electricity, gas

Rmb) of domestic services
and other municiPal

1982

1984_ 1985

1988-

9.

10.

1986-
What was your comPanY's annual

including subcontract work,
services:

1980-.-
1983

1986 t987

Does your company consider State policies
Yes No
If "yes", please indicate th¡ee of these policies in

to have attracted foreign investment?

the order of thei¡ importance:

Ð

iÐ

üi)

To what extent do the State policies on imports of new materials, equipments' and
semi-finished products have effects on the foreign direct investment of your company?
Please check one:

No effect Little but unnoticeable effect

Considerable effect Enormous effect-

1.1. What percentage of your products were exported to the fotlowing countries/regions
in 1988?

a) USA

b) Hong Kong

c) Macao

d)uK

e) Other EEC countries

f,) Japan

g) Other

date when it came into effect

Noticeable effect-

Immeasurable effect

7o

Vo

Vo

7o

Vo

.7o

4o

specify the countrY,

specify the country
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12. Which of the following ways does your
company's products abroad? Please

a) Through your foreign parher overseas.

b) Through your parent company in foreign country.

c) Through overseas agents hired by your company in Shenzhen.

d) Through your company in Shenzhen.

company consider
check one:

best for selling the
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The Reduced Questionnaire
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244

APPEI\DIX
Chinese Government's KeY

6
Policies on SEZs

The Law on Joint Ventures Using Chinese and Foreign Investmentsl

articte 1. With a view to expanding international economic cooperation and technological exchanger tle
ii"oprè;r n"pr¡ùc of China pèrmits ioreign companies, enterprises-, other economic entities of individuals

i¡"ï*t"t refened to as foreign participañts) to incotporate themselves, within the territory of the People's

ü;bli; of chinu, into joini uãntot"r wir'tr ctrinesè companies, enJerprises or other economic entities

qtråearter referred to as Cïinese participants) on the principle of equalify and mutual benefit and subject to

authorisation by the Chinese Government.

Article 2. The Chinese Government protects by the legislation in force, the resources invested by foreign

;;;i;úñ in a joint lr"nrur" and the profits ¿ué trim purryan! p th9 agreemerìts, contracts and articles of
association authorised by the Chinese Government as well as his other lawful rights and interests. All the

activities of a jointlr.nt*" shall be governed by the laws decrees and pertinent rules and regulations of the

People's Republic of China.

Articles 3. A joint venture shall apply to the Foreign Investment-Commission of the People's Republic

ãf Cr,in^ for auihorisation of the agrêõments and conrãcts concluded between the partigl to the venhre and

the articles of association of the uãnt*" formulated by them, and the Commission shall authorise of reject

these documents within three months. \ù/hen authoriied, the joint venture shall register with the General

Adminisnation for Industry and Commerce of the People's Republic of China and start operations under

licence.

Capital

Article 4. A joint venrure shall take the form of a limited liability company.. In the. re_gistered capital of

a joint u"ntore, the proporúon of the investment contributed by foreign participant (s) shall in general not

be less than 25Vo. Thè prof,rts, risks and losses of a joint venture shall be shared by the paÍies to the

uåntur" in proportion to tireir contributions to the registðred capital. The Eansfer of one party's share in the

registered ðapitat shall be effecæd only with the consent of the parties to the venture.

Article 5. each paÍy to a joint venture may contribute cash, capital goods, industrial property rights, etc.

as its investmenf in ihe u"ät*". The technology of equipment conributed by any foreign participant as

investment shall be truly advanced and appropiiate to China's needs. In the case of losses caused by

0..ôjtion rhrough the inienrional provision-of õutdated equipment of technology, compensation shall be

pui¿ior the lossõs. The investmeni conrributed by a Chinese participant may include the right to the use of
'site provided for the joint venture during the period of its operation. In case such a contribution does not

.onrtitot. a part of täe investment from the Chinese participant, the joint venture-shall pay the Chinese

Govemment-for its use. The various contributions referred to in ttre present article shall be specified in the

contracfs concerning the joint venture or in its arlicles of association, and the value of each contribution

(excluding that of thã site) shall be ascertained by the parties to the venture through joint assessment.

Board of Directors

Article 6. A joint venture shall have a boa¡d of directors with a composition stipulated in the contracts

and the articleð of association after consultation between the parties to the venture, and each director shall be

appointed by his own side The board of directors shall have a chairman appointed by the Chinese

prti.ipunt aid one or two vice-chairmen appoinæd by the foreign participant(s). in handling an important

I quoted f¡om FEER vol.l05 no.29, Iuly 20, 1979, pp50-51



241

problem, the board of directors shall reach a decision through consultation tV t!9 participants on the

þrinciples of equality and mutual benefit. The board of directors is empowered to discuss and take action

on, púrso"nt to the provisions of the articles of association of the joint venture, all fundamental issues

conôerning the ventüre, namely, expansion, projects, production and business progmmmes, the budget,

distribuúon of profits, plans concerning mãnpower ãnd pay scales, the termination of business, the

appointment or hiring of president, the vicè-president(s), the óhief engineer, the Eeasurer and the auditors as

*étt as their funcdoñs and powers and theirremuneration, etc. The president and vice-president(s) (or the

general manager and assistant general manager(s) in a factory) shalfbe chosen from the various pailies to
Ihe venhue. Procedures covering the employment and discharge of the workers and staff members of a joint
venture shall be stipulated according ¡o law in the agreement or contract concluded between the parties to the

venture.

Profit

Article 7. The net profit of a joint venture shall be distributed between the parties to the venture in
proportion to their respective shares in the registered capital after the payment of a joint yentye income [ax

on its gross profit puisuant to the tax laws of the People's Republic of China and after the deductions

therefrõm as-stipulãted in the articles of association of the venture for the reserve funds, the bonus and

welfare funds foì the workers and staff members and the expansion funds of the venture. A joint venture

equipped with up-to-date technology by world standards may apply for a reduclion of or exemption from
inèome tax for the first two to three profit making years. A foreign participant who re-invests any part of
his share of the net profit within Chinese territory may apply for the restitution of a part of the income tax

paid.

Article 8. A joint venture shall open an account with the Bank of China or a bank approved by the Bank

of China. A joint venture shall conduct its foreign exchange transactions in accordance with the foreign
exchange regulations of the People's Republic of China. A joint venture may, in its business operation,
obtain funds from foreign banks directly. The insurances appropriate to ajoint venture shall be furnished
by Chinese insurance companies.

Production

Article 9. The production and business progmmmes of a joint venture shall be filed with the authorities
concerned and shatl be implemented through business contracts. In its purchase of required raw and semi-
processed materials fuels, auxiliary equipment, etc., a joint venture should give first priority to-Chinese
iources, but may also acquire them directty from the world market with its own foreign exchange funds. A
joint venture is encouraged to market its products outside China. It may distribute its export products on
foreign markets through di¡ect channels or its associated agencies or Chinas foreign rade establishment. Its
products may also be distributed on the Chinese market. lVherever necessary, a joint venture may set up
affiliated agencies outside China. Profit, wages may be remitted abroad.

Article 10. The net profit which a foreign participant receives as his share after executing his obligation
under the pertinent laws and agreements and contracts, the funds he receives at the time when the joint
venture terminates or winds up its operations, and his other funds may be remitted abroad through the Bank
of China in accordance with the foreign exchange regulations and in the crurency of currencies specified in
the conEacts concerning the joint venture. A foreign participant shall receive encouragement for depositing
in the Bank of China any paÍ of the foreign exchange which he is entitled to remit abroad.

Articte 11. The wages, salaries or other legitimate income earned by a joint venture worker or ståff
member of a joint venture, after payment of the personal income lax under the tax laws of the People's
Republic of China, may be remitted abroad through the Bank of China in accordance with the foreign
exchange regulalions.

Article 12. The contract period of a joint venture may be agreed upon between the parties to the venture
according to its particular line of business and circumstances. Ilhe period may be executed on expiration
through agreement between the parties, subject to authorisation by the Foreign Investment Commission of
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the people's Republic of China. Any application for such extension shall be made six months before the

expiration of the contract.

In Case of Losses

Articte 13. In the case of heavy lossgs, the failure of any party to a joint venture to execute its

ãîfiÀãrion" under rhe conracts or the articles of association of the veñture, fórce majeure,-etc. prior to the-

ã*fñation of the contract pr¡o¿ of a joint venture, the contract may be terminated.before the date of

ó*iitation by consultation'*¿ ugte"*änt between the Foreign Investment Commission of the People's

nJpotfi. of 
'Ctrina 

and regisradon with the General Administration for Indusry qnd Commerce. In the

.uJ"r of losses caused byireach of tïe contract(s) by a pafly to the venture, the financial responsibility

shall be borne by the said PartY'

Article 14. Disputes arising between the parties to a joint venture which the board of di¡ectors fails to

sãttle trrough consulration rñay be settled tlnough conciliation of arbiration by an arbiual body of China

or through arbination by an arbitral body agreed upon by parties.

Article 15. The present law comes into force on the date of its promulgation. The power of amendment

is vested in the National People's Congress.
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Chapter 1 General PrinciPles

Article 1. Certain areas ate delineated from the three cities of Shenzhen, Zhuhai and Shantou n

Coung¿ong province to form special economic zones (hereafter referred to as special. z-ones) in order to

¿"î.1õp eiærnal 
""ono*i. 

coo'peration and technical exchanges and promote the.socialist modernisation

;;;ñr. In the special ,on"s, foreign citizers, overseas Chinese, compaFiots (hereafter referred to as

inuãstors¡ are encouraged to open fac-tories of set up enterprises and other establishments with their own

investment or undertake jointìentures with Chineie inveitment, and thei¡ assets, due profits and other

legiúmate rights and interests are legally protected.

Article 2. Enterprises and individuals in the special zones must abide by the laws, decrees and related

iãgof^rionr of tfre people's Republic of China. Where tlere are specific provisions of People's contained in

úrã presenr regulations, they hãve rc be observed as stipulated herewith.

Article 3. A Guangdong Provincial Adminisfiation of Special Economic Zones is set up to exercise

unifié¿ *unugementõf th;special zones on behalf of the Guangdong Provincial People's Govemment.

Articte 4. In the special zones investors are offered a wide scope of operation, fav^ourable conditions for

such operation are created, and stable business sites are guaranteed. All items of industry, agriculture,

iiu"rtoät breeding, fish brãeding and poultry farming, tourism, housing and construction, resea¡ch and

manufacture invÑing high tecñnologies attä techniques that have positive significance in international

."ã"o¡¡i. cooperation"and"technical eichanges, as well as other Fades of common interest to investors and

ih" Chin.r" side, can be established with foreign investment or in joint venture with Chinese investment'

Articte 5. Land-leveling projects and various public utilities in the special zo¡es such as.water supply,

Atuinug", power supply, tõá¿s, *tra*es, communications and watehouses, are undertaken by the Guangdong

provincial Administraúon of Special Economic Zones. When necessary, foreign capital parúcipation in

ttreir development can be considered.

Article 6. Specialists at home and abroad and personages who are enthusiastic about China's

modernisation þrogram will be invited by each of the special zones to form an advisory board as a

consultative body for that special zone.

Chapter 2 Registration and Operation

Articte 7. Investors wishing !o open factories or [ake up various economic undertakings with investment

should appty to the Guangdõng provincial Adminisradon of the Special Z¡nes, and will be issued licenses

of registry and use of land after examination and approval'

Article 8. Investors can open accounts and deals with matters related to foreign exchange in the Bank of
China in the special ,on"sb. other banks set up in the special zones with China's approval. Investors can

apply for insurance policies at the people's Insurance Company of China in the special zones, or at. other

iniu¡ance companiel set up in the special zones with China's approval'

Articte 9. hoducts of the enterprises in ttre special zones are to b_e sold on the international market. In

an enterprise wants to sell its prôdocß in the ôomestic market in China it must have the approval of the

Guangdong Provincial Administration of Special Economic Zones and pay cusúoms duties.

Article 10. Investors can operate their enterprises independently in the special zones and employ foreign

personnel for technical and adminisrative work.

The Regutations on Speciat Economic Zones in Guangdong Provincez

2 quoæd from SSEZY 1985pp202-207
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Article 11. If investors want to terminate their business in the special zones, they should submit the

reasons for their termination to the Guangdong Provinciat Administration of Special Zones, go through

relatedprocedures and clear the debts. ttre assets of the closed enterprises can be transferred and the funds can

be remitted out of China.

Chapter 3 Preferential Treatment

Article 12, The land in the special zones remains the property of the People's Republic of China. Land

to be used by investors will be provided according to the actual needs, and the length of tenure, rent. and

method of payment will be given favourable consideration according to the different trades and uses.

Concrete methods will be specified separately.

Articte 13. Machinery, spare pa$s, raw materials, vehicles and other means of production for the

ente¡prises in the special zones are exempted form import duties. The necessary consumer goods shall be

subjeit to full or lower import duties or exempted, depending on the merits of each case. Imports of the

above-mentioned goods and exports of products of the special zones must go through existing customs

procedures.

Article 14. The rate of income t¿x levied on the enterprises in the special zones is tobe I5Vo. Special
preferential treatment will be give [o enterprises established within two years of the promulgation of these

iegularions, enterprises with an investment of US$5 million of more, and enterprises involving high
technologies or having a longer cycle of capital turnover.

Article 15. Legitimate after-tax profits of the investors, salaries and other proper earnings after paying
personal income tax of the foreign , overseas Chinese and Hong Kong and Macao workers and staff
members of the enterprises in the special zones can remitted out of China through the Bank of China or
other banks in the special zones in line with the zone's foreign exchange conEol measures.

Article 16. Investors who reinvest their profits in the special zones for five years and longer may apply
for reduction or exemption of income tax on the part of profits reinvested.

Article 17. Enærprises in the special zones are encouraged to use China-made machinery, raw materials
and other goods. Preferential prices will be offered on the basis of the export prices of China's similar
commodities and settled in foreign exchange. These products and materials can be shipped directly to the

special zones with the vouchers of the selling units.

Article 18. Entry and exit procedures will be simplified and convenience offered to the foreigners,
overseas Chinese and compatriots in Hong Kong and Macao going in and out of the special zones.

Chapter 4 Labour Management

Article 19. Labour service companies are to be set up in each of the special zones. Chinese staff
members and workers to be employed by enterprises in the special zones are recommended by the local
service companies or recruited by the investors with the consent of the Guangdong Provincial
Administration of Special Zones. Enterprises can test them before employment and sign labour contracts
with them.

Article 20. The employees of the enterprises in the special zones are be managed by the enterprises
according to their business requirements, and if necessary, can be dismissed in line with the provisions of
the labour contracts. Employees of the enterprises in the special zones can submit resignation to their
enterprises according to the provisions of the labour contracts.

Article 21. scales and forms of the wages, award methods, labour insu¡ance and various state subsidies of
the Chinese staff members and worker in the enterprises are to be included in the contacts signed between
the enterprises and the employees in accordance with the stipulations of the Guangdong Provincial
Adminisration of Special Economic Zones.
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Articte 22. Enterprises in the special zones should have necessary measures for labour protection to

ensure that the staff members and workers work in safe and hygienic conditions.

Articte 23. The Guangdong Provincial Administration of Special Economic Zones exercises the

following functions: (i) draw up development plans for the special zones and organise for their
implementation, (ii) examine and approve investment projects of investors in the special zones, (üi) deal

with the registration of industrial and commercial enterprises in the special zones, (iv) coordinate the

working relations among the banking, insurance, taxation, customs, frontier inspection, postal and

telecommunications a¡rd other organisations in the special zones, (v) provide staff members and workers
needed by enterprises in the special zones and protect the legitimate rights and interests of these søff
members and workers, (vi) run education, cultural, heath and other public welfare facilities in the special
zones (vii) maintain law and order in the special zones and protect according to law the persons and
properties in the special zones form encroachment.

Article 24. The Shenzhen Special Zone is under the direct jurisdiction of the Guangdong Provincial
Adminisradon of Special Economic Zones. Necessary agencies are to set up in the Zhthai and Shantou
Special Zones.

Article 25. A Guangdong Provincial Special Economic Zones Development Company is to be set up to
cope with the economic activities in the special zones, acting as agents for investor in the special zones in
matters related to sales and purchases with other pars of China outside the special zones, and providing
services for business talks.

Chapter 6 Appendix

Article 26. These regulations shall be enforced after their adoption by the Guangdong People's Congress
and after by have been submitted to and approved by the Sønding Committee of the Naúonal People's
Congress of the People's Republic of China.



APPENDIX 7
The Relationships among Hypotheses, Variables and Questionnaire

The ratio of annual export
value to annual manufac-
turing ouçut value for
individual frms

Changes in export values
for all surveyed firms

The ratio of export value
to manufacturing output
value for the correspondent
secûors

hoduction output per
employee of the corres-
pondent firms

Local value-added per unit
of exported products from
the correspondent firms

Annual changes in foreign
direct investment and in
export value of surveyed
firms

Responses given by
suweyed f,rms regarding
their decisions on FDI

Changes in the amount
of foreign direc[ investment
by surveyed firms

Changes in the amount
of foreign direct investment
and exports in ttre SEZ

The amount of foreign
di¡ect investment per

employee in the corres-
pondent firms
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Data from
correspondent
questions in the
Questionnaire.

4,6,7

4, 6,7

t, 4, 6,1

2, 4, 6,7

4,8

4, 5, 6,9, 10

5,9, 10

4, 5,1

4,5,6

Independent variable Dependent variable

Hypothesis 1 The ratio of foreign direct
investment to total
investment for
individual firms

Changes in foreign direct
investment for all surveyed
firms

The ratio of foreign
direct investment to total
investment for various
secÛors

The ratio of foreign
direct investment to
total investment. for
individual firms

The ratio of foreign
direct investment !o
total investment for
individual frms

Dates of promulgation
of the State policies on
foreign direct invesûnent
and exports

Hypothesis 2

Hypothesis 3

Hypothesis 4

Hypothesis 5

Hypothesis 6

Hypothesis 7 The State policies on
foreign firms' access to
local market and
repatriation of profits

Hypothesis 8 The State policies on
loosening restrictions on
imports of production
inputs

Hypothesis 9 Changes in the State
policies on curency
exchange procedures

Hypothesis 10 The percentage of
foreign ownership of the
suweyed firms permined
under ttre Søte Policies

2,3,4,5



hypotheses

1,3,4,5,6,8,10

r,3, 5

)o

4, 10

1

I

2

J

J

4

5

6

7

8

9

10

10

APPEI\IDIX 8
Types and Sources of Data in Relation to Hypotheses

data required for testing hypotheses

¡1¡nal FDI of suweyed frrms in manufacturing sector

annual export values of surveyed firms in manufacturing sector

annual total export values from Shenzhen SEZ and surveyed f,ums

labour force in surveyed firms in manufacturing sector

annual output per surveYed firm

annual total investment per surveyed firm

annual total FDI in Shenzhen SEZ and surveyed firms

annual FDI by sectors in Shenzhen SEZ

annual export values by sectors in Shenzhen SEZ

¿¡1¡ ral production ouÞut per employee in surveyed firms

annual local value-added in surveyed firms in manufacturing sector

state policies: promulgation dates & nature

individual firms' attitude towards staæ policies

stâte policies on imports of production inputs

state policies on curency exchange procedures

types of ownerships of surveyed firms

state policies on ownerships
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sources*

a

a

D,Q

a

a

a

D,Q

a

a

a

a

D

a

D

Q,D

a

a

Q = qustiomaire swey
D = sæondary sourcs including dæmmts, joumals and bæks



Author's letter, dated March 19,1990, sent by registered mail
to the Statistics Bureau of Shenzhen City, requesting assistance
in collecting primary data from 30 enærprises in Shenzhen SF.7;

enclosed with it were 30 questionnaires

APPENDIX 9
Correspondences Related to the Collection of Primary Data
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Iætter of response, dated June 5,1990, from the Statistics Bureau of
Shenzhen City.

SIATISIICS BUREAU OF S}IEN¿REN

SHENZHEN, OUÀNCDONG

P. R. CH IN,I

JUNE 5, I'90
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APPENDIX 10
Price Indices

Year
Price fndex

for
Gross Private

Investment

80.3

86.9

94.5

100.0

100.4

101.5

103.3

105.8

108.8

Price Index
for

Exports of
Goods & Services

82.9

90.5

97.1

100.0

10i.6

104.3

r03.1

103.9

106.0

Price Index
for

Finished Consumer
Goods

1979

1980

1981

t982

1983

1984

1985

1986

1987

87.3

92.4

97.8

100.0

101.0

105.4

r04.6

107.3

109.5

Source: Sfarrtic¿l Abstræt ol the llnited Slar¿s, 109th ed.4&-465,United Stats DePanment of Comerce, Washington, D.C.' 1989
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APPENDIX 1.1

Official Exchange Rates

Year

r979

1980

1981

1982

1983

r984

i985

1986

\987

US$/HK$

4.92

5.11

5.64

6.54

7.82

7.83

7.80

1.79

7.78

US$/Rmb

1.50

1.53

r.7 5

1.93

1.98

2.11

3.r9

3.1r

3.72

HK$/Rmb

0.304

0.300

0.307

0.297

0.252

0.355

0.407

0.4'76

0.479

Source: FEER, the last issue of æch yær from 1979 to 1987
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APPENDIX 12
China's Consumer Price Index

Year Index

r919

1980

1981

t982

1983

t984

1985

1986

1981

1988

't6.2

81.8

83.9

85.4

87.0

89.4

100.0

107.0

116.4

140.5

Sovtce: Interßtional Finarcial,sralisrics, vol.43 No.2 166 , Feb.1990 & voi.40 No.10 160, oct.1987, Intmational Monetary Fund,

Washington, D.C.



252

APPE¡{DIX 13

Correlation and Regression Analyses

Two basic equations - Equations 6.1 and 6.2 - wete used for the computation-of

correlation coãffi.ient "r" and distribution "t", and are quoted here for the ease of further

explanation and reference.

" = Gquation 6'1)1'- ¡21

r {n-Zt=
^/T-'r'

@quation 6.2)2

The input values of variables "x" and "y", and the number of observation "n" in these

;d"riffi vary according to the hypotheses to be tested. For the testing of Hypothesis
g", i" gquæion 6.1, "x" Is an independent variable, representing the annual foreign direct

inïestmeìts GDIE) per employee in the SEZ in each year for the, period from 1979 to

t98l; "y" is a OepeáO^ent variatie, representing the value of per employee's annual outputs

from'thä industrial secror of rhe SEZ for the same period. In this case n = 9. By using

the above equations and the values of x, y, x2,Y2, and xy as shown in Table A'1' the

values of r^ and t" are computed as follows:

Table 4.1 Computation of Pearson Product-Moment Correlation Coefficient "ro"

Year

r979
1980
1981
1982
1983
1984
1985
1986
t987

x

0.50
1.i5
2.68
1.00
1.10
7.32
0.95
1.60
0.91

tt.2l

y2

0.81
1.85

13:16
9.99

t4.36
45.43
74.r3
98.60
ï65.9

xy

0.45
1.56
9.94
3.16
4.r7
8.90
8.18

15.89
tt.l2

x2

0.90 0.2s
1.36 r.32
3.1t 7.18
3.t6 1.00
3.19 r.2r
6.74 1.74
8.61 0.90
9.93 2.56
12.88 0.83

51.08
x
I,Y
r,xy
:x2
(:xP
>f
(rvP

I Oo,"A fiom Balsley lg78 3g4 md Blalæk, Jr. 1972b 380

'Quotcd from Balsley 1978 396

63.79
t6.99

r25.66

2,609.r7
424.83

cor¡elation coefficient Í 
^ 

= 0.017 2
Note: Fo¡ the simplification of computation without affæting the outcome, the valus of "x" and "y" in Table A'1 have

bæn romded and shown in thousmd.
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9(&\ - (11X51) = 0.0172
te(17) - (r26)lte(42s) - (260e)l

. o.or12.'[g5t"::# : 0.0455* { t-1o.otzz¡'

For the testings of Hypothesis H*, and H"-r, which took into account one- and two-year

time lags, the-same equations weie used. Only differences were the input values of "y"

t¡ui.oË"rpond to the vatues of "x" for specific years. These values a¡e listed in Tables

A.2 ande.¡. ln the case of H*, n = 8; while in the case of H",, n = 7. The computations

of r.-,, r,,r, t ,, and t"., are shown as follows:

Table 4.2 Computation of Pearson Product-Moment Correlation Coefficient "r^-1"
Based on One-Year Time Lag

Year

t979xll980y
1980x/1981y
l99lxlI982y
1982x/1983y
r983xlr984y
1984x/1985y
1985x/1986y
L986xll987y

X

0.50
1.15
2.68
1.00
1.10
r.32
0.95
1.60

Ix 10.30
I,Y

rxyw
Gx)2 106.09
>f

(tv)2

v

1.36
3.7r
3.t6
3.79
6.74
8.61
9.93

12.88

x2

0.25
t.32
7.18
i.00
t.2t
t.74
0.90
2.56

y2

1.85
13.76
9.99

14.36
45.43
74.r3
98.60

165.90

xy

0.68
4.27
8.47
3.79
7.4r

tr.37
9.43

20.6r

50.18

2,518.03

66.03
16.16

424.02

correlation coefficient ra-r = 0.082

No!e: For the simplification of computation without affætirg the outcome, the value of "x" and "y" in Table A'2 havc

bø rouded ad shom in thousand'

* _ 8(6ô-(loxsol
ri ts ( r 0) - ( r 06)ltg (424) - (zs r8)l

= 0.082

. 0.082fitt - -'-- = 0.2015Lz-l - 

----a
! 1-(0.082)u
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Table 4.3 Computation of Pearson Product-Moment Correlation Coefficient "fu-2"
Based on Two-Year Timelag

Year

t979xll98ly
r980xlI982y
1981x/l983y
l982xlr984y
1983x/1985y
I984xll986y
1985x/1987y

>x
>v

r,xy
N

Gx)2
>f

0y)2

x

0.50
1.15
2.68
1.00
1.10
t.32
0.95

8.70

v

3.7r
3.16
3.79
6.74
8.61
9.93

12.88

x2

0.25
1.32
7.r8
1.00
t.21
t.74
0.90

y2

13.76
9.99

t4.36
45.43
74.r3
98.60

165.90

xy

1.86
3.63

10.16
6.74
9.47

13.11
12.24

48.82

13.60

57.21

422.t]

correlation coefficient r a-z= -0.2297

75.69

2,383.39

Note: For the simpiiñcation of computation without affæring the outcome, the valus of "x" and "y" in Table 4.3 have

bø ¡omded and show i¡ thousud'

7(5Ð-8.7(48.8) = -0.02297la-z=
u 03.6) - (7 s.1 )lt1 (422) -23831

. -o.2zg7.'n-2ta-2=ffi = -0.528

"lr-(0.2297)2
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Hypothesis H5-1 took into account one-yeã time lag; hence n = 8. Used as inputs for the

computation olcorrelaúon coefficient ;'ro-," the values of x, y,.x2, y2 and xy ar9 listed in

faUte e.¿. By using Equations 6.1 and 6.) conelation coefficient ro,, and disribution to.'

are obtained as follows:

Table 4.4 Computation of Pearson hoduct-Moment Correlation Coefficient "16-1"

Based on One-Year Time Lag

Year

r919xlI980y
1980x/1981y
I98lx/I982y
t982x/t983y
1983x/1984y
1984x/1985y
1985x/1986y
1986x/1987y

>x
>v
>xy
,r.2

CIx)2
zyz

0y)2

v

3.62
14.30
2t.12
40.74

104.11
t66.29
2r9.63
352.29

922.t0

x2

0.07
r.37

10.96
7.95

26.83
63.20
31.95

889.23

y2

13.10
204.49
446.05

r,659.75
10,838.89
21,652.36
48,237.34

r24,t08.24

xy

0.98
t6.13
91.03

114.89
539.29

r,322.0r
1,352.92

10,505.29

X

0.27
t.r7
4.31
2.82
5. r8
7.95
6.16

29.82

5'7.68

3,326.98

850,268.41

13,943.r4

2r3,160.22

correlation coefficient r¡-r = 0.895

r.037.56

Note: Fo¡ the simplification of computâtion without affæting tÏe outcome, the value of "x" and "y" in Table 4.4 have

bm romded and shom in 107.

= 0.895

12vt=807o

tu-r =
o.ses{&2

= 4.904
{ i1o.t-e5¡,

to-r > to.osre¿r Q.447)

_ 8(13.9\-57(922\

l8( 1037)-(3326)l [8(21 3,160)-(850,268)]



_ 8(10,9s0)-144.8(484.8)

t8(2,496)-( 13, 148) [8(s4,090)-(23 s,060)]

2s6

In a Simila¡ manner, COrrelatiOn coefficient "r"-," and diStribution "t".r" reSulted frOm the

following computations by using input daø as iisted in Table A'5. In this case "n" also

equals to8 because of the consideration of one-year time lag.

Table 4.5 Compuøtion of Pearson Product-Moment Correlation Coefficient "r"-1"

Based on One-Year Time Lag

Year

I979xlt980y
1980x/1981y
l98txlI982y
I982xlI983y
l983xll984y
1984x/1985y
1985x/1986y
t986xll987y

Ex
EY

rxy
)Y¿

(Ix)2
>y2

(rY)2

X

1.91
3.76

rt.94
7.38

14.34
20.74
t8.72
35.99

rr4.78

v

22.26
t7.53
r7.53
r7.39
20.72
99.33

r32.84
t57.26

484.83

x.2

3.65
t4.t4

t42.56
54.46

205.64
430.15
350.44

r,295.28

y2

495.5r
307.30
307.30
302.t4
429.32

9,866.45
t7,646.41
24,730.7t

xy

42.52
65.9t

209.3r
r28.34
297.t2

2,060.10
2,486.76
5,659.79

10,949.85
2,496.32

54,085.47

correlation coefficient rc-r = 0.872

13,174.45

235,060.13

Note: For the simplfication of comPulation without affæring the outcome, the valus of "x" md "y" in Tabie A 5 have

bø ¡omded and shom in 107.

= 0.872

tc-1 =

f .t=76Vo

0.8i2182

^[uaw-zy
= 4.358

t"-r > to.os/ear (2.441)

' 'r:';:lN-n*-:ì,'ì
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In order to test Hypothesis H" which disregarded the time-lag factor, r" and t" are computed
as follows. In this case fhe values of variables "x" and "y" were obtained from Tables 6.6

and 6.7 , and the number of observation "n" is equal to 9.

Table 4.6

Year

r979
1980
i981
1982
1983
t984
1985
1986
1987

I,X
>v

Lxyw
CIx)2
>f

0v)2

X

1.91
3.76

tt.94
't.38

14.34
20.74
t8.72
35.99
25.75

140.53

v

29.59
22.26
17.53
r7.53
17.39
20.72
99.33

r32.84
t57.26

5t4.42

x2

3.65
14.r4

t42.56
54.46

205.64
430.15
350.44

1,295.28
663.06

yz

875.51
495.51
307.30
301.30
302.r4
429.32

9,866.45
t7,646.47
24,730.7r

xy

56.52
83.70

209.3r
r29.37
249.37
429.73

t,859.46
4,780.9r
4,049.45

Computation of Pearson Product-Moment Correlation Coefficient "r""

19,748.68

rt,847.82
3,159.38

54,96r.M

correlation coefficient r" = 0.764

f"=587o

. 0.164115t =- = 1.14" { r-{o.ss+;,

t" ) to.osr¿r Q.365)

264,627.94

Note: For the simplifrcation of computâtion without affecting the outcome, the valus of "x" and "y" in Table ,{.6 have

bæn rouded and shom i¡ 107,
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By the Same token, the correlation coefficientS r¿, rs, r¡, rr, ând r¡, âS woll aS theil

relating t-distributions are computed as follows:

Table 4.7 Computation of Pearson hoduct-Moment Correlation Coefficient "f¿"

Year
r979
1980
1981
1982
1983
1984
1985
1986
1987

:x
Ey
>xyw
€r.P
ry2
Gvf

axL
33.6
51.8
49.0
41.0
41.0
46.2
51.8
37.2
41.0

y2
3.6

14.4
r4r.6
45.8

2M.5
428.5
349.7

t,296.0
665.6

xy
11.0
21.4
83.3
47.4
91.5

140.8
t34.6
2t9.6
165.1

xy
5.8 1.9

7.2 3.8
7.0 11.9
6.4 7.4
6.4 r4.3
6.8 20.7
1.2 t8.1
6.1 36.0
6.4 25.8

59.3
140.5

3,516.5
392.6

920.7

3,158.7

correlation coefficient r¿ = -0'117
t9,.140.3

Note: For the simplification of computation without affæting the outcome, the values of "x" and "y" in Table A'7 are respætive)y shown in

hmdred and þn million l gS2 constani Us dollu, and have been rounded. Fo¡ sourcs sæ Tabls 5 9 and 6'6'

fd=
9OzL)-s9(r4Ð- = -0.117

9 (393) -(3,5 r7)l t9(3, 1 59)- ( 19,740)

Since the value of r¿ is so insignificant, there is no need to calculate td

' .:.i. 1.:.'

..:i'l¡\iinì:



. .. a- .:.tri:ì. .

259

Computation of Pearson Product-Moment Correlation Coefficient "f'"

X

0.42
0.43
0.75
0.93
l.4r
2.16
3.91
4.85
7.tl

22.57

v

0.83
1.65
5.25
3.25
6.30
8.17
6.4t

30.26
23.39

85.51

x2

0.18
0.18
0.56
0.86
r.99
7.26

15.29
23.52
50.55

y2

0.69
2.12

27.56
10.56
39.69
66.75
4t.09

9L5.67
s47.09

xy

0.35
0.7t
3.94
3.02
8.88

22.55
25.06

t46.76
166.30

Table 4.8

Year

t979
1980
1981
L982
1983
1984
1985
1986
t987

377.5'7
100.75

509.40

1,31t.96
1,651.82

correlation coefficient f"= 0'848

Sou¡cæ:Thedataon''x"and''y''wæobtainedftomTabls6.17md6.18rcspectively,
ñor", Fo, the simplification of calculation, the values of "y" ue prcsented in æn million' and all of the figurc have bæn

rcunded.

= 0.84',76

f¡127o

:x
I,Y
>xy
N
(:xP
>f
GvP

t=@ =4.25" { t-10.4+312

t" ) ts.s5¡dr Q.365)

eß7Ða.6ß5Ð__
t9 ( 1 0 1)-s091 t9 (r,6s2)- Q,3t2)l
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Table 4.9 Computation of Pearson Product-Moment Correlation Coefficient "f¡"

x2

T1.91
18.66
42.38
51.84
68.23
82.45
87.24
87.24
90.82

Year

r979
1980
1981
t982
1983
1984
1985
1986
t987

>X
>v
Exy
N
(:xP
>f

CtvP

x

3.46
4.32
6.51
7.20
8.26
9.08
9.34
9.34
9.53

67.M

v

0.83
1.65
5.25
3.25
6.30
8.17
6.4r

30.26
23.39

85.51

7,3rr.96

y2

0.69
2.72

27.56
10.56
39.69
66;75
4r.09

9r5.67
541.09

xy

2.87
7.t3

34.18
23.40
52.M
74.r8
59.87

282.63
222.91

540.83
759.2t

r,651.82

correlation coefficient fi= 0.655

Sourcs: The data on "x" and "y" werc obtained from Tabls 6'17 md 6 18 rcspætively'

Note: For simplifyirg the compuUtion, lhe valus of "x" and "y" ue preenred in ten and ten miLlion respæúvely in this

nble; and all hgurs have bæn ¡ounded.

90s9)-67(ïs.s) = 0.655

4,494.36

fr=

ft=437o

,=@ =2.293' { r-1o.oss¡'

tr ) to.os¡z¿r Q'365)



26r

Table 4.10

Year

t979
1980
1981
1982
1983
1984
1985
1986
1987

1.77
2.tr
2.46
2.80
3.57
4.23
4.76
5.t4
5.51

32.4

1,046.5

rg=

3.13
4.45
6.05
7.84

t2.74
t'7.89
22.66
26.42
30.36

3.6
14.4

t4t.6
45.8

204.5
42,8.5
349.7

r,296.0
665.6

3.36
8.02

29.27
20J2
51.05
87.56
89.01

185.04
r42.1.6

Computation of Pearson hoduct-Moment Correlation Coefficient "f*"

xyx2Y2xY

1.9
3.8

11.9
'1.4

t4.3
20;7
18.7
36.0
25.8

:,x
Iy
>xyw
Þ*P
>f
Ovf

140.5

131.5

19,740.3

616.2

3,158.7

correlation coefficient re= 0.897

= 0.897

Note: For the simplifrcation of computation wirhout affæting the outcome, Ùle valus of "y" arc shown in ten miflion

1982 constânt US åoüa¡, md have bæn romded. Fq soucs see Tabls 6'6 md 6'19'

9(616)-32(r4r)

t9(1 3 1)-( 1,046)l t9(3, 158)-(19,740)l

f e=807o

. 0.8g7",[ltJ-- =\386ao-" tr t-1o.ssz¡z

t, ) t6.s5¿dr Q365)
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Table 4.11 Computation of Peæson Product-Moment Correlation Coefficient "f¡"

Year

t979
1980
1981
1982
1983
1984
1985
1986
t987

I,X
EY
>xy
>*
(:xP
>f
GvP

a
XL

0.17
0.26
0.29
0.66
r.72
3.50
5.20
6.55
7.56

y2

3.6
14.4

t4t.6
45.8

204.5
428.5
349.0

r,296.0
665.6

xy

0.78
1.94
6.43
5.99

18.73
38.71
42.&
92.t6
70.95

0.41 1.9

0.51 3.8
0.54 11.9
0.81 7.4
1.31 r4.3
1.87 20.1
2.28 r8;l
256 36.0
2.75 25.8

13.0
140.5

170.0

Note: For the simplifrcation of comPutation without affætirg the outcome, the valus of "y" arc shom in tm million

i982 *n.ot US åoüt, and have bæn ¡omded. For soucs see Tablæ 6'6 and 6 20'

,,:Æ =0922lL 
-" r/ tq(zs.g)-1701t9(3,158)-(19,740)l

fn=857o

. 0.s22\rg-2It=---- = c).¿r" .l t-1o.oz2¡,

t¡ ) ts.s5¡¿¡ (2.365)

25.9
218.3

3,158.7

correlation coefficient rn= 0'922
19,740.3
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Data used as inputs in the regtession analysis and computations are shown as follows:

TableA.l2SimplifiedDataUsedaslnputsinRegressionAnalysis

Year X1 Xz X3 & X5

t979
1980
198i
1982
1983
1984
1985
1986
1987

1.91
3.76

r1.94
7.38

t4.34
20.76
t8.72
35.99
25:15

0.r1
0.35
0.55
1.05
7.23
4.38
4.84
4.24
2.61

0.65
4.65
2.30
3.11
4.t9
1.98

11.50
10.20
3.80

0.53
t.79
2.34
4.56
6.24

12.38
13.93
rt.67
8.96

0.22
0.26
0.28
0.37
0.50
o.7r
0.99
0.94
r.t4

Sou¡ces: Tablæ 6 6, 6.21, 6.22' 6'23' 6.24

Table 4.13 Result of Regression Analysis on Association between variables X1 and

Xz,X3, Xa, and X5

Dependent variable is: Xl
Rz = 75.67o R2 (adjusted) = 5l.2%o

s= 7.674 with 9 -5=4 degreesof freedom

Source Sum of Squares df
Regression 729.510 4

ReJiau¿ 235.510 4

Variable Coefficient s.e. of Coeff
Constånt 0.676043 6.200
x2 2.64667 8.308

X3 0.059182 0.9982

Xa -0.570338 3.455

X5 2t.4606 t6-22

Source Sum of Squares
Regression 605.558
Residual 359.522

Variable Coefficient s.e. of Coeff
constant 5'68366 3 '7 5r
x2 4.59995 1.340

Mean Square
r82
58.8925

t-ratio
0.109
0.319
0.059
-0.165
r.32

F-ratio
3.10

Table 4.14 Result of Regtession Analysis on Association between Variables Xl and X2

Dependent variable is: X1

Rz = 62.'tVo R2 (adjusted) = 5l .4Vo

s= 7.167 with 9 -2=7 degreesof freedom

df Mean Square F-ratio
1 606 i 1.8
't 5r.3602

t-ratio
1.52
3.43

_...,..:i,¡:iU.
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Table 4.15 Result of Regression Analysis on Association befween Variables X1 and X5

Dependent variable is: Xl
Rz =73.6Vo R2 (adjusted) -- 69.97o

s= 6.031 with 9 -2=7 degreesof freedom

Source Sum of Squares df
Regression 710.512 1

neÀidual 254.569 7

Variable
Constant
X5

Variable
Constant
x2
X5

Source
Regression
Residual

Variable
Constant
X3

Coefficient
-0.435019
26.6997

C oefficient
0.3352s5
r.42065
20.3160

s.e. of Coeff
4.150
6.041

Mean Square
lll
36.3669

t-ratio
-0.105
4.42

F-ratio
19.5

F-ratio
9.r9

F-ratio
3.55

Table 4.16 Result of Regression Analysis on Association between Variables Xt, Xz and X5

Dependent variable is: Xl
R2 =75.4Vo R2 (adjusted) = 67.ZVo

s= 6.29I with 9 -3=6 degreesof freedom

Source Sum of Squares
Regression '727.655

Residual 231.425

s.e. of Coeff
4.485
2.r58
rr.5'7

Mean Square
3&
39.5709

t-ratio
0.075
0.658
t.76

Mean Square
325
9r.4397

t-ratio
1.40
1.89

df
2
6

Table 4.17 Result of Regression Anatysis on Associaúon betÏveen Variables X1 and X3

Dependent variable is: Xl
R2 =33.7Vo R2 (adjusted) =24.2V0
s= 9.562 with 9 -2=7 degteesof freedom

Sum of Squares df
325.002 1

640.078 7

Coefficient s.e. of Coeff
7.50754 5.353
r.72t62 0.9132
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Table A'18 Result of Regression Analysis on Association between Variables X1 and X4

Dependent variable is: Xl
Rz = 64.5Vo R2 (adjusted) = 59.4To
s = 6.995 with 9 -2=7 degrees of freedom

Source Sum of Squares
Regression 622.615
Residual 342.465

df
1

7

Mean Square
623
48.9236

t-ratio
0.814
3.57

F-ratio
t2.1

Variable
Constant
x4

3.37618
r.76513

Coefficient s.e. of Coeff
4.148
0.4948

Scatter Diagram of r¿

utilised foreign investment
in all sectors,
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APPENDIX T4
Foreign Exchange Earnings in Atl Sectors and in Tourist Sector

Shenzhen CitY

Foreign Exchange Earnings in All Sectors (FXE, in miltion us$)

loreign exchange earnings
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Source: Table 6.10

Foreign Exchange Earnings in Tourist sector (FXET, in million Rmb)

Foreign exchange earnings
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Source: Table 6.13
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APPENDIX 15

Values (in '000 Rmb) of Annual Imports and Exports
State-Owned Enterprises, Shenzhen City

Comparison of
via

Year

t979

1980

1981

t982

1983

t984

1985

1986

1987

Imports

na

r7,270

45,370

57,850

200,510

496,990

756,850

1,040,200

1,701,280

Exports

22,300

22,430

36,680

54,410

58,840

t69,730

544,380

870,500

rJzt,360

Surplus/Deficit

na

5,160

-8,690

-3,380

-I4r,610

-327,260

-212,410

-169,700

20,080

Sources : SSEZY 1 985:602, 1986:445, 1987 :3 42, and 19 88:484.
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APPEI\DIX 16

An Anatysis of Operationat Policies on Chinese SEZs

Only possible short-rerm impact (i.e., within one year afterrhe dates of adoption) w_as considered

in this stu¿y, Uecause theie were too *any factors that might have long-term implicaúons for changes in

for"lgn inuóstment and thus, it was imposiiUte to pinpointdown which were the most influencing factors.

Figuä 6.1 shows the dramádc downtúrns in pledged fo¡gign direct investment in 1982 and 1986. They

*Ënt ¡" affecæd by ttre implementation of nâtional policies N3, p:o_vincial policies Pl - 4, and P10 - 13,

as îeU as municipaipolicieiUZ and M3 (for codes of policies seeTable 6.2Q. In general, pledged foreign

investment is more responsive to short-ìerm impacf than is utilised foreign investmext, for the latter

i"quitàr more serious däcision-making process and greater commitment on the Pa{ of foreign investors,

who would take longer time !o t"u"t toäy major policy changes in host countries. On the upswing side of

foreign capital infloú, úre periods of 1981, t98-a and t98Z desèrve a closer look, as the slopes of increase in

pf"¿ã"¿ fãreign investmónt in these three years were comparaúr-ely s-t99p G-eg^Itgure 6'1)' In this

õonnärion, põtiri". thar were adopted wirhin one year priorto 1981, 1984 and 1987 were selected for

analyses in this appendix. They include Nl, N2, P5-P8, P14, and M4-M7'

With respect to the fi¡st downturn of foreign investment it 1982, Policy N3 (see Congress

Resolution on Adminisuarion in Subsecrion 5.2.r and SSEZY 1985:208) with its main purpose of further

decentralising certain powers for governing the developmenl of SEZs from the state governmen[ to

pióui"""r.orify facilitated the procels of project approyals gr^rd the_ introduction of new policies. Thus, this

iolicy did nof deter the inflow of foreigñ inuesrment in 1982. Nor did Policy Pl, as it contained simple
-anJ 

staightforward requirements for thJregistration of enterprises-to operate in Shenzhen (see Regulaúons

on Enterlrises Regisrátion in Subsection 5.2.2 and. SSEZY 1985:213-216).

policy P2 (see Shenzhen Land-control Regulations in Subsection 5.2.2 and SSEZY 1985:221-

225), consistiig of iwenty-three articles, was primarily designed to-control the use of land in Shenzhen.

The ãmbiguity-and awkwardness in wording made ii extremely difficult for investors to interpret its

implicatio"ns. For example, Article 3 requireã investorsland developers to implement "the consEuction

prógram" and not to "ðhang" the geneìal configuration of land" in the SEZ, without defining the

äonãtruction programme and [eneral ðonfiguration. Simitarty, Articles 11 and 12 stipulated the requirement

of "space d1ôcaiion ratios", 'þeenery radós", "China's architectural stândards and fi¡e prevention", but no

furthär explanations were givðn on these ratios, standards and requirements. This policy might not directly

create adverse effects on fóreign investment; but it possibly added further confusion to the already obscure

legal framework, regarded as a deterrent of foreign invesEnent.

policy P3 (see Labour and Wage Regulations in Subsection 5.2.2) provided workers- in Guangdong

SEZs with cet-øitr protections and rightõ wittrregard to wages, legal holidays and leave,rvork envi¡onment,

as well as the conãiúons for terminãdon of employment. By the Western søndards the provisions were

very basic. Meanwhile, this nineteen-article-poiicy- also- gave..investors equal amount of protection

parÉicularly against unpróductive workers who still followed the "iron-rice-bawl" tradition. Despite some

itrotrco*ingiin this pätiry, it did not cause burden on investors. The sharp downturn of foreign capital

inflow in tlgZ cerøinly had lirtle connection with the introduction of this policy.

policy P4 (see Regulations on Personnel in Subsection 5.2.2 and SSEZY 1985:210-212) was

formulaæd to iegulaie tfre entry and exit of foreigners, overseas Chinese, and compatriots from Hong Kong,

Macao, or Taiwãn. Under thii policy, privilege was given to those who invest, run businesses' or possess

properties within the SEZs, by-granting them multiple entry-exit visas. Other measures such as home-

uiriiing certificates, entry-exit ôeidf,rcatés, group visas, and temporary residence permits were also taken as

p.t oíût" simplification process for entry and exit of investors. On the whole, it was one of the most

äffective means used by the Chinese government, for facilitating foreign capital inflows. Through the

article-by-æticle examination of the foregoing policies, no evidence has led to a conclusion that any of these

policies ñad directly caused the drastic downfirm of foreign investment in 1982.
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The phenomenon of an equally d¡astic decrease in foreign investrnent occured in 1986 (see Figure

6.1), and reuål"d the need for ca¡èful icrutiny of those policies 
-that 

had been introduced between the latter

parí'of 1985 and Seprember 1986. Policy Plb adoptedin December 25,1985 (see Mortgage Regulations

in Subsection 5.2.2 and SSEZY lg86:i6g-373), defined mortgageable items (e.g., house, bond, and

certificate) and non-mortgageable ones (e.g., land, natural resou¡les and prohibited goods). All of these

-ti"t.r wãre straightforõaiO and clearþ ãtateO. There seemed to be no need for foreign investors to

,nortgug" ttreir assãts at such an initial siage of decision-making process when only tentative amounts of

lnu.r"t"i"nt were pledged. Hence, it is groõndless to speculate tiát rhis policy had negative impact on the

pledged foreign investrnent in 1986.

policy pll - the Regulations on Accounting Management in Subseclion 5.2.2' see also SSEZY

L986:3j5-3jj- - had not co*ãinto force until March-l, 1986. It consisted of twenty-two articles, most of

which dealt with the specific requirement of setting up an accounting system ryi{il foreign enterprises,

staffing, auditing, ,epôtting, and the procedure tole^fotlowed in the évent of violation of this policy.

These a¡ticles were simple ina otrtitety to have created any hardship on foreign investors. .But, two of them

diverged from Western^traditions. One is Article 7 whic-h imposed on all foreign investing firms to have

their õwn accounting branches and in-house accounting staff tõ carry out their independent audits. Article

i3, -ottt"r examplJof ûris unusual practice, stipulaæd-that charter a-ccount¿nts registered in China be hired

to ãudit their annìal financial t"ports and accounts. These two articles might place some consfraints on

ánætp¡r"r involved in foreign iniestment. Small enærprises might prefer not to have accountant on stâff

simpiy for economic reason-s. The compulsory requirêment of iiring a cha¡ter accountant.registered in

China for auditing purposes might invite some skèpdcism about the possibility of breaching corporate

confidentiality.

policy P12 (i.e., the Entry-exit Regulation, see Subsection 5.2.2 and SSEZY 1986:379-380) came

into effect oíAptil-I, iqgO. fi'ti. sixtee-n-article policy was designed to regulate flows of personnel

beËween Shenzhen SEZ and the rest of the country. it specified the locations of passage and the entry-exit

documents required for various types of passengers (e.g., permanent SEZ residents, t€mporary SEZ workers,

Chinese or foieign ransients). ifus poûcy did not affect the normal entry or exit of foreign investors, nor

did it cause Afficutty in obtaining entry-exit visa for Chinese from Hong Kong and Taiwan.

policy p13 (i.e., Regulations on Foreign-investment C,o_mpanies, see S.ubsection 5.2.2 and

SSEZy 1987:452-46S) ¿i¿ noi come into force until January l, 1987. Therefore, its impact, if any, on

ioreign invesrment during the last three months of 1986 was minimum. Policy M2 (i'e., Measures for

Implãmenting Entry-exit ñ.egulations, see Subsection 5.2.3 and SSEZY 1986:381-384) came into effect on

epiit t, 19Sõ. Sñilar þ, Ùur more detailed than Policy 12, this policy uff""t{ 9¡ly f91e.iCn investors,

*i.,os" companies were situated on land immediately abutting on a defined borderline of Shenzhen SEZ.

Even in ruch u case, investors were only required to maintain installations on the borderline in good order,

and to implement the provisions of this póticy. Still, investors could choose to locate their companies

elsewhere in the SEZ.

policy M3 came inro force on July 1, 1986 (SSEZY 1986:395) and was introduced with a view to

attracting foreign investment, encouraging backward linkages with the home economy,. a¡d promoting

ðiports. 
"Onty iive articles in ttris po[ðy were directly relevant to^ foreign invesûors. Article 3 stipulated

thât, except ior crude oil and fin.¿l oii products, all products from enterprises that received foreign

investment were exempt from ttre consolidãted Indusrial and Commercial Tax. According to Article 4 all
profits which accrueO þrior to 1985 to foreign investment banks in Shenzhen SEZ were also exempt from

ihir tu*. Under Articiê 5, interest earned, prior to 1985, by foreigners and compatriots of Hong Kong,

Macao or Taiwan from their deposits in foreign investment banks !1 Shenzhen were exgmpt from income

tax. Article 7 permitted e*emption from income tax on interest paid by branch office of foreign investment

bank in ttre SEZ to its head office; but the amount of such interest could not exceed the amount of interest

that foreign investment bank pays to international banks for borrowing such loans. In view of these

foregoing-articles this policy did not discourage foreigl investors. Thus, it had no bearing on the d¡astic

downturn in foreign investment in Shenzhen during 1986'

Three groups of policies - (Ð Nl and N2, (ii) P5-P8, and (iii) P14 and M4-M7 - are to be

examined in order tò deærmine whether they had directly impacted on the upturns in foreign investment

during 1981, 1984 and 1987 respectively. Policy Nl (i.e., Joint-venture Law, see Subsection 5.2.1,

'i."
. r,Â,1 ìì::jl l
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YCSEZ 1983:61-63, and FEER July 20 1979:50-51) represented a milestone in the history o-f -foreign
investrnent in China under the communist regime. íts far-reaching impact can be leen T the following

articles. A¡ticles I and 2 not only allowed foleign investors to invêst in the SEZs through joint venture,

but also spelt out clearly the prótection that thõy could expect from the Chinese government of their

investrnenis and lawful piofits.' The specific *"ur'*". of proiecrion were further elaborated in Articles 10

and 11, which permittù the remirtance abroad of capital, profits, wages of- foreign workers and other

legitimate income at tlte time of termination of joint-venture agtee*ent or after payment of income t¿x.

¡.iticte 7 stipulated condilions, such as re-inveitment of prev-ious profits or introduction of advanced

technology by world stândards, under which furttrer tax reduction wal dlowed. These articles encouraged

foreign investment.

This policy, however, had its negative side. For instance, the regulation to appoint a chairman of

a board of dir:ectois only by the Chinese parlner in the event of joint venture gave too much power. to

ôftinàr" partners and was bi'ased against foieign investors (see Article 6). In a simila¡ vein, the imposition

of engaging only Chinese insuranõe companies for insuring joint-venture businesses under A¡ticle 8 was

"onriã"íø-Uy 
fóreign investors as a deterrent. Whatever the positive or negative impacts might be, the

increase in fõreign investment in 1980 was relatively insignificant. Positive impact, if any, of this policy

on foreign invesñnent in 1981 was rather long-term, taking effect two years after its implementation.

policy N2 (i.e., 1980 SEZs Regulations, see Subsection 5.2.1 and SSEZY 1985:202-207), was

basically u f*ttr.r rèfin"tn"nt and exteniion of the Chinese Joint-venture Law. Under Article 8 of this

policy, änte¡prises were allowed, subject to approval by the. Chinese government, to 9P9n accounts in

ior"ign banks and to have their businêss insured by foreign insurance companies established within the

SEZsI In addition, new seductions in the form of preferential treatments were infroduced to encourage

certain kinds of foreign investment. Article 13 stipulated ttrat machines, spare parts, raw materials, vehicles

and other means of pioduction were exempt from import duties. Fu¡thermore, a lower income tax rate was

gi¡r"n to enterprises which had been established within two years of the promulgation of this policy, and

which had an investment exceeding five million US dollars and incorporated advanced production technology

(Article 14). However, some restrictions were imposed too. For inshnce, A¡ticle 19 disallows SEZ

ònterprises to recruit workers without the consent of the Guangdong Provincial Adminisnadon of SEZs.

On the whole, this policy was intended to ease up previous restrictions in order to lure foreign investment'

The coming into force of mis policy in mid-1980 ãppeared to have coincided with the upswing of foreign

investment in the following year.

Policy P5 (i.e., Real-estate Regulations, see Subsection 5.2.2 and SSEZY 1985:227-240)

regulated regiitration, transfer, leasing and mortgaging of properties within SEZs. This policy did ngt

co-ntribute tJthe inflow of foreign invèstment in 1984, for numerous aÍicles, especially Articles 2,5,28,
and46,made it clear rhat all hná within the SEZs still remained s[ate-owned and that owners of buildings

only have the right úo use the land on which their buildings stand. Not many foreign investors would be

entñusiastic about investing money in constructing buildings on land which they do not own' Thus, the

d¡astic increase in foreign investment in 1984 was not attributed to this policy.

The article-by-afticle examination of Policy P6 (i.e., the Regulations on Economic_Contracts, see

SSEZY lg85tþ1-25i) revealed rhat the legal ftamework provided in this policy was sraightforwa¡d, and

had no bias against any parties involved in economic conuacts. The only sEange prag{ce in the eyes of
foreign invesiors was ttre ultimate approval power of all economic contracts in SEZs and of their

amenãments, extensions and terminationi rested on Shenzhen Municipal People's Govemment, even though

the government is not a party of such contracts (see Articles 5,6,27 ,28, and 29)' This practice reaffirmed

the õhinese governmenls position to exercise its control over almost all economic activities in the SEZ.

Had this rypãof government conEol not added some burden to foreign investors' undertakings in the SEZ,

this policy õerøinly was not considered as an incentive by foreign investors. Therefore, it did not have any

positive impact on the upswing of foreign capital inflow in 1984'

Policy P? (i.e., the Regulaúons on Technology Transfer, see Subsectton 5.2.2 and SSEZY:253-

258) did little to accelerate the inflow of foreign capital in the form of hard foreign crurency, for it was

primarity designed ¡o encourage the import of advanced technology as part of foreign investors' contribution

to their parrneiships. The policy probably served to hinder foreign invesfnent involved in high technology

by placing too muih onus on the shoulders of foreign investors. Typical examples were Articles 7 through
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12, which imposed various kinds of obligaúon on the foreign "supplier paÍY"' -Iigid ståte control was

anóther hindrance. Rpprovat by the Shenãhen municipal govérnmenf was iequired f9l P-.Et entering into

contracÍs, of which thõ municipat government even did noi form part (Artìcles 15 and i9). The government

also reserved the right to rescind ónrucn which were not implernented in due time (Article 20). On these

grounds, it is safe tõ conclude that the upsurge of foreign investment in 1984 had little association with the

implementation of this policy.

policy p8 (i.e., Implementation Rules for Enterprise Registration, see Subsection 5.2.2 and

sSEZy tggs:í60-z6a) proviãø much more detailed rules and regulations than did the 1981 Regulation on

Enterprises Regulation. Onerous procedures of registration (e.g., for undertaking business, setting up

resideit ofhce, õhanging registered information, suspending, resuming and terminating business) and severe

punishmenrs fôr vioiariig ãny provision of this poiicy were.impo^sed on investors. The only "incentive"

iãunà thtoughout this elitrteóniarricle policy was the reduction of registration fees to 50 percent for solo

ventures ofõverseas Chiiese investors, who set up resident office, undertook contractual work, appointed

resident representatives, or changed previously registered items in Shenzhen þaragraph 5 of Article 11)'

This kind of cumbersorne p.oceãute and documenladon required for registration could never encourage

foreign investments. Assoiiation between the implementåtion_of this policy and the upswing of foreign

inveiments in Shenzhen in 1984 is gtoundless. Policy P14 (i.e., the Bankruptcy Law, see Subsection

5.2.2 and,SSEZy 1987:467-470) deal-t with various maitets involving bankruptcy. 
^Because 

of its nature

and onerous procedure, under nô circumstances this policy could have encourage foreign investment in

Shenzhen.

poticy M4 (i.e., Experimental Measures on Social Insurance, see Subsection 5.2.3 and SSEZY

I9B8:4I¡-4I9) was àppiic"Ut" not only to foreign enterprises operating in Shenzhen, but also to those

operated by óhinese^ôo-operative organisationi at the county level or above. Although employer's

oütigationsio make contribitions to t¡-eir employees' social insurance were common practice in investors'

hom"e coun¡ies, and although this practice ¿i¿,iot create undue financial burden on investors, Shenzhen

SÈZ¡¡igtrr be considered alb"ingi"ss competitive in comparison with most of the existing SEZs, where

this typJof social insurance policiés did not exist. This policy was never considered by foreign investors as

an incèndve, responsible for ttre upsüge of foreign capital inflow in Shenzhen.

policy M5 (i.e., Implementing Measures on Tax Policies, see Subsection 5'2.3 and SSEZY

lgBB:420-421Í was designed, Ly virtue oÍ ta* .oncession and reduction of land-use fee, to encourage foreign

investment and re-inveslment óf profits into technology-advanced and export-oriented sectors in the SEZ.

The special incenrives offered under this policy were generous and ranged f¡om  
-Q -perc-elt 

reduction of
income tax for re-investment (Article 4) to total exemption from the Consolidated Industrial and

Commercial Tax for imported raw materials that were used as production ilRuts for manufacturing exported

goods. The contents óf tnis policy and the time of its adoption coincided with the upsurge of foreign

capital inflow in 1987.

policy M6 (i.e., the Measures to Promote Science and Technology, see Subsection 5.2.3 and

SSEZy ßgg:4ZZ-qiq) was aimed to promote innovation that surpassed China's standards. Investors as

well as Chinese employees who succeeded in transferring foreign advanced technology into the SEZ and in

applying it to produðdón, design, and exploration of new natural resources were entitled to receiving awa¡ds.
gï,"*;ug¡" financial awardshmb 3,000 as the top prize) obviously were not attractive enough for luring

high tech-nology together with foreign investrnent. Above all, none of its thirteen articles made direct

reference to foreign investment in the SEZ'

Under Articles 6 and 10 of Policy M7 (i.e., the Regutations on Promoting Backward Linkages, see

Subsection 5.2.3 utd SSEZY L988:425-429) all enterprises (foreign ones included) in Shenzhen SEZ were

allowed, subject to approval by Shenzhen IfÁunicipal Government, to invest in the interior regions of China

and to acquire raw mãterials 
-or 

semi-finished pioducts with a view to enhance China's exports. These

ð"t"fp¡r"J were to benefit a host of preferendafreatments including, exemption from duties for imported

raw materials and spare parts used asþroduction inputs (Article 16). Enterprises that have been in operation

in the SEZ since January 1, 1986 weie entitled mìotal exemption from business income tax for their fi¡st

frofit yeæ and 50 pe.cent reduction of such tax in the subsequent year. As tltis preferential treatment was

made ávailable only to enterprises that had their business operations in Shenzhen SEZ, foreign enterprises

*irtring io benefit from thiitreatnent would have to set up their business in the SEZ first. Hence, this
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policy indfuecrly encouraged foreign capital into the SEZ. Apar¡ from ttris indirect connection this policy
-was 

áesigned to pro*ot""businessänd manufacturing collaborations between domestic enterprises outside

the SEZ and those inside.

.,.r1&Ìiilìì'.
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