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Spatial Industry Density and Firm Foundation: An
Empirical Analysis Based on Yangtze River Delta

YANG Huan',ZHENG Xiu-jun®*,ZHANG Xue-liang'

(1. Economic Space Data Center of Changjiang Delta ,Shanghai
University of Finance and Economics,Shanghai 200433 ,China ;
2. Post-doctoral Research Station of Theoretical Economics ,

Fudan University s Shanghai 200433 ,China)

Abstract: Based on the theory of spatial density dependence, this paper
analyzes the effects of spatial industry density and its accompaniment,name-
ly industry legitimacy and competition, on firm foundation. It studies the
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firm foundation in 26 manufacturing industries in Yangtze River Delta from
1998 to 2008 on the basis of a negative binomial regression model. It shows
that firm foundation is affected together by local, neighboring and national
industry density. Furthermore, local industry density has the strongest
effect. In terms of traditional manufacturing, the effect of local industry den-
sity on firm foundation is featured by inverted U-shaped distribution,and the
effects of neighboring and national industry density on firm foundation are
negative. In terms of advanced manufacturing, the effect of local industry
density on firm foundation is positive and the effect of neighboring industry
density inverted U-shaped, while the effect of national industry density is
negative,

Key words: spatial industry density; foundation; legitimacy; competi-
tion; manufacturing (WHERE B 1
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studies the self-selection effect of new product decision-making in heteroge-
neous firms and the effect of sunk costs. It arrives at the following conclu-
sions: firstly,in a majority of industries in China, the mean of firm produc-
tivity with the launch of new products is higher than the one without the
launch of new products, confirming the self-selection effect of new product
decision- making in heterogeneous firms to a certain extent, which is also
verified by Probit regression based on the whole sample; secondly, the new
product decision-making mechanism in stated-owned enterprises in China is
different from the one in non-stated-owned enterprises,that is to say there is
a self-selection effect in new product decision-making of non-stated-owned
enterprises, but the self-selection effect does not exist in stated-owned enter-
prises. It also finds that foreign-invested, Hong Kong, Macao and Taiwan -in-
vested and private enterprises are the main forces of catching up with other coun-
tries in terms of product technology complexity.and sunk costs play a significant
role in promoting corporate new product decision-making in China.

Key words: firm heterogeneity; sunk cost; new products decision-

making; self-selection effect (wHERE R )



