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PREFACE

PREFACE

Since reforming and opening—up, particularly after 1990’ s,
the foreign direct investment flowing into China has increased rap-
idly. Large mount of foreign direct investment flowing into China
has promoted actively the accumulation of capital, the elevation of
the investment and resource allocation efficiency and the exploita-
tion and utilize of human capital. Foreign direct investment has be-
come one of powerful underlies for sustained and fast economic
growth of China. However, introducing foreign direct investment
does not mean mastering the advanced technology, successfully
mastering the advanced technology embodied in the foreign direct
investment has a process of assimilation, absorbability and crea-
tion. How is the extent of technological diffusion via foreign direct
investment effecting on the economic growth of China? And it is
the subject and objective this dissertation want to study.

" Firstly, the backgrounds, objectives and problems of this book
are expatiated, the concept of technology and technological diffu-
sion are defined, the difference between technological diffusion and
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technological transfer and technological spillovers, and the dynamic
and static paths of technological diffusion and its classify are intro-
duced, the distinction between technological diffusion via foreign
direct investment and others channels is indicated definitely.

Then,. technological diffusion theories, mechanismes, evi-
dences, and methodologies are reviewed in the literature summa-
rize, the theories of technological change and technological diffu-
sion developed in recent years including models with an expanding
variety of products, models with improvements in the quality of
products and the leader — follower model are introduced and com-
mented. Following up, an analytic framework for multinational
company, talent mobility and technological diffusion is given to
formalize the mechanisms how talent mobility effects the techno-
logical diffusion and the conditions how technological diffusion oc-
curred,. We find that once the multinational company invests in
host country, in order to prevent technology lost as talent dismiss-
al, it will pay higher wage for the local employees. Therefore, the
welfare of host country will be improved, though the technological
diffusion via multinational company to local enterprises did not oc-
cure.

Five empirical analyses for China on the technological diffusion
via foreign direct investment across regions and industries are pro-
vided. Firstly, using predecessor’ s analytic framework, the de-
gree of technological diffusion via foreign direct investment across
regions in China is tested, the difference of technological diffusion
between the eastern, middle and western regions are compared. As
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PREFACE

the foreign direct investment flowing into China has been changed
greatly after 1992, the variation of technological diffusion degree
before and after 1992 are compared in temporal level. We find that
in both periods, either in the country level or in each region level,
the technological diffusion from foreign direct investment across
China does not exist significantly. Secondly, the variation on deter-
minants of FDI location distribution across China is analyzed. We
find that there ane many diffenences of determinants of FDI loca-
tion distribution between regions across China, and these determi-
nants have been changed timely. Before 1991, most of inflow FDI
in Guandong and Fujian provinces are from Hong Kong and Taiwan
respectively. The main factors are geography and culture. Most of
FDI is export—process orientation. In the other coastal areas, the
main determinants of attracting FDI are local labor quality and
thargér local market size. The higher the labor quality and the mar-
ket size are, the more FDI flows into, At the same period, the de-
terminants of FDI location selection in the remote middle—western
provinces are the market size and the labor quality. In the middle—
western areas, even though the labor cost is relative high, the
higher the labor quality is, the more FDI flows into. After 1992,
the determinants of FDI location selection in various areas varied
hugely. In the coastal provinces, Most of FDI is still export —
process orientation. With the further opening—up of the market,
the competition is more and more intensive, FDI pnefers to the are-
as where there are little competitors, good infrastructures, and low
labor cost. At the same stage, the determinants of FDI location se-
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lection in middle— western provinces are still the local market size
and the market demand. Thirdly, we analyzed the technological
diffusion of foreign direct investment in industries level. A frame-
work testing the technological diffusion degree in industries is sub-
mitted. In this framework, the technological diffusion is estimated
by interaction term between domestic R&D investment and FDL
We find, there is no significant effect of technological diffusion
from foreign direct investment to all industries or high—tech indus-
tries. However, there is significant effect of technological diffusion
to traditional industries. Fourthly, constructing the analytic frame-
work, using the panel data model, we analyzed the effect of spillo-
vers and .competition of foreign direct investment on the Chinese
domestic industrial enterprises and various ownership industrial en-
terprises. We find the spillovers effect is positive and the competi-
tion effect is negative, The negative competition effect passes over
the positive spillovers effect; the net effect of foreign direct invest-
ment on the domestic industrial enterprises is negative. This means
that the pressure on the domestic industrial enterprises from FDI is
very large. We also find the spillovers effect and competition effect
of foreign direct investment on different ownership industrial enter-
prises are distinguished. The state— owned industrial enterprises
are most impinged, whose spillovers effect and competition effect
are insignificantly positive and significantly negative respectively.
The stated—owned or controlling share hold industrial enterprises
have insignificantly positive spillovers effect and significantly posi-
tive competition effect. The collective—owned industrial enterpri-
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PREFACE

ses have significantly positive spillovers effect and insignificantly
competition effect. The other enterprises including private enter-
prises and fore_ign owned enterprises are most benefit, whose both
effects are positive significantly, Lastly, the total factor productiv-
ity, technical efficiency and technical progress are measured by the
Malmquist productivity index based on the date envelope analysis
(DEA). Controlling the R&D, the effect of the activities of FDI on
the total factor productivity (TFP) of the domestic manufacturing
is estimated. The extenality of FDI is divided into the technological
diffusion and competitive effect; the channels of technical efficiency
and technical progress are examined. We find that controlling the
R&D, the activity of FDI does not have significant effect on do-
mestic manufacturing. Lower absorptive capacity of R&D cumbers
the growth of TFP. The negative competitive effect combers the
growth of technical efficiency. Through the self —innovative and
positive competitive effect, but not technological diffusion, R&D
and FDI both prompt the technical progress of domestic manufac-
turing. In high—tech industries, the domestic industries could not
absorb the advanced technology embodied in FDI as the low absorp-
tive capacity of R&D, and there is the converse technological diffu-
sion from the domestic sectors to the foreign ones, In the tradition-
al industries, their absorptive capacity is higher than hi — tech
ones, but the technological diffusion is also not significantly.

The conlusion we obtain in the last section is that the R&D
absorptive capacity is not the determinant factor of technological
diffusion via FDI. What is the determinant factor of technological
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diffusion via FDI. We believe, not only the finance market develop-
ment in favor of technological diffusion via FDI, but also other in-
stitution transition in marketization process, such as the meliora-
tion of relation between the government and market, the develop-
ment of non— state owned economy, the development of factors
and goods market, the developemnet of market agency organiza-
tion, the improvement of law institution environment. In the mar-
ket mechanism, the inefficient and low efficient enterprises either
improve efficiency, or be washed out. In the machansim of the su-
perior win and the inferior wash out, the relative low technology
level domestic enterprises must try their best to study, imitate, ab-
sorb the advanced foreign technology, continuously impove their
technology level to avoid the fate of being washed out. And the rel-
ative high technology level domestic enterprises face the danger of
cathched up momently, they have to import advanced technology or
impove existing technology to keep ahead position. Therefore,
market mechanism not only prompts the static technological diffu-
sion via FDI, but also pushes the dynamic development of techno-
logical diffusion via FDI In this section, the impact of marketiza-
tion process on the technological spillovers via FDI is analyzed em-
pirically. We find, the marketization process not only promotes the
growth of TFP of home industry, but also is the decisive factor to
promote technological spillovers via FDL All of institutional tran-
sitions in marketization process significantly promote technological
spillovers via FDI. The development of factor market will play
more and more important role in promoting the growth of TFP of
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PREFACE

home industry. Further more we find, the marketization process is
a crucial factor to promote technological spillovers via FDI in east
region. The development of factor market is the most important in-
stitutional transition in marketization process. However, in the
middle— west region, as marketization process move slowly, the a-
doptive capacity of R&D is relative more important, the develop-
ment of non—state—owned economy is the main institutional fac-
tor for promoting the technological spillovers via FDIL

Finally, based on the previous theories and positive analysis,
the relevant regions and industries policies attracting foreign direct
investment to China are submitted, including the policies of foreign
capital should not be more preferential, the market—economy sys-
tem and investment environments should be more consummated,
the policies for middle and western region should be more inclined
and the industrial policies should be distinguished and so on. Last-
ly, a case regarding technological diffusion via FDI and the devel-
opment of hi—tech industries in hubei province, is analysised. We
review the the related theories on the channels and effect factors of
technological diffusion via FDI, the restrictive factors of techno-
logical diffusion via FDI are indicated on the viewpoints of behavior
entities of technological diffusion including suppliy, demend and
middle entities. Then cqmbined with the analysis to the industry
chain of Optic communications industry in Wuhan, the counter-
measures to promote technological diffusion via FDI, develop the hi

—Tech Industry in Hubei Province are given.
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