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Executive Summary

Investment Conditions in the Changjiang Delta

Dong Yoon Oh and Hong Soo Lim

Foreign direct investment (FDI) should be viewed as a continuing process
that consists of two stages: initial entry and continuing expansion. The
difference in objectives and determinants between these two stages incurs
distinctive spatial behavior in the investors.

Once the decision to invest has been made, the initial search for the
location of initial entry is limited and mainly based on the macroeconomic
factors of the host country. In evaluating locations for the investment, the
emphasis is placed on the potential to realize the overall strategies of
investors to gather information about a higher level of region.

As investors become more familiar with the economic environment of host
countries, the locational options for continuing expansion or allocation
increase. The perception and evaluation of location choices become more
sensitive to various factors such as resources, markets, institutions and
production. The location search then focuses on a lower spatial and
micro-framework. Market considerations may grow more important.

There has been a tremendous influx of capital into China from Korea
since diplomatic relations between the two countries were officially
normalized in 1991. By 2001, actually used Koreas foreign direct investment

into China amounted to $5.7 billion. Sooner or later, China will replace the



U.S. as the leading destination for Korean investments in terms of foreign
direct investment stock. However, in spite of increasing investment from
Korea, cases of Korean investments being withdrawn from China are also
gradually increasing. This situation indicates that Korean investors in China
are now going through what is called the conceptional transition period.

In the initial stage, the rapid growth of investment from Korea was driven
by China's lower labour costs. As the Chinese economy has grown apace, it
has become necessary for Korean investors to change their conception of
China. Namely, China is becoming more attractive as a market rather than a
manufacturing plant.

At this conceptional transition period, it is very important for Korean
investors to have more detailed information on the Chinese market.
However, considering the Chinese market as a whole may lead to distorted
results because of the regional discrepancies in economic development.
Ignoring such discrepancies may cause investors to overestimate the market
size of underdeveloped areas such as Qinghai and Ningxia, mostly located in
the west. On the other hands, if we consider each region in China
individually, we are likely to underestimate the country's market capacity
potential. Therefore, this paper selected the Changjiang delta region, the most
developed region in China, for this study with the aim of contributing
detailed information on a specific region in China.

The Changjiang delta region encompasses Shanghai, Jinagsu and Zhejiang.
First of all, this region has excellent conditions for investment in terms of
basic factors (infrastructure, transportation, communication and natural
resources); open door factors (trade, foreign direct investment, and its

institution); and market factors (income and consumption). These three types



of factors have boosted the economic development of the Changjiang delta
region. The region's GDP accounts for approximately 20% of the national
GDP. Therefore, the Changjiang delta region may be an ideal location for
investors willing to continue and allocate their investments.

However, unfavorable production factors such as higher labour costs and
rents weaken the investment conditions of the Changjiang delta region. This
is because the region underwent industrialization earlier than other regions.
Accordingly, the Changjiang delta region may not be appropriate for
cost-oriented investment. But if we consider the synergy effects caused by
industrialization, we may conclude that the Changjiang delta region is a

superior location for investments compared to other regions in China.
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