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SUMMARY

Although foreign direct investment (FDI) was definitely against the principle of
command economy, the Chinese government established progressive laws to promote
FDI in 1986. These laws resulted in an erosion of vested interests composed of the
State Planning Commission (SPC), the Ministry of Finance, managerial ministries of
heavy industries, and large-scale state-owned enterprises. Focusing on socialist
orthodox in the Chinese economy, this paper reviews the establishment of laws in 1986,
which were enacted to promote FDI. Firstly, the paper examines preceding studies,

and employs a political economy approach as a method for analysis. Secondly, the



paper discusses the structure of vested interests formed under socialism, composed of
the above four actors. The core of these vested interests was a state-owned enterprise.
Thirdly, the paper explains progressive laws related to FDI. At that time, because the
Chinese government was forced to resolve a great imbalance of international pay-
ments, it tried to take advantage of a steep appreciation of the yen for its economic
development, namely, the facilitation of FDI. However, this attempt resulted in a
threat to vested interests. State-owned enterprises, lacking international competitive-
ness, were threatened to lose domestic market when foreign affiliated capital was
allowed to enter into the Chinese market. Finally, the paper discusses why the socialist
supporters did not strongly resist the enactment of the FDI-related laws. The reasons
were nationalism, specialization of the FDI policy, disintegration of SPC, and factory
manager responsibility system, which changed vested interests from inside. The paper
concludes that the policy change to the promotion of FDI was not caused by pragmatic

leaders, but rather by the change of vested interests.
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