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Impact of FDI on Income Gap between Urban and Rural Areas:

Empirical Analysis Based on Spatial Dubin Model

DAI Feng LV Xiaoyi
( School of Economics Nanjing Audit University Nanjing 211815 China)

Abstract: Based on the panel data of 30 provinces ( cities) in China during 2004 — 2013 this paper firstly verifies the
spatial correlation between urban-rural income gaps in each province ( city) through the Moran’ s Index and then uses the spa—
tial Dubin model ( SDM) to examine the spatial spillover effect caused by foreign direct investment of urban—ural income gap
across provinces ( cities) . The empirical results show that as a whole foreign investment has a significant negative effect on
the urban—ural income gap in China. This effect reflects the reduction of the urban—rural income gap not only in the province
(city) but also in the surrounding areas. From the perspective of the three regions the East the Central and the West the
impact of FDI on the income gap is different. Foreign investment in the eastern region will increase the urban—rural income gap
between the region and the surrounding regions and foreign investment in the western region will alleviate the urban—rural in—
come gap. To understand the effect of FDI on the urban—+ural income gap through spatial perspective not only helps to under—
stand the relationship between the two in a comprehensive manner but also helps to adopt differentiated foreign capital policies
in different regions to better play the role of income distribution and the overall welfare level of China residents’ income.

Key words: FDI; spatial spillover; urban-rural income gap; Moran’s Index; Spatial Dubin Model



