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Study on Market Mechanism of Difference in Regional Distribution of FDI:
Empirical Evidence from 287 Cities at Prefecture Level and Above in China
FAN Hong-zhong ZHOU Qi-liang CHEN Qing-shan

Abstract: The agglomeration economy is the market force to promote FDI
to agglomerate in a city, while the agglomeration diseconomy is the market force
to stop FDI to agglomerate in a city. Their interaction is conducive to the coordi-
nated spatial distribution of FDI in a country. Based on the panel data of 287 cit-
ies at the prefecture level and above in China from 1999 to 2012, the empirical
analysis shows that the agglomeration diseconomy not only did not stop China’s
inward FDI from agglomerating in a city, but also produced a negative distorting
effect on the spatial distribution of China’s inward FDI, which is not conducive
to the reasonable spatial distribution of China’s inward FDI. In order to acceler-
ate the development of the inland open economy, it is necessary to adopt more
preferential policies to raise workers’ wages and weaken the land market monopo-
ly to guide FDI to transfer to inland cities with good natural conditions.

Keywords: Agglomeration economy; Agglomeration diseconomy; FDI; Spatial
distribution
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