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Does FDI Reduce or Increase the Cities Domestic Value-Added
Rate in Exports

— Research Based on Data of China’s 241 Prefecture-level Cities
LI Xiao-ping, WANG Zi

Abstract: Foreign Direct Investment (FDI) has always been an important force which drives China’s economic
development, and it is also a knock-and-click for China to have a continuous penetration into the global value
chain. How does FDI effect DVAR This paper attempts to explore the impact of foreign direct investment on
the domestic value-added rate in exports from the prefecture-level market level, using the micro-level enterprise
data. Through the calculation of prefecture-level cities domestic value-added rate, it is found that the DVARs of
cities with high foreign investment level is relatively low In terms of ownership type, foreign direct investment
has a promoting effect on foreign-funded enterprises in cities. However, for the local enterprises in the city, it
has a kind of inverted U-shaped effect which means the influence of FDI has its ceiling In terms of geographical
distribution, the inhibition of foreign investment on local enterprises reflected in the central and western regions
is more obvious, meanwhile the promotion of foreign direct investment is only relatively significant in the central
region. This is because the spillover effect of FDI depends on the tradeoff between its positive effects such as the
demonstration and the personnel training effect and the negative competition effects Therefore, optimizing the
structure of foreign investment and promoting the upgrading of local enterprises are of great importance.

Key words: FDI; domestic value-added rate in exports; intermediate input; global value chain



