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Abstract: Against the background of globalization and Chinas opening up developing countries with relatively low
technological innovation can enhance the independent innovation of local enterprises by introducing or purchasing foreign
technologies from developed countries and then gradually developing the conditions needed to promote sustainable economic
growth. Using data from a unique micro enterprise innovation survey in China this paper studies the effect and internal
mechanism of the introduction of foreign technology on the independent innovation ability of Chinese local enterprises at the
empirical and theoretical levels. The main findings are as follows. First using instrumental variables based on the
technology introduction encouragement policies of the Chinese government we verify that the introduction of foreign
technology can have a lagged effect in promoting the independent innovation activities of Chinese local enterprises. Second
we construct a model of the leading industries in China based on the ABBGH (2005) model. This local industry
equilibrium model of competitive innovation behavior and the game logic between advanced enterprises and backward
enterprises reveals that in industries with different competition structures the introduction of foreign technology by
enterprises can have complex effects on independent innovation activities. Our subsequent empirical analysis further verifies
the theoretical model and shows that in LL-type competitive industries foreign technology importers can significantly
promote the independent innovation activities of enterprises in the middle distribution of the innovation gap but they have
no impact on other enterprises in the distribution of the innovation gap.

This paper makes a number of contributions to the literature. First despite the significant efforts of governments at all
levels in China to encourage the introduction of foreign technology few domestic studies have examined the economic effect
of new technologies. To fill this gap we use a unique dataset on micro enterprises from the China Innovation Survey to
analyze the impact of foreign technology introduction on the independent innovation activities of indigenous enterprises and
the mechanism of this effect. Second Cohen & Levinthal’s ( 1989) theory of enterprise technology absorptive capacity
suggests that the heterogeneity of the technology absorptive capacity of enterprises at different levels makes it difficult to
identify the causal links between technology introduction and the independent innovation capacity of enterprises. To address
this challenge we design exogenous policy tool variables for foreign technology introduction activities at the micro enterprise
level based on the Chinese government’s successive technology import incentive policies. We then use the variables to
identify the causal effects of foreign technology introduction on the independent innovation activities of Chinese local
enterprises and determine whether the Chinese government has implemented the correct policies. Third we integrate the
theory of technology absorption capacity and the theory of the innovation behavior of industrial market competitors of
ABBGH (2005) into one framework and we find that in most industries with LL-ype competition characteristics in China
the introduction of foreign technology only improves the independent innovation of enterprises in the middle distribution of
the innovation gap and has no effect on other enterprises in the distribution of the innovation gap.

Our empirical findings show that the current innovation policies only promote independent innovation in enterprises
whose innovation is in the middle distribution of the innovation gap and in LL-ype industries with a relatively prominent
innovation gap. These findings indicate that enterprises at the frontier of innovation in China are unable to purchase
advanced technologies and core innovations from abroad. Therefore although the United States has accused China of
implementing a so-called “compulsory technology transfer policy” China‘s foreign technology import policy has had little
effect in promoting the independent innovation capabilities of Chinese firms.

Keywords: Chinese Local Firms; Foreign Technology Introduction; Independent Innovation; Complementary Effect;
Distribution of Innovation Gap
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