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ABSTRACT

ABSTRACT

The theory of endogenous growth hold that Foreign Direct Investment (FDI) can
influences the host countries' economy through different ways. As the syntheses of
capital, Technology and Management Knowledge, FDI possesses more externality
than pure money capital. It can speed up the technical progress of the host countries
via technology and knowledge spillover.

From the early of 1990s, China adopted the policy of “swapping market for
technology” in order to attract advanced technology. Now the amount of FDI utilized
by China is the most among developing countries, and the foreign firms already gain
large market share. Then were there spillover effects from foreign firms to domestic
firms? What impacted the spillovers? How to improve the spillovers? Research on
these questions is important to make correct policies for FDI.

This paper begins with expounding channels of FDI spiliover effect, analyzing the
microeconomic mechanism of how these channels influent the productivity of
domestic firms. Base on the theory analysis, the econometric model is established by
using an extended Cobb-Douglas production function. In this study, we use panel data
set of 28 manufacturing industries over the period from 1998 to 2004 in the
Guangdong province of China.

The empirical study is consisted of three parts. Firstly, a regression analysis was
made on industry sample data. The regression results indicate that intra-industry
spillover effect is insignificant, but the inter-industry spillover effect is positive and
statistically significant. Overall, FDI spillover effect has little influence on domestic
firms. Secondly, according to the industry features test, technology and scale gap
between foreign and domestic firms, capital intensity of industry impacted strongly on
the effect of FDI spillover. That means we should completely consider competition of
different industries before importing FDI. Finally, the regression results on different
ownership sector show that FDI has negative intra-industry spillover and no
mter-industry spillover effects in state-owned and collective-owned industrial sectors.
However, FDI has obviously positive intra-industry and inter-industry spillover
effects in the share-holding industrial sector. This provides some support for

deepening the reform of state-owned and collective-owned enterprises.

Key Words: Foreign Direct Investment; Spillover Effect; Panel Data.
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