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Abstract

Technological progress is an important topic in economics. The Theory of
Endogenous Growth suggests that technological progress is a decisive factor in
ensuring economic growth. Comrade Deng Xiaoping proposed a famous thesis, that
is “science and technology are primary productive forces’. As a developing country,
the development of processing trade is an important way to promote technological
progress. Meanwhile, with the enhanced technological level, Chinas processing
trade also faced with restructuring and upgrading. This paper will explain the
interaction between them and how to achieve positive interaction between them.

This paper firstly describes the development of Chinas processing trade.
Chinas processing trade made an important contribution to Chinas economic
development. Meanwhile, the processing trade exposed some drawbacks. Thus,
China's processing trade needs restructuring and upgrading. In order to determine the
level of China's technological progress, this paper calculated the Malmquist index to
measure the total factor productivity of China.

Next, this paper describes the mechanism between the processing trade and
technological progress. Then through cointegration analysis and Granger causality
test, the author found that China's processing trade export promoted Chinas
technological progress. And China's technological advances facilitated the import of
processing trade. However, processing trade imports are not the reasons for China's
technological progress. So this paper attempts to give an explanation.

Finally, this paper presents some solutions of how to realize a positive

interaction between processing trade and technological progress.

Keywor ds. Processing trade; Technological advance; Granger causality test
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