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Foreword

Since its economic reforms and implementation of open policies, China’s
has seen the flood of immense foreign capital inflow which has filled the cash
flow gap of its economic construction and helped to boost the economy with
leapfrog development. Since 1993, for successive years China has been stand-
ing first among developing countries in attracting FDI. With its increasing eco-
nomic strength and diminishing capital effect of FDI, some of its negative im-
pacts have emerged from the water. The burst of the global financial crisis in
2008 have made countries worldwide begin to rethink profoundly the problems
they have had in their economic development. Whatever impacts has FDI had
on our economic structure under the background of both global and domestic
economic structural readjustment? What measures should we take to draw on
advantages and avoid disadvantages to ensure sustained inflow of high-quality
FDI? With the thoughts of these questions, this dissertation is intended to ex-
tend FDI study from economic growth into other fields which are closely related
to economic growth. The study bands FDI together with current economic
structural restructuring, takes the two core issues i. e industrial structure and
regional economic structure as the point of penetration to explore FDI function-
al mechanism of China’s structural readjustment from the viewpoint of multina-
tional corporation FDI and with theory and empirical evidence. Also, the pa-
per explores the impacts of exchange rate systems and fiscal decentralization
systems on FDI, which have close relevancy with the former, analyzes and ver-
ifies the correlation between the two with empirical evidence, and based on
such results, submits corresponding suggestions.

This paper mainly covers the following major points:

1. Based on the description of status quo of China’s FDI industry distribu-
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tion, a theoretical framework for effects of FDI industrial structure is built.
First, by using empirical evidence test method, and from the aspects of scale
and structure, the paper explores the mechanism and effects of industrial struc-
ture caused by total FDI. Second, the paper chooses the secondary sector as
study object because it absorbs the largest portion of FDI. The sector is divided
into three different industries by classification methods based on intension de-
gree of resources. Feder Model is used to examine the comprehensive impacts
of FDI allocation in different industries on technology spillover. Empirical evi-
dence shows that FDI has more or less played a positive role in the develop-
ment of various industries and, among three sectors, tertiary sector has seen
the biggest FDI comprehensive affect although secondary sector has the largest
portion of FDI but its comprehensive effect is not the optimal. This findings in-
dicates that we should take the opportunity of the global industrial structural re-
adjustment to build up better investment environment to attract more inflow if
tertiary industries and bring into good play the positive foreign capital spillover
so as to realize the country’s industrial structure upgrading. As far as FDI al-
locative efficiency in secondary sector is concerned, the spillover effect on cap-
ital and technology intensive industries is far greater than that on resource and
labour intensive industries, which indicates that FDI inflow has accelerated
China’s industrialization and played a positive role in its industrial restructu-
ring, and China should intensify the attraction for foreign capital in capital-
technology intensive industries and drive its industrial restructuring and upgra-
ding through some indirect ways such as FDI technology spillover, interactions
between industries, demonstrations and so on.

2. In its economic development, every country has witnessed the wide-
spread phenomenon that economic development of different regions desynchro-
nizes with each other, and China is no exception. The paper presents a quanti-
tative description and cause analysis on the fact that the gap between regional
economies is widening in China’s regional economic development and indicates
that FDI may be one of the factors for the imbalance of the regional economic
development. Theil Index is used to make the quantitative analysis of regional
FDI distribution disparity and the analysis result shows that the distribution dis-
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parity in three large regions is even more dramatic than the disparity within the
respective region and inter-regional disparity is the dominant factor for regional
economic disparity. Model regression analysis is conducted based on the panel
data of three large regions to find out the relationship between regional econom-
ic gap and FDI model and its structure. The findings demonstrate that FDI is
definitely one of causes for the widening economic gap between regions in Chi-
na. FDI regional distribution imbalance further intensifies the gap between the
midwest and the east. Even within each region, the variation of FDI scale and
structure also makes it difficult for provincial economies to achieve coordinated
development. The regression analysis result indicates that FDI factor can make
great difference when dealing with regional economic disparity issue and poli-
cies for regional coordinated development should go hand in hand with policies
for encouraging foreign investment.

3. Based on improving China’s institutional construction, the paper takes
as its study subject the exchange rate system which has close correlation with
FDI, and use empirical evidence analysis method to examine the relevancy be-
tween the horizontal movement and fluctuations of exchange rate and FDL
Counties with different investment motives are chosen as representatives to
make a comparative analysis. the regression result demonstrates that variations
and fluctuations of RMB have dramatic impacts on FDI inflow. Among the im-
pacts, effective fluctuations of RMB exchange rate have positive correlation to
FDI variations, which means that the stable RMB appreciation has not created
barriers for continuous FDI inflow and RMB exchange fluctuations have nega-
tive correlation to FDI inflow, indicating that maintaining a stable variation of
RMB exchange rate at present is contributable to FDI inflow. The regression
analysis result based on the FDI data of the United States and Japan in China
respectively indicates that capital originating from different countries has differ-
ent sensitivity to China’s exchange rate movements. Therefore, in the course of
spurring the reform of RMB exchange rate, China should make overall plans
and take into consideration the reactions of each country towards exchange rate
variations.

4. Starting from the phenomenon of local protectionism under the fiscal
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decentralization system, the paper elaborates the negative impacts of local pro-
tectionism on economic growth and analyzes the impacts of transmission mecha-
nism of local protectionism on FDI. On this basis, the paper puts forward the
relevancy hypothesis which is tested with empirical evidence and data. The re-
sult demonstrates that local protectionism restrains the inflow of external eco-
nomic resources, including FDI. With these findings, the paper makes further
policy suggestions on a sound fiscal decentralization system. The regression
analysis results suggest that in the reform process of improving tax distribution
system, local governments should put forth effort to improve the intangible in-
frastructure for investment, increase efficiency and transparency of governmen-
tal work and make use of foreign capital to speed up local economic construc-

tion.
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