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How is Urban Industrial Reallocation Speed Correlated with City Features
and Regional Development Mode?

Evidence from 2-digit Urban Industries
YANG Yang' SONG Lingyun® SHU Yuan'’
(1. International Business School Sun Yat-sun University Zhuhai Guangdong 519082 China;
2. Lingnan College Sun Yat-sun University Guangzhou Guangdong 510275 China)

Abstract: Industrial structure change is actually an industrial reallocation process during which resources are
reallocated from the less efficient industries to more efficient industries to achieve a more optimized industrial struc—
ture. Industrial reallocation speed indicates how fast the industrial optimization process is going on. How is the in-
dustrial reallocation speed in urban China? What kind of correlation does it have with different kinds of city fea—
tures? Is it related to regional mode? We use data of Chinas 236 prefectureevel cities from 1998 to 2006 to study
these questions. We study empirically the influence of city features on industrial reallocation speed in terms of the
city level and region level. By running OLS regression on cross section data we study the relationship of city fea—
ture and industrial reallocation speed in the long run. By running GMM regression on panel data we study their re—
lationship in the short term. We have got four main conclusions. First the intra-eity industrial reallocation speed in
Chinese cities displays high heterogeneity. Second the intra-eity industrial reallocation speed in Chinese cities is
relatively low in terms of its industrialization stage. Third urban innovating capacity can accelerate industrial real-
location in the long run while the share of FDI to total fixed assets investment can only enhance short-term industrial
adjustment. At the same time the degree of specialization result impacts negatively on industrial adjustment both in
the long term and in the short4erm. Be to specific the higher level of specialization the slower speed of industrial
adjustment. This suggests that the improvement of the level of specialization on the one hand can generate the posi-—
tive role in promoting regional economic growth through economic agglomeration effects but also easy to form a path
lock to the region’s industrial restructuring. Finally regional development modes do have considerable influence on
local industrial reallocation speed. Fourth between Pearl River Delta area and Yangtze River Delta area the exog—
enous economic characteristics are more obvious for the former. That is if the FDI of both area increased by the
same percentage the industrial reallocation speed of the Pearl River Delta area is quicker than the latter. Contrast
to exogenous economic characteristics of the Pearl River Delta area Yangtze River Delta area shows significant en—
dogenous economic characteristics. That is if the employment raise the same proportion for the domestic enterprises
in both areas the industrial reallocation speed of Yangtze River Delta area is quicker than the other. In view of the
above conclusions we give three policy proposals. First we should attach more importance to the cultivation of ur—
ban innovation capacity. As revealed by our study innovation capacity can enhance industrial reallocation in the
long run. So by encouraging investment in innovation and nurturing urban innovative capacity we can accelerate
industrial reallocation. It is a rational choice for us to adjust industrial structure and transfer developing mode and
complies with the guideline of The " Twelfth Five—Year Plan". Second we should improve the simulating capacity
of domestic firms when we introduce FDI with high technology and management level. FDI can lead to industrial re—
allocation in two ways. First it directly causes industrial reallocation by capital expansion. In second the high
technology and management level contained by FDI can enhance industrial reallocation through technological upgra—
ding. We have found that FDI only influence short-term industrial adjustment and have no effect in the long run.
The reason may be that domestic firms have so low simulating capacity that they are not able to absorb the high
technology and cultivate self-sustaining ability. It is critical to enact policy to improve the learning environment and
thus simulating capacity of domestic firms. Third we should invest more in infrastructure in the backward areas.

Key Words: industrial reallocation speed; city feature; regional development mode



