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Abstract: In recent years, the foreign direct investment attracted by Henan Province has been increasing and has become an
important driving force of Henan Province's economic development, but the scale still has a large gap with developed provinces,
the analysis of its influencing factors is beneficial to our further introduction of investment and future policy guidance. Based on
theoretical analysis, this paper selects six variables as the influencing factors of FDI, including the scale of economic
development, the state of economic development, labour cost, infrastructure level and trade policy orientation, and openness to
foreign trade, etc. Using the time series data of Henan Province from 1995 to 2021, the relationship between FDI and the above
six explanatory variables is empirically The results of the empirical study show that The empirical results show that the scale of
economic development represented by GDP has a significant positive impact on FDI in Henan Province, while labour cost
represented by regional per capita wage has a negative impact on FDI in Henan Province, while other factors do not have a
significant impact on FDI.
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Henan Province still has a significant gap in both the quantity
and quality of foreign capital utilization.

Therefore, this paper selects Henan Province as the
research object and uses time-series data from 1995 to 2021
to empirically study the factors affecting FDI in this province,
in order to effectively promote investment attraction.

1. Introduction
1.1. Research Background

With the continuous deepening of economic globalization,
the role of multinational corporations in the international
production system is increasing significantly, and foreign
direct investment (FDI) has greatly propelled China's 1.2. Research Content and Methods

economic growth. The Foreign Investment Law of the 1.2.1. Research Content
People's Republic of China officially came into effect on This paper takes the actual utilization of foreign direct
January 1, 2020. The 1ntr0dgct10n of thls law in tha has investment (FDI) in Henan Province as the research object
played. an 1mportant role in promoting, protecting, and and conducts the following research on the factors affecting
regulating foreign investment. Since China's reform and FDI in Henan Province through theoretical research and
opening up, China's FDI has increased dramatically: from empirical analysis:
only $2 billion in 1985 to a record $1.15 trillion in 2021, with Chapter 1: Introduces the background of the study and
an annual growth rate of 14.9% in actual FDI inflows, clarifies the content and methods used in this research,
surpassing the trillion-dollar mark for the first time. Despite providing a solid foundation for the subsequent theoretical
the dual pressures of the COVID-19 pandemic and the and empirical analyses.
reorganization of global industrial and supply chains in recent Chapter 2: Conducts a theoretical analysis of the factors
years, China's stock of FDI has remained stable and growing. affecting FDI in Henan Province from six aspects: economic
. The. r.egional distributiqn of FDI in China shows signiﬁcant development scale, economic development status, labor costs,
disparities. Compared with the central and western regions, infrastructure construction, trade policy orientation, and the
the eastern coastal provinces are more advanced in both the degree of openness to foreign trade, laying a good foundation
quantity and quality of foreign investment attracted. At the for the following empirical study.
beginning of the 2lst century, in order to increase the Chapter 3: Collects time-series data from Henan Province
enthusiasm for FDI inflows into the central and western for the period 1995-2021 and uses the Eviews11.0 software
regions, the Chinese government successively implemented to establish a multiple regression model to empirically study
strategies such as the "Western Development" and the "Rise the factors affecting FDI. The model is tested and revised
of the Central Region," and introduced a series of preferential accordingly.
policies. It is hoped that these measures will promote Chapter 4: Based on the theoretical and empirical analyses,
coordinated and sufficient development and improve the the paper draws conclusions and proposes some suggestions
unbalanced regional distribution of foreign investment. to better promote investment attraction in Henan Province.

Henan, as a major economic province in the central region,
has seen a steady improvement in its economic level and has
achieved remarkable results in attracting foreign investment.
Its FDI increased from $0.0565 million in 1985 to $2.107
billion in 2021, a growth of more than a thousand times.
However, compared with the eastern coastal provinces,

1.2.2. Research Methods

This paper employs both qualitative and quantitative
analysis methods to explore the factors affecting FDI in
Henan Province through qualitative literature review and
quantitative empirical analysis. Literature Search Method: By
searching libraries and the Internet, relevant domestic and
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international literature on the factors affecting FDI is
reviewed and organized. Based on this, theoretical hypotheses
regarding the factors affecting FDI in Henan Province are
proposed in line with the province's actual conditions.
Empirical Analysis Method: Using the econometric software
Eviews11.0, a model is established based on the time-series
data from 1995 to 2021. The results of the empirical study are
analyzed to draw the conclusions of this paper.

2. Theoretical Analysis of the Factors
Influencing Foreign Direct
Investment

Based on the domestic and international research results
reviewed above, this paper first conducts a systematic
theoretical analysis of the various factors influencing FDI.

2.1. Economic Development Scale

The scale of economic development is usually measured by
the Gross Domestic Product (GDP) of a region. A large scale
of economic development is highly conducive to attracting
foreign direct investment. Firstly, regions with a large
economic development scale imply a larger market size,
closer proximity to consumers and factor markets, and a better
understanding of the market, which in turn reduces the costs
of market research and transportation. Secondly, in regions
with a large market size, there is greater sensitivity to changes
in market demand, allowing for rapid adjustments to
production plans in line with market demands, thereby
enhancing productivity. Additionally, regions with a high
level of economic development often feature industrial
clusters, which bring economies of scale and reduce
production costs for investors. Therefore, considering
economies of scale and production costs, investors tend to
choose regions with a large economic development scale for
production and business activities.

2.2. Economic Development Status

The status of economic development is typically measured
by the growth rate of regional GDP. Sustained and stable
economic growth is a sign of a favorable investment
environment and an open market prospect in the region, and
foreign investors are more likely to expect substantial returns
on their investments in the future. Conversely, economic
stagnation and macroeconomic decline increase the risk
preferences of foreign investors regarding investments in the
host country, thereby affecting the inflow of FDI. At the same
time, investors' analysis is not limited to the size of the
regional market but focuses on the future prospects of the
market. If foreign companies decide to establish a presence in
regions with a large market size, it is beneficial for their long-
term development.

2.3. Labor Costs

Labor costs are usually represented by average wages.
From the perspective of investment costs, labor costs are
significant, often being a key factor in determining a
company's strategic position in international competitive
markets. This also explains why some companies prefer to set
up processing plants in places like India and Thailand.
Generally, labor costs tend to inhibit the inflow of FDI, as
cheaper labor is more attractive to foreign investors,
especially in labor-intensive sectors with high labor demands
and low skill requirements, such as Foxconn.
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2.4. Infrastructure Construction

The level of infrastructure is measured by the growth rate
of regional fixed asset investment. The faster the growth rate
of fixed asset investment, the higher the level of local
infrastructure. Infrastructure encompasses a wide range of
public works, including transportation, postal and
telecommunications services, water and electricity supply,
and domestic services. It is the material basis for all
production and living activities and the basic material
guarantee required for regions to attract foreign investment.
Although infrastructure does not directly bring economic
benefits to foreign investors, it affects the transportation costs,
time, and construction period of enterprises. The level of
infrastructure development affects the production efficiency
and scale of FDI in the investment location, especially for
large-scale foreign-funded projects. Generally, the level of
infrastructure construction promotes the inflow of FDI. A
region with higher and better infrastructure will help
enterprises save start-up costs, expand smoothly and rapidly,
improve efficiency, reduce trade costs, and enhance the ability
to attract capital. Conversely, if the local infrastructure is
relatively underdeveloped, it will not be able to meet the
needs of industrial development, leading to reduced output
and efficiency of enterprises, and consequently lower
investment returns and reduced investment amounts.

2.5. Trade Policy Orientation

Policy orientation also plays a special role in attracting FDI
and serves as a powerful driving force. Practice has shown
that in 1979, China established four special economic zones.
With the help of various preferential policies and flexible
measures introduced by the state, including tax incentives,
streamlined approval systems, and sound legal systems, the
free flow of FDI was ensured, and the country's foreign
economic activities, especially in the coastal areas and the
provinces of Guangdong and Fujian, were significantly
activated.

2.6. Degree of Openness to Foreign Trade

The degree of openness to foreign trade is usually
represented by the ratio of total imports and exports to GDP,
reflecting the extent of openness and market scope of an
economic entity. There is a close relationship between foreign
trade and FDI. The more open an entity is to foreign trade, the
more capable it is of attracting FDI. This is because the
development of foreign trade implies an expansion of the
investment market, while FDI promotes the development of
foreign trade. The resources required by FDI, such as the
purchase of inputs and the sale of outputs, need to be met
through foreign trade.

3. Empirical Analysis of the Factors
Influencing Foreign Direct
Investment

3.1. Variable Selection and Data Sources

Based on previous research and considering the availability
of data, this paper selects the following six variable indicators
as factors influencing the growth of FDI in Henan Province,
where the scale of foreign direct investment has been
gradually increasing in recent years.

(1) Economic Development Scale: Represented by per
capita GDP (X1) of the region.



(2) Economic Development Status: Represented by the
growth rate of regional GDP (X2).

(3) Labor Costs: Represented by the average wage of
employees in the region (X3).

(4) Infrastructure Level: Represented by the growth rate of
regional fixed asset investment (X4).

(5) Trade Policy Orientation: Represented by the exchange
rate of the US dollar to the Chinese yuan (X5). Considering

the frequent fluctuations in exchange rates, this paper uses the
exchange rate based on 100 US dollars to Chinese yuan. An
increase in this exchange rate value means depreciation of the
Chinese yuan, which reduces the costs for foreign investors
and leads to an increase in FDI.

(6) Degree of openness to foreign trade: The ratio of total
imports and exports to regional GDP (X6) is used as an
indicator of the level of economic openness.

Table 1. The explanatory variables

Explanatory variables
Economic development scale
Economic development status

Labor cost
Infrastructure level
Trade policy orientation

Degree of openness to foreign trade

Obtain the specific data of FDI and these six variables from
1995 to 2021 from the Henan Statistical Yearbook for
empirical analysis

3.2. Model Formulation

To reduce the fluctuation range of variables and eliminate
heteroscedasticity, the natural logarithm of each variable is
taken first, and the regression equation is established as
follows:

Representative indicators Unit The impact on FDI

Per capita regional gross domestic product Yuan Positive

Growth rate of regional gross domestic product % Positive

Average wage of employees in the region Yuan Negative

Growth rate of regional fixed asset investment % Positive

Exchange rate of the US dollar to the Chinese yuan Yuan Positive
The ratio of total imports and exports to regional o Posit

b ositive

gross domestic product

InY=0+p1InX1+p2InX2+B31nX3+B4InX4+B51InX5+p61nX6
o
Where Y represents the actual amount of foreign direct
investment (FDI), C is the constant term, Bdenotes the
regression coefficient, andpis the random disturbance term.
Using the Eviewsl1.0 software, a preliminary multiple
linear regression model was established, and the regression
results of foreign direct investment and these six influencing
factors are as follows:

Table 2. Preliminary regression results

Variable Coefficient Std. Error t-Statistic Prob.
C 9.226583 6.913889 1.3345 0.197
InX1 4.215057 0.931737 4.523871 0.0002
InX2 -0.010542 0.092132 -0.114426 0.91
InX3 -3.096589 0.881519 -3.512787 0.0022
InX4 0.002504 0.079357 0.031559 0.9751
InX5 -2.475977 0.921473 -2.686977 0.0142
InX6 0.250841 0.18417 1.362008 0.1883
R-squared 0.988040 Mean dependent var 3.451288
Adjusted R-squared 0.984452 S.D. dependent var 1.553508
S.E. of regression 0.193708 Akaike info criterion -0.226512
Sum squared resid 0.750458 Schwarz criterion 0.109445
Log likelihood 10.05792 Hannan-Quinn criter. -0.126615
F-statistic 275.3766 Durbin-Watson stat 1.172586
Prob (F-statistic) 0

From the regression results in Table 2:

(1) Goodness-of-fit test: R2 =0.988040, with an
explanatory power of over 95%, indicating that the
established model has a relatively good overall fit.

(2) Significance test of the equation: This involves testing
whether the parameter values of all explanatory variables are
simultaneously zero at a certain significance level, to
determine whether the selected explanatory variables are
appropriate overall. The F-test is used for this purpose. At a
significance level of a=0.05, Prob(F-statistic) = 0.000000,
indicating that the estimated sample regression equation is
overall significant, and the F-test is passed.

(3) Significance test of variables: At a significance level of
0=0.05, except for economic development scale, labor costs,
and trade policy orientation, the p-values of the other
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explanatory variables are all greater than 0.05, and the t-test
is not passed. In terms of economic significance, economic
development scale, infrastructure level, and degree of
openness to foreign trade are positively correlated with
foreign direct investment, while economic development
status, labor costs, and trade policy orientation are negatively
correlated with foreign direct investment. However, the
relationship between economic development status and trade
policy orientation with foreign direct investment does not
conform to economic significance, indicating that the model
still needs to be optimized.



4. Statistical Tests and Corrections of

first examined whether there was multicollinearity among the

the Reg ression Model explangtory variables by calcula}ting the correlation
coefficients between them, as shown in Table 3.
4.1. Detection and Correction of

Multicollinearity

Since multiple macroeconomic indicators were used, we
Table 3. Correlation coefficient matrix
InY InX1 InX2 InX3 InX4 InX5 InX6

InY 1 0.97926562 -0.340151958 0.968969147 -0.125187231 -0.944388643 0.894252653
InX1 0.97926562 1 -0.3619459 0.998360418 -0.127923416 -0.9042398 0.889147033
InX2 -0.340151958 -0.3619459 1 -0.361429354 0.723796596 0.27537609 -0.222457504
InX3 0.968969147 0.998360418 -0.361429354 1 -0.118420475 -0.89020885 0.885044029
InX4 -0.125187231 -0.127923416 0.723796596 -0.118420475 1 0.049167476 -0.022550748
InX5 -0.944388643 -0.9042398 0.27537609 -0.89020885 0.049167476 1 -0.820589525
InX6 0.894252653 0.889147033 -0.222457504 0.885044029 -0.022550748 -0.820589525 1

From the correlation coefficient matrix in Table 3, it can be
observed that the correlation coefficients between InX1 and
InX3, InX5, InX6, as well as between InX2 and InX4, are
relatively high, with absolute values all exceeding 0.7,

Table 4. Univari

indicating a severe multicollinearity issue. To address this,
stepwise regression is employed to conduct separate
univariate regressions.

ate regression results

Variable InX1 InX2 InX3 InX4 InX5 InX6
Parameter estimate 1.579534 -0.791605 1.599828 -0.256084 -12.44375 2.972753
t-statistic 24.16979 -1.808606 19.60034 -0.630899 -14.35977 9.990254
p-value 0.0000 0.0826 0.0000 0.5338 0.0000 0.0000
R2 0.958961 0.115703 0.938901 0.015672 0.891870 0.799688

As shown in Table 4, the order of the R2 values is InX1 >
InX3 > InX5 > InX6 > InX2 > InX4. Based on this, other
variables are added in sequence for regression until

multicollinearity appears. The final results are presented in
Table 5.

Table 5. Stepwise regression results

Variable Coefficient Std. Error t-Statistic Prob.
C -9.745938 0.569379 -17.11679 0
InX1 5.850961 0.771416 7.5847 0
InX3 -4.379461 0.78963 -5.546217 0
R-squared 0.982014 Mean dependent var 3.451288
Adjusted R-squared 0.980515 S.D. dependent var 1.553508
S.E. of regression 0.216852 Akaike info criterion -0.114762
Sum squared resid 1.128598 Schwarz criterion 0.02922
Log likelihood 4.549282 Hannan-Quinn criter. -0.071948
F-statistic 655.1791 Durbin-Watson stat 1.12535
Prob(F-statistic) 0
Therefore, the revised equation is: order one.
InY=-9.745938+5.8509611nX1-4.3794611nX3 .
Table 6. Stationarity test results
(0.569379) (0.771416) (0.789630) Variable Prob.* Result
t= (-17.11679) (7.584700) (-5.546217) InY 0.0226 Significant**
R2=0982014  F=655.1791 n=27 X1 0.05%4 Significant”
InX3 0.0787 Significant*

4.2. Stationarity Test and Cointegration Test

Since the explanatory variables are all economic variables,
they are very likely to be non-stationary. To avoid spurious
regression, the stationarity of InY, InX1, and InX3 was tested
using the ADF test in EViews. At a significance level of a=0.1,
it was found that InY, InX1, and InX3 are all integrated of

To determine whether there is a cointegration relationship
among InY, InX1, and InX3, a multiple linear regression was
performed on InY, InX1, and InX3, and the residuals obtained
were tested using the DF test. The t-statistic obtained was -
4.649307. At a significance level of 0.05, the critical value for
the EG two-step test is calculated as -3.7429 - 8.352/27 -
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13.41/27% = -4.070628, which is greater than the t-statistic.
This indicates that the residual series is stationary and does
not contain a unit root. Therefore, there is a cointegration
relationship among the variables InY, InX1, and InX3.

Table 7. Cointegration test results

t-Statistic Prob.*
Augmented Dickey-
Fuller test statistic B Lo
1% level -2.656915
Test critical values: 5% level -1.954414
10% level -1.609329

4.3. Detection and Correction of
Autocorrelation

The LM test was conducted, yielding a p-value of 0.0342,

which is less than 0.05. This indicates that the model exhibits
autocorrelation.

Table 8. LM test results

3.950358 Prob. F (2, 22)
7.134255 = Prob. Chi-Square (2)

0.0342
0.0282

F-statistic
Obs*R-squared

To eliminate autocorrelation, the generalized differencing
method was employed. A regression was conducted using the
command Is(w=W) InY ¢ InX1 InX3 to generate the residual
sequence E. The auxiliary regression yielded p=0.277861.
Subsequently, a new regression equation was generated using
the command Is(w=W) InY - 0.277861*InY(-1) ¢ Inx1 -
0.277861*Inx1(-1) Inx3 - 0.277861*Inx3(-1). The results
obtained are presented in the following table.

Table 9. Results of the generalized differencing regression

Variable Coefficient

© -9.862209

InX1 5.796436

InX3 -4.314652

Weighted Statistics
R-squared 0.985347
Adjusted R-squared 0.984126
S.E. of regression 0.185334
Sum squared resid 0.824369
Log likelihood 8.789808
F-statistic 806.9455
Prob (F-statistic) 0

The final regression equation parameters are calculated as
follows:

B0=-7.769442/(1-0.277861)=-10.758929, B1=4.917102/(1-
0.277861)=6.809080, B3=-3.369263/(1-0.277861)=-4.6656
71013

Therefore, the final optimized equation is:

InY=-10.758929+6.809080InX1-4.665671013InX3.

4.4, Conclusion

Based on the final model established in this paper, when
other factors remain constant, the scale of economic
development has a positive impact on Henan Province's
ability to attract FDI. For every 1% increase in InX1, InY will,
on average, increase by 6.809080%. Regions with a large
scale of economic development, characterized by their
advanced economies, broader markets and sales channels, and
convenient access to information, enhance the expectations of
foreign investors to make profits, thereby increasing their
attractiveness to FDI. Conversely, when other factors remain
constant, for every 1% increase in InX3, InY will, on average,
decrease by 4.665671%. This indicates that labor costs have
a negative impact on Henan Province's ability to attract FDI,
suggesting that higher labor costs tend to suppress the growth
of FDL

Overall, when making investments, foreign investors place
significant emphasis on factors such as the scale of economic
development and labor costs in the investment region.
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Std. Error t-Statistic Prob.
0.554984 -17.77025 0.0000
0.714853 8.108574 0.0000
0.734849 -5.871479 0.0000
Mean dependent var 3.722701
S.D. dependent var 2.17043
Akaike info criterion -0.428875
Schwarz criterion -0.284893
Hannan-Quinn criter. -0.386061
Durbin-Watson stat 1.226596
Weighted mean dep. 3.968016

5. Policy Recommendations

Based on the above analysis, it is evident that the main
factors affecting FDI in Henan Province are the scale of
economic development and labor costs, with the former
having a positive impact on FDI and the latter being
detrimental to FDI inflows. Therefore, the following policy
recommendations are proposed.

(1) Maintain Stable Economic Growth and Expand Market
Size

GDP was selected as the indicator of regional economic
development scale in this study, and the empirical analysis
shows that it has a positive impact on FDI. Henan Province
should grasp the current market trends, leverage its existing
resources and advantages, and formulate effective long-term
policies to ensure stable and positive economic development.
At the same time, the government should vigorously develop
the rural market, respond to the call for rural revitalization,
and effectively implement and publicize people-oriented
policies. By genuinely benefiting the people, efforts should be
made to increase residents' income levels, boost consumption,
tap into and transform potential consumer power, and inject
vitality into market development.

(2) Leverage Human Resource Advantages to Attract High-
Quality Talent

Henan, located in the Central Plains, has been a populous
province since ancient times. Compared with other provinces,
its abundant human resources are an obvious competitive
advantage. Foreign investors have been attracted by the cheap
labor force in Henan, with most investments concentrated in



labor-intensive industries. However, with the progress and
development of science and technology, enterprises' demand
for high-quality talent is increasing. Therefore, the urgent task
for Henan Province is to formulate and implement a talent
strategy to address the severe brain drain and ensure that high-
quality talent can be attracted, retained, and well-supported.
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