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Abstract

Foreign direct investment (FDD) is the main approach for China to in-
put outside capital resource. From 1978 to 2000, China’s FDI ranked sec-
ond in the world and ranked first among the developing countries. But
with the development of FDI, the negative influence of FDI is getting
more and more serious on China’s economy, even is dangerous for its safe-
ty. Therefore the research on crowding out of FDI becomes a hot topic.

However, almost all the researches about the influence of China’s
FDI focus on the period of China’s Reform and Opening Policy, i. e. from
1978 to nowadays. But rare researches focus on the period of 1840—1936.
This thesis analyzes the crowding out influence of China’s FDI (1840—
1936), which shows the academic value and significance in both theory
and reality senses.

Based on the dialetical materialism and historical materialism, the
thesis adopts some econometric methods in study, including combining
qualitative analysis, quantitative analysis and partially integrating com-
parative analysis etc. As Prof. Liu Foding said, the key of the innovation
of the economic history studies came from the introduction of new theories
and new methods, and this thesis carries out the rule. It applies economic
principles, especially econometric analysis to the studies, constructing an
autoregressive distributed lag (ADL) model to measure the crowding out
of FDI on aggregate investment and a comparison being made between

crowding out of FDI on 1840~1936 and on 1985~1999. It is the study of
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the thesis that will be helpful to deepen the studies on the negative influ-
ence of FDI on modern China’s aggregate capital.

Just as Prof. Chi-ming Hou said, the role of foreign investment in
Chinese economy before 1937 was a controversial topic, and it would be
beyond expectation that he should settle the controversy, This thesis is
only trying to find out some more objective or general economic rules,
which will contribute to the ongoing economic construction.

This thesis is composed of five chapters.

Chapter 1. the industry structure of FDI. In this chapter, it discusses
the industry structure of FDI and the similarity to domestic investment. It
discovers that the competition between FDI and domestic investment is
mainly on the field of mining and manufacturing.

Chapter II, government regulation and the competition between FDI
and state investment. In this chapter. it discusses the industry structure
of state investment and points out that the competition between state in-
vestment and FDI is concentrated on mining. Because all mine resource is
owned by China, the investment on mining must be in accordance with its
mining policy. So secondly, it discusses the mining policy of modern Chi-
na and finds out that the state investment is restricted seriously by three
reasons. Thirdly, it discusses the mining investment strategy of FDI,
which is the key for the success of FDI.

Chapter III, market rule and the competition between FDI and private
investment. The competition between private investment and FDI is main-
ly on cotton manufacturing., so it discusses the process of competition and
crowding out between FDI and private investment on this field. It puts the
process into two stages that is marketing and investing, and attributes the
failure of private investment to its deviation from supporting and deman-
ding rule.

Chapter 1V, the measurement of crowding out of FDI. Based on ordi-
nary least squares (OLS), it constructs an autoregressive distributed lag
(ADL) model to test the correlation between FDI and modern China’s ag-

gregate capital, and finds that the correlation between them are negative.
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Then it calculates the crowding out coefficient and gets negative result,
too. Finally it tests the correlation between FDI and private investment
and the correlation between FDI and state investment. The result shows
that they are both negative, but the extent of crowding out state invest-
ment is much more serious than that of private investment.

Chapter V, key factors to crowding out of FDI. It firstly measures
crowding out of FDI from 1985 to 1999 by ADL model, then it compares
the result with that of 1840 ~1936. It draws two conclusions from it.
First, they are all negative, which means that FDI having bad effect on
domestic investment is a general phenomenon. Second, the extent and the
main object of crowding out are quite different, which is attributed to the
changing role of government. Therefore the key factors to crowding out of
FDI are both the FDI itself and the country which input FDI. With the de-
velopment of international economy, this two-dimension model is becom-

ing more and more popular,.

Key words: FDI private investment state investment crowding out
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