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Foreign investment, environmental regulation and environmental efficiency .

theoretical expansion and empirical evidence from China
ZHOU Jieqi', WANG Tongsan’

(1. The Faculty of Economics, Guangdong University of Finance and Economics, Guangzhou 510320, China;
2. Institute of Quantitative and Technical Economics, Chinese Academy of Social Sciences, Beijing 100732, China)

Abstract: Based on the extended Grossman and Krueger’s classical framework, this paper explains the mechanisms of
FDI affecting environmental efficiency, and employ simultaneous equations model and panel threshold regression model to test
the mechanism and effect of FDI on environmental efficiency. The results show that: (1) The quantity of foreign investment
obstructs the improvement of environmental efficiency through the industrial structure channel, but the quantity and quality of
FDI can improve the environmental performance through the environmental technology channel; (2) The quantity of FDI will
lead to strengthening of local environmental regulation because of its environmental pressure, while the quality of FDI, as a
“potential” resource that local governments scramble for, tends to weaken the local environmental regulation; (3) There is a
significant double threshold effect in the aspect of the effect of FDI's scale and FDI’s quality on environmental efficiency.
When the intensity of environmental regulation is too low or too high, the effect of FDI's scale and FDI's quality on environ-
mental efficiency is negative or not significant. When the intensity of environmental regulation is moderate, the negative effect
of FDI's scale on environmental efficiency becomes weaker. FDI’s quality has a positive effect on environmental efficiency.
The above conclusions are still robust after taking into account different measures and estimation methods. Therefore, it is
very important for the government to formulate reasonable environmental regulation, improve the environmental access thresh-
old of foreign-funded enterprises and encourage the environment-friendly foreign-funded enterprises to promote the positive
effect of FDI on environmental efficiency and realize the sustainable development.

Key words: FDI quality; environmental regulation; environmental efficiency; industrial structure green upgrade ; simul-

taneous equations model



