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Study on the Manufacturing Industrial Hollowing—out Effect of China’s OFDI

LIU Hai-yun, NIE Fei
(School of Economics of HUST, Wuhan 430074, China)

Abstract: On the bases of discussion of mechanism on off -homeland of industrial capital and off -
manufacture of industrial capital induced by manufacturing OFDI, this paper builds dynamic manufacturing
industrial hollowing—out model including capital factor, and estimates with system GMM method by using China’s
panel data of provinces from 2003 to 2013. The result shows that the rapid expansion of manufacturing OFDI
would cause reduction in China’s manufacturing capital and rise in real interest, then manufacturing capital flows
into the virtual economy and capital-labor ratio falls, the phenomenon of off—-manufacture would happen. Labor—
intensive manufacturing is highly sensitive to change in the cost, capital would be squeezed more obviously by
OFDI. Compared with the eastern region, manufacturing structure of mid—west region is single and elements are
more intensive, OFDI will weaken manufacturing competitive edge of mid—west region by interest rate transmission
mechanism, under the situation of insufficient development in emerging industries, off -manufacture of industrial
capital is more prone to happen. After the financial crisis, China’s manufac turing OFDI growth is accelerated due
to the need of capacity output, and the promotion effect on domestic manufacturing capital formation from the net
inflow of capital is diminished. Finally, This paper puts forward corresponding policies about how to prevent
manufacturing industrial hollowing—out.
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