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The substitute and complementary between trade and foreign
direct investment

Li Ronglin
(Nankai University Tianjin 300071 China)

Abstract: International trade and foreign direct investment (FDI) are actually the outcome of commodity and factor
mobility between countries, they are closely related. International trade and FDI could either substitute or complement
each other, depending on which sector the FDI flow into and some other elements. The purpose of this paper is to
discuss the condition and mechanism that FDI substitutes or complement international trade with the settings of Robert
Mundell (1957), Markuson, James R. and Melvin, James R. (1983), and Markuson, James R. and Svensson, Lars E. O.

(1985). It has strong policy implication in encouraging FDI inflow.
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