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FDI and Domestic Capital: Crowding-out
or Crowding-in

CHANGYUAN Luo
(Fudan University)

Abstract This paper uses provincial panel data to investigate the relationship between
FDI and domestic capital in China. The results show that FDI has “crowding-in” effects on
domestic capital. The crowding-in effects that FDI has on state-owned capital are larger than
on private capital. The stronger are the financial supports, the larger are the crowding-in
effects. That FDI produces positive impacts on domestic capital accumulation is related to its
model of entry in the form of “green field investment” as well as the high degree of competi-
tion in Chinese industries. As for the different effects on different types of domestic capital,
there is no doubt that discriminating policies of the government have played a major role.
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