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Determinants of Foreign Direct Investment in China: The
Comparative Study between Beijing, Shanghai and
Guangdong

Abstract

Since 1978, China has adopted the so-called “open door policy”,
attracting foreign direct investment (FDI) has become one of the most
Important methods to facilitate its economic growth. However, foreign
countries didn’t invest large amount toward China until Deng Xiaoping’s
southern trip in 1992. The purpose of this study is thus to investigate the
determinants of FDI from different foreign countries to different regions in
China after foreign countries started to invest tremendous amount toward

China.

This study adopts fixed-effect model and random-effect model to
investigate the determinants of FDI in China with panel data of Beijing,
Shanghai and Guangdong during the period of 1993-2003. The result shows
relative wage rate, trade dependence to China, relative exchange rate and
relative borrowing cost are the most important factors in attracting FDI in

Beijing, Shanghai and Guangdong during 1993-2003.

Finally, in order to reduce the mistakes occurred in positive models and
enable the study more rigorous, then uses more methods to test the models and

the result.
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Random-Effect Model
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