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Why Is Foreign Capital Reinvestment Weak
—A New Interpretation from China’s Low-carbon Economic Transition
YANG Zhihao

Abstract. Making greater efforts to attract foreign investment is important in high-
level openness. This paper reveals that, in recent years, while the total amount of foreign
capital has shown steady growth, the foreign capital reinvestment has been relatively low,
which becomes a weak link in the process of attracting foreign investment. However, the
existing literature falls short in providing adequate economic explanations for this phenome-
non. This paper employs a quasi-natural experiment constructed by leveraging low-carbon
city pilot policies and utilizes a differences-in-differences model to investigate this phenom-
enon. The findings indicate that China’s low-carbon economic transition significantly re-
duces the foreign capital reinvestment rate of enterprises in China. The conclusion remains
robust when considering the parallel trend test, placebo test, heterogeneous treatment
effects, data disturbance from other policies and endogenous bias. Mechanism analysis
shows that, on the one hand, the low-carbon economic transition inhibits foreign capital
reinvestment by increasing enterprise costs; on the other hand, the transition promotes for-
eign capital reinvestment by expanding domestic market demand, especially in terms of
green consumption demand. The expansion analysis shows that the correlation of state-
owned capital, the improvement of enterprises’ financing ability, and the improvement of
cost transfer ability could alleviate the inhibiting effect of the low-carbon economic transi-
tion on foreign capital reinvestment. This paper examines the internal causes of weak for-
eign capital reinvestment in recent years from the perspective of China’s low-carbon eco-
nomic transition and provides useful enlightenment for addressing the challenges surround-
ing foreign capital reinvestment.

Keywords: Foreign Capital Reinvestment; Low-carbon Economic Transition; Low-
carbon City Pilot
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