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Abstract

The fast spreading of Gini coefficient from 0. 29 in early 1980s to 0. 47
in recent years witnesses seriously worsening income disparity among
Chinese households. Actually, serious income inequality has been one of
the major problems challenging China’s sustainable development in its
economy and society. This thesis investigates the theoretical mechanism of
foreign direct inflows exerting its influences on host country’s income
inequality as well as estimates empirically this effect by dynamic panel data
techniques based on large quantity of sample data.

The second chapter surveys relevant literature on this topic and clarifies
such concepts as foreign direct investment ( FDI), income, income
inequality and their measures. By now there are only a few articles and
papers on the FDI-inequality nexus whose conclusions do not converge.
The survey finds this reflects no systematic theory on this nexus, serious
mistakes in model specifications and econometrics, lack of necessary sample
data and some research blanks need to be filled.

The third chapter builds a general equilibrium model based on
endogenous growth theory for an open economy. This economy is

composed of agricultural sector and modern industrial sector, the latter
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being divided into foreign and domestic subsectors. The agricultural sector
produces agricultural goods with domestic capital and unskilled labors.
Modern domestic subsector produces non-agricultural goods and services
with unskilled labors, skilled labors and domestic capital while modemrn
foreign subsector produces same goods and services with unskilled labors,
skilled labors and foreign direct investment. In addition, unskilled labors are
upgraded to skilled ones by the skill formation subsector whose final
products are skilled labors. Such specifications of above various sectors and
subsectors’ behavior equations highlight the basic endogenous characteristics
of FDI such as technology progress, fixed cost, competition, division of
labor, efficiency spillover and so on. The model delivers the equilibrium
condition of this economy under the framework of social planner, i. e. the
relative demand for skilled labors to unskilled ones equates the relative
endowments between them. This chapter then analyzes the relationships
between capital and labors as well as domestic capital and FDI inflows,
human capital accumulation and labor transfers among sectors and
subsectors, simulates direct and indirect impacts of FDI on income
generation and distribution under different assumptions about its
technological progress and the extent of employment in host economies,
depicting the process and outcomes brought by FDI to income distribution.

The fourth chapter introduces dynamic panel data method applied to
the forthcoming parts of the thesis. It includes basic contents of general
panel data analysis, general models of dynamic panel data analysis,
comparison of estimation methods, moment conditions of generalized
methods of moment (GMM ) , methods for model selection, treatment of
interdependence among panel’s individuals, as well as syntaxes used to
simulate dynamic panel analysis in Stata. Based on the deductions in
Chapter 3 and the survey on relevant literature in Chapter 2, the thesis
specifies statistical models for the impacts of FDI on wage rate and
employment in Chapter 5 and 6, respectively, and estimates them by the

method introduced in Chapter 4. Chapter 7 constructs a small simulation
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Abstract

system on the impacts of FDI on wage rate and employment and estimates it
by 3SLS. Chapter 8 evaluates most inequality measures and applies Theil’s
index to our case. It decomposes Theil’s index by different categories of
panel’s individuals. Then it estimates the wage inequality between FDI &
domestic capital then FDI’s contribution to the overall inequality followed
by evaluating its evolution during the sample period. During these
estimations and measures, the thesis strictly controls the effects raised by
location, industrial section/segment, ownership and scales of panel
individuals. Finally the thesis valuates the impact of FDI on the evolutions
of China’s overall income inequality from the relationship among poverty
reduction, growth and income inequality.

The major innovative conclusion can be seen as follows. In most years
of the sample period, FDI inflows to Mainland China created large quantity
of employments for unskilled labors originated from lower-income regions
by majoring in processing manufacturing. This raised much up their income
levels than they had before they were transferred out. For this FDI has
become an increasing power to alleviate the trend of worsening disparity
among households during past decade. However, as the increasing share of
FDI transfer to service sectors, especially those subsectors with higher value
added such as telecommunication, finance, information technology service
etc. , their employees have much higher wage rate than those who work in
domestic enterprises while employment opportunities they create are smaller
than before, it will be true in near future for FDI to become an important
power to worsen China’s income inequality. To great extent, it ought to
be understandable and acceptable by the development of Chinese economy
and society for its upgrading from lower-value added manufacturing to
higher-value added service subsectors. During the sample period, domestic
enterprises, especially those in subsectors opening less outside to foreigner
and domestic private firms, are major power to spread China’s income
inequality. It implies for government to break up the monopolization in

some subsectors so as to adjust the distribution behavior of state-owned
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enterprises in near future, which can be expected to shorten the wide gap
among households.

The innovations of this thesis lie in that an endogenous growth
equilibrium model is built to analyze the mechanism of FDI influencing
income inequality in its host country, the direct and indirect impacts of FDI
on wage rate and employment are estimated by employing dynamic panel
data analysis method on the basis of a large micro-panel data sample and the
contribution of FDI to the evolution of China’s income inequality is
worked out to ensure the objectiveness to evaluate its roles in the
development of China’s economy and society during past decade.

Key Words: Foreign Direct Investment, China, Income Distribution,

Dynamic Panel Data Analysis
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H 1978 FREFHLUR, FEHERBVASEEEZAZEHT K
MR H, 2006 4, PEHERBAKEERKC K 0.496 (LFE%,
2006), H 1978 K T 86.6% , FHIUIEN 2.25% (ZRE1 -1
FIME1-1)O, 4HBrBE, 1980 ~1989 4RI . 1990 ~ 1999 4 #i[H]

O TEHERYPWAKERE R 2004 4£% 0.53 (% 5%, 2006, % 376
F ) 2006 4E3% 0.536 (ZEHHE, 2008, &5 67 ~68 J1); 2007 ~ 2008 4
Wit Ea N Ead 0.48 (& ES, 2008, 55 219 T 340 7 ); MarHh
0.47 %K% (BEB, 2010), %R MAXRXREPEHBRASEEZENS -1
BAR “KRAEERA" N “BEKA” FHE8, AEFETEBHERAR, BR
BAMBRBERAZ 102 REZ KB AZE: 2005 F, FEHIKAMN I FH
KB 45, 22BN 21 F KB 55 F (E/41E, 2007); 2008 4, P EHIRK
HEMNIFEYT RBI264%, 2EN 23 FHF KBI65F (E/HE, 2010), X H
BEoEE=THHARRER,



