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Abstract

To successfully develop a region’s or country’s economy, policy-makers have to utilize foreign investments. To attract
the right foreign investors, the host has to understand not only the investors, but more importantly its own investment
environment. This article presents a practical method for evaluating investment environment from the viewpoint of a host
region or country. A real Chinese case was analysed by applying this method. The evaluation method is recommended not
only to China, but also to those countries having investment environments similar to China’s. © 1997 Elsevier Science B.V.
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1. Introduction

Foreign investment in China has increased sub-
stantially, from almost nothing prior the economic
reform of 1978 to more than 206000 registered
foreign investment ventures by the end of 1994. In
1994 alone, China settled more than 40000 foreign
investment contracts inside China and actually used
more than US$45.8 billion foreign investment (Peo-
ple’s Daily, March 2, 1995). However, foreign in-
vestment has been somewhat uneven in China, espe-
cially since 1989 foreign investment in China has
been significantly affected by the deteriorating in-
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vestment environment, both political and economic
(Cheng, 1990; Potter, 1995).

The Chinese government is acutely aware that
China needs foreign investments to build her four
modernisations (industry, agriculture, defence, and
science and technology). The effects of foreign in-
vestment on its economic development have been
substantial, as such projects have come to account
for nearly half of all capital investment in China
(Potter, 1995). In 1991 China reiterated her open-door
policy to the west (Li, 1991). However, concrete
measures have yet to be taken to implement this
open-door policy. The focal point of these measures
should be how to improve the investment environ-
ment of various regions in order to attract more
foreign investors (Silk, 1989; China Business Re-
view, 1992). To help China develop a positive in-
vestment climate, this article presents a practical
method for China to evaluate her investment envi-
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ronment and to assess the effects of her own policy
measures on the investment environment.

2. Essential requirements of the evaluation method

Research on the evaluation of investment environ-
ments has a substantial history and some workable
evaluation models have been established in the litera-
ture. The notable ones include the method of evaluat-
ing investment climate (Stobaugh, 1969), the analy-
sis of multiple investment factors (Mun, 1987), the
ten index evaluation method (Guo, 1987), and the
model of evaluating investment attraction (Simoes,
1988). Other relevant methodological, conceptual and
empirical works include Wicks (1980), Shih (1985),
Sethi (1986), Loth (1986), Burton and Inoue (1987),
Akaah and Yaprak (1988), Naya and Ramstetter
(1988), and Amador and Starbird (1989).

These methods, which are certainly helpful in
aiding investors to identify feasible investment re-
gions, do little to help a host country or region
evaluate and improve its own investment environ-
ment. They do not show a host country or region
how to evaluate its investment environment and se-
lect accordingly a foreign investment to maximize
local advantages, nor how to improve its political
and economic policies regarding foreign investment.

The current paper is different from the previous
research in that it provides a method to examine the
investment climate from a host region’s or country’s
point of view. In developing a method to help China
develop a favourable investment climate, we focus
on helping her evaluate her investment environment
in order to 1) identify and select the favourable type
of foreign investment according to the local advan-
tage, 2) improve the investment environment accord-
ingly to attract the identified foreign investments,
and 3) improve the country’s investment policies to
positively affect the investment climate. Hence, in
working out the method of evaluating the investment
environment, the following essential requirements
must be met.

(i) Match the host region’s characteristics with the
types of investment. Investment environment is
always associated with specific regional charac-
ters. In China, there are five Special Economic

(ii)

(iii)

Zones, numerous open coastal cities, three large
economic open regions and two Semi-autono-
mous Centres (i.e. Tianjin and Shanghai), which
have the ability to absorb foreign investment.
Since resources and investment environments in
different regions are not identical, the types of
foreign investment that each region absorbs are
certainly different. Under these circumstances,
it is imperative for us to base the comprehen-
sive evaluation of the investment environment
on the types of investment selected by the host.
Only in this way can the conclusions drawn
from the evaluation affect practical circum-
stances.

Evaluate policy measures systematically. In-
vestment environment is a concept which incor-
porates many levels. Accordingly, policy mea-
sures taken to improve the investment environ-
ment should also possess multiple levels. In
practical evaluation, having only directive pol-
icy suggestions would not meet the demands of
improving the investment environment deci-
sion. The evaluation outcome should be con-
nected with concrete policy measures. Hence,
the evaluating method should be necessarily
systematic, and it can be used to evaluate both
investment environment factors and policy
measures, and further to identify the relation-
ships between them.

Coordinate the expectations of both foreign
investors and the hosts. Foreign investors and
host countries have frequently different invest-
ment expectations. The main aim of an investor
is to gain profit or market share, with higher
investment profitability and lower investment
risk as its main expectations. The expectation
of a host is to absorb capital and technology
needed for economic construction in order to
facilitate economic development of the country
(or the region). Because of these differences in
expectations, there are bound to be conflicts
between investors and hosts. The potential for
conflicts must be considered when designing an
evaluation method. Such method should benefit
both the host in selecting the best types of
foreign investment and improving the invest-
ment environment accordingly, and also foreign
investors in effectively evaluating the invest-
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ment environment of the region or country
where they intend to enter.

3. The systematic method of evaluating invest-
ment environment

3.1. Factors affecting investment environment

In order to thoroughly describe the method of
evaluating an investment environment, it is necessary
to discuss the factors affecting investment environ-
ment.

Investment environment is a collection of a re-
gion’s various conditions to absorb foreign invest-
ments. It is a dynamic and multi-factor system. It not
only includes natural resources, geographical condi-
tions, infrastructure and other ‘hard’ environmental
or physical attributes of a region, but also includes
political and economic systems, industrial structure,
cultural traditions, legal system and other ‘soft’ envi-
ronmental or non-physical attributes of the region
(Lin, 1986; Mun, 1987; Aboue-Enin, 1994; Shin,
1994). Fig. 1 ' outlines the basic relations among the
factors of investment environment.

In Fig. 1 the relationship among factors is shown
by multi-level conditions. The vertical condition re-
flects relatively independent relations among factors,
while the horizontal condition reflects the level rela-
tion of the factors in the system. How many levels in
the system and how many component factors in each
level are decided according to the local situation.

3.2. The evaluation and selection of investment types

Because of the difference in economic develop-
ment among the regions in China, the types of
foreign investment absorbed by different regions il-
lustrate differences. For instance, the industries in
the Shenzhen Special Economic Zone (SEZ) mainly
produce high technology /precision products and its
objective in absorbing foreign investment is naturally

! The factors in Figs. 1 and 2 are based on a literature review
and personal interviews with investment experts. These factors
can be expanded or reduced for different country or regional
environments.

to develop new technology and products with the
aim of exporting the products to gain foreign ex-
change. In contrast, Hainan province is known in the
region for its natural resources, and it mainly absorbs
foreign investment which can be used to efficiently
exploit natural resources in the island. The more
developed cities (such as Shanghai, Tianjin, etc.)
mainly absorb foreign investment which can be used
to innovate technology, promote exports, develop
international tourism and financial business in order
to become modern international cities. Therefore,
when evaluating investment environment of a region,
we must first identify the preferred type of foreign
investment absorption.

The factors concerned with different investment
types are not all the same. It is very difficult to
compare all factors related with all kinds of invest-
ment types due to the problem of the index equality.
Therefore, the key problem of evaluating different
investment types is the lack of direct compatible
conditions among different investment types. If a set
of standard evaluation criteria can be identified from
those incomparable investment types and used to
transform different investment factors into a standard
index, then we can select the best investment type
through the comparison of different types of invest-
ment.

The issue of selecting the investment type can be
considered from two angles. Firstly, the type is
selected from the view of the host. Fig. 2 shows the
effects of absorbing foreign investment from the
view of the host. As shown in Fig. 2, whatever types
of investment, the combination point can be found in
some level. Then, to a host, the factors relating to all
types of investment can be identified in this system.
It is because of the differences of the representative
form, active degree and interactive effect among
these factors in each type of investment, different
types of investment cannot be compared directly.
Thus, when all factors relating to each type of invest-
ment are transformed into several basic aspects, the
base for evaluating and selecting the types of invest-
ment can be obtained.

Secondly, the host can select the type of invest-
ment according to a foreign investor’s motive. In this
case, the factors considered in evaluating investment
environment are from Fig. 1. Whatever viewpoints,
investors’ or hosts’, are used to evaluate the types of
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investment, the general claim is that those invest-
ment environment factors should be the base to draw
up the evaluating criteria, define the degree of every
criteria’s effect on different types of investment, and
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then finally evaluate and select the type of invest-
ment.

Now, we can describe how to evaluate types of
investment from the view of a host.

—— Political system (PS)
Political f— Steadiness of political power (SPP)
— Environment f— Continuity of policy (CP)
II (PE) e Risk of war (RW)
f — Social value and tradition (SVT)
| Social [S— Public security (PST)
L — Environment e International prestige (IP)
(SE) — International association and trade (IAT)
S Attitude Towards Foreign Investment (ATF)
— Development of national economy (DNE)
Macroscopic p— Balance of international payment (BIP)
—— Economic [S— Inflation status (IST)
Environment —_— Development of accessories industries (DAI)
(MEE) f— Foreign Debt Status (FDS)
[ Development of science and technology (DST)
Economic — Preferential treatment (PT)
e Policy f— Foreign exchange management (FEM)
| (EP) (S Industrial and commercial management (ICM)
Business ——— Market environment (ME)
— Management S Factor of investment (FZ)
(BM}) — Self-management level (SML)
— Quality and cost of labour (QCL)
R Financial law (FL)
| Perfection b Auditing law (AL)
—— of law [S— Business law (BL)
! (PL) b Arbitration judgement (AJ)
[— Steadiness of law (SL)
— Energy/raw materials supply (ERMS)
Public — Transportation condition (TC)
— Facilities — Communication condition (COC)
! (PF) [S— Infrastructure state (ISS)
|
| Public — Effectiveness of Administration (EA)
b Service —_ Financiat service (FS)
(PS) I Informational service (IS)
— Daily-life service (DLS)
Natural — Geographic location (GL)
— Condition — Climatic condition (CC)
f (NC) [— Population status (PS)
|
| National — Biologic resource (BR)
e Resource — Water resource (WR)
(NR) — Land resource (LS)

Mine resource (MR)
b Tourist resource (TR

Fig. 1. Investment environment system.
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Table 1 the headings row shows the main factor indexes
Criteria index matrix for type J investment; entries are the related to the special types of investment. The pa-
importance degree b, ;, . L. .
—— rameter b, is the transformation parameter which
Criteria Factor1  Factor2  ---  Factorm expresses that the factor k of the investing type j is
P§ by by Bim combined with the criterion i. Actually, it reflects
;3_2 Zm Ib’z.‘z o Z2im the importance degree of the factor k affecting crite-
3 3i2 3im riOl’l l
MI by by T baim . .
RE bs,) by, . by, . According to Table 1, the valge Xij that the type J
SSI bgjy bgin B i investment contributes to the criterion i can be ob-

tained by means of Eq. (1). That is:

* See Fig. 2 for criteria.

1,2,...,m, (n
1 .., h.

3.3. Establishing the criteria-index matrix
In Eq. (1), x,;, is the value of factor & in type j of

Table 1 shows the general criteria-index matrix. investment contributing to the criterion i; n is the
In this table, the uppermost factors in Fig. 2 are number of types of investment; m is the number of
defined in the column as the adjusting criteria, and the factor indexes concerned with the investment

Benefitting political and economic reform (BPER)

Political —— Benefitting social stability (BSS)
— Stability — Increasing international prestige (IIP)
(PS) b— Improving law system (ILS)
L— Benefitting International Relations (BIR)
— Improving industrial structure (1IS)
— Increasing employment (IE)
Economic — Increasing foreign exchange (IFE)
b Development — Decreasing inflation (DI)
(ED) L [mproving consumption (IC)
— Increasing domestic production share (IDPS)
Technology —— Speeding technology transfer (STT)
Comprehensive — Advancement b Improving product quality (IPQ)
Effect of (TA) — Increasing new generations of products (INGP)
Absorbing
Foreign
Investment Management — Develop opening of market (DOM)
I Improvement b Enhancing the quality of employees (EQE)
(MI) e Improving management quality (IMQ)
i — Improving cost structure (ICS)
i
i
Resource — Raising the exploitation of resources (RER)
——  Exploitation b— Forming resource industry (FRI)
(RE) b Balanced exploitation of resource (BER)
Social — Improving infrastructure (If)
L——  Service — Improving public service (IPS)
Improvement [T Improving service industry (ISI)
(SSI)

Fig. 2. Effect of absorbing foreign investment.
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Table 2

Criteria project matrix; entries are the importance degrees a;;
Criteria Project 1 Project 2 Project n
PS ay ap e Ay

ED lay, dy T Ay,

TA as) as t a3y

MI ay) aa e Aan

RE ds) dsy tU Asy

SSI de) der t Agn

* See Fig. 2 for criteria.

type j. b, and x,;, are generally obtained through
experts’ estimations. *

3.4. Establishing the criteria-project matrix

The common form of the criteria-project matrix is
shown in Table 2. The criteria column of the table is
the same as that of Table 1. The headings row of
Table 2 shows the types of investment. Parameter a;;
in Table 2 expresses the importance degree of invest-
ment type j affecting the criterion i, which can be
obtained through experts’ estimations.

By means of Table 2 and Eq. (2), we can obtain
A, (j=1,2,...,n), which expresses the ultimate
effect of different investments.

6
A= Zaijxij,t
i= J

2,...,6, 2
2 n. ( )

3.5. Determining the ranking order of investment
types

A; (j=1,2,...,n) are ranked in a descending
order. The best one is selected according to the needs
of the region.

It is useful to select the best investment type from
the viewpoints of the investor and the host respec-
tively and compare the two evaluation results. In this
way, the evaluator can better understand the type,
source and scale of the required investment.

2Expo:rts used in this study are defined as those who have
substantial experience in foreign direct investment. They are
foreign investment policy makers, CEOs of foreign joint ventures
and foreign fully owned ventures.

3.6. Evaluating the key factors of the investment

Once the type of investment is determined, a
region should embark on improving the investment
environment to attract potential investors. An impor-
tant step is to identify and improve the key factors
affecting the investment. To this end, a ‘region-fac-
tor’ matrix method was proposed, from the view-
point of investors, to evaluate investment environ-
ment according to different investment motives (Mun,
1987). Obviously, this method is not only suitable
for the investors, but also helpful to a host. However,
since it is the host country or region that decides the
types of investment to absorb, a proper method
should be designed from the viewpoint of the host.
After a host country or region has determined the
types of investment to absorb, its main concern is
which factors can be improved to attract foreign
investors. To discover those key factors, the evalua-
tion method should embrace an investor’s assess-
ment of the region and, at the same time, compre-
hensively address the investment environment fac-
tors, their importance, attractiveness, current situa-
tion and degree of usefulness in the region. Eq. (3) is
a general formula to evaluate key factors.
E=————(P,-C), i=1,2,....,0. (3)

Z';:lliHi

In the above equation, E; is the distance between
factor i and its best state, I; is the importance degree
of the factor i, H; is the degree of factor i’s
attractiveness to the investment, P; is the ideal state
value of the factor i, C; is the actual state value of
the factor i, and »' is the number of key environ-
ment factors. The parameters I, H;, P, and C; are
given by the experts’ estimations.

Obviously, the larger the value E,, the greater the
comprehensive influence of factor i on investment
environment. Thus we can rank E; from large to
small factors and then improve these factors accord-
ingly.

In fact, each parameter in Eq. (3) has important
practical implications. First, the importance degree
of the factors reflects the degree of emphasis placed
by investors on the factors affecting investment;
second, the degree of attractiveness to an investment
reflects the advantages of certain factors in the re-
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gion; third, actual state reflects the degree of in-
vestor’s satisfaction with the actual state of the fac-
tors. In conclusion, these parameters, combined with
the ideal state value, can comprehensively and cor-
rectly reflect the impact by each factor on the invest-
ment environment.

3.7. The evaluation of policy measures for improving
investment environment

It is the kernel of evaluating investment environ-
ment that relative improvement measures are discov-
ered and good policies are drawn from the key
factors in affecting investment. Therefore it is neces-
sary to examine the relationships among the key
factors and the policy measures, which can be done
by means of Table 3.

In Table 3, the column shows the policy measure
relating to the key factors; the row indicates the key
factors needed to be improved; the F;; in other
columns express the degree of impact on the key
factors by policy measures, which is given by ex-
perts’ estimations.

From the data in Table 3 and by means of Eq. (4),
we can obtain the degree of comprehensive impact
by certain policy measures on the key factors of the
investment environment.

z
Gl': ZejEj’ i=l,2,...,w,
i=1

E;

e;= T, j=1,2,..., 2. (4)

J
Zj=|Ej

Here, G, is the degree of comprehensive impact by
the policy measure i on all key factors, w is the
number of policy measures, and z is the number of
key environment factors influenced by policy mea-
sures.

From the equation, we find that the value of G; is
affected not only by F;;, the relationship between the
policy measures and the key factors, but also by e,
the degree of impact by the key factors on the
investment environment. Thus far, we have finished
the work of transforming the evaluation of invest-
ment environment factors into the evaluation of im-
provement measures of policies. The effect of differ-
ent policies and related measures on the investment

Table 3
Degree of impact on key factors by policy measures
Key Key Key
factor 1  factor2  factor Z
Policy measure 1 Fu Fi, R Fi,
Policy measure 2 Fy F,, e F,y
Poiicy measure W fW, F W2 e F, Wz

environment are now systemically and statistically
assessed. According to the value of G, (i=
1,2,...,W), we can suitably adjust and improve the
policy and related measures.

4. Case analysis *

In applying the above evaluation method, we have
evaluated the investment direction, investment envi-
ronment and the key factors of the Economic and
Technology Development Zone (ETDZ) in Zhuhai
(city Z).

4.1. On the evaluation and selection of investment
direction

Eight important industries have been determined
to absorb foreign investment in city Z. Here, we only
take the textile and electronic industries as examples
to explain the application of the evaluation method.
The investigated data are shown in Table 4. Here,
the ‘Political Stability’ criterion is not evaluated
because both the textile and electronic industries are
equally influenced by the criterion.

By means of Eq. (1) and Table 4, the contribution
values x;; of two industries are obtained and shown
in column 3 and column 4 in Table 5. Then, the final
effect A; of two industries are gained from Eq. (2).

From the sum A i the score of absorbing foreign
investment is higher for the textile industry than that
of electronic industry. Thus the textile industry has
priority.

? The methodology used for measurements in this case study
was the Delphi technique.
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Table 4
b x,; for textile (T) and electronic (E) industries
Criteria Index ?
1S IE IFE DI IC IDPR STT IPQ INGG
W S w S W S w S W S W S w S W S w S
ED T 031 432 0.13 3.87 024 454 0.17 295 0.15 0.13
E 033 3.14 0.09 331 026 401 0.19 4.16 3.04 3.72
TA T 0.06 356 0.29 4.8 030 391 035 4.24
S
E 021 4.11 0.18 3.2 0.28 3.76 0.33 3.24
5
Criteria Index
DOM EQE PQ DCM RER FRI SER II 1PS ITI
W S w S w S w S w S w S w S W S w S w S
MI T 042 473 0.11 3.62 034 4.16 0.13 4.21
E 032 381 0.18 442 033 3.86 0.17 3.93
RE T 0.35 4.41 0.44 4.63 0.21 3.2
4
E 0.23 3.24 0.17 3.16 0.60 3.8
2
SSt T 026 405 0.29 4.11 045 473
E 049 377 036 4.15 0.17 3.38

? See Fig. 2 for index system and criteria.
5 means extremely strong and 0 means extremely weak.
W means weight and S means score.

4.2. The evaluation of investment environment fac-
tors

Through investigation, we concluded that the in-
vestment motive of foreign investors in city Z is its
low cost. So we evaluated the factors of this type of
investment motive. Table 6 illustrates the data and
results.

Taking E,=0.17 * as the minimum standard for
selection, six key factors are identified:

Key factor 1: The supply of energy and raw
material (SERM). The energy and raw material in
city Z is in seriously short supply. The Chinese-fore-
ign joint ventures, foreign-foreign joint ventures and
enterprises with solely foreign capital must find the
raw material by themselves. But the domestic supply
of raw material is very low and the price is very

*The 0.17 value is selected based on the value of approxi-
mately 30% of all the environment factors in the study.

high, so the enterprises cannot obtain enough raw
material.

Key factor 2: The quality and cost of labour
(QCL). The most attractive factor of city Z was its
low cost labour force. But as the cost of living is
soaring, the demand for higher wages is seriously
eroding this attractive factor.

Key factor 3: Office procedures and administra-
tion efficiency (OPAE). Through investigation, we
found that the areas which foreign investors feel to
be most unsatisfactory are lower administrative effi-
ciency and more complicated office procedures. One
general company investigated in ETDZ of city Z has
no clear responsibility and decision-making power.
In reaching a decision, the company dogmatically
copied the experience of other cities and did not take
the city’s particular circumstances into consideration.
Thus, the decision made was hypothetical and unsys-
tematic.

Key factor 4: Infrastructure (ISS). Since the ini-
tial thoughts of building ETDZ were not systematic
and the ETDZ was not looked upon as an integral
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Table 5
The final Effect A; of the two industries
Criteria Project
Textile Electronics Textile Electronics Textile Electronics
a;; (a) a; (2) X; (3 X;,; @ A;(5) A, (6
ED 0.26 0.27 3.89 3.65 1.0t 0.99
TA 0.19 0.28 428 357 0.81 1.00
Ml 0.23 0.21 435 3.96 1.00 0.83
RE 0.20 0.11 4.26 357 0.85 0.39
SSI 0.12 0.13 43 3.84 0.52 0.50
Total 1.00 1.00 21.08 18.59 4,19 3n

part of the city’s systematic structure, emphasis was
only laid on attracting foreign investment. Commer-
cial network, service industry and other supporting
facilities to an industrial zone were neglected. More-
over, since the ETDZ is far from the city, transporta-
tion and communication facilities are not convenient.

Key factor 5: Law and regulation (LR). Lack of
law and regulations in ETDZ often drove foreign
investors into a dilemma. Meanwhile, in ETDZ, the
sense of law is weak, the existing laws are not fully
implemented, and effective arbitration in ETDZ is
lacking.

Key factor 6: Finance and banking situation
(FBS). The markets for financial services and raw
material supply in ETDZ are not set up. There are
few representative sales offices overseas to sell the
company’s export goods, so the goods have to be
sold to foreign businessmen at the lowest price in
international markets and potential profits are lost.

4.3. The policy measures for improving the invest-
ment environment

According to the above problems, we draw up the
following measures for improvement:

Table 6
Evaluation of investment environment factors for low cost type investment
No. Factor * I; H; C; E,
1 PS,PST,CP.RW 4.6 3.1 33 0.16
2 SPP 4.7 2.9 3.0 0.119
3 NR(BR,WR,LS, MR, TR) 37 3.6 3.1 0.110
4 FS 4.9 20 1.0 0.17t
5 NC(GL,CC,PS) 3.9 34 3.3 0.098
6 ME,FZ 3.9 3.4 33 0.098
7 IP.FDS 4.6 33 2.9 0.139
8 ISS,TC,COC 42 32 2.0 0.176
9 DST,DNE,IST,D,Al 1.5 2.9 2.7 0.044
10 ICM 4.1 1.0 1.0 0.071
11 ERMS 5.0 32 1.0 0.279
12 QCL 5.0 4.2 2.0 0.274
13 SML 4.0 3.1 29 0.113
14 PT 5.0 4.0 3.9 0.096
15 PL(FL,AL,BL,AJ,SL) 49 2.0 1.0 0.171
16 EA 39 2.7 1.0 0.184
17 SVT 1.0 2.7 2.7 0.032
18 IS 44 2.0 1.0 0.153
19 DLS 2.5 2.0 1.0 0.087
20 IAT ATF,BIP,FEM 3.1 2.8 2.7 0.087

* See Fig. 1. Here P, =S (best state value), i=1,..., 7.
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Measure 1: The laws and regulations should be
perfected further, relevant policy measures should be
drawn up, and the work procedure and responsibility
of the administrative office in ETDZ should be
clearly defined.

Measure 2: Building ETDZ should be regarded as
an integral part of the city’s economic plan, and the
procedures of feasibility analyses should be per-
fected. In addition, harbours and airports should be
improved and infrastructure should be built quickly.

Measure 3: The number of local government
organizations deciding the approval procedures for
foreign investment should be reduced. Moreover,
approval time of the project should be shortened and
the personnel system reformed.

Measure 4: The regulations for selecting foreign
investment projects should be finalized and the feasi-
bility analyses should be made as well. It is neces-
sary to establish various kinds of markets rapidly and
to exploit overseas markets.

Measure 5: A system of training employees should
be established and implemented.

An evaluation of the relationship between the five
measures and six key factors was made; it is repre-
sented in Table 7.

According to the result, the ability rank of the five
measures affecting the six key factors from large to
small is: Measure 2 — Measure 1 — Measure 4 -
Measure 3 — Measure 5.

According to the value of G, (i=1, 2,...,5), the
values of G|, G,, G,, and G, are approximate,
which show that these four measures should be
applied coordinately in practice. It is impossible to
improve the investment environment in ETDZ by
implementing only one of the four measures.

Table 7

Correlation * between policy measures and key factors
Policy Key factors Degree
measure 1 5 3 4 5 6 of policy
No. effects G,
1 1 | 5 1 7 3 2.63

2 3 1 1 7 3 3 2.83

3 0 3 7 1 3 0 2.23

4 7 0 0 0 3 5 2.65

N 0 5 1 0 0 0 1.24

* 7 means extremely strong and O means extremely weak.

5. Conclusions

China is a developing country lacking capital,
infrastructure and proper economic structure. To im-
prove her economic development, China needs for-
eign investments, which can bring in needed capital,
technology and management know-how. A good
government policy in turn will make China properly
utilize these foreign investments to build the econ-
omy. This article presents a practical method for
evaluating the foreign investment environment and
its relevant policies in China from the host country’s
point of view. A real case was used to illustrate the
application of the method. This method is not only
recommended to China, but also to many other
developing countries which have similar investment
environments as China.
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