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FDI, regional differences and economic
growth: panel data evidence from China

*

Peter J. Buckley ", Jeremy Clegg ™, Chengqgi Wang ™
and Adam R. Cross ™"

This article investigates for China the proposition that economic
and technological conditions in a host country modify the
relationship of inward foreign direct investment (FDI) with
growth. Data are employed for China as a whole, and for 29
provinces in sub-samples, for 1989-1999. We find that host
country conditions impact strongly on the growth relationship
at both the national and the provincial levels. Our results
demonstrate that FDI favours growth in the economically
stronger provinces, and that the full benefits of FDI are realized
when competition (of both foreign and local origin) in local
markets is at its strongest. From our results it is clear that policies
need to be crafted at the provincial level to maximize the growth
benefits of FDI. Market reform emerges as a very successful
general policy that increases growth in a wide range of
circumstances and which, our results suggest, is bolstered in its
effects by FDI in the more developed provinces.

Introduction

Development economists have long argued that countries
pursuing externally oriented development strategies are more likely
to achieve higher rates of economic growth than those that are
internally focused. A number of studies have examined the
relationship between inward FDI and economic growth in the
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developing host countries.! A generally accepted conclusion is that
FDI has played a significant role in promoting economic growth in
host countries because FDI represents “the transmission to the host
country of a package of capital, managerial skills, and technical skills”
(Johnson, 1972, p. 2). An interesting finding of previous studies is
that the economic and technological conditions of a recipient
economy influence the extent to which FDI contributes to growth.

FDI'in China is one of the most palpable outcomes of China’s
Open Door Policy, which was adopted in December 1978. Already
in 1993, China held a position second only to the United States as
the largest host country for FDI (UNCTAD, 1994). By the end of
1998, China had attracted $267 billion worth of FDI, and had
approved 324,712 foreign-invested projects (Almanac of China's
Economy, 1999, p. 81).

The geographical distribution of FDI in China is characterized
by its concentration in the eastern coastal area. As shown in table 1,
between 1989-1998 the eastern region has attracted most FDI. The
central and western regions attracted only 9 per cent and 3 per cent
of the total FDI inflows, respectively. In terms of per capita FDI, the
central and western regions achieved only $8.63 and $1.67,
respectively, far behind the level of the eastern region’s $45.98 and
the national average of $21.19.

Considerable qualitative evidence on the positive effects of
inward FDI on the Chinese economy has been found in recent years
(Kueh, 1992; Lardy, 1995; Henley et al., 1999). Shang-Jin Wei (1995)
finds statistical evidence that FDI is positively associated with cross-
city differences in growth rates in China. In his comment on Wei's
work, Wing Thye Woo (1995) argues that FDI is correlated with total
factor productivity (TFP) growth because the incidence of FDI is a
good proxy for the degree of economic liberalization; and the greater
the degree of liberalization, the higher the TFP growth. Other studies
draw a conclusion similar to Wei (1995). For example, Stephane
Dees’ (1998) evidence supports the view that FDI affects China’s
growth through the diffusion of ideas; Chung Chen et al. (1995) find
that FDI has been positively associated with economic growth and
the increase of total fixed assets investment in China; Peter J. Buckley
et al. (2001) find that FDI improves the performance of Chinese
indigenous firms. The above empirical findings point to the collective

! For a literature survey, see de Mello, 1997.
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importance of the elements in the package of resources associated
with FDI (Dunning, 1977, 1993).

The vast land area of China is inevitably associated with
enormous contrasts in conditions, both natural and artificial, between
provinces. The degree of economic development is substantially
different across the provinces of China, and the geographic distribution
of FDI is characterized by its concentration in coastal areas. Whilst
an overall positive impact of FDI on growth is supported by the
empirical literature, China’s large absolute size and economic diversity
may mean that this finding masks wholly mixed impacts between
geographic and economic areas. The aim of this article is to shed
some light on how the FDI-growth relationship is affected by regional
differences in China at the provincial level.

The article proceeds as follows: the following section reviews
the literature; data and methodology are briefly explained next; the
empirical results are presented in the subsequent section; and
concluding remarks are offered in the last section.

Table 1. Geographical distribution of FDI in China
by region,® 1989-1998

FDI inflows ($100 million) FDI inflows per person ($)

Year Eastern Central Western Eastern Central Western

region region region region region region
1989 28.12 1.17 1.22 5.54 0.46 0.28
1990 29.72 1.22 0.72 5.91 0.45 0.16
1991 38.88 1.68 0.68 7.78 0.61 0.16
1992 97.94 7.25 1.96 19.75 2.64 0.46
1993 236.83 23.80 10.14 48.40 8.79 2.38
1994 290.89 25.99 14.03 59.93 9.71 3.32
1995 324.58 33.24 11.42 67.45 12.57 2.73
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