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Foreign Direct Investment and the Innovative Capacity of Chinese

Firms: Quantitative or Qualitative Change?
Zheng Yanyan, Li Lei

Abstract: Based on panel data at the firm level from 2000 to 2013, this paper examines the impact of foreign direct
investment (FDI) on the quantity and quality of innovations by Chinese domestic enterprises from the perspective of
spillovers from the value of output produced and the human mobility in foreign capital enterprises. Following an analy-
sis, the findings are as follows. (1) The spillover effects from foreign firms through the output channel will significantly
improve the innovation quantity and quality of domestic enterprises in intra-industry and upstream industry but inhibit
the innovation capacity of domestic firms in downstream industry. Overall, foreign direct investment has significantly
promoted the innovation capacity of Chinese domestic firms. (2) The spillovers from human mobility in foreign firms
have significantly improved the innovation scale and quality of domestic enterprises within and between industries. The
human mobility effects due to foreign investment have covered the shortage of technicians in Chinese domestic firms.
(3) The heterogeneous analysis of production technology indicates that both capital and technology intensive enterprises
are more susceptible to the spillover effects from foreign firms. The examination of the effect of the technology gap
shows that domestic enterprises can obtain all positive intra-and inter-industry spillover effects produced by foreign
firms and advance innovation capacity from quantitative change to qualitative change, however, only when the technolo-
gy gap with foreign firms is small.
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