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Can Two-way FDI Help to Improve Factor Price Distortions?

Empirical Evidence from China’ s Manufacturing Industries

ZHAO Fusen' HE Qiang’
(1. College of Business Shanghai University of Finance and Economics Shanghai 200433  China;
2. School of Management University of Shanghai for Science and Technology Shanghai 200093 China)

Abstract: Based on panel data of 28 industries segments in China’ s manufacturing industry from 2003 to 2016 and on
measuring factor price distortion index of each industry this paper discusses impact of Two-way FDI on factor price distortion
from the perspective of manufacturing industry as a whole and heterogeneous industries by using fixed effect and intermediary
effect models. It is found that FDI and OFDI play an important role in improving factor price distortion on the whole but there
is a law of diminishing marginal effect and there may be differences due to different industries and periods. From the perspec—
tive of different industries the improvement effect of factor price distortion of FDI is relatively stable in different industries
while the improvement effect of factor price distortion of OFDI only has significant effect in low technology light industry and
homogeneous industry. The transmission mechanism of Two-way FDI to the improvement effect of factor price distortions is fur—
ther studied and discussed. Accordingly it is suggested to change the previous model of “heavy scale light quality” of foreign
investment and deepen the model of “diversification high-end” of foreign investment so as to greatly release the improve—
ment effect of two-way FDI on the distortion of factor prices and further promote the high—quality development of manufacturing
industries.

Key words: FDI; OFDI; factor price distortion; manufacturing industries



