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An Empirical Study on the Obstacles of Attracting
Foreign Investment in Shanghai

——An Analysis Based on Transaction Cost Theory of International Capital Flow

WU Yun-song

(Institute of World Economics, Fudan University, Shanghai 200433,China)

Abstract; International capital flow refers to the cross-border flow of capital, reflected in
the capital and financial account. As a main component of international payments, international
capital flow has far-reaching effects on the operation of open economy in a country. Since the
open-door policy was enforced, Chinese government has looked on the attraction of foreign cap-
ital as an important target of government policy, but in recent years, the effects of which are
not so obvious. The paper, through the analysis of transaction cost of international capital
flow, analyses the obstacles existing in attracting foreign capital to Shanghai from empirical in-
vestigation. It maintains that transaction and high political risk are the main obstacles of attrac-
ting foreign capital to Shanghai, and then the paper offers some suggestions on reforming poli-
cy.

Key words: capital flows; transaction cost;control of capital account;political risks
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