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Abstract

The relationship between FDI and the increase of host country resident incomeis
a proposition worth researching. Researchers have made consensus that FDI can boost
economic growth in the host country. The most important purpose of economic
growth is to increase the national welfare standard while the citizens can enjoy the
“bonus’ brought by economic growth. However, the welfare standard can not be
easily and accurately measured in an al-round way. Wage level, being a maor
component of welfare standard, can be easily accessed in term of data. Therefore, it
would be a practical way to measure the influence of EDI on welfare standard by the
research of wage spillover effect.

As for the shortages of current researches, with reference to researches both at
home and abroad, this thesis takes the four coastal areas (Pearl River Delta Region,
West side of the Straits Economic Area, Yangize River Deltaregion, Bohai Bay region)
which attract largest amount of FDI as research objects. It establishes the theoretical
and econometric model through the derivation of the Cobb-Douglas production
function while it adopts an empirical study on the relationship between FDI and wage
level in the above four areas based on the statistics from the year of 1985 to 2006. As
aresult, by including the analysis of some areas with a small fraction of FDI, which
would give less priority to the issue of the FDI influence on wage level in the areas
with large sum of FDI, it not only save the efforts of analyzing on a national scale, but
also tackle the problem of generalizing from a few examples based on the statistics
analysis of certain few areas.

Through theoretical derivation and empirical study, the thesis finds out that the
effect mechanism of FDI on the wage level in the host country depends on the
comparison between the growth of capital and increasing demand for labor forces,
which is caused by the introduction of FDI. If the growth of capital is faster than the
demand of labor forces, then FDI would have positive effect on the wage level, and

vice versa. With regards to the four specific areas, because of the influence of regional



industry structure in the three areas of Pearl River Delta Region, West side of the
Straits Economic Area, Yangtze River Delta region, the growth of capital is slower
than the demand of labor force, which would generate negative effect on the wage
level; whereas the capital increase exceeds the demand of labor forces in Bohai Bay
region, so the effect of FDI on wage level is positive.

In view of what has been mentioned above, this thesis offers two aspects of
policy recommendations. On one hand, pay more attention to the quality of FDI. On
the other hand, optimize industry structure. Though the two ways mentioned above,
boost the economical growth by bringing in FDI and at the same time increase the
wage level to a larger extend to have the citizens enjoy the “bonus’ brought by

economic growth.

Key Words: FDI; Wage Level; Empirical Study
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