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I. Foreword

Over the years, Foreign Direct Investment (FDI) in western China has remained low (2%-5% of the country’s total). Why is the western region inferior in terms of attracting FDI? Is it possible for the western region to substantially increase FDI introduction in the Eleventh Five-year Plan Period (2006-2010) and beyond? There are two approaches to the analysis on such questions.

In an explanation of regional inferiority of FDI attraction, the traditional approach focuses on the strategies of multinational corporations (MNCs) in China and their expectations on the investment climate. From such an analysis, countermeasures are put forward to make these regions more attractive to FDI. With an emphasis on regional satisfaction and adaptability to foreign investment, this approach is referred to as the “compliant way”. However, there are many aspects to the investment climate, the most important being regional strategies and national policies on foreign investment, which respectively represent the investment attitude and inclination at local and national levels. Henceforth, primary attention should be given to the impact of local and national strategies on the regional introduction of FDI.

MNCs, national government and local governments have different considerations concerning investment strategies or policies. When their strategies converge (matching extent is high amongst the three decision-makers), it will be easier to attract FDI, as high consistency amongst them means greater support or encouragement and less cost and risk to MNCs. Local encouragement is often given to industries with historical advantages, high resource endowment and favourable investment climate, thereby making operational costs lower in all aspects. Most importantly, such local strategies and national policies demonstrate the attitude and resolve to support key industries, so that enterprises that invest there will gain a continuous “plus effect” as a result of these strategies and policies. On the contrary, even if MNCs are interested in a particular region or industry, it will be difficult for them to gain access if their investment plans are limited by the host country’s policies and strategies in the target region. This view is emphasized in the “L-specific advantages” principle in the FDI theories of John H. Dunning. 

In sum, the scale and structure of regional FDI absorption are subject to the matching extent of strategies of the host country, FDI destination and MNCs. The approach that emphasizes the equal importance of regional and national governments in decision-making, which lays the basis for the analysis and research of regional FDI issues, can be referred to as the “matching way”. The “matching way” underscores the role of consistency amongst industrial basis, development environment and the efforts of the three decision-makers in the regional absorption of FDI. The analytical framework is showed in Figure 1.
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Figure 1. How the Compatibility of the Investment Strategies of the Three Decision-makers Determines Regional FDI Absorption

In this article, strategies of MNCs are reflected in the ratio of output value of their investments in China and how this ratio changes, and national policies on foreign investment are reflected in China’s Catalogue for the Guidance of Foreign Investment Industries and Catalogue of Superior Foreign Investment Industries in Central and Western Regions. Empirical analysis is conducted on the compatibility of the strategies of China’s western region and MNCs, with a view to shedding light on why FDI remains so low in the western region and how this situation can change.

What is worthy of mention is that MNCs have broad investment strategies in China. Following the analytical framework established by MAO Yunshi (2005), there are at least five factors which are of concern to MNCs in choosing their investment destinations: opportunity, location, industry, technology, and access methods. The nature of this framework is to construe their strategies by looking at what they do before making an investment. But this article attempts to reveal the strategies by looking at the ratio of output value and its changes, the nature of which is to construe the strategies of MNCs by looking at the results following their actions. The former approach is more consistent with people’s understanding of “strategy as a matter of choice”, while the latter makes it easier to conduct quantitative research on investment strategies.

II. MNCs’ China investment strategies and tendencies

By the end of 2005, China approved the establishment of 550,000 foreign-invested companies. Of which 300,000 registered entities were operational with contractual foreign investments worth USD 1,285.673 billion and actual utilization of foreign funds in excess of USD 600 billion. The following features can be seen from their investment strategies in China.

(I) Primary industry has never been a priority of MNCs’ investment in China

Due to limited return rate and the restriction of Catalogue for the Guidance of Foreign Investment Industries, primary industry has never been a focus of foreign investment in China. The share of total foreign investment in this sector has hovered around 2% in recent years, and this share is even on a downward trend (as indicated in Table 1). 

Table 1. Foreign Investment by Industry in 2001 and 2005     Unit: Item, 100 million USD, %

	Industry
	2001
	2005

	
	Number of Projects
	Proportion
	Contractual Foreign Investment
	Proportion
	Number of Projects
	Proportion
	Contractual Foreign Investment
	Proportion

	Primary industry
	11242
	2.88
	140.71
	1.89
	15521
	2.81
	251.44
	1.96

	Secondary industry
	285000
	73.07
	4631.60
	62.14
	411728
	74.46
	8830.73
	68.69

	Tertiary industry
	93783
	24.05
	2680.60
	35.97
	125711
	22.73
	3774.56
	29.36

	Total
	390025
	100.00
	7452.91
	100.00
	552960
	100.00
	12856.73
	100.00


Source: National Bureau of Statistics, China Statistical Yearbook (2002) (2006).

(II) Secondary industry, especially manufacturing, is the focus of MNCs’ investment in China

Over the years, the dominant proportion of FDI has gone to secondary industry, as indicated in Table 1 and Table 2. Due to the restrictions of the Catalogue for the Guidance of Foreign Investment Industries, the mining industry is not a focus of foreign investment. In 2005, mining only received USD 355 million worth of FDIs, accounting for only 0.49% of actual FDI utilization that year. In 2004, FDI (including those from Hong Kong, Macao and Taiwan) above designated scale in electric power, fuel gas and water production and supply had an industrial output value of less than 3%, whereas that of manufacturing reached 96.47%, as shown in Table 3. MNC strategies are therefore incompatible with the industrial priorities of the western region.

Table 2. Industrial structure of MNC investment in China   Unit: USD 100 million, %

	Primary Industry
	Number of Projects
	Proportion
	Contractual FDI Utilization
	Actual FDI Utilization

	
	
	
	Amount
	Proportion
	Amount
	Proportion

	Primary industry
	1058
	2.40
	38.37
	2.03
	7.18
	0.99

	Secondary industry
	30027
	69.21
	1344.43
	71.11
	446.92
	61.72

	Third industry
	12934
	29.38
	507.85
	26.86
	269.95
	37.28

	Total
	44019
	100.00
	1890.65
	100.00
	724.06
	100.00


Source: National Bureau of Statistics, China Statistical Yearbook  (2006).

Table 3. Industrial output value of foreign (including Hong Kong, Macao and Taiwan) investments above designated scale in 2004

	Industry
	Number of Enterprises
	Industrial Output Value

(Annual) (RMB 100 million)
	Proportion of Industrial Output (%)

	Mining
	214
	506.76
	    0.77 

	Manufacturing
	56412
	63667.17
	96.47 

	Production and supply of electric power, fuel gas and water
	539
	1821.29
	2.76 

	Total
	57165
	65995.21
	100.00


Source: National Bureau of Statistics, China Economic Census Yearbook, China Statistics Press, 2006.

Within the manufacturing industry, the majority of foreign investment is in communication equipment, computer and other electronic devices, transportation equipment, electric machinery, chemical raw materials and products, and textiles. In 2004, the combined industrial output of the five industries accounted for 52.99% of the industrial output of MNCs. See Table 4. 

Table 4. Output of Top Five Industries of Enterprises with Foreign Investment (including those from Hong Kong, Macao and Taiwan), 2004

	Manufacturing Industry
	Industrial Output Value

(Annual) (RMB 100 million)
	Proportion 

%
	Cumulative Percentage 

(%)

	Communication equipment, computer and other electronic devices
	18525.55
	28.07 
	　

	Transportation equipment
	5900.81
	8.94 
	37.01

	Electric equipment and instrument manufacturing
	4349.44
	6.59 
	43.60

	Chemical raw materials and chemical product manufacturing
	3388.95
	5.14 
	48.74

	Textiles
	2809.35
	4.26 
	52.99


Source: Compiled by National Bureau of Statistics, China Economic Census Yearbook, China Statistics Press, 2006

From the above figures, it can be seen that rapid growth was achieved in four equipment manufacturing industries including communication equipment, computer and other electronic devices, special equipment, general equipment, and transportation equipment. In 2004, the four industries reached contractual foreign capital volumes of USD 20.013, 6.403, 6.022 and 7.159 billion respectively, with growth rates of 33.01%, 112.24%, 71.84% and 47.05% respectively, which are far higher than national growth rates of foreign investment.

(III) Real estate is a focus of foreign investments in service industries, and financial services have become a new source of growth
In service industries, real estate received the largest volume of foreign investments. By the end of 2005, cumulative contractual use of foreign capital in real estate stood at USD 213.785 billion, accounting for 16.63% of cumulative foreign investments in China. In 2004, actual absorption of foreign capital in the real estate sector was USD 5.95 billion, or 48.66% of actual investment in service trade. In service industries, finance has had the most rapid growth of foreign investment. With China’s continuous opening to foreign capital, actual foreign investment in finance increased from USD 252 million (excluding FDI in insurance and securities) in 2004 to USD 12.301 billion in 2005, as shown in Table 5.

Table 5. Cumulative Contractual FDI Utilization by Industry at the End of 2005

Unit: USD 100 million, %
	Industry
	Contractual Project
	Contractual Amount

	
	Quantity
	Proportion
	Quantity
	Proportion

	Total
	552960
	100.00
	12856.73
	100.00

	Farming, forestry, animal husbandry and fishery
	15521
	2.81
	251.44
	1.96

	Mining
	1055
	0.19
	3.53
	0.30

	Manufacturing
	398266
	72.03
	8374.91
	65.14

	Production and supply of electric power, fuel, gas and water
	1499
	0.27
	131.45
	1.02

	Construction
	10908
	1.97
	285.84
	2.22

	Transportation, storage and postal service
	6607
	1.19
	314.10
	2.44

	Information transmission, computer service and software
	3115
	0.56
	65.33
	0.51

	Wholesale and retail
	27867
	5.04
	356.86
	2.78

	Accommodations and catering
	2381
	0.43
	49.06
	0.38

	Finance
	149
	0.02
	19.92
	0.15

	Real estate
	44828
	8.11
	2137.85
	16.63

	Rental and business service
	21080
	3.81
	454.93
	3.54

	Other services
	19684
	3.54
	376.51
	2.94


Data source: National Bureau of Statistical, China Statistics Yearbook, China Statistics Press, 2006.

Note: Other services include scientific research, technical service and geological surveying, water conservancy, environment and public infrastructure management, community service and other services, education, health care, social security, social welfare, public administration and social organization, culture, sports and entertainment.

(IV) New trend: the upgrade of MNC investments

MNCs have experienced the following three stages of investment in China: initial stage (1980-1990), rapid growth (1991-1997) and qualitative improvement (1997-present). Economic growth, opening-up, improving investment climate and relaxed access of foreign investment due to the fulfilment of WTO commitments have all heralded the growth of MNC investments in terms of both size and quality. Entering China in huge numbers, MNCs have shifted their focus from small labour-intensive projects to large technology and capital-intensive projects; from traditional tertiary industry to high-tech and modern tertiary industries; and from joint stock and cooperation to solely funded enterprises. In addition, MNCs are making all-round investments in the upper and lower streams of their leading industries, including manufacturing, distribution and after-sales service. 

III. Priority industries of the western region

As MNCs primarily invest in production industries, the following paragraphs will analyse the priority industries of the western region based on output values of production enterprises above designated scale in 2004, in consideration of the 11th Five-year Plan for National Economic and Social Development (Guidelines) instituted by various provinces, municipalities and autonomous regions in the western region, and using the matching extent approach.

(I) Leading production industries of the western region

The focus of production enterprises in the western region can be explained using the following three indicators: “key industries and prioritization”, “industrial concentration” and “concentration of resource industries”.

Where “m” refers to the number of all industries of Category I; “k” refers to the categorization coefficient of key enterprises. which is a cumulative number of industrial output ratio; “d” refers to the number of industry ranked at k following the descending order of output value. The d industry will be the key industry at k. Then regional industrial concentration
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If e refers to the number of industries highly reliant on regional resources amongst d industries, the concentration of resource industries
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can be defined as:
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The 38 industrial sectors and their codes are: coal mining and washing C1, oil and natural exploitation C2, ferrous metal mining and dressing C3, non-ferrous metal mining and dressing C4, non-metal minerals mining and dressing C5, other minerals mining C6, agricultural and sideline food processing C7, food production C8, beverage production C9, tobacco manufacturing C10, textiles C11, garment, shoes and hat manufacturing C12, leather, fur, feather (down) and their manufacturing C13, timber processing and wood, bamboo, vine, palm and straw manufacturing C14, furniture manufacturing C15, paper and paper product manufacturing C16, printing and record media reproduction C17, cultural, educational and sports product manufacturing C18, oil processing, coking and nuclear fuel processing C19, chemical raw materials and chemical product manufacturing C20, medical manufacturing C21, chemical fibre manufacturing C22, rubber manufacturing C23, plastics manufacturing C24, non-metal minerals manufacturing C25, ferrous metal smelting and rolling C26, non-ferrous metal smelting and rolling C27, metal production C28, general equipment manufacturing C29, dedicated equipment manufacturing C30, transportation equipment manufacturing C31, electric machinery and equipment manufacturing C32, communications equipment, computer and other electronic devices manufacturing C33, instruments, meters, stationery and office machinery manufacturing C34, handicraft and other manufacturing C35, electric and thermal power production and supply C36, fuel gas production and supply C37, and water production and supply C38.

Table 6. Prioritization and Concentration Indices of Production Industries in the Western Region, 2004   Unit: %

	Region
	Key Industries and Ranking
	Industrial Concentration
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	Concentration of Resource Industries
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	Inner Mongolia
	C26 C36 C1 C8 C7 C27 C11 C20 C25 C30
	73.68
	80.00

	Guangxi
	C31 C7 C36 C26 C27 C20 C25 C30 C21 C10
	73.68
	60.00

	Chongqing
	C31 C36 C20 C26 C25 C27 C29 C32 C7 C30 C21
	71.05
	45.45

	Sichuan
	C26 C36 C20 C7 C31 C25 C33 C9 C29 C32 C27 C2 C21 C30 C11
	60.53
	53.33

	Guizhou
	C36 C26 C27 C20 C10 C1 C21 C31 C9 C25
	73.68
	70.00

	Yunnan
	C10 C27 C36 C26 C20 C7 C25 C31
	78.95
	75.00

	Tibet
	C25 C21 C36 C9 C3
	86.84
	80.00

	Shaanxi
	C2 C36 C31 C19 C33 C1 C29 C21 C26 C32 C20 C30 C7 C27
	63.15
	50.00

	Gansu
	C19 C27 C36 C26 C20 C2 C25 C7
	78.95
	87.50

	Qinghai
	C2 C36 C27 C26 C20 C25
	84.21
	83.33

	Ningxia
	C36 C27 C20 C1 C26 C19 C25 C11 C29 C16
	73.68
	70.00

	Xinjiang
	C2 C19 C26 C36 C7 C11 C20
	81.58
	85.71

	Guangdong
	C33 C32 C36 C20 C31 C28 C24 C11 C25 C12 C19 C34 C7 C13 C16
	60.53
	33.33

	Western Region
	C36 C26 C31 C20 C27 C2 C19 C7 C10 C25 C1 C29 C33 C21
	63.15
	64.28

	MNCs
	C33 C31 C32 C20 C11 C7 C29 C26 C12 C28 C24 C36 C34 C13
	63.15
	28.57

	Average
	--
	74.99
	70.03


Note: 1.k=0.80; 2. Source: same as Table 3.

According to the reliance of industries on regional natural resources, 19 industries (half of the total) are considered as regional resource industries, including six mining sectors, ten manufacturing sectors (C7, C8, C9, C10, C11, C14, C19, C25, C26 and C27), as well as three sectors of electric power, fuel, gas and water production and supply. 

According to Table 6, industrial development in the western region has the following features, which depart from MNC investment strategies in China:

1) High concentration of production industries. In 2004, 12 provinces, municipalities and autonomous regions in the western region had an average of industrial concentration as high as 75%, while in the same period, Guangdong Province only had 60.53%.

2) High concentration of resource industries. In 2004, concentration of resource industries in the western region was 64.28%, and the simple average of 12 provinces, municipalities and autonomous regions reached 70.03%. But in the same period, MNCs only accounted for 28.57% and the indicator of Guangdong Province only stood at 33.33%. When k=80%, amongst the 14 sectors that were categorized as key production industries in the western region, the following industries came to prominence due to local resource advantages: electric power generation, oil and natural gas production, oil processing, coking and nuclear fuel processing, coal mining, metal smelting, tobacco production, agricultural and sideline food processing, non-metal minerals production, etc.

In contrast, non-resource industries are the primary focus of MNC investments, hence the departure of the MNCs’ investment strategy from the development focus of the western region. 

(3) Overlapping of focus is low. In 2004, the simple overlapping between key industries of the western region and MNCs in China only stood at 50%, but in the same period this figure was 80% in Guangdong Province. In addition, even the overlapping seven industries are mismatched. For instance, in 2004, communication equipment, computer and other electronic devices manufacturing (C33) were the top industries of MNC investment in China, whose industrial output value above designated scale accounted for 28.07% of MNCs that year. However, these industries ranked only 13th in the western region, with industrial output value above designated scale accounting for 2.54% that of the western region in the same year. Key production industries of the western region had a simple overlapping of only 35.71% with those of leading provinces of FDI absorption such as Guangdong Province. 

The western region has a high concentration of production industries and resource industries, but resource industries are subject to the national restrictions of FDI access, which has led to the mismatch between industries in the western region and MNC investments. The sluggish absorption of FDI in the western region can therefore be explained by this mismatch.

(II) Forecast of future investment strategies of the western region

Investment strategies of provinces, municipalities and autonomous regions in west China are explained in the 11th Five-year Plan for National Economic and Social Development (Guidelines) (See Table 7). Common strategies and their impact on the matching between investment strategies of the western region and MNCs are demonstrated as follows:
1) It seems the best choice for western provinces is to develop resource industries, but the cost is increasing departure from MNC investment strategies.

2) Emphasize the upgrade and improvement of traditional key industries with information technology and high technologies. This is consistent with the tendencies of MNC investment in China.

3) According to national strategies, innovation, information technology, biotechnology, new energy, new materials, etc. will be the focus of industrial development in the long term. This trend is favourable in drawing investment focus closer to that of MNCs in China. 
4) The provinces of Sichuan, Guangxi, Inner Mongolia, and Shaanxi as well as Chongqing Municipality put priority on equipment manufacturing, which conforms to MNC strategies.

Table 7. Investment priority of production industries for the 11th Five-year Period of provinces in western region

	Region
	Priority Industries

	Guangxi
	1. Strengthen resource industries: including aluminium, forest pulp paper, refinement of sugar, iron and steel, chemical industry, manganese industry, non-ferrous metal, food, construction material, pharmaceuticals, cocoon silk, tobacco, biochemical industry; 2. Expand modern manufacturing: automobiles, internal combustion engine, engineering and electric machinery, machine tools, whole-set equipment, electronic information products, container manufacturing and ship building;  3. Develop high-tech industries: including biological, new materials, new energy, electronic information and modern TCM industries.

	Sichuan
	1. Power generator, heavy equipment, engineering machinery, rail equipment, oil and natural gas equipment; 2. Electric power, natural gas, coal and clean energy; 3. Agricultural specialty products and processing of grain, oil, pig iron, tobacco, liquor, etc.; 4. High-tech industries such as IT, bio-industry, new materials, aviation and aerospace, etc.; 5. Transform and upgrade traditional industries like metallurgy, chemical industry, construction, silk, textiles, leather, etc.

	Shaanxi
	1. Equipment manufacturing; 2. High-tech industries like information, software, biopharmaceuticals, new materials, satellite application, etc.; 3. Energy and chemical industry; 4. Transform and upgrade traditional industries; 5. Support development of military products.

	Gansu
	1. Petrochemical, metallurgy, non-ferrous metal, equipment manufacturing, agricultural products and pharmaceuticals; 2. Oil drilling and production and refinery equipment, new-type mining equipment, digital-controlled machine tool, electrical equipment and supplies, wind power generator, vacuum equipment, military and IT products, other manufacturing; 3. Develop emerging industries such as agricultural product processing, pharmaceuticals, etc.

	Qinghai
	1. Hydropower, oil and natural gas, salt lake petrochemicals, and non-ferrous metal; 2. Metallurgy, medicine, processing of animal husbandry products, building materials, etc.; 3. Coal, alkaline, and high energy-consuming industries. 

	Inner Mongolia
	1. Energy industry focusing on coal, electric power, natural gas and renewable energy; 2. Chemical processing industries of coal, natural gas and salt and soda; 3. Processing of animal husbandry products focusing on milk, meat, fine hair, grain and oil; 4. Equipment manufacturing focusing on transportation machinery and special engineering machinery; 5. High-tech industries focusing on IT, rare earth intensive processing and biopharmaceuticals. 

	Yunnan
	Build China’s largest bases of tobacco and supporting industries, phosphorous chemicals and phosphoric compound fertilizer, as well as national key bases of energy, non-ferrous metal industry, Yunnan herbal medicine, coal chemicals, processing of agricultural specialty products, and forest pulp paper. 

	Tibet
	1. Oil and petrochemical industry; 2. Coal, chemical processing of coal and electric power; 3. Prospecting and exploitation of superior mineral resources; 4. Intensive processing of agricultural specialties and sideline products; 

	Guizhou
	1. Energy pillar industries of large coalmines, etc.; 2. Emerging pillar industries of coal petrochemicals, aluminium and aluminium processing, sulphur and phosphorous petrochemicals; 3. Develop tobacco and liquor industries and light industries; 4. Develop high-tech industries like aviation, aerospace, IT, biology, new materials and new energy, etc. 

	Chongqing
	1. Develop automobile and motorcycle industry; 2. Create equipment manufacturing base; 3. Create resource processing base; 4. Develop high-tech industries like IT, biology, new materials, new energy, etc.

	Ningxia
	1. Develop energy industries like coal, oil and electric power; 2. High-tech industries.


Source: 11th Five-year Plan for National Economic and Social Development (Guidelines) of provinces, municipalities and autonomous regions in the western region.
On the whole, in terms of drawing up future investment strategies, two factors need to be considered by the western region: the focus on resource industries is incompatible with the focus of MNCs; but measures to foster new industries and upgrade traditional industries help to make investment focus more compatible. 
IV. Measurement and Analysis of Matching Extent between the Western Region and MNCs
(I) Industrial Strategic Matching Extent

The matching of investment strategies between MNCs and regional industries is subject to four factors: first, the industrial structure of both MNCs and regions; second, the absolute level of investment of both MNCs and regional industries; third, partition coefficient of investment priorities, i.e. range or standard of industrial focus; and fourth, relative standard for absolute consistency of investment strategies between MNCs and regional industries. 

Active industrial category is System I, which fall into m sub-sectors; in a given year, investment or output value of an MNC in sector j is 
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, they are in total mismatch. 

(II) Matching Extent of Investment Strategies between the Western Region and MNCs

Table 8. Matching Extent of Investment Strategies between the Western Region and MNCs (2004)

	Region
	Industrial output value
(RMB 100 million)
	Matching extentη(%)
	Region
	Industrial output
(RMB 100 million)
	Matching extent η (%)

	Inner Mongolia
	2100.45
	6.60
	Tibet
	  22.70
	0.06

	Guangxi
	2140.76
	7.05
	Shaanxi
	2734.84
	6.53

	Chongqing
	2024.77
	7.91
	Gansu
	1582.46
	3.14

	Sichuan
	4716.11
	15.68
	Qinghai
	 374.13
	0.84

	Guizhou
	1394.61
	3.87
	Ningxia
	 553.66
	1.56

	Yunnan
	2083.88
	4.49
	Xinjiang
	1571.52
	2.57

	Weighted value of Guangdong, Shanghai and Jiangsu
	25280.91
	100.00
	MNCs in China
	65995.21
	-

	China as a whole
	201513.61
	-
	Western region
	21299.89
	7.60


Note: 1. Source: same as Table 3; 

2. Annual output value of production enterprises above designated scale; 

3. Output value by industry (not listed here).

Based on the annual output values of enterprises funded by MNCs (including those from Hong Kong, Macao and Taiwan) and production enterprises in the western region in 2004, three “regions”, Shanghai, Guangdong and Jiangsu, are selected with absolute matching of weighted output value, with m=38 and K set to be 87% (and n=19 to be the medium point of 38 industries). Matching indicators of investment strategies between the western region and MNCs in China are thus obtained, as shown in Table 8.

From Table 8, when the weighted average of output values of Guangdong, Shanghai and Jiangsu is considered to be completely consistent with the investment strategies of MNCs in China (100% matching extent), the matching extent of the western region is only 7.6%. If Guangdong Province is taken as the benchmark for 100% matching extent, then the investment strategies of the western region and MNCs make only a 7% match.

The matching extents of 12 provinces, municipalities and autonomous regions with MNCs in China can be ranked in the following descending order: Sichuan (15.68%), Chongqing (7.91%), Guangxi (7.05%), Inner Mongolia (6.60%), Shaanxi (6.53%), Yunnan (4.49%), Guizhou (3.87%), Gansu (3.14%), Xinjiang (2.57%), Ningxia (1.56%), Qinghai (0.84%) and Tibet (0.06%). Of which, Tibet is in almost complete mismatch, whereas Sichuan has the highest matching extent. Sichuan enjoys a high industrial output (ranking first in the western region), relatively low concentration of production industries (lowest in the western region), as well as relatively low concentration of resource industries (lowest in the western region), as indicated in Table 6.

From the figures of 2004, it can be seen that the matching extent of the western region as a whole and the 12 sub-regions are highly identical to the proportion of these regions in terms of FDI absorption. Such a correlation proves the accuracy of the matching extent and the important role it plays in regional FDI absorption.

V. Analysis on the Matching Extent between Priority Industries of the Western Region and National Policies on Foreign Investment

    Catalogue for the Guidance of Foreign Investment Industries and Catalogue of Superior Industries for Foreign Investment in Central and Western Regions instituted by the Chinese government represent both policy orientations and guidance on foreign-funded enterprises. But are they consistent with the priorities of the western region?

(I) Catalogue for the Guidance of Foreign Investment Industries

In comparison with Catalogue for Foreign Investment Industries (amended in 2004), priority industries of the western region are inconsistent with national policies on foreign investment in the following respects:

1) National policies still restrict or ban foreign investment in the business of most main products, key products or final products of major production industries in the western region.
For instance, production and supply of electric and thermal power is the top priority industry of the western region, but national policies prohibit foreign investment in the construction and operation of power grids; in the manufacturing of cigarettes and filters; in the production of yellow wine and distilled spirits; and in the construction and operation of oil refineries, etc.

2) National policies still restrict the shareholding proportion and access method in those key industries in the western region that are encouraged or not prohibited

For instance, national policies only encourage joint cooperation in oil and natural gas exploitation; restrict the shareholding proportion to various extents in the smelting and rolling of ferrous and non-ferrous metal; and restrict the shareholding proportion of vehicle production factories such as those making whole vehicles and whole machines in manufacturing of transportation equipment, etc.
MNCs tend to set up solely funded enterprises in China, but national policies restrict shareholding proportion and access method in these industries, which has dampened the enthusiasm of MNCs to invest in the western region.

3) The industries that are both encouraged, rather than restricted, by the national policies and conform with the focus of MNC investment are exactly the industries in the western region that lack attractiveness for MNC investment. 

The following four equipment manufacturing industries have enjoyed the highest growth of MNC investment in recent years and are supported by national policies: communication equipment, computer and other electronic devices, special equipment, general equipment, and traffic and transportation equipment. However, due to the restrictive investment climate, the western region remains unattractive to FDI in these areas. In addition, MNCs have located most of their investments of the above industries in the eastern region, and set up a complete industrial chain. In the short term at least, MNCs will be reluctant to move their manufacturing plants to the western region on a large scale. 

(II) Catalogue of Superior Foreign Investment Industries in Central and Western Regions

According to this Catalogue, as indicated in Table 9, the key industries of the western region are mismatched with national policies on foreign investment in the following ways: 

1) The Catalogue mainly encourages projects based on special mineral resources and bio-resources, but resource industries are not the strategic priority of MNC investment in China.

2) Most of the industries encouraged by the Catalogue are not priority industries already supported by these provinces. 
3) The Catalogue encourages the production of single products, which is unfavourable to developing effect of scale for FDI introduction in overall industrial chains. 

4) Projects or products encouraged by the Catalogue have a low matching extent with MNC investment strategies in China.

Specifically, very few of the projects in the Catalogue belong to the top five industries of MNC China investment priorities in 2004. This Catalogue has restrictive policies on the shareholding proportion of construction and operation (the Chinese party should have controlling shares in large and medium-sized cities) of gas/heat supply and water supply/drainage networks in 12 provinces, municipalities and autonomous regions. However, this industry only ranks 12th in MNC investment priorities, accounting for 2.51% of their output value.

Table 9. Industries encouraged by the Catalogue of Superior Foreign Investment Industries in Central and Western Regions (revised in 2004)

	Region
	Encouraged Projects

	Chongqing
	1. Construction and operation of urban gas, heat and water supplies and drainage networks (with dominant shareholdings by the Chinese party in large-and medium-sized cities); 2. Manufacturing of automobile parts and components; 3. New types of medical devices and products; 4. Lower stream chemical products of natural gas; 5. Production of silk, ramie fibre and animal and herbal medicinal resources. 

	Sichuan
	1. Construction and operation of urban gas, heat and water supplies and drainage networks (with dominant shareholdings by Chinese party in large-and medium-sized cities); 2. Rare earth products; 3. Production and development of lower reaches of chemical products of natural gas; 4. Insulation film; 5. Production of silk, ramie fibre, animal and herbal medicinal resources. 

	Guizhou
	1. As above; 2. Coal production; 3. Intensive processing of food specialty resources and ramie products; 4. Abrasive materials; 5. Titanium smelting and barium salt production (with dominant shareholdings by Chinese party); 6. Phosphorous products.

	Yunnan
	1. As above; 2. Coal production; 3. Development of food specialty resources; 4. Processing of natural rubber and flaxen; 5. Prospecting and development of copper, lead, zinc and nickel; 6. Phosphorous chemical products; 7. Manufacturing of light vehicle diesel engines and parts.

	Tibet
	1. As above; 2. Exploitation and processing of borax and ascharite (for joint venture and cooperation only); 3. Exploitation and processing of chromium (with dominant shareholdings by the Chinese party); 4. Wool products; 5. Exploitation of salt lake resources; 6. Production of Tibetan medicine and folk handicrafts.

	Shaanxi 
	1. As above; 2. Coal production; 3. High-quality wine brewing; 4. Molybdenum and titanium exploitation; 5. Metal functional materials; 6. Lower stream petrochemical products of natural gas; 7. Field bus intelligent instruments; 8. Design and manufacturing of digitally controlled machine tools, cutting tools and key parts and components; 9. Design and manufacturing of blast furnace gas energy recycling turbine.

	Gansu
	1. As above; 2. High-quality wine and beer brewing; 3. Intensive processing of rare earth; 4. Chemical processing and pipelines of natural gas; 5. IC encapsulation; 6. Port and ship equipment; 7. Drilling machine and oilfield equipment.

	Qinghai
	1. As above; 2. Production of strontium carbonate and metal strontium (JV and cooperation only); 3. Exploitation of salt lake resources; 4. Production of lower streams of petrochemical products of natural gas; 5. Intensive wool processing; 6. Production of new varieties of Chinese and Tibetan medicine. 

	Ningxia
	1. As above; 2. Coal processing; 3. Production of carbon-based materials; 4. Construction and high quality grape bases and wine brewing; 5. Intensive processing of potatoes; 6. Lower streams of petrochemical products of natural gas. 

	Xinjiang
	1. As above; 2. Prospecting and exploitation of copper, lead, zinc and nickel; 3. Comprehensive utilization of vermiculite, nitratine and mica; 4. Coal processing; 5. High-grade leather products; 6. Lower streams of petrochemical products of ethene and natural gas; 7. Uigur herbal medicine and folk handicrafts; 8. Biopharmaceuticals of cattle viscera;

	Inner Mongolia
	1. As above; 2. Intensive fodder processing; 3. Lower streams of petrochemical products of natural gas; 4. Processing of Mongolian medicine and biopharmaceutical products of cattle viscera; 5. Intensive processing of rare earth; 6. Folk handicrafts; 7. Comprehensive utilization of gangue, etc.

	Guangxi
	1. As above; 2. Intensive processing and application of indium, lead and zinc; 3. Intensive processing of manganese; 4. Selection and intensive processing of talc and barite; 5. Intensive processing of rosin. 


Note: this table is compiled according to the Catalogue of Superior Industries for Foreign Investment in Central and Western Regions (amended in 2004).
VI. Conclusions
The following conclusions can be drawn from the matching extent analysis on the investment strategies of MNCs and production industries in the western region, as well as national policies on foreign investment:
(I) The western region has a high concentration of resource industries and a low level of overlapping with MNC investment priorities in China. This, together with national restrictions on foreign investment in resource industries, has led to a low matching extent of investment strategies between the western region and MNCs. If the weighted output value of Guangdong, Shanghai and Jiangsu is 100%, the matching extent of investment strategies between the western region and MNCs in China in 2004 was only 7.60%. Due to low matching extent, the western region is in a disadvantageous position in terms of FDI absorption, and this situation will not change in the short term.

(II) During the 11th Five-year Plan period, provinces in the western region have increasingly departed from MNC investment strategies in China. However, policies to nurture high-tech industries and upgrade traditional industries are favourable to an increase in the matching extent. But for such favourable policies to take effect, the improvement of investment climate of the western region including talent and infrastructure, is still a necessary requirement. Provinces like Sichuan, Guangxi and Shaanxi as well as the city of Chongqing have adopted favourable polices on equipment manufacturing, which are helping to attract MNCs and are consistent with national policies on foreign investment.

(III) Main products, key products or final products of priority industries in the western region are still subject to national prohibition or restriction on foreign investment. Industries encouraged by the above two Catalogues may not be in line with MNC investment strategies in China or are not the current priority industries of the western region, thereby making the western region unattractive to foreign investment. Due to these reasons, even with favourable policies, MNCs are less enthusiastic to invest in such industries in the western region.

(IV) Three factors are important in adapting the industrial investment strategy to enhance the matching extent and thereby increase the level of FDI attraction in the western region: firstly, MNCs should give priority to investment in resource industries; secondly, the western region needs to extend and upgrade the industrial chain of resource industries; thirdly, the central government should relax its policies on MNC investment in resource industries by adjusting the Catalogue for the Guidance of Foreign Investment Industries and adding more projects that meet both MNC investment priorities and the favourable policies of the western region.

Abstract: Using the “matching extent” method, this article conducts a multi-perspective analysis on the compatibility of the investment strategies of the western region and MNCs, as well as national policies on foreign investment. Research indicates that low matching extent amongst the above three decision-makers is an important reason for the disadvantage of the western region in terms of FDI attraction, and this situation will not change in the short term. In addition, this article also sheds light on how to increase matching extent. 

Key words: FDI, western region, matching extent of investment strategies.
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