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After China’s open door policy launched in the late 80s, FDI has dramatically increased. China is now the 

second largest recipient of FDI in the world. Along with the increase in FDI inflows, inequality is also 

increasing. China’s gini coefficient has been above the international warning line of 0.4 for the last ten 

years. Thus, the debate regarding impact of FDI on inequality among scholars has been heated. 

This paper has examined the impact of FDI on urban wage inequality in mainland China, with data 

covering 25 provinces over the period from 1990 to 2010. The methodology used in this paper is panel 

data. OLS, fixed effect and random effect techniques are also used in the regression. The results in this 

paper suggest the following: factors related to economic development, such as GDP, positively contribute 

to the rising wage inequality in urban China. Similarly, the unemployment rate also has a positive impact 

on wage inequality. Those provinces further from the coast have experienced greater levels of inequality 

than the coastal provinces. The openness of trade was shown to have no significant impact on urban 

inequality. The statistically insignificant impact of FDI on increasing urban inequality indicated that the 

high level of FDI is not the real cause of this increasing inequality.  

Generally speaking, in this model, certain variables have been excluded, for instance, education, which 

can be measured via years of schooling. In terms of inequality, education is quite an important factor that 

has attracted a lot attention in previous studies. Many studies have proven that the level of education may 

affect income inequality. Sylwester (2003) shows that countries with higher levels of enrollment in higher 

education have experienced lower increases in income inequality in later years. Also, in Nielsen’s paper 

(1994), a positive effect of educational attainment on income equality was suggested. Despite the omitted 

variables bias, endogeneity can also be a reason for the estimation biasedness or inconsistentency. A 

similar study was performed by Nathan and Guillermo. Using data from Mexico, they note that foreign 

investors could select production locations based on factors such as the quality of infrastructure or 

prevailing state-level wages, which may make FDI inflow endogenous. They develop a solution by using 



the minimum distance from one of the six major border crossings and the total number of years of 

schooling as instruments in their model. 

Since the data for years of schooling and the preferences of foreign investors are not publicly available at 

the provincial level, I cannot take these factors into account, so the missing points described above can be 

seen as a limitation of the model. 


