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Post-Reform China’s Inter-Provincial Capital
Mobility: A Spatial Econometric Estimation
of the Feldstein-Horioka Equation

HASHIGUCHI Yoshihiro"
CHEN Kuang-hui""

Abstract

A Feldstein-Horioka test for the degree of China’s inter-provincial capital
mobility year by year from 1978-2007 1s conducted using the spatial error
autoregressive (SEA) model, a method of spatial econometrics to take account of
spatial dependencies in the error term of an equation, and a data set that reflects
the revision of historical national and provincial accounts after the first economic
census 1n 2004. Likelihood ratio tests rejected the null hypotheses of no spatial
error correlation in 18 out of 30 years and the Akaike information criteria
selected the SEA model over a standard regression model in 23 years, showing
the superiority of the spatial econometric method. The two models’ estimations of
the movement of the saving-retention coefficient, however, do not differ so much.
The point estimates of the coefficient are small until the first half of the 1980s.
They get large after that and peak in the mid 90s, and then declined again to the
level almost same with the one around 1980 (though not significant, they in-
creased again in the 2000s). While the “home bias” problem of capital flows in
the post-reform China has been argued strongly, it is very possible that the bias

has now almost disappeared.
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