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Abstract 

Since the implementation of “Reformation and open-up” policy, Chinese economic 
development has obtained a huge growth. As the “Golden Impetus” of economic 
development, foreign direct investment (FDI), among which made great contribution to 
that. However, along with FDI’s stimulating Chinese economic growth, the pattern of its 
regional distribution embodies an imbalanced condition. Historically speaking, about 85% 
FDI concentrates on the Eastern coastal part, while only 15% FDI spreads in inland areas, 
which undoubtedly brings China about problems and huge challenges. It shows a highly 
unequal regional distribution of FDI in China and its structure also needs optimizing. 
Secondly, the distribution pattern of FDI is bound to bring Chinese economic growth 
about problems and troubles. Then, we are going to analyze the factors which have 
caused FDI input and the regional distribution of FDI based on objective facts and 
general theoretical researches At the end, it will give favorable political suggestions 
based on what has been analyzed above. 
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1. Hypothesis Development 

Observers have cited various factors to explain the skewed geographical pattern of FDI within 
China. Among them, the government's approach in implementing the "open-door"policy is 
reflected in the impressive amount of FDI in the coastal areas as compared to other regions. 
The autonomy given to certain coastal areas with regard to investment,production and other 
economic policies is surely another reason why these regions have been particularly attractive 
to foreign investors. The close geographical proximity and tight cultural and linguistic links 
between southern China and the overseas Chinese communities in Taiwan, China, Hong Kong 
and Macao have also directly contributed to the observed geographical pattern of China's FDI. 
Still, as abundant as the literature on the geographical distribution of FDI in China is, there lacks 
a robust empirical analysis of the local determinants of such investment. In short, the relative 
importance of the various factors that influence the level of FDI in each province has yet to be 
established. 

Our approach to shed light on this issue derives from estimation of an internal norm to assess 
the determinants of the provincial distribution of FDI in China using a standard location choice 
model. Against this norm, provincial FDI stocks are compared to determine the past 
performance and future potential of the provinces. 

2. Theoretical Analysis 

A large volume of theoretical and empirical literature is devoted to the determinants of the 
spatial distribution of FDI, usually in the inter-country context. This includes, among other 
approaches, the early Hechsher-Ohlin model, which emphasizes the endowments of capital and 
labor between countries; the product life cycle model, which regards FDI as a way to capture 
remaining profits by expanding overseas; and the industrial organization theory of FDI, which 



Volume 2 Issue 1, 2021 

DOI: 10.6981/FEM.202101_2(1).0003 

25 

Frontiers in Economics and Management 

ISSN: 2692-7608 

focuses on international oligopolistic competition. In the main, the empirical studies, using 
either cross-country regression analysis or interviews of foreign investors in host countries, 
generally show that various economic development characteristics(market size, labor costs, 
etc.) and FDI policy factors (tax incentives,free trade zones, etc.) directly influence the 
destination of flows of capital across national borders. In the simple location decision model 
used here, we posit that five "location advantage"factors are important determinants of the 
attractiveness of a Chinese province as a potential location for FDI. Taken together, these 
variables represent a province's level of economic development and its overall foreign 
investment policy environment. 

Labor costs: Foreign investors generally aim to take advantage of host countries' cheaper factor 
inputs (relative to their home countries), and the cost of labor is often considered important in 
this regard. In other words, foreign investors' display sensitivity to inter-country variations in 
labor costs in making their location decisions. However, the sensitivity of FDI location decisions 
to intra-country labor cost differentials is unlikely to be as pronounced. Indeed, even though 
the decision to invest in China is no doubt heavily influenced by the country's prevailing low 
wage rate, once the choice is made to locate an investment in China, finding the cheapest 
possible labor within China may not be an important consideration as wage differentials may 
not be significant. In fact, it is likely to be the case that observed wage rates (including bonuses 
and in-kind benefits)do not vary as much between regions within China as within other 
countries because of China's legacy of central planning,which has tended to homogenize wage 
rates.'" Thus, while the provinces with higher labor costs can be expected to compete less 
favorably in their efforts to attract foreign investment,our expectation is that this variable is 
not likely to yield a strong negative relationship with provincial FDI accumulation. The measure 
of labor cost we use is the average annual provincial wage of staff and workers in 1992. 

Human capital: A host region's labor supply influences foreign investors' location decisions not 
only in terms of input costs, but also through the quality of the skills of the labor force-- 
especially if the price mechanism is repressed, as is the case in China's labor markets. All other 
things equal, locales with highly skilled workers--most easily measured by education levels--
would be expected to compete more favorably than others in their FDI attractiveness. In this 
study, adult illiteracy is taken to represent the extent of basic education of a province's workers. 
The data are taken from China's Fourth National Population Census in 1990, where the 
population is classified as illiterate and semi-illiterate. These two classifications are divided by 
provincial population"up to age 6" and "over age 6" to obtain an illiteracy ratio. 

Infrastructure: There is no dispute that the extent of an area's infrastructure development is 
important in an investor's location choice. Infrastructure of course covers many dimensions, 
ranging from highways to railroads to telecommunication systems to even institutional 
development (e.g., extensiveness of business-related services, such as accounting, legal services, 
etc.). Owing to the difficulty of capturing all these various dimensions in an easily calculable 
variable, for this study we settled on using as a measure of a province's infrastructure 
development the total length of transportation routes within the province, calculated as the 
sum of the length of the (i) railways in operation, (ii) the navigable inland waterways and (iii) 
the constructed highways in 1992, normalized by provincial geographical size. In effect this 
variable measures provincial transportation route density. It is expected to be positively 
related to the level of FDI stock. 

Geographical location: As in other countries, another factor that is likely to be an important 
determinant of the geographical distribution of FDI in China is whether a province has a coastal 
location and thus in close proximity to major shipping ports. In China, coastal location may also 
be important because of the government's FDI policy regime--namely that fiscal incentives for 
foreign investors, such as lower income tax rates and reduced tariffs for imports used in the 
production of exports, have been heavily slanted in favor of cities along the coast. Although as 
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the empirical literature shows (as noted above) such incentives only marginally affect FDI 
decisions in other countries, it would be helpful to assess their effects in the Chinese context. 
But this is impossible in our case given the unavailability of data on the other explanatory 
variables: SEZs (or other similar tax preference units) are not jurisdictions on which GNP, 
illiteracy, labor costs and infrastructure development are measured; hence our unit of analysis 
is the province. 

3. Conclusion 

We thus conclude that to a large extent the destination of FDI within China is determined by 
market size, the extent of infrastructure development,the basic education level among adults, 
vicinity to import and export markets as well as capital sources and special investment policies. 
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