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The green innovation effects of two-way FDI under institutional environment thresholds

Yuting Hou
University of Jinan, Jinan, Shandong

[ Abstract] Based on the panel data of 30 provinces in China from 2004 to 2023, this paper employs the two-
way fixed effects model and Hansen's panel threshold model to empirically investigate the impact of the coordinated
development of two-way FDI on green technological innovation and its nonlinear mechanism, using the green
innovation efficiency index calculated by the Super-SBM method. The research findings indicate that inward foreign
direct investment (IFDI), outward foreign direct investment (OFDI), and their coordinated development all have a
significant promoting effect on green technological innovation. Second, this impact is not linear but significantly
dependent on the regional institutional environment, with a dual-threshold effect based on the intensity of
environmental regulations and the level of marketization. The strengthening effect of environmental regulations is
better at a lower level, but its effect has a decreasing interval, and excessive regulation may instead inhibit the green
innovation spillover of two-way FDI; while the improvement of the marketization level shows a more stable and
positive promoting effect. When it crosses a higher threshold, it can maximize the positive effect of two-way FDI.
Based on this, the following policy suggestions are proposed: We should adhere to high-level opening up to the
outside world and coordinate the green development of IFDI and OFDI; implement precise and differentiated
environmental supervision to avoid "one-size-fits-all" regulations and balance "innovation compensation" and
"compliance costs"; unswervingly deepen market-oriented reforms, and consolidate the institutional foundation of
green innovation by optimizing factor allocation and strengthening intellectual property protection, thereby fully

stimulating the green potential of two-way FDI; promote the coordinated efforts of environmental policies and market
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