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ABSTRACT

Between 1970’s and 1980’s, the trend of economic globalization
increases significantly and the international direct investment grows
rapidly. For inflow countries, international direct investment can
be called foreign direct investment (listed FDI). Since FDI is non-
refundable and little volatile and it also is an important means to
the acquisition of advanced technology and integration into the
international marketing and production networks, developing and
developed countries are actively striving for FDI as a world
resources.

History teaches us that living in isolation is bound to lag
behind and suffer beating. So we should open to the outside world
and consciously integrate into the world economic development
trend to realize our dream of people rich and nation strong. In the
light of history lessons and the whole world scenario, the main
issue now China is facing is not whether to introduce FDI but what
types FDI should be introduced and how to take good use of FDL.

Along with the accelerating process of economy integration,
the Yangtze Delta Region has become one of the most important

economic and social development regions in China. And also this
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region has comparatively strong international competitiveness and
was acclaimed as the world’s sixth largest city group. The State
Council’s Guidance Further Promoting the Reform and Opening
Up and Economic and Social Development of the Yangtze River
Delta Region, promulgated in September 2008, points out clearly
that the Yangtze River Delta region is the strongest comprehensive
strength region in China. From 21 century, the amount of FDI
flowing into the Yangtze Delta Regic;n has exceeded the Pearl River
Delta(Guangdong province) and thus the Yangtze Delta Region has
become the most important region in China which attracts FDL
Researching FDI's location determinants and economic effects in
this region has great significance for the Yangtze Delta Region
itself and the whole country.

After textual researching for FDI's location determinant
theory and FDI’s economic effects theory in host developing
countries and consulting former studies for the Yangtze Delta
Region, this paper mainly adopts John. H. Dunning’s international
production compromise theory (or eclectic OLI model) and integrates
the arguments of developmentalism, economic nationalism and
endogenous growth theory and applies panel data method to
analyze FDI’s location determinants and economic effects in the
Yangtze Delta Region. First, this paper researches FDI’ space-
time distribution changing trend in the Yangtze Delta Region.
Secondly, from the industrial clustering theoretical perspective,
this paper constructs FDI’s location determinants model based on
hypo-nation layer to analyze FDI’s location choice in the region.

Thirdly, study FDI's economic impacts from aspects of its capital
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shaping effect, direct role in economic growth, productivity
spillover effects and foreign trade effects, etc. And also extend
the study from FDI's employment effects and urbanization effects
in the Yangtze Delta Region respectively. Finally, according to
empirical analysis, this paper provides some policy implications
and strategic thinking.

The main findings are as follows: Firstly, since the mid-
1980s, Yangtze River Delta and Pearl River Delta regions
attracting FDI has the proportion of while one increasing, the
other decreasing. FDI’s location distribution changing among the
sixteen cities in the Yangtze Delta is becoming balanceable and
dispersive. But compared with the GDP and population
distribution, FDI in the region is still higher concentration.
Secondly, the relationship between FDI flowing into the Yangtze
River Delta area and the local specialization index of industrial
clustering factors shows significantly positive correlation ( take
Jiangsu province for example) and the main factors affecting
FDI’s location choice among the sixteen cities are the indicators
which are token industry clustering such as sales revenue of
industry products and pre-cumulative FDI. Thirdly, FDI crowds
in domestic capital, that is to say, FDI is helpful for the inflows
of the related domestic industrial capital; And FDI plays a role in
convergence, that is to say, FDI’s in flow helps narrow the inter-
city economic growth gaps in the Yangtze River Delta. And also it
is proved that FDI plays a positive role in promoting economic
growth of the Yangtze Delta Region, though its magnitude is less

than domestic investment and labor, and other factors. Fourthly,
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the industry structure of FDI enterprises in the Yangtze River
Delta area is beneficial for Shanghai to grow up as “four centers”
and for Jiangsu province to hold of communications industry as its
competitive industry. FDI has significantly positive productivity
spillover effects through the channels of Chinese-funded
enterprises in Jiangsu, but as to Shanghai and Zhejiang’s
industrial enterprises within the field, FDI’s productivity spillover
effects are not significant. Fifthly, Shanghai’s FDI spurs the
foreign trade’s growth in the Yangtze Delta Region and also plays
a significantly active role in the bilateral trade between Shanghai
and its major source of FDI country (region) . That is to say, on
the whole, the relationship between FDI and foreign trade in the
Yangtze Delta Region is complementary, not substitute. Sixthly,
since the beginning of the 21st century, the amount of employees
in foreign invested enterprises ( FIEs) in the Yangtze Delta
Region is increasing and FDI contributes more to the cities which
attracts FDI more. However, because FIE’s productivity and
capital density are higher than domestic-funded enterprises, the
relationship between FDI stock in the region and employment
growth shows negative; The study also showed that FDI’s role of
attracting immigration is not significant but for non-agricultural
population growth, FDI’s role is significantly positive and also
FDI’s role for Shanghai to grow up as a world city is of great
significance. .

There are some policy implications. Firstly, to take
advantage of the standard of combining FDI’s quantity with its

economy effects, the Yangtze Delta Region may continue to
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expand the use of FDI in scale, but should pay attention to
impelling FDI to locate more evenly from ways of developing
regional competitive industry and building up industry clustering.
Secondly, encourage service industry, burgeoning industries and
high technology content of FDI enterprises to enter into the
Yangtze River Delta region. Urge FDI to play a good role in
promoting the Yangtze River Delta region to form a kind of
service-oriented industrial structure and become an advanced
manufacturing base worldwide and arouse FDI to merge and
acquire domestic enterprises to enhance FDI’s role in upgrading
the industrial structure and productivity spillover effects in the
Yangtze Delta Region. Thirdly, the Yangtze Delta Region when
attracting FDI, should take into account FDI’s employment
creation and driving effects. As to labor-intensive industries, we
should encourage domestic-funded enterprises to develop and
grow up and reduce FDI's impact of alternative employment.
Because of China’s accession to the World Trade Organization
(WTO), this study finally outspreads some strategic thinking for
the Yangtze Delta Region taking use of FDI in the future: First,
it should be looked on from the point view of national
competitiveness that the Yangtze Delta Region attracting FDI and
improving the utilization efficiency of FDI are awfully important
since central government and other regions look forward more to
it's future development. Second, to establish a division
cooperation mechanism on the basis of a centralized platform for
the introduction and use of FDI in the Yangtze River Delta

region. Last but not least, comply with the WTO principle of
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