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Abstract
Drawing on the sociological literature of state bureaucracy, we develop a political

incentive perspective on FDI inflows.We argue that political term, as a core feature
of career advancement in state bureaucracy, influences the incentives of newly

appointedgovernmentofficials and in turn their efforts towardachieving the state’s

goal of attracting FDI.Due to themandatory retirement agewhich limits the career
advancement, officials in their first terms perceive that they have better chances of

promotion and hence have stronger incentives to work toward advancement than

those continuing to serve in the current position for the following term.We test this
argument by examining Chinese city government leaders and FDI inflows in their

cities from2003 to2010, using a difference-in-differences design. The results show

that first-term leaders, who are newly appointed after political turnover, attract

more FDI inflows than continuing leaders. The difference is smaller when the new
leaders are close to retirement, but greater if they are appointed to cities with low

prior GDP performance. This study offers a new perspective on intra-country FDI

variations, and extends the literature on the role of political institutions by
investigating the political incentives of government officials.
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INTRODUCTION
The influence of political institutions on foreign direct investment
(FDI) has long been recognized. Political institutions that impose few
checks and balances on government officials’ discretion can generate
high political risk and deter FDI (Henisz, 2000; Jensen, 2003; Kobrin,
1979), while changes in political leadership at the national and local
government levels can lead to policy discontinuity and volatility,
which also negatively affect foreign investors (Fails, 2014; Henisz &
Delios, 2004; Jamison, Rosenbaum,&Carter, 2017; Vaaler, Schrage,&
Block, 2005). While the uncertainties and challenges presented by
political institutionshavebeeninvestigated inthe literature,howthey
may also produce opportunities for foreign investors is relatively
under examined (Boddewyn & Brewer, 1994; Rodriguez, Siegel,
Hillman, & Eden, 2006). Specifically, the political career-based
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incentives and the motivations for officials to attract
foreign investment require further attention.

We examine how the political career-based incen-
tives of government officials affect the level of FDI
flowing into their administrative areas. Given the
importance of FDI for substituting imports, facilitat-
ing technological transfer, and generating employ-
ment, it has been institutionalized in many
countries and regarded as a national goal (Bandelj,
2009; Jensen, 2003; Malesky, 2008). We argue that if
the government designs a predictable internal career
advancement system that aligns the behavior of
officials with the goal of attracting FDI, officials will
bemotivated towork toward this goal (Evans, 1995).
Based on the sociological literature that examines
state bureaucracy, we identify political term, defined
as the tenure of an official at a certain level on the
career ladder, as an institutional feature that influ-
ences officials’ political incentives. We argue that
although serving in one positionovermore thanone
term leads to more experience in that particular
position, it slows career progress and reduces the
likelihood of promotion due to the mandatory
retirement age of the state. Officials who remain at
the same level for a second term or more thus have
fewer opportunities and incentives for promotion,
and hence are less inclined to achieve the state’s
objectives.

China, as the focus of our study, serves as an ideal
research context to examine the impact of political
incentives. First, the complex bureaucracy of the
Chinese government provides a structure for the
career trajectories of its officials and the political
turnover process (Huang, 2002; Lin, 2011; Wang &
Luo, 2019). Second, China is a major recipient of
FDI, but the inflows of investment have significant
regional variations, and as local governments are
closely involved in the development of the local
economy and link it to the careers of their officials,
the incentives for the promotion of officials may
influence the FDI inflows into regions (Chan,
Makino, & Isobe, 2010; Du, Lu, & Tao, 2008; Lu,
Song, & Shan, 2018; Meyer & Nguyen, 2005).

In this study, we focus on the bureaucratic level
of city government leaders. We consider the polit-
ical cycle of China’s Communist Party (large-scale
leadership turnover coincides with the Party’s
National Congress every five years) and identify
two groups of city government leaders: first-term
leaders, who are newly appointed after the con-
gress, and continuing leaders, who remain in the
same position to serve a second term after the
congress. As FDI volume is as an evaluation and

promotion criterion for government officials, first-
term city leaders due to their stronger promotion
incentives are more prone to designing and imple-
menting policies to attract FDI. This results in a
higher level of FDI flow into their cities than into
those governed by continuing leaders. We further
argue that structural features related to leaders’
incentives can moderate the impact of political
term, such as mandatory retirement age and tour-
nament competition in officials’ promotion. These
features can further distinguish first-term leaders
from continuing leaders in terms of their incentives
for advancement.
This study contributes to the research on the role

of political institutions in FDI by revealing a new
theoretical mechanism. The uncertainties and risks
generated by political institutions, such as those
due to the power structure and changes in leader-
ship, have typically been the focus of previous
research. We identify potential opportunities
brought by political turnover in a state bureaucracy
with well-defined political careers and evaluation
criteria, as new leaders have stronger incentives to
achieve promotion and thus stimulate FDI.
Our focus on officials’ career incentives also pro-

vides a new theoretical perspective on FDI inflows.
Previous studies have focused on market and insti-
tutional explanations, while this new perspective
accounts for the heterogeneity of intra-country FDI
inflows by highlighting the role of government
officials in the host country.We show that although
city leaders may manage cities with similar market
and institutional environments, the difference in
their political terms results in different career incen-
tives and thus different FDI outcomes.

THEORY AND HYPOTHESES

Political Institutions and FDI
The influence of political institutions on FDI has
been well noted in international business research
(Rodriguez et al., 2006). Studies in this area have
focused mainly on the structures of political insti-
tutions and changes in leadership (Henisz & Delios,
2004). Power structures can affect the decision
making of government officials. Fewer formal con-
straints, such as a lack of institutional vetoes, can
enable officials to opportunistically change long-
standing policies (Henisz, 2004). However, this can
represent political uncertainty to foreign investors,
as it exposes them to risk either directly, through
expropriation, or indirectly, through policy
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changes in terms of taxes, regulations, tariffs, etc.
(Henisz & Delios, 2004). Forward-looking investors
who perceive such political hazards either commit
less or avoid investment altogether, particularly if
they lack experience of the specific markets (Delios
& Henisz, 2003; Henisz, 2000; Pindyck & Solimano,
1993).

Uncertainties and risks also arise when there are
changes in political leadership, at either the local or
the national level (Zhong, Lin, Gao, & Yang, 2019).
As new leaders rise to power after political turnover,
they are likely to change the existing conditions, in
terms of the policies, regulations, and rules of the
business environment. Such changes significantly
increase the perceived uncertainty, instability, and
political risk for potential investors, and negatively
affect the strategy and performance of foreign firms
that already invest (Fails, 2014; Zhong et al., 2019).

The potential uncertainties and risks generated
by political institutions have been noted in the
literature, but foreign investments are becoming
increasingly important in the globalized economy.
Such investment brings new technology, jobs and
skills, and so the pressure on local governments to
compete for foreign investments can be as strong as
the desire to opportunistically exploit them.1 Polit-
ical institutions may also create opportunities for
foreign investors (Boddewyn & Brewer, 1994), such
as through government incentive structures for
officials (Wang & Luo, 2019). Linking the political
careers of government officials to attracting invest-
ment may provide them with incentives to create a
better business environment and offer better terms
for investors (Jensen, Malesky, & Walsh, 2015). For
example, a study of provincial leaders in Vietnam
suggested that these leaders have a very strong
incentive to attract and maintain foreign investors,
as the increased revenues from FDI projects
strengthen their autonomy from the central gov-
ernment (Malesky, 2008). Thus, examining the
incentives of government officials can help us
understand the role of political institutions and
assess if they may even have a positive impact on
FDI.

We next develop our arguments concerning
government officials’ political incentives and their
influence on FDI inflows, drawing on the literature
on state bureaucracy from sociology.

Political Incentives Based on Political Terms
Effective bureaucracy is the backbone of the state,
through which policies are implemented and goals
achieved (Evans, 1995). The Weberian view of state

bureaucracy is characterized by meritocratic recruit-
ment and a predictable long-term career ladder in
the state hierarchy, as is the case in many countries
(Kohli, 2004). Such bureaucracy can be effective in
formulating and implementing policies (Guillén &
Capron, 2016), creating economic growth (Evans &
Rauch, 1999), achieving industrial transformation
(Evans, 1995; Johnson, 1982; Wade, 1990), and
facilitating the institutional transition from social-
ism to capitalism (Hamm, King, & Stuckler, 2012;
King & Sznajder, 2006). Political term, i.e., the
institutionalized tenure that an official can serve in
a position, such as four or five years, is an impor-
tant feature of the bureaucratic design. The start of
a political term often follows an election in demo-
cratic countries or other important political events,
such as the convening of party congresses, in non-
democratic countries (Besley & Case, 1995; Guo,
2009; Johnson & Crain, 2004). Legally mandated
term limits are often imposed to establish how long
an official can serve in one position, such as a
maximum of one or two terms.
We suggest that when officials are able to serve

multiple political terms in the same position, both
their careers and their incentives may be jeopar-
dized. Bureaucracy typically has a pyramid-like
structure, and those within it must compete at
numerous levels before reaching the top, which
inevitably takes time. For example, in the Indian
Administrative Service the journey from the initial
pay scale to the highest scale takes 30 years (Ber-
trand, Burgess, Chawla, & Xu, 2015). However, a
government career is not lifelong, and all officials
are subject to retirement age requirements (Wang &
Luo, 2019). Under this rigid progression through
competition, promotion, and retirement, the opti-
mal strategy for officials is to keep moving before
they reach retirement age. Remaining in the same
position for multiple terms obviously slows the
pace of promotion, and officials lose the momen-
tum to succeed in the next round of competition.
These continuing officials are thus demotivated
and may lose their incentive to deliver the perfor-
mance the state expects. Thus, the number of
political terms served by officials is an important
structural feature of the bureaucracy that shapes
their political incentives.

Chinese Government Officials’ Political Incentives
and FDI
The Chinese state, also referred to as a ‘‘party-state’’
(due to one-party rule), is regarded as a strong state,
with clear development goals and a sophisticated
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bureaucratic apparatus (Lin, 2011; Nee, Opper, &
Wong, 2007). Unlike Western democracies, where
politicians are accountable to voters and face
periodical elections, Chinese government officials,
including leaders at every level of the local bureau-
cracy, are de facto appointed by their superiors
(Huang, 2002). They are evaluated and promoted
based on the extent to which they achieve the
performance targets set by the state (Zhou, 2010).

Performance indicators that reflect state goals
typically include economic indicators (such as local
GDP growth rate, fiscal revenue, and FDI inflows),
political goals (such as maintaining social stability),
and social welfare indicators (such as improving
education, providing healthcare, and environmen-
tal protection) (Edin, 2003; Wang & Luo, 2019).
Economic indicators are the most important deter-
minants of the career advancement of officials.
Extensive empirical evidence suggests that officials
are more likely to be promoted if they demonstrate
outstanding performance in achieving high GDP
growth, increasing fiscal revenue, or attracting FDI
inflows (Chen, Li, & Zhou, 2005; Lu & Landry,
2014; Tsui & Wang, 2004; Zhang, 2011). Political
goals do not directly determine promotion, but
they confer veto power, as other achievements will
be canceled out by any failure to meet the require-
ments during evaluations of officials (Edin, 2003).
In contrast, social welfare goals such as environ-
mental protection may be overlooked, due to their
loose connection with career advancement (Cai,
Chen, & Gong, 2016).

The rounds of competition for promotion and
the allocation of political terms happen alongside
the Communist Party’s National Congress, which is
held every five years, when large-scale leadership
turnover occurs at all levels from the top down (Lan
& Li, 2018). We focus on top government officials
at the city level and distinguish between newly
appointed leaders in their first terms and those who
continue to serve a second term after the National
Congress.

The appointment of first-term (new) leaders can
result from internal promotion, lateral transfer
from other places, or in some very rare cases
downward movement (demotion) from provincial
or even central government levels (Huang, 2002).
Internally promoted leaders have been successful in
previous rounds of competition, due to their out-
standing performance and achievement of goals
such as increasing the GDP growth rate, fiscal
revenue, or FDI volume. Rotated leaders make
lateral moves from an equally ranked position in

a different locality. This rotation mechanism is
designed by the central government to limit local
ties and curb factionalism (Huang, 2002). Empirical
research has suggested that rotated leaders have
relatively short horizons and focus on career-
related evaluation criteria to boost their record
(Persson & Zhuravskaya, 2016; Zhang & Gao,
2008). Downward movement or demotion is very
rare in China, although in some cases officials are
appointed to lower level positions to gain local
experience. Thus, although newly appointed first-
term leaders have different circumstances and
backgrounds, this term status provides them all
with a fresh start.
Unlike first-term leaders, incumbent leaders

remain in their current positions, and these two
types of leader differ significantly in their subse-
quent promotion prospects. First-term leaders are
much more likely to be promoted because of the
structural design of the bureaucracy (Chen & Kung,
2016; Jia, Kudamatsu, & Seim, 2015; Opper, Nee, &
Brehm, 2015). Chen and Kung (2016) found that
86% of promotions were given to first-term leaders,
while the likelihood of promotion decreased after
the first term of office. To achieve promotion, first-
term leaders must strategically focus their attention
and resource allocation on tasks that are closely
associated with their career advancement, while
selectively ignoring other goals, given limited
attention and resources (Mezias, Chen, & Murphy,
2002). In contrast, those with fewer chances of
promotion, such as continuing leaders, are less
likely to prioritize promotion-related goals. They,
instead, may focus on other state goals, such as
maintaining social stability to ensure that they can
meet the veto target and well survive their remain-
ing term (Wang & Luo, 2019).
China is now the second largest FDI recipient

country worldwide, and had a total FDI stock of
US$1.354 billion in 2016.2 Since the beginning of
the economic reform, attracting FDI has been an
important goal for the Chinese government, as it
can facilitate technological development and
improve domestic productivity (Liu & Wang,
2003; Madariaga & Poncet, 2007). Thus, the level
of FDI attracted has been used by the government
as a criterion for the evaluation and promotion of
officials (Huang & Khanna, 2003; Kroeber, 2016;
Zhang, 2011). The formal documents outlining the
evaluation process for government officials typi-
cally provide very detailed and specific FDI goals,
such as to ‘‘attract 2.5 million yuan FDI’’ (Gao,
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2015) or accomplish ‘‘10 significant foreign invest-
ment projects’’ (Chen, Ma, & Bao, 2011).

The career incentives thus motivate first-term
leaders to attract foreign investment. In the reform
era, local governments have been given autonomy
and discretion to grant licenses, allocate resources,
and formulate local economic and business policies
(Oi, 1995). The nature of the party-state also means
that leaders’ decisions are not subject to rigorous
check and balance, and so city leaders, such as
party secretaries, can make influential decisions
about FDI (Zang, 2004; Zhang, 2011). To attract
foreign investment, city leaders can use their power
and discretion to offer lucrative packages to
investors, such as tax reductions or exemptions,
primary urban land for factory construction, and
low interest rates on bank loans (Zhou, Delios, &
Yang, 2002). Local governments have even been
found to compete by relaxing their environmental
standards, so they can attract highly polluting firms
(Ljungwall & Linde-Rahr, 2005). Another example
is of the city of Zhengzhou, which is located in a
relatively underdeveloped inner province. The
city’s leader promised no corporate or value-added
taxes for the first five years and a 50% reduction for
the next five years to encourage Foxconn to invest,
and the city was subsequently expanded massively
to accommodate Foxconn, including purpose-built
hospitals, metros, schools, and residential areas,
within half a year.3

As first-term leaders are more likely than contin-
uing leaders to devote effort and resources to
attracting FDI, cities under their administration
will experience an increase in FDI inflows. In
contrast, continuing leaders have limited career
advancement opportunities, so their incentives and
efforts to attract FDI will be significantly reduced,
resulting in a lower level of FDI inflows.

Hypothesis 1: First-term leaders attract larger
volumes of FDI inflows to their cities than con-
tinuing leaders.

Next, we consider two important structural fea-
tures of the career ladder that may lead to further
differences between first-term and continuing lead-
ers: mandatory retirement and tournament competition
in GDP performance.

The Contingency of Mandatory Retirement
Chinese state bureaucracy imposes a mandatory
retirement rule on officials (Li, 1998), and the age
of retirement increases with rank. For county
leaders it is 55, for city leaders it is 60, and for

provincial leaders it is 65. This requirement thus
limits future appointment opportunities and
changes the career horizons of leaders. Leaders
close to retirement age are likely to focus on short-
term goals, as they are less likely to benefit from
activities that have long-term payoffs (Gibbons &
Murphy, 1992). A recent study also confirmed that
retiring provincial Chinese leaders were more likely
to address imminent social stability issues caused
by the lay-off of workers from bankrupt state-
owned enterprises (Wang & Luo, 2019). In addi-
tion, as promotion opportunities decrease when
city leaders approach retirement age (Yu, Zhou, &
Zhu, 2016), they are less likely to focus on perfor-
mance targets that primarily contribute to career
advancement. Thus, first-term leaders close to
retirement age will have reduced or even no
incentives to attract FDI, and therefore the differ-
ence between them and continuing leaders may be
less prominent.
In contrast, first-term leaders who can serve

multiple terms (not necessarily in the same posi-
tion) before retirement have longer time horizons
and thus more incentives to strive for promotion.
They take more risks and are more forward-looking
than retiring leaders (Vroom & Pahl, 1971), and
thus the political incentives are stronger for first-
term leaders far from retirement than for continu-
ing leaders of a similar age. Newly appointed
leaders may work even harder to attract FDI, in an
attempt to boost their future career prospects. Thus,
there should be a greater difference between first-
term leaders farther away from retirement and
continuing leaders with regard to their political
incentives, while this difference will decrease as
they approach retirement. Hence, when the leaders
are close to retirement age, the impact of political
term (i.e., first-term vs. continuing leaders) on FDI
inflows should be weaker. We therefore propose the
following hypothesis:

Hypothesis 2: The difference in FDI inflows
between first-term leaders and continuing leaders
is smaller for those approaching retirement.

The Contingency of Tournament Competition
in Officials’ Promotion
The political incentives of leaders are also influ-
enced by the structure of the competition for
promotion (Lu & Landry, 2014). A tournament
competition process characterizes the career reward
and promotion system of the Chinese state bureau-
cracy, in which leaders at the same level compete
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for limited opportunities for promotion to the next
level (Xu, 2011; Zhou, 2010). Units at the same
hierarchical level in the Chinese state bureaucracy
are comparable, and government leaders evaluate
and promote their subordinates in their jurisdic-
tion. For example, they may compare and select
city leaders in the same province to promote to the
limited higher-level positions. These repeated tour-
nament competitions have important implications
for leaders’ incentives and behaviors, as they rein-
force social comparison and stimulate efforts. We
argue that, due to their higher chances of career
advancement, first-term leaders appointed to cities
with relatively poor economic performance may
perceive more pressure and have greater incentives
to improve their performance for the next round.

As described above, officials’ promotion in China
is mainly based on economic indicators, such as
GDP growth rate and FDI inflows. The tournament
competition is thus focused on the economic
performance of the official’s local jurisdiction. Poor
performance triggers a search for solutions (Cyert &
March, 1963). Prior studies suggest, due to the
salience of GDP growth for government officials, a
shortfall in this target can trigger officials’ efforts to
boost local economy in varied ways. For example,
Yue, Wang, and Yang (2019) found that a reduction
in the GDP growth rate of cities in a specific county
led to officials charging admission fees for religious
temples in their jurisdictions, in an attempt to
develop tourism and catch up with other counties.
We further propose that first-term leaders
appointed to cities with low levels of GDP growth
face more pressure in their evaluations, because
continued poor performance can result in a loss of
qualification for their promotion (Edin, 2003). Due
to the tournament competition for promotion,
first-term leaders strive for being favorably com-
pared with peers so as to advance to the next level.
Those appointed to cities with poor GDP growth
performance in the previous year may have stron-
ger incentives to attract FDI, in order to improve
their chances of outcompeting peers. A relatively
low GDP growth rate in China may indicate that
their infrastructures are not as good as in more
developed regions, but they can still provide
incentive packages to attract investors, such as
lowering environmental standards or offering bet-
ter tax conditions (Ljungwall & Linde-Rahr, 2005).
Meanwhile, confronted with the same low GDP
growth performance, continuing leaders may be
less concerned about social comparison due to a
lack of promotion prospects, and hence have less

incentive to improve their economic indicators,
including FDI.
In contrast, first-term leaders appointed to cities

with high GDP growth performance may be under
less pressure to improve local economy as they are
already favorably compared with other cities.
Hence, the difference between first-term and con-
tinuing leaders regarding their incentives and
efforts to attract FDI is greater when the cities have
poorer prior performance in GDP growth.

Hypothesis 3: The difference in FDI inflows
between first-term leaders and continuing leaders
will be greater for those appointed to cities with
poorer prior performance of GDP growth.

METHOD

Sample and Data
Our sample consisted of panel data on the FDI
inflows into 224 Chinese cities at the prefecture
level from 2003 to 2010. The average city inflows
within this period is 2715.707 million yuan. The
17th National Congress occurred during this per-
iod, in 2007,4 and we compared the cities’ average
FDI inflows before and after the congress. For those
that had new leaders after the National Congress,
we included the leaders before and after the turn-
over in the sample and coded the latter as the first-
term leader. Leaders who were reappointed after
the congress and whose tenures lasted for the entire
observation period were included in our sample.
Thus, our sample was an unbalanced panel, con-
sisting of 114 cities with first-term leaders and 110
with continuing leaders after the congress.
We collected city level data such as annual FDI

inflows and wages from the China City Statistical
Yearbooks published by the National Bureau of
Statistics of China, and GDP per capita, population,
and infrastructure development from China
National Knowledge Infrastructure, a national
information project supported by the Ministry of
Education.
We manually collected the CVs of all city leaders

who served during the observation period. The
party secretary is at the top of the bureaucracy at
each level (including the city) (Yao & Zhang, 2015).
Attracting FDI is part of the party-state’s strategy, so
we focused on the party secretaries of cities as the
leaders responsible for devising FDI policies. After
eliminating observations with missing variables,
such as city leaders’ backgrounds and FDI inflows at
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the city level, we obtained 277 city leaders who
served between 2003 and 2010 and 1044 observa-
tions for the analysis.

Variables

Dependent variable
FDI inflows Following previous studies, we mea-
sured FDI as annual FDI inflows (logged) to the
target city in a given year (Fredriksson, List, &
Millimet, 2003; Globerman & Shapiro, 2003). Fig-
ure 1 plots the growth trend in annual FDI inflows
to the cities in our sample from 2003 to 2010.

Independent variables
Party congress We focused on the 17th National
Congress of the Communist Party of China, held in
October 2007. Local party congresses typically take
place prior to the National Congress, which in this
case was in late 2006 and early 2007. For each city
we coded the years following and preceding the
local party congress as 1 and 0, respectively.

First-term leader When new city party secretaries
are appointed, they start a first term of five years,
while reappointed incumbent leaders typically
serve in the same position for a second term. Each
city has only one party secretary position. The
variable ‘‘first-term leader’’ was coded as 1 if the

party secretary of a city was newly appointed at the
time of the local party congress, and coded as 0 if
reappointed. The value of this variable remains the
same until the next congress, and thus is time
invariant.
The main independent variable of interest was

the interaction term between the two dummies,
first-term leader*party congress, which we discuss in
detail in the research design section.

Moderating variables
Retirement Each political term is 5 years, and city
leaders are required to retire at the age of 60. The
variable ‘‘retirement’’ was thus coded as 1 for city
party secretaries whose current term was their last
before retirement (Wang & Luo, 2019), and coded
as 0 if they had more than five years to serve before
reaching the age of 60, i.e., they were appointed at
age 55 or younger (they could then serve more than
the current term before retirement).
Poor GDP performance We calculated the moving

average of the GDP per capita growth rate of the
focal city during the entire tenure of each city
leader. We then standardized the growth rate by
subtracting the mean value of all cities within the
same province in the focal year and divided by the
standard deviation. We were thus able to compare

Figure 1 Annual FDI inflows in China (average at the city level).
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the GDP performance of all cities in the same
province (Yue et al., 2019). We then examined the
GDP performance in the year before the leader took
office (i.e., the performance achieved by his/her
predecessor in the previous year), and created a
dummy variable coded as 1 if the focal city’s GDP
performance was below the standardized average,
and 0 otherwise. This indicates whether the first-
term leader was appointed to a city with relatively
poorer GDP performance.

Controls
We controlled for personal characteristics that
could influence the promotion opportunities of
leaders. We controlled for the city party secretary’s
tenure in the target position, coded as the number
of years passed since they were appointed as the
current secretaries (Guo, 2009). We also controlled
for education, coded as the number of years of
schooling. Their political connections with their
superiors can affect their chances of promotion, in
addition to their performance (Jia et al., 2015). We
considered two types of political connections:
whether the city party secretary and the incumbent
provincial party secretary shared a birthplace and
whether there existed a superior at the higher level
of government who promoted the city party secre-
tary to the city party committee (Jiang, 2018;
Meyer, Shih, & Lee, 2016). This variable was coded
ranging from 0 to 2 (a leader with both types of
connections was coded as 2). We also controlled for
the party secretary’s gender (female = 1) and eth-
nicity (minority = 1). We controlled for whether
the party secretary was born locally, coded as 1 if
yes and 0 otherwise. We also controlled for the
number of years it had taken for the party secretary
of a target city to reach a position on the party
committee since the start of his/her career. This
indicated the extent to which this person was on a
fast-track political career, as achieving a position on
the committee is typically a major career milestone.
Fewer years may thus be associated with a greater
possibility of achieving further promotion.

We also controlled for other factors found to
influence the location of FDI, including population
density and GDP per capita for each city, to
indicate the market size and economic develop-
ment level. We measured infrastructure develop-
ment by the volume of freight per person in the
target city. The cost of labor was measured by the
wage of the urban population. We further con-
trolled for FDI stock in each city and expenditure
by the city government on science and technology.

In addition, city fixed effects and year fixed effects
were included, with the former controlling city
level time-invariant factors and the latter absorbing
annual shocks to the cities, such as macroeconomic
fluctuations, institutional adjustments, and bureau-
cratic reform. We also controlled for province-
specific trends through the interaction between
province dummy variables and years. For example,
local governments may become more experienced
and better able to attract FDI over time, which may
be heterogeneous across provinces.

Research Design and Econometric Estimation
A simple comparison of FDI inflows between cities
with first-term leaders and those with continuing
leaders after the congress would have been likely to
suffer from omitted variable bias, due to observable
and unobservable factors that make the two groups
of cities inherently different. Thus, we used a
difference-in-differences design to consider both
the differences before the congress and those of the
FDI inflows due to the time trend. This double
difference could better capture the variations in FDI
inflows due to the different incentives of leaders
after the congress. For our other moderating
hypotheses, we extended this double difference to
a triple difference to examine the heterogeneity
across personal and regional characteristics. The
validity of the research design relied on a valid
common trend assumption. We used two empirical
strategies to verify this assumption: (1) a balance
check of personal and regional characteristics
before the congress; and (2) a common trend check
based on a regression analysis.
Our formal model was as follows:

FDIpit ¼ aþ b1 � party congressit þ b2
� first term leaderi þ b3 � party congressit
� first term leaderi þ c� Xit þ di þ dt
þ provpt þ eit ;

ð1Þ

where p refers to the province, i to the city, and t to
the year, and FDIpit indicates the volume of FDI
inflows (ln) to that city in the given year. The
coefficient for the independent variables is b3,
which is expected to be positive and indicates the
differences between the two types of leader before
and after the party congress. Standard errors are
clustered at the provincial level.5

H1 was tested in the main regression analysis
using the interaction between party congress and
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first-term leader. H2 and H3 were tested through
three-way interactions by further interacting retire-
ment and poor GDP performance, respectively, with
the main interaction term.

Table 1 presents the mean and standard devia-
tions of the variables and their correlations.6

RESULTS

Balance Check before the Congress
Before conducting the regression analysis, we thor-
oughly compared the characteristics of the leaders
and cities in the two groups, to rule out some
alternative explanations. For example, the two
types of leaders had inherently different capabilities
and characteristics, which affected their appoint-
ment to a new city and their subsequent success in
attracting FDI. Strong leaders were found to be
appointed to economically strong cities that
attracted more FDI inflows, and so their capabilities
rather than their incentives drove FDI inflows. We
used two indicators of capabilities to address this:
the level of education and the number of years
taken to reach a position in the party committee of
the target city since the beginning of the leaders’
careers. The comparisons are presented in Table 2.
Neither the level of education nor the years taken
to reach a position in the party committee differed
between the two groups before the congress, and
the leaders in the two groups did not differ in terms
of other characteristics. The only exception was
age, but we controlled for this using the retirement
variable in the regressions. In our robustness
checks, we also conducted fixed effect analyses for
the leaders to control for any personal invariant
characteristics.

In terms of city characteristics, we found no
significant differences between the two types of
cities. Our balance check before the congress gave
us confidence that the two groups of cities did not
differ systematically before the congress.

Regression Analyses
As shown in Table 3, Model 1 included only the
control variables and moderating variables. Model
2 added our main variables, and Model 3 further
included the interaction term, party congress*first-
term leader. H1 predicted that the FDI volume
would be larger for cities with first-term leaders
than for those with continuing leaders after the
party congress.7 In Model 3 of Table 3, the interac-
tion coefficient for party congress*first-term leader

was positive (p = 0.040), suggesting that first-term
leaders were on average associated with a 19.1%
increase in FDI inflows to their cities compared
with continuing leaders, after controlling for the
characteristics of the cities and the general influ-
ence of the party congress on FDI. This effect
translates into an average of around 518.70 million
yuan (19% * 2715.707) more for cities with first-
term leaders. Hence, H1 received strong empirical
support.

Common trend check
Based on the regression results, we further con-
ducted a common trend check. Figure 2 presents
the results. The x-axis represents the years, with 0
referring to the year of the local party congress and
-1 and 1 the years before and after the congress,
respectively. The y-axis represents the estimated
coefficients for the difference in FDI inflows under
the two types of leaders. The shaded areas show the
confidence intervals for the coefficients, which
contained 0 before the congress. This means that
the estimated difference was not statistically signif-
icant, whereas the difference was significantly
greater than 0 after the congress. This result further
supported our premise that cities with different
types of leaders did not differ before the congress,
and the difference in FDI inflows after the congress
can be explained by their different political
incentives.
Table 4 reports the results of the three-way

interactions. Model 1 indicates whether the main
estimation was moderated by retirement, and Model
2 shows the moderating effect of poor GDP perfor-
mance.H2 proposed that the difference between the
two types of leaders is smaller for leaders approach-
ing retirement. Based on Model 1 (Table 4), the
coefficient for the three-way interaction of party
congress, first-term leader, and retirement was negative
(p = 0.043). In terms of magnitude, this shows that
for the retiring leaders, the difference between first-
term and continuing leaders was 31% less than the
difference for non-retiring leaders, which is equiv-
alent to 357.90 (518.70 9 69%) million yuan. We
also conducted a formal test of whether retiring
first-term leaders’ incentives were different from 0,
i.e., the sum of the coefficient of the three-way
interaction of party congress, first-term leader, and
retirement, and the two-way interaction of party
congress and first-term leader, as shown in Table 4.
The p value was 0.454, suggesting that we could not
reject the null hypothesis that retiring first-term
leaders’ incentives are equal to 0. This confirms the
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lack of career advancement incentives for retiring
first-term leaders. Thus, H2 received strong empir-
ical support.

To further interpret the results of the three-way
interactions, we plotted the results based on a new
technique to interpret the non-linear interaction
effect (Hainmueller, Mummolo, & Xu, 2019). We
first estimated the local effect of the interaction
term on FDI at different values of the moderator,

and then combined the effects through a kernel
reweighting technique. The y-axis in Figure 3 rep-
resents the difference in FDI inflows under the two
types of leaders and the x-axis displays the age of
appointment of the first-term leaders. The differ-
ence in FDI inflows was lower after 53 years of age
and became 0 at 55, implying that the difference
between the two types of leaders became negligible
when approaching retirement.

Table 3 Regression analysis of Chinese local leaders’ political terms and FDI inflows

(1) (2) (3)

Independent variable

Party congress 9 First-term leader (H1) 0.191

(0.040)

Party congress -0.068 -0.129

(0.475) (0.200)

Control variables

Retirement -0.107 -0.109 -0.087

(0.334) (0.334) (0.451)

Poor GDP performance 0.041 0.041 0.035

(0.723) (0.724) (0.758)

Tenure -0.012 -0.013 0.019

(0.597) (0.539) (0.326)

Education -0.009 -0.008 -0.008

(0.746) (0.759) (0.762)

Political connections -0.031 -0.032 -0.040

(0.569) (0.563) (0.440)

Gender (female = 1, male = 0) 0.621 0.613 0.646

(0.026) (0.033) (0.012)

Ethnicity (minority = 1, Han = 0) 2.257 2.259 2.284

(0.000) (0.000) (0.000)

Locally born -0.050 -0.050 -0.048

(0.658) (0.660) (0.674)

Years taken to serve in the party committee of the city 0.009 0.009 0.009

(0.159) (0.151) (0.195)

Population density 0.001 0.001 0.001

(0.085) (0.089) (0.096)

GDP per capita (log) 0.516 0.515 0.515

(0.008) (0.008) (0.006)

Freight per capita (log) 0.107 0.107 0.108

(0.074) (0.077) (0.076)

Wage per capita (log) 0.925 0.935 0.950

(0.069) (0.063) (0.059)

FDI stock per capita (log) -0.066 -0.066 -0.065

(0.326) (0.324) (0.336)

Expenditures on science per capita (log) 0.009 0.007 0.004

(0.897) (0.913) (0.954)

City fixed effects Yes Yes Yes

Year fixed effects Yes Yes Yes

Province-specific year trend Yes Yes Yes

No. of clusters 26 26 26

No. of observations 1044 1044 1044

Within R2 0.349 0.349 0.352

p values are reported in parentheses with standard errors clustered at the provincial level.

A political incentive perspective of FDI inflows in China Danqing Wang et al.

703

Journal of International Business Studies



Model 2 in Table 4 presents the three-way inter-
action between party congress, first-term leader, and
poor GDP performance, with all two-way interactions
being controlled. The coefficient for the three-way
interaction was positive (p = 0.041). In terms of
magnitude, this showed that for cities with poor

prior GDP performance, the difference between
first-term leaders and continuing leaders was 34%
greater, which is equivalent to 695.06
(518.70 9 134%) million yuan. Thus, H3 received
empirical support. Figure 4 illustrates the effect of
GDP performance on the difference in FDI flows,

Figure 2 Common trend check.

Table 4 Regression analysis of Chinese local leaders’ political terms and FDI inflows: moderating effects

(1) (2)

X = Retirement (H2) X = Poor GDP Performance (H3)

Party congress 9 First-term leader 9 X (b4) -0.314 0.344

(0.043) (0.041)

Party congress 9 First-term leader (b3Þ 0.225 -0.008

(0.029) (0.953)

First-term leader 9 X 0.078 -0.001

(0.359) (0.993)

Party congress 9 X -0.245

(0.149)

Control variables Yes Yes

City fixed effects Yes Yes

Year fixed effects Yes Yes

Province-specific year trend Yes Yes

p value for H0: b4 þ b3 ¼ 0 0.454

No. of clusters 26 26

No. of observations 1044 1044

Within R2 0.353 0.357

p values are reported in parentheses with standard errors clustered at the provincial level.
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and shows a declining pattern: poorer past GDP
performance translates into a higher incentive for
FDI inflows.

Robustness Checks
The potential selection bias of first-term leaders is a
concern, if the appointment of first-term leaders
and the decision to retain incumbents are not
random. To address this, we followed Malesky and
Samphantharak (2008) and took an instrumental
variable (IV) approach by applying a IV two-stage
least squares (2SLS) procedure. We estimated the
probability of leadership replacement in the first
stage, using whether city leaders before the congress
had patronage ties in a low-turnover environment
as our instrumental variable. Patronage ties are
known to be important in Chinese state bureau-
cracy for enhanced cooperation and governance
(Jiang, 2018), and, in our case, the provincial-level
party secretary may be prone to keep the city-level
party secretary, especially in a stable political envi-
ronment with generally low turnover of leaders (i.e.,
a generally low turnover can help the higher-level
official to justify decisions of keeping incumbents.
We coded the instrumental variable as 1 if before

the congress the city party secretary had been
promoted to the position by the provincial party
secretary at that time and if the turnover in the city
was lower than the province’s median (three times
in our sample, consistent with other research (Wang
& Chong, 2017), and 0 otherwise. We expected a
negative relationship between this instrument vari-
able and the appointment of first-term leaders. We
tested the validity of the instrument and it passed
both the under-identification test (Kleibergen-Paap
rk LM statistic: 6.040, p = 0.0140) and the weak
identification test (Cragg–Donald F-Statistic:
27.515, above the rule of thumb of 10). The
exclusion restriction was also satisfied, as it was
not related to any of our control variables, implying
that the instrument only influences FDI inflows
through the endogenous variable.8 The 2SLS results
are presented in Table 5. Our instrument was neg-
atively associated with the appointment of first-
term leaders (p = 0.001), and our key results
remained in the second stage. This instrumental
variable approach confirmed that our hypotheses
remained supported after considering the potential
endogeneity of the first-term vs. continuing leaders.

Figure 3 The moderating effect of age.
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We also tested alternative measures and various
subsamples to ensure the robustness of the main
result (H1). First, Chinese FDI inflows may involve
round-tripping investments from the mainland to
Hong Kong, Macau, or Taiwan, and then back to
the mainland, so the real FDI volume may be
overstated. Unfortunately, the city’s statistical year-
books do not disclose information about each
investing country, as FDI data are collected at the
aggregated city level instead of the firm level, but
they do publish information on the total number of
firms with annual sales of over 5 million RMB that
have investors from Hong Kong, Macau, or Taiwan
and investors from other countries. Based on this
information, we first calculated the ratio of firms
with investors from other countries for each city,
among all firms with foreign investors. We approx-
imated FDI inflows coming from other countries
(other than Hong Kong, Macau, or Taiwan) by
multiplying the FDI inflows (to the city) with this
ratio. We estimated our regression using other
foreign countries’ FDI inflows. We present the
results in Model 1 of Table 6, which are consistent
with those of our main models in Table 3. This

analysis gave us more confidence that our results
were not driven mainly by round-tripping.
Second, as we explained, some first-term leaders

are promoted from below, while others are moved
laterally from an equivalent position in a different
locality. We grouped these together, with the
assumption that they share the common feature
of starting again and have stronger incentives for
career advancement than continuing leaders. To
empirically check this assumption, we conducted
subsample analysis of promoted and rotated leaders
in Models 2 and 4 in Table 6.9 Results showed that
although the promoted leaders had stronger incen-
tives, the coefficients for the two models were not
statistically different, confirming our assumption.
Third, if continuing leaders have fewer incentives

for career advancement, when we include only
retiring continuing leaders the effect should be
similar or stronger (Wang & Luo, 2019). We present
the results in Model 6 of Table 6, which are
consistent.
We also estimated the models by including

leaders’ fixed effects to control for all time-

Figure 4 The moderating effect of prior GDP performance.
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invariant individual characteristics, and the results
still supported H1 (Models 3, 5, and 7 of Table 6).

Fourth, we conducted a subsample analysis in
which first-term leaders’ tenure was more than
three years after appointment, to ensure that the
FDI inflows into their jurisdiction resulted from

their own efforts. Our results were robust (Model 8),
and remained so when personal fixed effects were
included (Model 9). Another concern was that a
surge of FDI inflows one year after the turnover
could reflect the efforts of previous leaders. We re-
estimated the regression by focusing on the

Table 5 Correcting selection bias for first-term leader through an instrumental variable analysis

(1) (2)

First stage Second stage

Independent variable

Party congress 9 First-term leader 1.491

(0.023)

Party congress 9 Patronage tie in stable environment -0.180

(0.001)

Party congress 0.346 -0.545

(0.000) (0.013)

Control variables

Retirement -0.129 0.060

(0.004) (0.723)

Poor GDP performance 0.026 -0.003

(0.468) (0.978)

Tenure -0.173 0.241

(0.000) (0.034)

Education 0.003 -0.008

(0.709) (0.778)

Political connections 0.043 -0.098

(0.045) (0.081)

Gender (female = 1, male = 0) -0.077 0.877

(0.718) (0.000)

Ethnicity (minority = 1, Han = 0) -0.187 2.455

(0.026) (0.000)

Locally born -0.010 -0.033

(0.768) (0.779)

Years taken to serve in the party committee of the city 0.001 0.005

(0.695) (0.552)

Population density 0.000 0.001

(0.234) (0.156)

GDP per capita (log) -0.007 0.520

(0.884) (0.000)

Freight per capita (log) -0.007 0.115

(0.665) (0.074)

Wage per capita (log) -0.100 1.055

(0.350) (0.020)

FDI stock per capita (log) -0.005 -0.059

(0.423) (0.384)

Expenditures on science per capita (log) 0.016 -0.020

(0.247) (0.768)

City fixed effects Yes Yes

Year fixed effects Yes Yes

Province-specific year trend Yes Yes

F statistic 15.86

No. of clusters 26 26

No. of observations 1044 1044

Within R2 0.798 0.237

p values are reported in parentheses with standard errors clustered at the provincial level.
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differences of the accumulated FDI inflows two
years after and two years before the party congress.
H1 was still supported (Model 10). In the last
model, we used a random effects model at the city
level and the results were robust.

DISCUSSION AND CONCLUSION
We explain FDI inflows by developing a new
theoretical perspective based on the political incen-
tives of government officials. Our research setting is
Chinese city leaders and FDI inflows into the cities
and we use a rigorous difference-in-differences
research design. We find that, compared with
continuing leaders, first term local leaders are
associated with larger volumes of FDI inflows into
their cities. The difference between the two types of
leaders is smaller if the leaders are approaching
retirement, but greater for those appointed to cities
with poorer prior GDP performance. These contin-
gencies are consistent with our argument that the
incentive structure of the state bureaucracy affects
leaders’ efforts at attracting FDI by shaping their
incentives for career advancement.

Additional Analyses and Alternative Explanations
As first-term leaders are more motivated to attract
investment than continuing leaders, they may
exert more efforts to provide preferential treatment
to investors (Jensen et al., 2015). Thus, cities with
first-term leaders are likely to collect lower taxes,
have lower land prices, and produce more environ-
mental pollution,10 at least in the short term.
Figure 5 in the Appendix presents three graphs
using the same model as Figure 2 but replacing FDI
volume with taxes, land price, and chemical oxy-
gen demand (COD) emissions. The patterns con-
firm our expectations that first-term leaders are
associated with lower taxes, lower land prices, and
more COD emissions a few years after the congress,
as they give foreign investors preferential
treatment.
Second, if leaders who have attracted larger

volumes of FDI inflows are promoted from their
current positions, this will support the argument
that first-term leaders are motivated by career
incentives to attract FDI inflows. In Table 7 of the
Appendix, we present the results with the depen-
dent variable coded as 1 if the leader was promoted
to a higher position after the current position.
Model 1 shows that the total amount of FDI
obtained throughout the leaders’ tenures positively
contributed to their likelihood of promotion
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(p = 0.001). Thus, these additional analyses further
support our argument concerning political
incentives.

The observed increase in FDI inflows to the city
may be subject to alternative explanations.11 Firms
may deliberately target locations with newly
appointed leaders who lack knowledge about the
city, because investors can then rewrite the rules or
develop political connections they can benefit
from. If this were the case, this would be more
likely to happen to first-term leaders from outside
the city. Thus, we included a three-way interaction
between the DID estimator and a new variable
called outsider leaders coded as 1 if the city party
secretary previously worked in another city. Model
1 in Appendix Table 2 presents the results, which
show that the coefficient of the three-way interac-
tion term is not significant. This alternative expla-
nation is thus not supported.

Foreign investors may also take advantage of new
city leaders who lack business experience to obtain
better deals. Thus, our findings should be weaker
when new leaders had previous management expe-
rience. We tested this by examining whether first-
term leaders with prior business and investment
experience in state-owned companies were associ-
ated with less FDI (as they were less likely to be
favored by foreign investors). Model 2 of Appendix
Table 8 shows that the three-way interaction
between party congress, first-term leader, and SOE
experiences is not significant. Therefore, this alter-
native hypothesis is not supported.

Contributions and Implications
Our research makes two main contributions. First,
we contribute to studies on the role of political
institutions in the international business literature.
Most research has focused on how political institu-
tions give rise to risks and uncertainties for foreign
investors (Henisz, 2000; Jensen, 2003; Kobrin,
1979). The power structure of political institutions,
i.e., a lack of checks and balances (e.g., Henisz &
Delios, 2001; Jensen, 2003; Li, 2009), and changes
in leadership (e.g., Fails, 2014; Jamison et al., 2017;
Vaaler et al., 2005; Zhong et al., 2019) result in
instability and policy discontinuity, negatively
impacting FDI. However, Boddewyn (1988: 347)
pointed out that political opportunities are as
important as political risks for multinational enter-
prises (MNEs). In our research, we demonstrate how
political institutions can create opportunities for
investors and positively impact FDI, through the
state goal of FDI attraction and government

officials’ career incentives. Our study complements
research on the risks of political institutions, reveals
the multifaceted role of such institutions, and
offers promising avenues for future research.
Second, our study offers a new theoretical expla-

nation for the heterogeneity in intra-country FDI
inflows, which complements economic and insti-
tutional perspectives on FDI. The focus of this
literature has mainly been on regional characteris-
tics, such as the abundance of resources and the
quality of formal and informal institutions (Chan
et al., 2010; Du et al., 2008; Lu et al., 2018; Ma,
Tong, & Fitza, 2013; Meyer & Nguyen, 2005), as the
main drivers for the disparities in regional FDI
inflows and the performance of subsidiaries. How-
ever, the role of political agents who devise FDI
policies has been underexplored (Zhong et al.,
2019). We show that variations in intra-country
FDI inflows can be due to the political incentives of
leaders. Differences in these incentives can lead to
different levels of FDI in cities administered by such
leaders, despite similarities in their resource endow-
ments and institutional environments.
Our study also has implications for the literature

on political turnover (Fails, 2014; Henisz & Delios,
2004; Jamison et al., 2017; Li, 2009; Zhong et al.,
2019), in which it has often been proposed that
incumbent leaders can maintain policy continuity,
which decreases uncertainty for foreign invest-
ments (Henisz & Delios, 2004; Vaaler, 2008). We
depart from this argument by highlighting the
importance of reduced incentives for continuing
leaders. Conversely, leaders serving their first term
(i.e., new leaders coming to power after political
turnover) can have stronger political incentives to
climb the career ladder and are thus more moti-
vated to attract FDI, if doing so is linked to their
future promotion opportunities.
Our focus on individual leaders’ political incen-

tives and their career concerns also enriches the
political exchange perspective. The political
exchange perspective suggests that the government
is a production factor for MNEs in the political
market, in which exchange occurs between gov-
ernment officials and interested firms (Boddewyn &
Brewer, 1994). The current IB literature has focused
on corruption as an outcome of such exchange, as
government officials may seek private gains from
their public power (e.g., Cuervo-Cazurra, 2008;
Cuervo-Cazurra, 2006; Uhlenbruck, Rodriguez,
Doh, & Eden, 2006). We suggest that political
career goals constitute another area of interest that
officials may pursue when dealing with foreign
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investors. Our findings thus provide practical
implications for MNEs, as they suggest that gov-
ernment officials who are motivated by their polit-
ical careers can be potential exchanging partners.
New leaders can provide investment packages or
create better investment environments if the
advancement of their careers is closely associated
with FDI attraction. Thus, knowledge of the new
leaders’ political incentives can facilitate and
enhance MNEs’ entry decisions.

This study also has implications for globalization
research. FDI is an important indicator of global-
ization. Research on the dissemination of FDI and
the resulting economic integration has considered
technological drivers and institutional antecedents,
such as the role of information technology and
intergovernmental organizations (e.g., Albino-Pi-
mentel, Dussauge, & Shaver, 2018; Alcacer &
Ingram, 2013; Rangan & Sengul, 2009a; Rangan &
Sengul, 2009b). Unlike this macro focus, we provide
a micro perspective centered on individual political
leaders’ incentives. Even with similar technological
drivers and institutional arrangements, individual
leaders who possess power and discretion to
approve FDI projects can shape the locations of
FDI and influence the extent of economic integra-
tion in their locality. Local leaders’ career concerns
can significantly affect their efforts at FDI attrac-
tion. This micro focus offers further research
opportunities in terms of the process of de-
globalization.

Generalizability of the Political Incentive
Perspective
Our political incentive perspective can also be
applied to other outcomes relevant to the evalua-
tion and performance of leaders, such as GDP
growth rate, fiscal revenue, and social stability in
the Chinese context (Edin, 2003). Outward FDI and
cross-border acquisitions have increased rapidly in
China (Cui & Jiang, 2012; Li, Xia, & Zajac, 2018),
and they are related to the state objectives in
certain periods. It is thus worthwhile to examine
whether the political incentives of local leaders
could account for such an increase. Future research
can also explore how political incentives of officials
shape important economic, social, and political
outcomes.

The context of China provides a unique setting to
explore the role of political incentives under a
strong party-state and a well-structured bureau-
cracy (Lin, 2011). However, the theory concerning
political incentives can also be applied to other

political institutions. For example, government
officials in Japan, South Korea, and Taiwan have
well-structured career paths with clearly defined
evaluation criteria based on state goals. They are
often highly motivated and successful in terms of
achieving such goals (Evans & Rauch, 1999; Evans,
1995; Johnson, 1982). Research on Eastern Euro-
pean countries also shows that those with a
bureaucracy that facilitates and legitimizes FDI
attract more FDI (Bandelj, 2009). In contrast, if
career paths and state goals are less well defined or
subject to change, such as in Brazil or India,
government officials are less likely to be motivated
to work toward state goals and are more likely to
seek personal gain (Evans, 1995). Future studies can
apply our framework in different countries to
understand the relationship between the strength
of the state bureaucracy, political incentives, and
economic outcomes related to the state goals.
The mechanism of political incentives can also be

found in Western democracies, where politicians
are under pressure from voters and election cycles.
The incentive of winning elections can motivate
politicians to pursue the concerns of voters. For
example, Jensen et al. (2015) found that elected
mayors of U.S. cities provide larger incentive pack-
ages for investors than nonelected city managers.
In newly democratic countries, such as those in the
former Soviet bloc, politicians are likely to liberalize
trade soon after elections, so they can gain the
benefits of economic growth before the next round
of voting (Frye & Mansfield, 2004).
Our arguments about the effect of political terms

may also be generalizable to the election setting.
Term limits may reduce the incentives of politi-
cians to consider voters’ issues, which is similar to
the behavior of incumbent leaders in our Chinese
setting. For example, Besley and Case (1995) found
that politicians in the U.S. are less likely to act in
the interests of voters by reducing taxes and
government spending if they face a binding term
limit. A cross-national study of 48 democratic
countries also identified an incentive-reducing
effect of term limits on politicians’ behavior (John-
son & Crain, 2004). Similarly, the time horizons of
young politicians will differ from those of politi-
cians close to retirement, which may shift their
career focus. Politicians who will soon retire often
focus on preserving their reputations in their last
positions, so they can obtain job opportunities in
the private sector after retirement (Besley & Case,
1995). Thus, despite the specificities of our research
setting, the mechanism of political incentives may
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be broadly applied to various political institutions,
such as developing states with strong bureaucracies
or electoral democracies. This new perspective can
enhance understanding about the way how polit-
ical leaders interact with the business sector.

Limitations
Political leaders may obtain other personal benefits
when exchanging with the private sector. For
example, government officials can serve on boards
of firms after retirement (Hillman, 2005; Peng,
2004). The influence of this motivation on invest-
ment incentives is a subject for further research.
The relationship between political leaders’ personal
financial considerations and formal career concerns
is another potential area of research in the field of
state-firm interactions (Pearce, Dibble, & Klein,
2009).

In our study, we combine different groups of first-
term leaders together without theoretically differ-
entiating their motivations, future studies can
further explore how the backgrounds and historical
career trajectories of leaders may impact their
incentives.

Our study focuses only on FDI volume; we did
not consider whether the FDI was economically or
socially optimal. In our further analyses, we pro-
vided preliminary data showing that cities with
first-term leaders produced more COD emissions,
which might be due to the lower environmental
standards used to attract more FDI (Appendix
Figure 5). This suggests that the political incentive
to pursue FDI may have social and political costs.
However, this is beyond the scope of this paper and
can be addressed in future studies.

In conclusion, by focusing on how political terms
shape the career incentives of government officials,
we propose a new theoretical perspective on FDI
inflows in this study. We present a novel account of
the regional disparity of FDI inflows and extend the
focus on uncertainty and risks generated by polit-
ical institutions, by examining how government
officials’ political incentives can provide opportu-
nities for foreign investment.
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NOTES

1We thank one of the reviewers for this point.
2UNCTAD (2016). United Nations Conference on

Trade and Development Statistics Report. http://
unctadstat.unctad.org/wds/TableViewer/tableView.
aspx.

3Barboza (2016). How China built ‘‘iPhone city’’
with billions in perks for Apple’s partner. The New
York Times. https://www.nytimes.com/2016/12/
29/technology/apple-iphone-china-foxconn.html.

4We chose the 17th Congress specifically for two
reasons. First, there were no major political leader-
ship changes at the central government level (the
president and the premier) during the 17th Con-
gress. And we ensured that there was institutional
and policy continuity regarding economic devel-
opment and foreign investments at the macro level.
In contrast, political turnover at the central level
happened during both the 16th (2002) and 18th
(2012) Congress. Second, our difference-in-differ-
ences design requires enough data points for both
before and after the Congress in 2007. Our obser-
vations came from 2003–2010 to suit this purpose.
In contrast, if we had chosen the 16th Congress, we
would not have had enough observations for the
before-Congress period as the data was not readily
available before 2000.

5Among the 31 provinces, we excluded Beijing,
Shanghai, Tianjin, and Chongqing (four cities with
the status of province) from our analysis, as their
characteristics differ from those of ordinary cities.
Tibet was also excluded because no relevant data
were available. We obtained 26 clusters.
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6Some economic indicators at the city level were
highly correlated, such as wage and GDP per capita.
Our results were robust with or without controlling
for these indicators.

7In Table 3, b2 is not reported because first-term
leaderi is a time-invariant variable and is thus
absorbed by the city fixed effects. In a subsequent
robustness check, we also used a random effects
model with the variable and our results were the
same.

8Results are available upon request.
9The number of leaders moving downward was

very small in our sample.
10We multiplied the city’s fiscal revenues, land

price, and COD emissions by the ratio of foreign
invested firms among all firms in that city to proxy
for these outcomes that result from FDI.

11We thank one of the reviewers for pointing out
these alternative explanations.
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APPENDIX
See Tables 7, 8 and Figure 5.

Table 7 FDI and leaders’ promotion

(1) (2) (3) (4) (5)

Accumulated FDI within the entire tenure (log) 0.069

(0.001)

Accumulated FDI in the first one year (log) 0.052

(0.009)

Accumulated FDI in the first two years (log) 0.055

(0.010)

Accumulated FDI in the first three years (log) 0.061

(0.002)

Accumulated FDI in the first four years (log) 0.049

(0.016)

Age -0.041 -0.040 -0.040 -0.041 -0.040

(0.000) (0.000) (0.000) (0.000) (0.000)

Tenure -0.010 0.014 0.012 0.002 -0.006

(0.508) (0.340) (0.416) (0.881) (0.691)

Education year 0.002 0.002 0.003 0.003 0.002

(0.780) (0.783) (0.764) (0.759) (0.830)

GDP growth rank 0.035 0.033 0.034 0.026 0.032

(0.610) (0.631) (0.619) (0.698) (0.642)

Political connections 0.087 0.077 0.079 0.081 0.085

(0.119) (0.160) (0.158) (0.142) (0.138)

No. of clusters 26 26 26 26 26

No. of observations 277 277 277 277 277

R2 0.144 0.127 0.130 0.139 0.121

p values are reported in parentheses with standard errors clustered at the provincial level.
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Table 8 Alternative explanations: outsiders, leaders’ SOE experiences, and FDI

(1) (2)

X = Outsider leaders X = SOE experiences

Party congress 9 First-term leader 9 X -0.115 -0.033

(0.527) (0.871)

Party congress 9 First-term leader 0.249 0.198

(0.038) (0.086)

First-term leader 9 X -0.271 -0.146

(0.058) (0.187)

Party congress 9 X 0.023 0.144

(0.859) (0.381)

Control variables Yes Yes

City fixed effects Yes Yes

Year fixed effects Yes Yes

Province-specific year trend Yes Yes

No. clusters 26 26

No. of observations 1044 1044

Within R2 0.358 0.354

p values are reported in parentheses with standard errors clustered at the provincial level.
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Figure 5 Difference in differences between first-term leaders and continuing leaders for taxes, land price, and environmental

pollution.
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