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Abstract

The objective of this paper is to examine the connection between international trade and
foreign direct investment (FDI), by comparing some salient features of the Association
of Southeast Asian Nations (ASEAN) FDI flows into China with those of FDI flows from
the United States and other developed countries. This analysis should be especially
instructive in light of the recent macroeconomic model of FDI pioneered by Kojima on
the relationship between a country's comparative advantage and its outward direct
investment. We postulate that the changing patterns of the ASEAN countries'
comparative advantage and other macro-level factors play an important role in
motivating firms to venture in China. Similarity of trade structure and lack of
complementarity of the Chinese and ASEAN economies limit the absorptive capacity of
each other's products, which further challenges the entrepreneurs of the ASEAN
countries to a high commitment of direct investment into China.
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An earlier version of this paper was presented at the Sixth ACAES 1994 Conference (Boston, USA).
We are indebted to the participants for useful comments. We are especially grateful to Eric
Nordmoe, Gavin Peebles, and the anonymous referees for their valuable comments and
suggestions. We are of course solely responsible for any errors or omissions.
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