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Does Environmental “Race-to-the-bottom” Exist for Competing FDI
among Local Governments?—Evidence from Municipalities across China
based on Spatial Econometric model

Abstract: From the perspective of decentralization, we show that testing the hypothesis of environmental
“race-to-the-bottom” in FDI competition can be analyzed in a spatial autoregressive model by accounting
for both unobservable stringency level and strategic interaction among local governments. We use the cross
sectional data consisting of 263 municipalities in China in 2007 and estimate the model via IVQR method
in account for parameter inconstancy from unobservable individual heterogeneity. The empirical results
reveal that in China, for the municipalities with highest FDI level, the environmental factor is irrelevant in
competition for capitals while the effect does exist for those municipalities with medium level FDI. Since
strategic environmental policymaking has not been significantly observed with the municipalities with low
FDI level, it may not be the case in a strict sense that they race against each other to the bottom of
environmental standard for more FDI.
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JE E A S B el i i S B R r BAA GG R, B A ow ik 228 5 P ) Rl AR
T IRAFHMER R () A o HoAth— e SF 85 AL S RFX —18 W7 . Barlow&Wender(1955) & 3L 5% [H 23 7]
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T AL PUAN R AR B0 FDI it i 1 B 5L 52, B BT 7585 %6 (tax rate, TR), 17378045 (market size,
MS), Jit 8l %t 4 (profitability, PR), LA H[X FFRE E (openness, OP). FATTHT XA Hb X Ak BT 43 8L 1) 5
A CRAT s 4270) 5 A RRE AT CRAL: 4270) 2 BERIEAME L R TS B%, A3 GDP (FRA
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2.4 (A NAOE PR ) e

X223 TRV ASC T R A 10 9 A I 2 (] T R Y i R SR L — 3o AN ] “4RIE” B e IS
[IHIRE, SRR SR SIS A AR 202 R SR, th S 8T Ja R 8 B AR R
LU R SR IANRI IR . S, S IAVBCH R vl LA 3 I B B 2 B 1) B H R I BLE L. il
Case et al.(1993)7EAF 7Tl 733 MMt BRI (R0 B30, N 32 s s sl B AR 7P AR ALK =l
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