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Analysis on Factors Affecting Location Choice
of FDI in China’s Service Industry

ZHANG Cheng', ZHAO Qi-wei”

(1. Center for Transnationals’ Studies , Nankai University, Tianjin 300071, China ;
2. School of Economics and Management , Wuhan University , Wuhan 430072, China)

Abstract: With the deepening of service industry’s opening-up. the
scale of FDI entering into service industry is sharply increasing. Because of
the own characteristics of service enterprises’ operating activities, their lo-
cation choices are certainly different from manufacturing enterprises. Based
on the features of service industry., the paper explores the location choice
motivation of transnational investment in service industry and makes an em-
pirical test of factors affecting location choice of FDI in China’s service in-
dustry. It systematically introduces factors affecting location choice of FDI
in service industry and analyzes location choice behaviors of multinational
corporations in the perspectives of supply, demand and market environment
by setting up a basic theoretical framework. Through an econometric test
based on panel data of 15 provinces and cities in the mainland from 1998 to
2004, the results show that: (1) Infrastructure and governmental interven-
tion are the key factors affecting location choice of FDI in China’s service in-
dustry; (2) In eastern areas of China FDI in service industry is featured by
strongly following customers’ preferences while in central and western areas
the provision of better infrastructure is the key to attracting more FDI in
service industry; (3) The feature of customer following of FDI in service in-
dustry is becoming more and more prominent. Furthermore, multinational
corporations in service industry always prefer to invest in areas with a high
level of economic opening-up.

Key words: FDI of service industry; location choice; China; customer

following
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