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ABSTRACT 
 

This thesis proposed to evaluate the factors that promote FDI in China and the positive 

effect of FDI during the period of 1976-2018, based on inward FDI data, Chinese GDP 

growth rate data and other relevant data. I found that GDP growth rate, infrastructure 

level has no significant impact on promoting foreign direct investment. Another finding 

is provinces in coastal area attract more foreign direct investment than provinces in 

mainland China. For the positive effects that foreign direct investment has are it can be 

used to increase domestic investment, promote capital formation, promote the 

upgrading of China's industrial structure, and increase employment of labor force. Also, 

Chinese government carried out some policies to encourage more foreign direct 

investment after 1978.  
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1 INTRODUCTION 

There are more and more foreign direct investments in China, and I will discuss 

the factors that promote those investments. After 1978, Chinese economy are 

increasing rapidly. Its high GDP growth rate also have some positive relationship with 

foreign direct investment. On one side, foreign direct investment makes Chinese 

companies have more money to develop human capital, export business, and corporate 

expansion. Foreign direct investment also enables Chinese government to improve 

infrastructure level, wage levels, and local economy. On the other side, the increasing 

GDP growth rate attracts more foreign direct investment. Low wages and large labor 

force are other factors that makes China an attracting place to invest.  

It is crucial to analyze this topic, due to some researches, foreign direct investment will 

help to improve Chinese economy. Despite China’s “open-door” policy and the 

expansion of the nonstate sector, local governments in China are also carried out 

policies that attract foreign direct investment. Analyzing the relationship between 

Chinese economy growth and foreign direct investment will help foreign capital decide 

whether to invest in China. By giving different provinces’ foreign direct investment data, 

foreign capital will enable to decide which place to invest. Local government, such as 

provincial government of northwest China, also can carry out some policies to attract 

foreign direct investment to catch up with the high economic growth in coastal areas.  

In this thesis, the study will discuss how fast Chinese economy grew after 1978 

and how the increasing infrastructure level attract foreign direct investment. I will also 

analyze the relationship of foreign direct investment and the location of provinces in 

China. Then, I will list some positive effects that foreign direct investment has on 

Chinese economy, especially on improving wage level, employments, taxes and 

exports. Finally, I will show policies that Chinese government carried out to affect 
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foreign direct investment, and they are different due to some reasons, such as different 

geographic location and economic development.  

 

2 LITERATURE REVIEW 

While there is considerable body of literature on factors that promote foreign 

direct investment in China, my thesis will build on previous literature by introducing how 

fast is Chinese economy grow for years, the great infrastructure level, foreign direct 

investment’s positive effects, different location chosen by foreign companies, and 

Chinese government policies.  

 

2.1 Chinese Economy Growth  

Existing literatures has focused on the high Chinese economy growth attracts 

more foreign direct investment, because foreign capitals think China is a good and a 

potential place to make profitable investment. Data from Chinese website 

Kuaiyilicaiwang (2019) shows that the GDP growth rate of China in 1978 was 11.7%.  

Hong (2014) states that Chinese economy growth interacts actively with foreign direct 

investment and it has positive effects for both. Similarly, Liu, Burridge amd Sinclair 

come up with same conclusion that they found bi-directional causality between 

economic growth, FDI and exports. Khan and Hu (1996) find the increasing economy in 

China caused more foreign direct investment came into Chinese market. Chen, Chang 

and Zhang (1995) founds factors caused by Chinese economy growth that attract 

foreign direct investment. They think the more foreign direct investment is related to the 

following three things. The first is the development of coastal and inland provinces is 
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unbalanced. The second is income distribution moves adversely. The third is 

ideological commitment is declining.  

 

2.2 Infrastructure Level 

Specific literatures have found that the improving infrastructure level in China 

appeals more foreign direct investment. Hong (2014) finds that infrastructure level 

interacts actively with foreign direct investment and it has positive effects for both. Li 

and Park (2006) basically conclude same result with Hong that from the data collected, 

they find better infrastructure will have positive effects on attracting foreign direct 

investment. Foreign direct investment also beneficial for the development of 

infrastructure level. Li (2013) shows that foreign direct investment is not only good for 

capital inflow, but also good for infrastructure improvement.  

 

2.3 Positive Effects of Foreign Direct Investment 

2.3.1 On Exports 

Foreign direct investment helps to increase exports of manufacture industries in 

China. Zhang and Song (2001) analyze the panel data at the provincial level in the 

period of 1986–1997 and find that foreign direct investment has positive effects on 

improving provincial manufacturing export performance. Wei (1996) also mentions the 

contribution in his study that foreign direct investment did for the increasing exports.  
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2.3.2 On Chinese Economy 

Many literatures refer to foreign direct investment makes Chinese economy 

growth higher. According to Li (2013), the inward foreign direct investment contributes 

to gross domestic product averages around 3%–6%. Hong (2014) also finds that 

foreign direct investment is helpful for Chinese economy growth by having bi-directional 

positive effects. Similarly, Chen, Chang and Zhang (1995) founds positive relationship 

between foreign direct investment and economic growth, and the increase of total fixed 

asset investment in China.  

 

2.4 Location Choice for Foreign Direct Investment 

Before foreign capitals enter into Chinese market, they will do a lot of researches 

about where they should invest. The research will include factors, such as market size, 

average labor wage, government policies, quality of labor, and transport infrastructure. 

China is such a big country, and different locations have different developed level. If 

foreign capitals do not choose wisely, they will suffer a loss. Sun, Tong and Yu (2002) 

states that cumulative foreign direct investment relative to cumulative domestic 

investment has a negative impact on the new foreign direct investment. So, they 

suggest local officials to improve the investment environment. Otherwise, foreign 

companies may choose to invest in provinces with fewer competitors. Li and Park 

(2006) also finds same result about agglomeration economies, especially for the 

clustering economy of foreign firms and domestic firms. More domestic firms will have 

negative effects on attracting foreign direct investment.  
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2.5 Policies 

Chinese government put much effort in attracting foreign direct investment for 

years. The local government also carried out many policies to attract foreign direct 

investment because some provinces in northwest of China have fewer foreign direct 

investment than coastal provinces. Khan and Hu (1996) shows that the productivity 

gains largely reflect market-oriented reforms, the expansion of the nonstate sector, and 

China's “open-door” policy lead to a huge increase of foreign direct investment. Kang 

and Lee (2007) analyze the data of South Korean foreign direct investment in China 

and find that about 60% investment is in the three northeast regions, where have more 

demands, large market size, large workforce, and convenient transportation 

infrastructure. The local government policies also support the South Korean foreign 

direct investment. That’s why there is such a large percentile foreign direct investment 

in the three northeast regions. 

 

3 METHODOLOGY & DATA 

3.1 Discussion of Data and Sample 

I will discuss if the improving Chinese economy help to attract more FDI. I will 

also discuss if the increasing infrastructure level is one of the factors to attract FDI. For 

the location of FDI, I will analyze if the location of different provinces in coastal area and 

mainland China has influence on attracting FDI. 

First, I analyze the relationship of China’s GDP growth rate and FDI. China’s 

annual GDP growth rate from 1976 to 2018 are obtained from China's National Bureau 

of Statistics. Annual inward FDI data for the same period are also acquired from China's 

National Bureau of Statistics. Another question is if FDI has relationship with the 

increasing infrastructure level. I divide infrastructure level into three categories, which 
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are construction area, passenger traffic, and Telefonica penetration rate. Annual data of 

construction area, passenger traffic, and Telefonica penetration rate are obtained from 

China's National Bureau of Statistics. I compare the different location of FDI by dividing 

provinces into two groups, one is coastal province, the other is mainland province. The 

utilized foreign direct investment data by provinces during 1986 to 2016 is obtained 

from Wind Database. By comparing the average FDI in these two groups, I can explain 

if the location is one of the factors that influences FDI in China. 

China’s GDP growth rate is one of the most important indicators for Chinese 

economy. I want to analyze if the increasing Chinese economy attracts more FDI. Also, 

from the previous literature, I know that the turning point for Chinese economy is 1978, 

so I collect data from 1976 to 2018. I choose construction area, passenger traffic, and 

Telefonica penetration rate as indicators for infrastructure level, because those three 

components inflect basic infrastructure to improve traffic, communication service, and 

citizen’s life. When I decide the regional differences of Chinese provinces, I first divide 

all provinces into two groups, then calculate their average utilized FDI.  

 

3.2 Discussion of Methodology & Model 

I use regression analysis on discussing the relationship of China’s GDP growth 

rate and infrastructure level with FDI. I run this analysis by having four variables, which 

are GDP growth rate, construction area, passenger traffic, and Telefonica penetration 

rate. I compare the average FDI from 1986 to 2016 in those provinces to see if location 

is one of the factors that attract FDI. 

When I calculate the average FDI in two different group of provinces and find 

coastal provinces’ FDI are much higher than mainland provinces. I also calculate the 

change of average FDI for these eight provinces. There huge jumps are in 1988, 1992, 
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1993, 1998, 2003, 2008, 2013. By comparing the date to China's policy “open to the 

outside world”, I can find the policy also influence FDI in those provinces. 

The model I use is multiple regression model. In the regression model, I discuss 

the relationship of China’s GDP growth rate, infrastructure level and FDI. The null 

hypotheses is GDP growth rate, construction area, passenger traffic, and Telefonica 

penetration rate have no significant impact on FDI. In this model, FDI is dependent 

variable and China’s GDP growth rate, construction area, passenger traffic, and 

Telefonica penetration rate are independent variables. After running the model, I find R 

square is low and p-value for F test and t-statistics are higher than 0.1. So, I accept the 

null hypotheses. That means GDP growth rate, construction area, passenger traffic, 

and Telefonica penetration rate have no significant impact on FDI. Since I use 

construction area, passenger traffic, and Telefonica penetration rate as indicators for 

infrastructure level, it may cause some error that the variables I choose are not 

complete. I will add more variables in this model in future. In conclusion for this model, 

GDP growth rate and infrastructure level are not factors that promote FDI in China. 

 

4 ANALYSIS & FINDINGS 

4.1 High GDP Growth Rate in China 

In my research questions, I firstly analyze how Chinese economy grows after 

1978. By collecting annual GDP growth rate from China's National Bureau of Statistics, 

I find it has 11.13% GDP growth rate in 1978. It is a relatively large growth rate 

compare to other countries in the world. The reason I chose 1978, it is because 1978 is 

a turning point for Chinese economy. From the data, we can also see high annual 

growth rate (above 10%) in 1983 -1985, 1987-1988, 1992-1995, 2003-2007, and 2010. 



9 
 

Overall, there is comparatively high GDP growth rate after 1978, and it drives anther 

question if high GDP growth rate attracts more foreign direct investment. 

 

4.2 FDI with GDP Growth Rate and Infrastructure Level 

Then I analyze the relationship of China’s GDP growth rate, infrastructure level 

and FDI in a multi-regression model. China’s annual GDP growth rate, annual inward 

FDI data, and annual infrastructure data from 1987 to 2018 are obtained from China's 

National Bureau of Statistics. I divide infrastructure level into three categories, which 

are construction area, passenger traffic, and Telefonica penetration rate. Construction 

area shows how Chinese government devote it into building more modern houses. 

Passenger traffic has improved sharply during 1987 to 2018, and it indicates how 

Chinese government raise the proportion of building highway and railway. Telefonica 

penetration rate shows the increasing developed communication facilities and services.  

In my research questions, I want to analyze if Chinese increasing economy and 

infrastructure level have impact on attracting more foreign direct investment. In my 

multi-regression model, I put foreign direct investment as dependent variable, and GDP 

growth rate, construction area, passenger traffic, and Telefonica penetration rate are 

independent variables. My model is not original, and I use a similar model as Hong 

(2014) did in his literature, in which he analyzed the relationship of foreign direct 

investment with economies of scale, wage levels, human capital, infrastructure level, 

and promote economic growth in China.  

I establish the following equation to test if there is any relationship of foreign 

direct investment with Chinese GDP growth rate, construction area, passenger traffic, 

and Telefonica penetration rate. 
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𝑦𝐹𝐷𝐼 =  𝛽0 + 𝛽1𝐺𝐷𝑃 + 𝛽2𝐶𝑜𝑛𝑠𝑡𝑟𝑢𝑐𝑡𝑖𝑜𝑛 𝑎𝑟𝑒𝑎 + 𝛽3𝑃𝑎𝑠𝑠𝑒𝑛𝑔𝑒𝑟 𝑡𝑟𝑎𝑓𝑓𝑖𝑐

+ 𝛽4𝑇𝑒𝑙𝑒𝑓𝑜𝑛𝑖𝑐𝑎 𝑝𝑒𝑛𝑒𝑡𝑟𝑎𝑡𝑖𝑜𝑛 

The null hypothesis (Ho) for this model is GDP growth rate, construction area, 

passenger traffic, and Telefonica penetration rate have no significant impact on foreign 

direct investment. After I run the regression model, the result is show in table 1.   

Table 1 Regression Result 1 

R Square 0.039928838 

Standard Error 0.557662729 

Observations 31 

 

Table 2 Regression Result 2 

 Coefficients t Stat P-value 

Intercept 0.116044137 0.671702844 0.507697843 

Change in GDP growth rate -0.132964183 -0.403876993 0.689605944 

Change in construction area 0.095667361 0.106727308 0.915824574 

Change in passenger traffic 0.533976074 0.563573229 0.577873489 

Change in Telefonica penetration rate 0.411884305 0.502442113 0.619585742 

 

As shown in the table 1 and table 2, the R square is low, p-value for t-statistics 

are higher than 0.1, we accept the Ho. The finding for this model is GDP growth rate, 

construction area, passenger traffic, and Telefonica penetration rate have no significant 

impact on foreign direct investment. My results are different from those of Khan and Hu 

(1996) showing that the increasing economy in China caused more foreign direct 

investment came into Chinese market during 1952 to 1994. Different time period and 

different model I use may cause the different result with them.  
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4.3 Regional Difference in FDI 

In my research questions, I also want to analyze if there is a relationship that 

foreign direct investment has with the location of provinces in China, especially for 

coastal area and mainland China. So, I compare the different location of FDI by dividing 

provinces into two groups, one is coastal provinces, the other is mainland provinces, 

and there are fourteen provinces in my dataset. The utilized foreign direct investment 

data by provinces during 1986 to 2016 is obtained from Wind Database. After 

calculating the average utilized foreign direct investment, I establish chart 1.  

Chart 1 Utilized FDI for Coastal Provinces and Mainland Provinces 

 

In chart 1, the line for average utilized foreign direct investment in coastal 

provinces is always upward as the line for average utilized foreign direct investment in 

mainland provinces during 1986 to 2016. The finding shows there is a relationship that 

foreign direct investment has with the location of provinces in China. Provinces in 

coastal area attract more foreign direct investment than provinces in mainland China. 
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4.4 Effects of Government Policy 

I wonder how Chinese government policies affect foreign direct investment in my 

research questions. The boosting trend for coastal provinces is correlated to Chinese 

policy, “ope to the outside world”, proposed by Xiaoping Deng, who is the chairman of 

the fifth national committee of the Chinese people's political consultative conference 

and the proposer for that policy. The policy was firstly proposed in 1978 and had a 

profound influence so far. In April 1984, on the advice of comrade Xiaoping Deng, the 

party central committee and the state council decided to expand the scope of “open to 

the outside world” from special zones to other coastal areas. The utilized foreign direct 

investment data by provinces are not complete before 1986, some provinces do not 

have the data before 1986. So, it may lead to some limitations when explaining the 

data. From the line chart, cause the influence of “open to the outside world” is still deep 

until now, the upward trend for coastal provinces during some specific years, such as 

1995, 2003, and 2008, shows that the Chinese government policy has some positive 

effects on attracting foreign direct investment. For, example, In 1995, Chinese 

government approved the Interim Provisions on foreign direct investment, among which 

it lists many industries that foreign investment projects under any of those industries are 

listed as encouraged foreign investment projects. 

 

4.5 Positive Effects of FDI 

The last research question is analyzing positive effects that foreign direct 

investment has on Chinese economy. Foreign direct investment inward can be used to 

increase domestic investment, promote capital formation, promote the upgrading of 

China's industrial structure, and increase employment of labor force. For Chinese 

trading environment, foreign direct investment can expand the scale of China's foreign 
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trade, improve China's foreign trade structure and promote the development of foreign 

trade. Also, foreign direct investment is an important tax source in China. 

 

5 CONCLUSION 

My thesis found that GDP growth rate, infrastructure level has no significant 

impact on promoting foreign direct investment. However, location of provinces has 

impact on attracting foreign direct investment. Provinces in coastal area attract more 

foreign direct investment than provinces in mainland China. Chinese government also 

carried out some policies to encourage foreign direct investment. Foreign direct 

investment has positive effects on increasing domestic investment and employment of 

labor force and promoting the upgrading of China's industrial structure and capital 

formation. 
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