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Literature Review 

FDI (Foreign Direct Investment) is one of the important areas in the study of 

International Political Economy (IPE) today. The emergence ofMNCs 

(Multinational Corporation) in the beginning of 1960s has led to the growing 

research about the impacts of MNCs on nation-state. As MNCs become not 

only significant in numbers but also gain significant power over time, many 

scholars started to assess to what extent MNCs contribute to the national 

welfare and to what extent they undermine the national interest. Before 

going in-depth into the analysis of the existing research, I will firstly examine

the definitions of FDI and MNC. Scholar Stephen Cohen described FDI and 

MNC as “ two inextricably intertwined concept but not perfect synonyms”. In 

other words, they areboth referring to the same phenomenon of 

international business operations, yet present different facets of the 

phenomenon. The definition of FDI in the paper will follow the widely 

accepted definition according to OECD, which is an international venture 

made by an investor in an economy to acquire a lasting interest in an 

enterprise residing in another economy[1]. “ Lasting interest” in this 

framework indicates that the investor holds a significant degree of long-term

influence in the management of the direct investment enterprise, which 

normally holds 10 percent of voting stock. On the other hand, the paper 

refers MNC as a business enterprise that engages in FDI and upholds value-

added holdings in more than one country[2]. 

In the following section I will be reviewing the existing literature that are 

related to my research question of whether Australia should relax its 

investment regime. I will be dividingthe existing literature into two camps, 
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conservative camp and liberal camp. Specifically, conservative camp argues 

thatthe potential level of threat to national interest is greater than the 

benefits of the increased investment, which indicating a strict or tighten 

investment regime is more suitable for the country. Liberal camp advocates 

that the benefits of the increased investment is greater than the level of 

threat to the nation-state, which implying a loosen investment regime is 

more preferred for the country. 

Conservative camp is usuallydominated by scholars in the field of political 

science. With the rising market power and the growing importance of 

multinationals in the global economy, more and more scholars and 

politicians have viewed the increasing danger of FDI have on the nation-

state. Some scholars even assert that FDI is alreadytransforming the nature 

of international economic and political affairs in manners that diminish the 

nation-state and integrate national economies. A famous scholar of 

international political economy, Susan Strange expresses that the state 

sovereignty is under attack, by stating that cross-border commercial 

activities has become “ more powerful than the states to whom ultimate 

political authority over society and economy is supposed to belong. Where 

states were once the masters of markets, now it is the markets which, on 

many crucial issues, are the master over the governments of states”[3]. 

Strange attributes the cause of the diminishing state power to the structural 

changes in the world economy, specifically the technological and financial 

changes as well as the accelerated integration of national economies into a 

single global marketplace, which the overall changes have shifted in favour 

of multinational. That being said, Strange is still considered not as radical 
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compared to other conservatives, as she still views MNCs as a parallel 

authority. 

Unlike Susan Strange, Scholar Robert Walters is a more radical conservative. 

He illustrates that there are two views of MNCs[4]. First view is where MNC “ 

is an independent actors operating in the interstices of state-to-state 

relations”, and it challenges the sovereignty of all states. He further asserts 

that good regulation governing these MNCs could benefit the global 

economy. The second view is where MNC is viewed as instrument serving the

home country’s foreign policy, which can in turn allowing the home country 

to penetrate and secure effective economic and political dominance over the

world such as the United States. However, at the end of the day, he still 

stresses that no matter what view the MNCs takes, they both have a 

tendency “ to threaten the capacity of states to pursue effective their 

national economic and political goals through such standard devices as fiscal

policy, monetary policy, investment controls, and so forth.” 

Somewhat similar to the two views of MNCs introduced by Robert Walters, 

Joseph Nye demonstrates three ways of how MNCs influence the world 

politics. The first is the direct role of MNCs, in which the MNCs are affecting 

the governments and the politics of other countries by dealing with them 

directly. The second way is the unintended direct role of MNCs, where MNCs 

are used by the home government as an instrument in the host countries. 

The third is the indirect roles of MNCs in setting the agenda for their home 

government. With the growing influence of MNCs have on world politics, 

Joseph Nye views that even though States will not cease to exist, “ 

transnational production unites will over a large part of their role in proving 
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for the citizen’s welfare and will even claim a proportionate share of their 

loyalties”[5]. 

Given that Australian investment regime prevents any foreign governments 

that have a free hand to pursue political agendas in Australia, some scholars 

question the pure commercial motives of Chinese ODI and refer these 

investments as instruments utilised by the Beijing government to serve its 

political goal. Scholar Mark Wang points out that “ China’s investment 

overseas has been one element of a broader process of restructuring and 

political activities in which the government plays an important 

role.”[6]Similarly, Tomasic and Xiong[7]who examines the Chinese SOE in 

Australia claim that “ SOEs have served as national championsworking for 

the advancement of China’s national interests.” For that reason, they claim 

that Chinese SOEs should not be treated in the same way as privately 

controlled foreign companies. They further conclude that the Australian 

regulation governing Chinese SOE in Australia is seen as reasonable and not 

dismissed as populist. 

There are several issues worth nothing existing in the literature of this camp.

Most radical conservative scholarly articles are written a long time ago, given

the political uncertainty at the time particularly after the World War two, 

they might overestimate the power of MNCs and underestimate the role of 

government. Another issue of this camp is that almost none of the 

underlying rationale is based on hard empirical data. Finally, most of the 

academic debate also suffers from the tendency to view the situation as a 

zero-sum game. 
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In contrast to conservative camp, liberal camp sees MNCs will not challenge 

the role of the government and national sovereignty. This school of thought 

upholds the superior role of the government. As scholar David Fieldhouse 

argues[8], the nation-state is “ still the only universally recognized way of 

organizing political life.” In other words, he believes that the host 

government still has the upper hand and can set the rules of engagement. A 

government has the jurisdiction and is able to force a foreign firm to leave by

tightening regulatory controls, raising the cost of doing business, or 

threatening to arrest executives. Even a weak government has the authority 

to physically block the entrance of a foreign subsidiary that is not welcomed.

Despite that the states have lost bits and pieces of their sovereignty, this 

erosion of sovereignty does not signify that they have all become 

dysfunctional or obsolete[9]. 

Scholars including Bergsten note that the existence of MNCs should not be 

viewed as engaging in a zero-sum game of domination with governments. To

the extent that MNCs serve as means for governments to exert and enhance 

national power, they are sovereignty affirming rather than sovereignty 

diminishing[10]. Scholar Gilpin also believes that nation-state remains the 

predominant actor in international economic affairs. He criticises the critic 

for being exaggerate the veils of the MNCs and their role in the world 

economy. Despite that some MNCs do exploit and damage the world, the 

MNC as an institutions is beneficial to many people worldwide. He asserts 

MNCs is a major source of capital and technology for economic 

development[11]. 
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The common issues of these two camps: lack of looking at the motives of 

China’s ODI, lack of looking at the new trend of China’s ODI in developed 

countries (resource rich to real estate) 
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