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Abstract:

This paper builds a theoretical link between agglomeration economies of MNCs headquarter and the development of financial service centre, with special account in the extant literature of financial geography. Specifically, four distinctive factors, namely path dependency, asymmetric information, institutional support and exogenous advantage are brought forward as the determinants of managerial considerations for MNCs strategic locations. Among them, the factor of asymmetric information is argued as the key factor to drive geographic agglomerations of financial activities in China. To examine the validity of the theory, China’s Beijing-Shanghai city-pair is presented as a case. A binary logistic regression model-test is applied to compare the locational behavior of MNCs regional headquarter in the two cities. Finally, a financial centre index (Findex) analysis which quantifies the significance of financial sectors in the city-pair is conducted. The results of the analysis reveal that contrary to the traditional point of view, Beijing has more advantages than Shanghai in developing to be a strong service and financial centre in China. 
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1. Introduction

China has formally entered into the World Trade Organization (WTO), which heralds a new age of globalization and economic development of the nation. The tremendous opening will provide large global corporations with unprecedented opportunities to develop their business in the nation’s vast market. According to the statistics, by the end of 2002, only one year after joining the WTO, China has become the most attractive foreign direct investment (FDI) destinations in the world. There is little doubt on the trend that China will become a world factory. Along with the trend, China will by all means integrate into the world economy at the fastest speed as it can. Being as carriers of such large volumes of FDI, large Multinational Corporation (MNC) has long been a heat research topic attracted by both geographers and international business scholars. However, as a developing country, China has much more complicated environment than that in most MNC home countries. How global MNCs choose strategic location to manage their production line and to develop their business in a host country like China is one of our concerns in this research.

In the wide range studies on MNCs headquarters, there are a lot of works focusing on the configurations of parent-subsidiary relationships and the responsibilities allocated to foreign subsidiaries (Otterbeck, 1981; Prahalad and Doz, 1987; Bartlett and Ghoshal, 1998). These works are evolved from the strategic management school, in which it is believed that the understanding of the relationships between parent MNCs and their subsidiaries will enhance the effectiveness of implementing global strategies and managing foreign subsidiaries. However, these studies are standing on the perspectives of corporate strategy and organisational structure of MNCs and have few implications to urban and regional studies. In the field of economic geography and urban studies, literatures inherently focus on describing different kinds of geographical concentrations of economic activity (which of course, covers the studies on MNCs headquarters agglomeration) per se (Marshall, 1916; Hoover, 1948; Chinitz, 1961; Scott, 1988; Porter, 1990; Krugman, 1991 etc.). However these studies didn’t distinguish factors of financial agglomeration from other agglomerating factors in their head office location choice. In another word, as we expect, some factors may lead to more important effects on financial service development while others may not on the location choice of MNC headquarter. 
For more than a decade, there is a growing interest in the newly emerged sub-discipline of the “geography of finance” at an international level (Porteous, 1995; Martin 1999; Clark, 2001, 2003). The subject specially deals with international capital flows, money landscapes and locations of banking and service enterprises as well as spatial evolution of financial centres. Since the late 1980s, as a result of globalization, IT innovations, and the rapid changes of global financial landscape, a series of studies on the spatial dimensions of money have been published and attracted attentions from both geographers and regional economists (for detail, see Leyshon and Thrift, 1998; Martin, 1999 ). One of the important aspects in these studies is the financial and service centre, especially global and national financial centres, in which the development of multinational corporations play a key role in promoting regional capital flows, transferring information/knowledge and technology and commanding inward-outward investment (Leyshon and Thrift 1998; Martin, 1999; Clark, 2001, 2003; Sassen, 2001; Porteous, 1995; Zhao, 2003). Recent developments of the subject, particularly the theory of ‘information hinterland’ (Porteous 1995, Zhao 2003), provides a useful theoretical framework for examining the development and change of financial centre. It emphasizes that information externalities, asymmetric information and path dependence are important forces in shaping the formation of information hinterland and determining the development of financial centres. Especially, “asymmetric information” and “information externalities” affect the location choice of MNCs regional headquarters and lead to agglomerations of service sector in specific regions (Porteous, 1995, 1999; Zhao, et al 2004; Gehrig, 2000) 

This study aims to build a theoretical link between MNC headquarter agglomeration and the development of financial service centres by reviewing various forces in affecting strategic choices of MNCs to locate their head office. Then, using China as a case, we argue that information problems have created the necessity of the geographic agglomeration of financial activities in the source of information even in the era when financial markets have worked through sophisticated telecommunication networks.
The paper is organized as follows. The next section builds a theoretical link between agglomeration economies of MNCs headquarter and the development of financial service centre, with special account in the extant literature of financial geography. Some ideas which emerge from the review are put forward for empirical test. Section 3 discusses the research design and methodological issues encountered in this research. Sections 4 investigate and explain managerial considerations of MNC strategic location in China, in which the factor of asymmetric information is argued as a key indicator of the formation of a financial centre. Section 5 assembles a quantitative index – Financial Centre Index (‘FINDEX’) and applies it to evaluate the relative importance of Beijing and Shanghai in providing financial services in China. Some conclusions and discussions are drawn in the final section.
2. Theoretical Approach: Asymmetric Information, MNCs Strategic Location Choice and Development of Financial Centres

For the purpose of understanding the strategic location of MNCs and financial service centre development, in this section, we shall firstly set the background to respond the three interrelated questions. First, in the spatial context, what is the relationship between MNCs strategic location and formation of a financial centre? Secondly, what are the factors affecting the agglomeration of MNCs strategic location i.e. their regional headquarters? And thirdly in these broad agglomeration factors, what are the factors lead to financial agglomeration? The three interrelated questions help us to understand the reasons of why certain types of financial agglomeration take place in a particular locality while not others. This theoretical approach, in which three propositions are accordingly distilled, provides an applicable basis for further discussions in next sections. 
2.1 The Spatial Relationship between Regional Headquarter of MNCs and the Development of Financial Service Centres

A financial centre is conventionally regarded as a place with the agglomeration of financial institutions providing all banking and financial services nationally or internationally. Financial centres can be classified, in terms of geographic influence, as national, regional, zonal, or global centres (Daly, 1984). Several measures, as Kerr (1965), Park and Essayyad (1989), and Porteous (1999) suggested, can be used to identify specific cities which have functioned as financial centres. These measures include employment in the financial sector relative to the total employment, assets of financial institutions, the proportion of cheques cashed, the turnover value of stock exchange, the volume of communications (especially express mails and telecommunications), and the presence of foreign banks and head-offices of large multinational non-financial corporations.  Depending on the availability of data, these measures can be assembled into a composite Financial Centre Index (FINDEX), which quantifies the significance of a financial sector in the city (Kerr, 1965; Porteous, 1995). 

The regional headquarter of MNC constitutes the highest administration level within a region or a country in the corporate organizational structure. Their primary responsibility is to integrate the parent company’s activities within a region, that is, to coordinate and control the activities of the firm’s affiliates (manufacturing unites, sales offices, etc.) and to act as the intermediary between the corporate headquarters and its affiliates within its particular region (Dicken, 2003).
Theoretically, MNC regional headquarters and financial service centres share similar characteristics in locational seeking. On one hand, for effectively managing their global empire, MNCs prefer to locate their regional head office in large nodal cities and financial service centres, where global reach, the flow of instruction, ideas and data to regional offices, branch plants, affiliates and subsidiaries can be more efficiently coordinated and controlled. Besides providing these internal advantages, nodal cities and financial service centres also permit the fulfilment of the advantages of the MNCs in employing qualified personnel and cultural diversity. These two advantages are particularly crucial to the development of MNCs in the information age and the consumption society. The agglomeration advantage of nodal cities is also very important to MNCs since face-to-face contacts are still an effective way in making decision. Therefore, MNCs like to move and stay in locations with the characteristics of (a) strategic points with sufficient transport and communication infrastructure; (b) high quality external services with a particular range of labor market, especially people skilled in information processing; (c) rich in social and cultural amenities; and (d) good institutional factors of the society including people’s working attitude, loyalty, productivity, skill, etc. (Dicken, 2003).  

On the other hand, in terms of the functions of regional headquarters of MNCs, especially foreign financial intermediaries like banks, generally, if a company sets up a regional headquarter at a location, all financing transaction issues and relevant capital inflow and outflow of the company are dispatched and co-ordinated in that location. Being as the “nerve centres” in corporate organization, regional headquarters of MNCs generally take on the responsibilities of controlling and financing the activities of the firm’s affiliates in the region. As the regional headquarters are pivots of all capital transactions and flows of the MNC (i.e. for finance, for pricing transfer and for tax loading), the locations that agglomerate large volumes of MNC regional headquarters are the locations that generate large volumes of financial agglomeration. 
Further more, despite that electronic transmission of information nowadays has substantially reduced the friction of distance in business relations, services per se and particularly the sectors of producer service
 have a strong tendency of concentration (Berry et al, 1997; Sasson, 2001). This is reflected in their special characteristics (Illeris, 1996). In most cases, users and producers of services need to be present at the same time and place through face-to-face contacts, to satisfy the needs of the ‘change of condition’. Also, service activities are usually labour-intensive, with limited possibilities for enhancing productivity via economies of scale. So, the skills of personnel matter much for the quality of services. Service products are unique each time and difficult to be measured quantitatively like converting its value into GDP. They are full of uncertainties in relationship between supply and demand. Therefore, good reputations and images of producers are equally important to service development. Hence, service activities, especially producer services tend to concentrate in large urban places. Within cities, they are most likely to locate in the CBD, where the highest accessibilities and the lowest transaction cost for face-to-face meeting make it the best location of producer services (Gottmann, 1961; Coffey and Bailly, 1992). 

The tendency of MNCs’ willingness to flock into world cities and financial centres becomes more obvious than ever in the era of globalization. As Dunning (1998) argues in his paper, “Various surveys have demonstrated that, except for some labour or resource investments in developing countries, MNCs are increasingly seeking locations which offer the best economic and institutional facilities for their core competencies to be efficiently utilized.” Moreover, the presence of one foreign investor could become an effective trigger for luring other investors, “both as an investment-stalk or signalling effect to other foreign firms which are less familiar with that country, and as an agglomerative magnet by which firms benefit from being part of a geographical network or cluster of related activities and specialized support services”. 

Hence, it could be argued that the agglomeration of MNC headquarters can both reflect and mutually reinforce the benefits of spatial concentration of financial service of a city. A locational consequence is that financial intermediaries like foreign banks tend to concentrate near the head offices of big MNCs, so as to serve their major clients better from the highest levels of management. In other words, real sector agglomeration (of client head offices) may cause financial sector agglomeration. In deed, as the next Section will show for China, there is close correspondence between cities which are financial centres and cities that have a high proportion of large MNC regional headquarters. 

However, there is no necessary connection. For example, cities like Detroit, Pittsburg and Cleveland in US and Manchester, Liverpool in England are the homes for major industrial corporations in capitalist economy, but have not emerged even as regional financial centres (Conzen, 1977); while cities with a smaller base of large clients, for example, Shenzhen in Guangdong province, China, have stronger financial sectors (Jao, 2003; Zhao, 2003). There seems to be a crucial endogeneity here, in that banks and financial service firms may indeed relocate or start up so as to be close to major clients; but equally, major clients may choose to locate closest to sources of funding and important services. Hence, in the general trends, financial sector agglomeration both reflects and reinforces real sector agglomeration.
Proposition 1: There is a positive relationship between cities that agglomerate large volumes of MNCs regional headquarters and cities that are financial centres.
2.2 Agglomeration Factors Affecting Headquarter Location Choices of MNCs

So, what lead to head offices agglomeration of MNCs? In this section, three consideration dimensions on head offices location are outlined as a theoretical base for this study: path-dependency, asymmetric information and institutional/transaction cost theory.
2.2.1 Path-Dependency Theory

One reason for head offices agglomeration is path dependence (Thrift, 1994). A path dependence process may be defined as a non-ergodic sequence, or one in which the initial conditions determine subsequent outcomes (North, 1990). It is an emerging theory in institutional economics that explains current equilibrium, such as the state of technological development, industry location, or a firm’s organization, as a function of early random shocks in the decision process that led to the equilibrium, that is, once a city has achieved a certain level of agglomeration, geographical ‘lock-in’ may occur and the place is able to sustain this initial advantage over other cities for a considerable time (Arthur 1994; David 1994; Setterfield, 1997). This is often used as an explanation for why London remains a leading financial centre long after the relative decline of the British economy. 
Brian Arthur has provided a conceptual framework for understanding path-dependent processes. It provides important insights in simulating the mechanism of agglomeration of economic activities. The model postulates that there is a positive correlation between certain ‘geographical benefits’ (inherent advantage or ‘pay-offs’) derived in a location and the number of firms present in the location. In the framework, a number of firms are free to locate their business without bound. With the profit-maximizing rationale, firms will locate to a locality where there is the highest agglomeration function, and thus there are greater ‘pay-offs’ to each firm. The relocating process will continue until all firms eventually converge in a single attractive location, with all other locations ‘locked out’
.
In the financial sector, increasing returns to location are likely to be strong, based on location-specific pecuniary externalities in markets for skilled labour and in the flow of specialized information. This will tend to reinforce the dependency. However, the history of the recent evolution of national financial centres in Canada and Australia shows that the ordering of the national financial centre hierarchy can change (in the cases of Toronto overtaking Montreal and Sydney surpassing Melbourne). This suggests that there are forces powerful enough in some cases to overcome the location-specific hysteresis.

2.2.2 Theory of Asymmetric Information

As the rise and decline of financial centres over time suggest that the formation of financial centres cannot be understood merely with reference to historical trajectory, then what can? The second theoretical approach of asymmetric information theory is thereby put forward to explain the spatial change and development of a financial centre. 

Porteous (1995, 1999) proposes a theoretical framework to analyze why financial activities tend to agglomerate in one particular location rather than another. In his framework, Porteous has emphasized the key role of information flow, with regard to information accessibility and reliability, in influencing the location of financial activities. He has focused on the effect of two information concepts on financial centre development: information hinterland and asymmetric information. The information hinterland of a centre is defined as the region for which a particular core city, acting as the regional centre, provides the best access point for the profitable exploitation of valuable information flows (Porteous, 1995). Within the information hinterland, valuable information flows first and with least cost. Information users closest to the heart of information hinterland are therefore able to act on earlier at lower costs than those far from the source of information. The value of information is also the function of social and institutional characteristics of the hinterland centre. As the potential opportunity and profitability of the financial sector depend much on the accessibility and reliability of information, the size and features of information hinterland is a key determinant appealing to financial firms. An important financial centre tends to be developed in a politically and/or economically influential city with a strong information hinterland in terms of both information quantity and information quality.

The effect of asymmetric information would push financial firms closer to an information source in order to find and interpret non-standardized information from which to profit. There are many different cases of information asymmetry, depending on the types of information. In the reality of financial markets, there is a clear asymmetry of regulatory information in which administrative agents on one side of the market know something that participating agents on the other side do not. A financial firm, especially the foreign one, typically cannot know the local market regulations as accurately as the government. 
This could be particularly relevant in the Chinese case as China has a very approval-intensive economy even after two decades of economic reforms. The Chinese government relies heavily on “rules”, in the forms of laws, orders, regulations, and directives, to manage the economy. Besides the non-transparency problem, Chinese rules are normally expressed in generalities and cannot provide sufficient details to resolve practical matters. Implementation and enforcement of policy are, therefore, often subject to the interpretation and articulation of administrative authorities. Nonetheless, the authoritative interpretation and articulation usually come out in non-standardized and irregular formats and varies case by case. This means that formally published policy information cannot be interpreted correctly by information users, and that a wide range of non-standardized policy information becomes extremely crucial for doing businesses in China. However, non-standardized policy information cannot be effectively gathered without intensive social contacts to the information providers. The policy interpretation would not be favourable for a particular firm without frequent face-to-face negotiations to market regulators. Also, the quality and potential usefulness of non-standardized policy information may decay rapidly over the distance between information producers and information consumers. In some cases, the decay in such non-standardized information value over distance is very severe, the costs required to collect and verify the information of acceptable quality become very high, thereby making a remote party unprofitable. For the financial sector which business and level of profitability are highly sensitive to rapid dissemination of policy information, all these situations necessarily generate the importance of geographic proximity to the sources of non-standardized policy information in order to overcome the problem of asymmetric information.  In China’s case, major financial firms may prefer locating their head-offices closest to the central government departments, the key generators of non-standardized policy information.
2.2.3 Institutional Support/Transaction Cost Theory

There are other theoretical reasons derive from interests in economic mainstream---the endogenous growth theory, which acknowledges the economic externalities and increasing returns to scales associated with spatial clustering and specialization (Porter, 1994; Krugman, 1995). A key concept in the centre of this “new economic geography” is the institution. Despite the various sources of the “institutions” broadly defined among different subjects, institutions are particularly “dependent” on locations (Martin, 2000). Places specializing in given institutional arrangements benefit from the scale economies of agglomeration and advantages associated with specialization. The contention of Krugman and Porter is that the spatial clustering of interrelated industries, skilled labour and technological innovations offers some of the key elements of growth and competitiveness. These include increasing returns, reduced transaction costs and economies associated with proximity and inter-firm exchange, as well as specialized know-how, skills and technological advancement (Amin, 1999).

There is a positive link between the elements that influence transaction costs and the agglomeration economy. Economies of agglomeration can be an efficient way to reduce transaction costs making production and distribution costs more efficient (Scott, 1998). Products generated in a centre show lower transaction costs as a result of shared infrastructure and resources. Scott argues that one of the clearest benefits of agglomerations is learning by sharing and knowledge transfer as a result of participation in dense agglomerated networks of inter-industrial exchange, which generates a continual flow of useful know-how.
Consequently, a city with better international attachment and with more opening business atmosphere is more attractive to foreign companies locating their regional headquarters. This kind of city plays an important role in bringing information together in specific places thereby enhancing learning and generating a strategic information advantage. Preferential policies that government designated to the city are also helpful in attracting MNCs regional headquarters and generate agglomeration. Governments can create tax and investment incentives as well as industrial support programs, which encourage and facilitate interactions between local producers and external buyers and sellers, as Scott illustrated in the case of Bangkok as a hub for the gem and jewelry industry. For instance, Venetian government and politician leaders contributed to Venice’s success, facilitating and establishing programs that make possible the necessary shipping and distribution infrastructure to support intense commercial and trade activity that reduced transaction costs.

A sound financial and legal system is also indispensable for firms to reduce their transaction costs and a health development of agglomeration economy (North, 1990). On the whole, the institutional/transaction cost dimension emphasizes the proximity and soundness of institutions which can help to explain the attractiveness of city and processes of head office location. 
Hence, based on the elaborations and arguments discussed above, all the three factors of path dependence, asymmetric information and institutional support can lead to headquarter agglomeration of MNCs in a specific location. Among the three, only asymmetric information is indispensable for financial agglomeration, thus is a necessary condition for financial centre development. The case is especially applicable in China where the locational effect led by non-standardized information is arguably huge. Due to the arguments above, we state the following two propositions.

Proposition 2: Asymmetric Information, Institutional support and Path dependency, are three distinct dimensions underlying the considerations for MNCs strategic location.
Proposition 3: Among the three factors, the factor of asymmetric information is the primary factor to determine the development of a financial centre in China.
(PLACE FIGURE 1 HERE)

3. Empirical Tests and Methodology
3.1 The Research Design

Practically, the above theoretical framework and propositions can be illustrated in Figure 1. In the below sections, the framework will be examined using China as a case. A three-step empirical study is designed to make the above theoretical underpinning into practice (see future 1). Study one measures the number of regional headquarters of MNCs, basically concentrating on the sectors of producer services, in five Chinese cities of Beijing, Shanghai, Tianjin, Guanzhou and Shanghai, which account for over 85 percent of total MNCs and their regional headquarters surveyed. The objective is to show which city in China has more potential/advantage to be developed as a financial and service centre. Study two seeks to compare the respective cities in their location preference by major MNC regional headquarters. This is to examine managerial considerations of MNC in their strategic location choice, in which I argue that the factor of asymmetric information is the key determinant to the clustering of MNC headquarters as well as the development of financial centres. China’s Beijing-Shanghai city-pair are presented to support the argument, in which four hypotheses are brought forward (see section 3.4). For examining the overall validity of the theory, study three constructs an index to measure the relative importance of Beijing and Shanghai (the largest two cities in the proportion of MNC headquarter location) in their capacity to provide financial service in China. These three empirical studies are mutually linked together. The whole objective is to connect the macro-level of the theory i.e. the regional manifestation and regional consequences with the micro-foundation of the empirical model—the firm behaviour. 
3.2 Data Collection
To learn the locational preference of MNC regional headquarters, a survey of headquarters of foreign-owned companies in five Chinese major cities, namely Beijing, Shanghai, Tianjin, Guangzhou, and Shenzhen, was conducted in the period of January to March 2004. These five cities are major financial centres in the Mainland China. The survey’s samples are selected from the Directory of Standing Representative Organizations of Foreign and Territorial Companies in China (the 2004 edition), compiled and published by the Lotus Trade Centre. For those five cities, 7 out of the total 18 industries listed in the Directory are selected as our sample base. These 7 industries are most likely to cover all the producer service, hi-tech and telecommunications industries, which are the most related to the important components of a financial and service centre. (for details on the 7 industries, see Table 1). Among the 7 industries, the grouping of industry categories I, II, V and VII are concluded in the ‘strategic service sector’; categories III, IV and VI are concluded in the ‘non-strategic service sector’. Among about 5,000 foreign companies and offices (out of the total 9,946 in the Directory) in the 7 industries in five cities, about 1,000 firms commit in double counting because they have more than one subsidiaries. For any companies that have more than one subsidiary, only one of them – the headquarters is surveyed. So, our survey samples include 3,890 foreign companies and offices (about 40% of total in the Directory). Among them, 1,290 are regional headquarters in China (which are considered as the top administrative level office in China and are in charge of the whole China business). This is a two-step investigation: the first part (study one) is composed of a locational survey of foreign-owned headquarters; the second part (study two) is an investigation of the underlying locational factors.
(PLACE TABLE 1 HERE)
3.3 Study One: Profiling the location of MNC headquarters in China
The survey was conducted by Lotus Trade Centre with the help of some investment banks and financial institutions, including Morgan Stanley Dean Witter, and the Hong Kong General Chamber of Commerce. The Lotus Trade Centre, based in Beijing, is an established publishing company for business information. It concentrates solely on collecting, processing and publishing of company and product information of foreign companies in China. The survey comprised of the in-depth interviews with selected senior officers, chief executive officer (CEOs) and the chief representatives of major banks and MNCs. The questions asked in the survey included general enterprise information, the existing and future office/premise locations in China; locational preferences for branch/offices in China; and the reasons behind their location choices (a sample of questionnaire is attached in the appendix). The survey was mainly completed by phone and fax (one set of questions has been set for all interviewees), and was supplemented by some interviews conducted in person. Due to its affiliated relationship with the Ministry of Foreign Trade and Economic Relations, China’s central governing body in charge of foreign business, the Lotus Trade Centre has the authority to collect data/information from every MNC in China. In other words, every MNC in China is obliged to provide its basic company data to the Centre. Thus, the response rate for the first part of the survey (the first four questions in the questionnaire) is as high as – 86%. In study one, the profiling provides an overall assessment about the number of MNCs in terms of their regional headquarters distribution among Chinese cities.
3.4 Study Two: Isolating important factors in MNCs’ choice of regional headquarters
The survey of locational factors (the second part of questionnaire survey: question five to six—see Appendix) involves interviewees from 1,290 foreign corporate headquarters in China. Again, the interviews are conducted by phone and fax, supplemented by some in-person-interviews. Among the 1,290 questionnaires received, 707 pieces are completed with full information on the second part of the questionnaire. Thus, for study two, the final response rate is 55%. Using a test of non-response bias, no significant differences between responding and non-responding groups were found regarding category of industry and country-of-origin (questions 1 and 2 in the questionnaire).

(PLACE TABLE 2 HERE)

In the second part of the questionnaire survey, the chief representative offices/CEOs of individual MNC are asked why they have located, or intend to set up their regional headquarters in a specific city. In total, fourteen locational considerations were selected (see Table 2). The item measurements are adapted from the Annual Survey of Regional Offices Representing Overseas Companies in Hong Kong (the 2004 edition, Table 5.1) conducted by the Census and Statistics Department of Hong Kong Government
. The survey is designed by economists and government expertise based on substantial interviews with MNC managers. 

Regarding the consideration items, the respondents are asked to indicate whether the individual item is important or not in their decision making process of headquarters locations. The CEOs or representative officers of individual MNCs are arguably the best suitable persons to make judgments about the importance of preference in MNCs’ choice of locating regional headquarters in China. As they are at the frontier of the market, their choices are preferable. We use binary notation to indicate CEOs/chief representative officers’ respective importance in their locating preference: coded as 1 if the item is chosen as important, and coded as 0 if not. We profile the frequency of each item to demonstrate the salient consideration items for the whole sample. Based on the purified item set, we perform exploratory factor analysis using SPSS 11.0 to capture the theoretically proposed consideration factors. Finally, we use mean scores of items, loading on a same factor, to compute factor scores, which will be used as independent variables for further analysis. 
To examine the comparative advantage of one city over another in the location choice of MNCs headquarters, we perform binary logistic regressions. We use the computed four factor scores as independent variables as indicated above. For dependent variables, we use the corresponding cities that host individual MNC regional headquarters to compose city-pairs. We code them in a pair-wise way (i.e. for Beijing-Shanghai city-pair, we code Beijing as 1 and Shanghai as 0, etc.) to assess the incremental effect of each independent variable. For Beijing-Shanghai city-pair, Beijing arguably has a path-dependency advantage and an asymmetric information advantage since Beijing is traditionally the capital city and a political centre of China. Foreign investments mostly will choose Beijing to build their first representative office to start business operations in China. Shanghai has an institutional advantage since the marketization degree in Shanghai is always among the highest in Mainland China (Wang, 2003). The government of Shanghai consistently commits itself to improve the investment environment, including setting up tax-free area or promulgating preferential policies, to attract foreign investment.
For examining the effect of asymmetric information in MNC headquarter location behaviour, we also perform a mediation test in the Beijing-Shanghai city-pair. The mediation test as laid out by Baron and Kenny (1986, p.1177) is to examine the overriding effect of mediator (in this case, the effect of asymmetric information) in the relationship among different variables (i.e. independent variables and dependent variables). For example, in the binary logistic model of Beijing vs. Shanghai, when we include the asymmetric information factor into the binary logistic model, the effects of the other three factors on the dependent variables decrease significantly, indicating that there is an overriding advantage of asymmetric information in the location choice of firms headquartered in Beijing over that in Shanghai. 
Thus, for examining different MNCs strategic locational behaviour in their choices of Beijing-Shanghai city-pair, we propose the following hypothesis:

Hypothesis 1: Asymmetric information has a positive influence on HQ-location choice of Beijing over Shanghai.

Hypothesis 2: Institutional support has a negative influence on HQ location choice of Beijing over Shanghai.

Hypothesis 3: Path dependency has a positive influence on HQ location choice of Beijing over Shanghai.

Hypothesis 4: Asymmetric information mediates the effects of institutional support and path dependency on HQ location choice of Beijing over Shanghai.
3.5 Study Three: Developing indicators of financial capabilities of cities—The FINDEX Analysis
While a sole reliance on regional headquarters location of MNCs to identify a financial centre is by no means comprehensive, it is in fact, in our view, provides a useful proxy to discern the potential location status of financial activities, particularly in the Chinese context. Other factors are also needed necessarily to compare the overall financial capacity of individual cities in China. 
Some basic financial indicators as suggested by the literature, such as employment in the financial sector, the assets of financial institutions, bank cheque clearings, the value of turnover on the stock exchange, and the presence of foreign bank and financial institutions, can be used to understand the financial status of a city. We first present these indicators for major Chinese cities. It should be noted that, however, at the moment certain indicators are not very meaningful for Chinese cities because some financial services are not widely available. For example, the amount of bank cheque clearing is very small. At the personal level, the electronic payment system has not been widely used and the credit system is still immature.
To have a single figure to express a city’s financial status and trace such status over time, the financial index (FINDEX) for Beijing and Shanghai is calculated. The FINDEX measures the significance of financial activities at the city level based on the factors pertinent to financial businesses. These factors include employment in the financial centre, national bank loans, national bank deposit, total turnover value of stock exchanges, and the number of foreign banks and financial institutions. As these factors are essential for the assessment of the city’s financial status, the importance of each factor is equally treated in the construction of the FINDEX. Each factor in a given city is first presented in terms of its share in the city’s or in the nation’s total. The share of each factor is then standardized to minimize the effects of differences in factor composition. The FINDEX is a sum of the standardized shared values for all factors. The greater FINDEX value indicates the higher financial status of the city. 

4. Survey Findings and Analysis of the MNCs Strategic Location in China
4.1 Findings I: An Overall Assessment of Regional Distribution of MNCs and Their Regional Headquarters in China

First, the dominant position of Beijing and Shanghai in agglomerating foreign companies compared to the three cities of Tianjin, Guangzhou and Shenzhen are obviously recognized (see Table 3). Among nearly 3900 foreign companies of the seven selected industries, more than 2800 firms (74%) locate in Beijing and Shanghai. Tianjin, Guangzhou and Shenzhen share 7%, 5.5% and 1.5% of the total respectively. Their shares are little significant when comparing to the largest two. This figure shows foreign investment in China is substantially uneven, with Beijing and Shanghai taking up most foreign company settings in China.
(PLACE TABLE 3 HERE)
Second, in terms of the number of foreign corporate headquarters, among the total 1290 establishments in China, The share of Beijing plus Shanghai is also overwhelmingly large among the China’s cities (75%). The shares of Tianjin, Guangzhou, Shenzhen, and other places make up only 25% of the total (see Table 3).
Third, in terms of China regional headquarters, China headquarter and Pacific-Asia regional headquarters
, it also illustrates the central role played by Beijing and Shanghai, especially the first one, in foreign business agglomeration. In terms of first two categories, Beijing performs the most significant role. In comparison, Shanghai performs a secondary role (Shanghai occupies 26% and 29% respectively); with Tianjin, Guangzhou and Shenzhen occupying only an insignificant part (see Table 4). It is also clear that Beijing and Shanghai are dominant in the Mainland as a preferred location for foreign business locating its Asia Pacific regional headquarters there (they occupy 82% of the total).
(PLACE TABLE 4 HERE)
In The Strategic Service and Non-strategic Service Sectors :

The regional distribution of foreign businesses in the seven particular industries can be shown clearly in Table 5. Among the seven industries, categories I, II, V and VII are categorized in ‘strategic service sector’; while categories III, IV and VI are categorized in ‘non-strategic service sector’ (see Table 1). For illustrative purposes, we have arranged the seven industries into two groupings, but whether we look at the either group, Beijing and Shanghai, especially the first one remains the preferred location for foreign companies and headquarters offices.

In the strategic service sector, 37% and 39% of the 2,668 total foreign company establishments in China located in Beijing and Shanghai. The rest of China totally shares 24%. In the same grouping, Beijing and Shanghai also presented an overwhelming dominance (44% and 32% respectively) in foreign companies’ headquarters in China with Beijing lead the role for a large extend. Tianjin, Guangzhou and Shenzhen have an insignificant score. 
(PLACE TABLE 5 HERE)

In the non-strategic service sector, it also shows a similar pattern. Beijing and Shanghai, with 35% and 37%, was superior in agglomerating foreign companies. It is interesting to observe, however, that the role of ‘other regions’ (16%) in this grouping of industries surpasses that in the strategic service sector (10%), showing that companies in the non-strategic sector had spread more in geographical terms (hence, they are more diversified). However, for the spatial spread of headquarters, Beijing and Shanghai remain the most favourable locations (40% and 31% respectively). It is worth-noting that Beijing is superior to Shanghai in agglomerating non-strategic service headquarters by a substantial margin in spite of the common perception that Shanghai is China’s largest administrative hub for producer service.
In general, the five cities – Beijing, Shanghai, Tianjin, Guangzhou and Shenzhen – are altogether controlling the lion’s share of China’s economy and financial networks. From the findings reported here, the ‘big-five’ represented the total of foreign investment in China, with 88% of total foreign company establishments, and 92% of total headquarter establishments in the 7 categories. Among the ‘big-five’, the largest two were Beijing and Shanghai, with an agglomeration of 74% of total foreign companies and 75% of total headquarters in China. Shanghai has more foreign companies but fewer regional headquarters compared to Beijing, indicating that Beijing has more attractive power relatively in terms of agglomerating the administrative functions of MNCs.
4.2 Findings II: Factors Determining Decisions of Locating MNCs Regional Headquarters

The above findings suggest that Beijing and Shanghai are the chief location for MNCs strategic locations. It is also noted that in terms of administrative level of functions, Beijing has overtaken Shanghai with largest proportion of headquarters in the country. We suggest that this is because Beijing is traditionally the central governmental base in China. It is well-known that Beijing-based corporations have spatial advantages in the sense that they have better access to ‘regulatory information’, which is essential for doing business in socialist China. The further the one moves from Beijing, the more difficult it becomes to gain access to such information, even though there are quite a number of government agencies in the region with administrative linkages to Beijing. 
The preferential and special business policies pursued in Shanghai are advantages that Shanghai holds. Since 1990, the central government has favoured Pudong New District with a series of preferential policies, which marked an important strategy to facilitate the emergence of Pudong as the engine of Shanghai’s renewed economic growth. Meanwhile, Shanghai’s key national role was confirmed at the 14th National Congress of the Chinese Communist Party, when former President Jiang Zemin urged Pudong to take the lead in developing the Yangtze Delta Region and looked forward to the emergence of Shanghai as a national focus for economic development and an international economic, financial, and commercial centre. This strategy undoubtedly has brought huge inflows of capital, with which the local authorities have been able to fund the construction of hundreds of impressive skyscrapers and scores of new roads, bridges, and water and power supply facilities. Ten preferential business policies are further promulgated for further promoting the development of Pudong (Zhao, 1994). These institutional advantages of Shanghai plus the enormous opportunities provided by China’s accession to the WTO gain Pudong and Shanghai’s performance as one of the brightest stars in China.
The comprehensive comparative studies of Beijing and Shanghai in terms of their relative importance in financial sector will be put forward in the next section. Here, the following empirical analysis seeks to investigate the managerial views by MNCs principles to find out whichever factors are relevant for MNCs location strategies in China. These factors are further examined using Beijing-Shanghai as empirical test to compare the advantages of each city in terms of their locational attractiveness. The examination also comprises three steps. Step one profiles the frequencies of managerial considerations of fourteen items made by MNCs respondents. City-level compare among items are presented to reveal each city’s attractiveness to MNC regional headquarters. Step two factor analyzes these measures to extract four independent factors. In step three, we use pair-cities of Beijing and Shanghai to compare each city’s advantage in attracting MNC regional headquarters.
Step 1: Frequencies of Managerial Considerations for MNCs’ Choices of Locating Regional Headquarters in China 

Figure 2 depicts the frequencies of all considerations by which MNCs choose to locate regional headquarters in China. In the whole sample, items 1, 2, 3, 5, 6, 8, 11, 13 are considered important as they account for most of MNCs’ considerations (each item attracts more than 100 choices). However, items 4, 9, 10, 12 are of least interest to their choice. They register frequencies lower than 5% from the whole sample (namely only 4, 32, 0, 3 respondents choose each of them). From figure 2 and table 2, we can see that comparing with more advanced economies (e.g. Hong Kong); these four items represent the worst aspects that Chinese cities perform. Therefore, we exclude the four items from further analysis. 
The samples in three cities of Beijing (n=204), Shanghai (n=164) and Tianjin (n=159) account for 75% of the total sample (n=707). Therefore, figure 3 depicts the frequencies of MNCs location considerations to each of them respectively. For the data on Beijing, we can see that item 2, 7 are preferential considerations by most MNCs compared to that on Shanghai and Tianjin. It indicates that Beijing has advantages in terms of information and higher labour quality in attracting MNCs. For the same principle, Shanghai has advantages in terms of preferential policy (item 3) and internationalization (item 5) and Tianjin has advantages in terms of low operation-related cost (item 11), history (item 13) and resource-based reasons (item 14).
Totally, the two tables indicate that in different cities, different factors are prioritized in the locational decision by individual foreign corporations.
(PLACE FIGURE 2 HERE)
(PLACE FIGURE 3 HERE)

Step 2: Exploratory Factor Analysis on the Consideration Criteria
To capture the underlying dimensions laden in the apparently diverse locational considerations, and to facilitate consequent pair-city analysis with theoretically grounded factors, we perform exploratory factor analysis using SPSS 11.0. We use varimax rotation to ensure the discriminant validity among the resulted factors. Eigen value (>1.0) as well as scree test are used to judge the number of factors emerged. 
Four factors, which explain 61% of the total variance, emerge out of the ten items of managerial considerations. The clean factor structure (see Table 6) without cross loading higher than 0.3 shows that the four factors tap into primarily distinct dimensions of consideration. More importantly, upon examining the items loaded on each factor, they represent the four theoretical constructs as we discussed in detail in section 2. Path dependency, institutional support, asymmetric information and exogenous advantage are labeled to each factor according to the semantic meanings of relevant items. Bilateral correlations also indicate that there are not any multicollinearity problems among them for subsequent regressions.
(PLACE TABLE 6 HERE)

Step 3: Comparative Studies of Beijing vs. Shanghai in Agglomeration Factors Affecting HQ Location Choices of MNCs
From the study one, both Beijing and Shanghai are shown as the primary focus for MNCs strategic preference in China. Their choice of other cities, such as Tianjin’s, Guangzhou’s and Shenzhen’s one, is relatively minor. So, in the following comparative analysis, we will focus primarily on Beijing and Shanghai. 
The objective of next step is to use the four theoretical constructs discussed earlier as independent variables to understand which of them are effective in predicting the choice of Beijing vs. Shanghai. We conducted binary logistic regressions with the dummy variable (1 = Beijing, 0 = Shanghai) as the dependent variable. The coefficients and model fit statistics are shown in Table 7. The overall model fit statistics for both models (for Model 1: Nagelkerke R2 = 0.179, χ2 (df=3) = 52.578, p<.001; for Model 2: Nagelkerke R2 = 0.419, χ2(df=4) = 137.670, p<.001) demonstrate that the four factors have a satisfactory explanatory power in the city-pair choice. 
(PLACE TABLE 7 HERE)
To examine the mediating effect of asymmetric information, we perform a two-model test as suggested by Baron and Kenny (1986) described in last section. In Model 1, we include the three traditionally emphasized locational factors, i.e. path dependency, institutional support, and exogenous advantage, to confirm their effects on strategic location choices. As expected, compared to Beijing, Shanghai has a strong advantage on the latter two factors (β = -4.141, p<.001 and β = -2.790, p<.001). But, path dependency is not a significant advantage of Beijing (p>.05). Interestingly, in Model 2 where the factor of asymmetric information is added, all the three factors are insignificant any more. Therefore, the results meet the criteria set forth in last section in assessing the mediating role of a specific factor. The factor of asymmetric information, as we expected, demonstrates its overriding effect in determining the choice of Beijing as MNCs’ regional headquarters as compared to Shanghai. Thus, the results indicate that apart from hypothesis 3, the other three hypotheses raised in section 3.4 have been satisfied with empirical test.
5. Analysis of Financial Status of Beijing and Shanghai

To further support proposition one and three proposed in section 2, this section is set out to analyze the relative importance of Beijing and Shanghai in terms of their financial status in China. Table 8 documents the trend of the employment in Finance, Insurance and Real Estate (FIRE) activities as percentage of total metropolitan labor force. In general, the share of people working in the FIRE sector is quite low in both cities. This indicates that, compared to other major financial cities in the world, both cities have not gained an important position in the global financial market. However, the employment share in the FIRE sector has notably risen in the 1990s. From the figure, we can see that Beijing has a higher share of labor employed in the FIRE sector than Shanghai.

(PLACE TABLE 8 HERE)
Table 9 lists the loans granted by financial institutions in Beijing and Shanghai. From it, we can see that financial institutions of Shanghai issued more loans than that of Beijing. It is also worth noting that in the late 1970s, loans granted in Shanghai tripled that in Beijing. But in recent years, the difference had been narrowed down. By the end of 2000, Beijing even overtook Shanghai for the first time.
(PLACE TABLE 9 HERE)

However, from the total amount of deposits of financial institutions in Beijing and Shanghai, we can see a different picture (Table 10). Beijing always has a bigger amount of deposits than Shanghai. In China, as the deposit amount is the main body of financial liabilities residing in the cities, it also can be seen as an indicator to show funding supplies of each city.
(PLACE TABLE 10 HERE)
Table 11 shows the distribution of the turnover of securities transaction in Beijing and Shanghai. For Shenzhen Stock Exchange (SZSE), the distributed data are available for recent three years. For Shanghai Stock Exchange (SSE), because they decentralize their transactions to regional trading centres around the country, trading volumes within each trading centre have been deemed as the distributed data of SSE. Therefore, the total transaction volume in both Beijing and Shanghai consists of two parts (one from SSE, the other from SZSE). Their sum-up is the ultimate turnover. In that, Shanghai’s market proportion has a notable advantage, overwhelming Beijing over twice. The finding shows that Shanghai is already in a leading position in terms of the transaction volume of stock and securities in China. 
(PLACE TABLE 11 HERE)
Table 12 shows the geographic distribution of foreign bank branches and representative offices in China in the late 1990s. In terms of bank branches, Shanghai has 30% of the national total, ranking number one. Shenzhen has 15%, Beijing 11% and Guangzhou 10%, ranking second, third and fourth, respectively. This finding shows that Shanghai is the largest financial retailing outlet in China.

(PLACE TABLE 12 HERE)
However, in terms of the representative offices of foreign financial institution, which perform the administrative function, Beijing had the largest share (44%), while Shanghai accounted for only 25%. The shares of Guangzhou, Shenzhen and the rest of China altogether were only 31%. This finding shows that Beijing is already in a leading position in terms of agglomerating the administrative offices of foreign financial institutions in China. From the historical data, we can see that in the past Beijing had always a larger number of foreign banks representative offices than Shanghai (Table 13).

(PLACE TABLE 13 HERE)
We have so far examined several indicators by which we may understand the importance of a financial sector in a given city.  From the data shown, the relative strength or weakness of a particular city as a financial centre can be assessed. However, no single indicator can tell the full story. For example, Beijing is more attractive, relative to Shanghai, as a head office location of large Chinese banks, although it has a smaller number of foreign banks. In terms of stock exchange volume, Shanghai is in a dominant position. To present an overall picture of the financial status for a particular city by a single measure and to make more precise comparison between Beijing and Shanghai, we therefore construct the FINDEX for these two cities. Taking into account the data availability, we use the following five variables.

1. Employment in the financial sector;
2. Bank loans;
3. Bank deposits;

4. Turnover value of the stock exchange;
5. Number of foreign banks and financial institutions.
As it is hard to argue which variable is more important than the others in assessing a city’s financial status, each variable is given an equal weight and its percentage as the city’s or the national total is calculated. The FINDEX is a sum of the standardized percentage values for all five variables. The maximum value of the FINDEX, in our case, is 500 if all financial activities measured by these 5 variables took place just in one city.

(PLACE FIGURE 4 HERE)
Figure 4 shows the changes in the FINDEX value for Beijing and Shanghai in the 1990s. Before 1991, the FINDEX value of Beijing was much higher than that of Shanghai, indicating a much higher financial status of Beijing. After 1991, the FINDEX value of Shanghai was rising and Beijing’s one was declining. Shanghai was catching up fast. In 1995, two cities were highly similar in their FINDEX values. After 1998, one can observe the opposite trend. The FINDEX value of Beijing was rising and the FINDEX value of Shanghai was precipitously falling, once again enlarging the FINDEX gap between two cities. As of 2000, the FINDEX value for Beijing was 280, whereas only 200 for Shanghai. The comparison of the FINDEX values for two cities indicates whatever the common perception about Shanghai’s financial status, that Beijing continues its leading position as a national largest financial centre, even though the central government has made great effort in the past few years to promote Shanghai to be China’s number one financial centre.
Our FINDEX results seem consistent with other research findings. An influential study of the urban competitive ranking reported that among Chinese cities Shanghai ranked the top in terms of overall competitiveness, followed by Beijing, Shenzhen and Guangzhou (http://finance.sina.com.cn, 18 October 2001). However, Beijing ranked the number one in financial competitiveness. Financial competitiveness in the study refers to the ability and potential to develop the capital market and financial industries. As the study pointed out, Beijing as the national capital possesses many advantages for internationalization and infrastructure development. In China, Beijing’s overall economic power is next only to Shanghai. Beijing is also the country’s largest science and technology hub with more 70 universities and 400 research institutes. Since the top universities and research institutes are most located in Beijing, the city has developed very strong IT industries. Moreover, Beijing as the national political centre is the major source of political and economic information. It is in Beijing that the central government and all ministries exert their management power. The designation of the 2008 Olympics Games to Beijing has further given the city more opportunities for development of finance-related industries. The study concluded that all these advantages made Beijing extremely attractive to MNC headquarters and international financial institutions.
6. Conclusion and Discussion
Through the empirical testing using Beijing and Shanghai, the top two candidates for China’s financial centre as an example, we assessed the propositions regarding MNCs’ strategic location and the development of financial service centre in China. Study One, which profiles headquarter locations in Chinese cities and Study Three, which measures the financial capabilities of two primary cities in particular, share similar results in support of Proposition One. Study Two, which factor analyzes the managerial considerations of MNC strategic choice, distills four main agglomeration factors namely path dependence, asymmetric information, institutional support and exogenous advantage as suggested by Proposition Two. Proposition Three, which emphasizes the primacy of asymmetric information in the development of financial centres, is also supported by the mediating test on producer service MNCs’ choice of Beijing over Shanghai. The agglomeration of producer service MNCs, in turn, leads to the rise of a financial centre. 
For the four specific hypotheses (H1~H4) regarding Beijing and Shanghai, they have different advantages in attracting regional headquarters of MNCs. But for the factor of asymmetric information, which we argue as the most important factor for financial centre development, demonstrates an overriding effect in determining the choice of Beijing as MNCs’ regional headquarters as compared to Shanghai. An analysis of the FINDEX also revealed that Beijing has a higher value, standing above Shanghai in the overall financial status. These findings surely deserve some more explanation.

For the differences between Beijing and Shanghai in the attractiveness of foreign headquarters and the development of financial market, a critical determining factor, among others, which should be singled out, is the information requirement: information externalities and asymmetry. Apart from various pulling factors already highlighted in location theories such as path-dependency and institutional factors, information externalities and asymmetry, which seem less attended in classic economic geography and locational theory, have played a decisive role in the spatial concentration of MNC regional headquarters and the formation of a national financial centre in Beijing.
From our perspective, an information externalities and asymmetry between market regulators and market participants provides a rationale for MNC regional headquarters in general and financial activities in particular agglomerating in the source of regulation information. The asymmetry of information exists between market regulators and market participants when market regulations are subject to various interpretations. In contemporary China, the state still controls more than 50% of the national economy even after two decades of decentralization reforms (Zhao et al, 2004). Industries, especially those strategic ones, are essentially ministry-led in administration and operation. Business and financial markets are highly regulated by various functional departments of the central government.
Given an assumption that MNC regional headquarters and financial firms need to proximate to the centre of policy information in order to reduce informational asymmetry, Beijing’s potential strength as a financial centre rests on its national significance of administration and regulations. Beijing plays an irreplaceable role in implementing the country’s financial policies and in the decision-making and adjustment of the macro-economic policies. In fact, Beijing has already hosted many domestic and joint-ventured financial institutions, including China Securities Regulatory Commission, China Insurances Regulatory Commission, all China’s major banks, China International Trust and Investment Corporation, China International Capital Corporation, and Everbright Securities. This status will accelerate Beijing’s pace toward becoming an international financial metropolis. 
This is not to say that other cities, such as Shanghai, are not important in the Chinese financial markets. Shanghai may have a prominent role in developing various kinds of financial services. But its strength as the national number one financial centre may not be as strong as Beijing, simply because of the overriding effect of asymmetric information. Nonetheless, we are not to say that other factors do not play a role in the formation of a financial centre. Rather, we argue that the effect of asymmetric information can be very crucial in certain cases, particularly in the Chinese case where the economy is strongly state-regulated.
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Figure 1: A Theoretical Framework of MNCs Strategic Location and Financial Service Centre Development
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Table 1 The 7 Categories of Industry in the Headquarter Location Survey

	Industrial Category
	Specification

	I
	Advertising, news, gifts, consultancy, information and services

	II
	Finance, insurance, negotiable securities, law, bank

	III
	Machinery equipment, processing and manufacturing industry

	IV
	Post and telecommunications, computer, high technology, electronics

	V
	Commerce, trade, investment

	VI
	Transportation, automobile, aviation and space flight, shipping and tourism

	VII
	Chamber of commerce, member organization, news organization


*Among the 7 industries, the grouping of industry categories I, II, V and VII are concluded in the ‘strategic service sector’; categories III, IV and VI are concluded in the ‘non-strategic service sector’

Table 2 Consideration Items Affecting Regional Headquarter Location Behaviour of MNCs (see Appendix)
	Item Code
	Question

	1
	Accessibility of business information 

	2
	Proximity to the State to get high-quality information 

	3
	PRC Government’s special and preferential policies designated to the city/region 

	4
	Working efficiency of local government

	5
	Degree of internationalization of the city

	6
	Availability of banking & financial service of the city

	7
	Availability of professional/skills of labour market of the city

	8
	Proximity to major clients and suppliers

	9
	Superior quality of living and environmental content of the city

	10
	Superior business culture and environment of the city

	11
	Appropriateness of operational cost (i.e. rental and tax regime) of the city

	12
	Rule of law and public security

	13
	Historical reasons

	14
	Physical resource-led factors (e.g. location of major port or mineral resources)


Table 3: Total Numbers of Foreign-owned Corporate and their Regional Headquarters in China (by mid. 2004)
	
	Company Number (%)
	Regional Headquarter Number (%)

	Beijing
	1404 (36)
	552 (43)

	Shanghai
	1482 (38)
	412 (32)

	Tianjin
	251 (7)
	182 (14)

	Guanzhou
	220 (5.5)
	26 (2)

	Shenzhen
	57 (1.5)
	12 (1)

	Others
	476 (12)
	106 (8)

	Total
	3890 (100)
	1290 (100)


SOURCE: Compiled from survey data (2004)

Table 4: Number of China Regional and Pacific-Asia Regional Headquarters in China (by mid. 2004)

	
	China Regional Headquarter (%)
	China Headquarter (%)
	Asia-Pacific Regional Headquarter (%)

	Beijing
	145 (41)
	267 (41)
	22 (35)

	Shanghai
	91 (26)
	188 (29)
	29 (47)

	Tianjin
	83 (23)
	91 (14)
	4 (6)

	Guanzhou
	3 (1)
	11 (2)
	0 (0)

	Shenzhen
	2 (1)
	8 (1)
	0 (0)

	Others
	31 (9)
	79 (12)
	7 (11)

	Total
	355 (100)
	644 (100)
	62 (100)


SOURCE: Compiled from survey data (2004)

Table 5: Number of Foreign Companies and Headquarters in Strategic and Non-Strategic Sectors in China (by mid. 2004)

	City/Industrial Sector
	Strategic Sector

	Non-Strategic Sector

	Total

	
	Company (%)
	Headquarters (%)
	Company (%)
	Headquarters (%)
	Company (%)
	Headquarters (%)

	Beijing
	982 (37)
	392 (44)
	422 (35)
	160 (40)
	1404 (36)
	552 (43)

	Shanghai
	1028 (39)
	287 (32)
	454 (37)
	125 (31)
	1482 (38)
	412 (32)

	Tianjin
	209 (8)
	149 (17)
	42 (3)
	33 (8)
	251 (7)
	182 (14)

	Guangzhou
	137
(5)
	16 (2) 
	83 (7)
	10 (3)
	220 (5.5)
	26 (2)

	Shenzhen
	32 (1)
	4 (0)
	25 (2)
	8 (2)
	57 (1.5)
	12 (1)

	Others
	280 (10)
	41 (5)
	196 (16)
	65 (16)
	476 (12)
	106 (8)

	Total
	2668 (100)
	889 (100)
	1222 (100)
	401 (100)
	3890 (100)
	1290 (100)


Figure 2: Different Considerations of Locating MNCs Regional Headquarters (Sample size: n=707) (2004)
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Figure 3: Different Considerations of Locating MNCs Regional Headquarters in Beijing (n=203), Shanghai (n=164) and Tianjin (n=159) (2004)
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Table 6:  Factor Analysis Results: Factors of Location Choices of MNCs Regional Headquarters (Sample size: n=707)
	Measures
	Rotated Factors

	
	Path Dependency
	Institutional Support
	Asymmetric Information
	Exogenous Advantage

	Historical reasons
	.933
	
	
	

	Physical resource-led factors (e.g. port or mineral resources)
	.899
	
	
	

	
	
	
	
	

	Accessibility of information
	
	.674
	
	

	Appropriateness of operational cost (i.e. rental and tax regime) of the city
	
	.659
	
	

	Availability of banking & financial service of the city
	
	.588
	
	

	Degree of internationalization of the city


	
	.464
	
	

	Proximity to the State to get high-quality information
	
	
	.774
	

	Availability of professional/skills of labour market of the city


	
	
	.685
	

	PRC government’s special and preferential policies designated to the city/region
	
	
	
	.836

	Proximity to major suppliers and customers


	
	
	
	.586

	Rotation Sum of Eigen Value
	2.063
	1.472
	1.385
	1.175



Note: Respondents were asked to evaluate each item regarding whether it is an important factor (coded as “1”) or an unimportant factor (coded as “0”) in their consideration for locating/moving headquarter of their companies. Factor loadings less than .30 are not listed.
Table 7: Binary Logistic Regression of Headquarter Location Choice of Beijing vs. Shanghai (n=367)
	
	Independent variable
	Model 1
	Model 2

	
	
	β
	p-value
	Β
	p-value

	Choice of Beijing vs. Shanghai (n=367)
	Constant
	1.454***
	.000
	.044
	.897

	
	Path Dependency
	-.665
	.484
	1.796
	.096

	
	Institutional Support
	-4.141***
	.000
	-1.533
	.106

	
	Exogenous Advantage
	-2.790***
	.000
	-1.025
	.104

	
	Asymmetric Information
	​—
	—
	6.523***
	.000

	Model-fit Statistics
	Nagelkerke R2
	.179
	.419

	
	Chi-square statistic
	52.578*** (df=3)
	137.670*** (df=4)

	
	Percent of correct classification
	62.9%
	74.9%


Notes: 1. Beijing is coded as 1 and Shanghai is coded as 0 
2. Significant at the *.05, **.01 and ***.001 level

Table 8 Employment in FIRE Sector as % of Total City’s Labour Force
	Year
	Beijing
	Shanghai

	1981
	0.36
	0.28

	1985
	0.49
	0.32

	1990
	0.66
	0.46

	1995
2000
	1.90

3.17
	1.50

2.25


Source: Calculated from China Statistic Yearbook 1981-2001

Table 9 Loans of Financial Institutions in Beijing and Shanghai (100 million RMB)
	Year
	Beijing
	Shanghai

	1978
	53.9
	153.4

	1983
	149.5
	239.5

	1988
	415.7
	576.1

	1993
	971.5
	1605.6

	1995
	1560.6
	2387.3

	1998
	3126.2
	4259.7

	1999
	3761.3
	4862

	2000
	5666.8
	5415.7


Sources: Comprehensive statistical data and materials on 50 years of new China / compiled by Department of Comprehensive Statistics of National Bureau of Statistics, Beijing, China
Table 10 Deposits of Financial Institutions in Beijing and Shanghai (100 million RMB)
	Year
	Beijing
	Shanghai

	1978
	115
	243

	1983
	321
	191

	1988
	610
	420

	1993
	1649
	1495

	1995
	3054
	3057

	1998
	6369
	5595

	1999
	7907
	6271

	2000
	9261
	6926


Sources: Comprehensive statistical data and materials on 50 years of new China / compiled by Department of Comprehensive Statistics of National Bureau of Statistics, Beijing China
Table 11 Turnover of Stock and Securities Transaction in Beijing and Shanghai (100 million yuan)
	Beijing
	Shanghai

	
	SSE
	SZSE
	Total
	SSE
	SZSE
	Total

	1999
	NA
	2249.9
	NA
	NA
	3677.5
	NA

	2000
	9812.7
	4078.4
	13891.1
	26114.6
	7924.2
	34038.8

	2001
	10318.5
	1875.5
	12194
	23366.4
	3460.5
	26826.9


Sources: Shenzhen Stock Exchange Fact Book 1999, 2000, 2001

Shanghai Stock Exchange Yearbook 1999, 2000, 2001
Note: SSE refers to Shanghai Stock Exchange; SZSE refers to Shenzhen Stock Exchange

Table 12 Distribution of Bank Branches1 and Representative Offices2 of Foreign Institutions in China (1998)
	
	Foreign-owned Bank Branch (%)
	Representative Offices (%)

	Beijing
	16 (11)
	122 (44)

	Shanghai
	45 (30)
	68 (25)

	Guangzhou
	15 (10)
	23 (8)

	Shenzhen
	23 (15)
	10 (4)

	Other Chinese Regions
	53 (35)
	54 (19)

	Total
	152 (100)
	277 (100)


Source: Association of China’s Finance and Banking (1999), Almanac of China’s Finance and Banking, Beijing China, pp. 550-551.

1Solely foreign-owned

2Solely foreign-owned or foreign-China joint venture

Table 13 Number of Foreign Bank Representative Offices in Beijing and Shanghai
	
	Beijing
	Shanghai

	1985
	90
	21

	1988
	106
	34

	1991 
	120
	32

	1994
	193
	98

	1997
	219
	165

	2000
	111
	57


Source: Almanac of China’s Finance and Banking, Beijing China, various years
Figure 4 FINDEX for Beijing and Shanghai, 1990-2000
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Appendix: Questionnaire for the Surveys of Locational Factors and Actual Locations of Regional Headquarters of Foreign MNCs in Mainland China
Part I

1. What is the country-of-origin of your company?
(
The United States ( The European Union countries ( Japan ( Other Asian countries (
Other countries (please specify) _______________
2. What category of industry does your company belong to?
( Advertising, news, gifts, consultancy, information and services
( Finance, insurance, negotiable securities, law, bank
( Machinery equipment, processing and manufacturing industry
( Post and telecommunications, computer, high technology, electronics
( Commerce, trade, investment
( Transportation, automobile, aviation and space flight, shipping and tourism
( Chamber of commerce, member organization, news organization
3. Where is/are the regional headquarter(s) of your company located in Mainland China?

(Beijing (Shanghai ( Tianjin (Guangzhou (Shenzhen (Other locations (please specify) _______________

4. What classification is/are the headquarter(s) of your company located in Mainland China?
(
Headquarter for Asia Pacific Region   (
Headquarters for China Region 
(  Regional Office for China Region
Part II

5. Has your company moved the location of your headquarter(s) in the past three year or after China’s WTO Accession?  (
Yes
 (
No  If yes, it has been moved from ________ to _______.  

6. What is/are the decisive factor(s) for locating/moving headquarter of your company? 

( Accessibility of business information 

( Proximity to the State to get high-quality information 

( PRC Government’s special and preferential policies designated to the city/region 

( Working efficiency of local government 

( Degree of internationalization of the city 

( Availability of banking & financial service of the city 

( Availability of professional/skills of labor market  

( Proximity to major clients and suppliers

( Superior quality of living and environmental content of the city

( Superior business culture and environment of the city

( Appropriateness of operational cost (i.e. rental and tax regime) of the city

( Rule of law and public security

( Historical reasons

( Physical resource-led factors (e.g. location of major port or mineral resources)
Study 1: MNCs’ Headquarter Agglomeration in a City
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Study 3: The Development of a City’s Financial Capabilities
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� The paper is part of my Ph.D. at HKU and has been presented in 101 AAG conference at Denver during April 5-9 2005. Financial support by Urban China Research Network is gratefully acknowledged.


� According to Sasson (2001: p91.), the sectors of producer services cover financial, legal, and general management matters, innovation, development, design, administration personnel, production technology, maintenance, transport, communications, wholesale distribution, advertising, cleaning services for firms, security, and storage.


� For detail of the methodology, see Arthur 1994, Chapter Two.


� Every year Census and Statistics Department of Hong Kong government conduct a survey to study the change of regional headquarters, regional offices and local offices in Hong Kong of companies incorporated outside Hong Kong. (see Annual Survey of Regional Offices Representing Overseas Companies in Hong Kong, 2004)


� China headquarters refer to the highest administrative office of MNC in their Mainland China office. China regional headquarters generally refer to the circumstances that in case there are no China headquarters in China (e.g. the regional headquarter that is in charge of China operation may be in Hong Kong or Tokyo), China regional headquarter is the highest office in China. Hence, all the three levels of offices are the highest administrative office of MNC in Mainland China.


SOURCE: Compiled from survey data (2004)





Note: � Strategic sector includes Industry categories I, II, V and VII


� Non-strategic sector includes Industry categories III, IV and VI
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