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Foreign Technology Transfer, Innovation Incentives

and Foreign Investment Policies of Host Country
—Can We Depend on Foreign Technology?

XING Fei,ZHANG Jian-hua

(School of Economics, Huazhong University of Science
and Technology , Wuhan 430074, China)

Abstract: The paper establishes a dynamic game auction model within
the framework of accumulative innovation to study the mechanism of techni-
cal upgrading realized by foreign technology transfer in the host country and
FDI policies of host country aimed to improve social welfare. Foreign corpo-
rations always have the incentives to execute blockage on core technologies,
but they are willing to trade the licenses of their general technology with the
host country so as to gain monopolistic profits. Only by adhering to inde-
pendent innovation, the enterprises in the host country can obtain the
chances to implement imitative innovations and finally break foreign technol-
ogy blockages. If the government of host country can efficiently control the
mode of foreign technology transfer, domestic enterprises do not need to
conduct independent innovation but directly implement imitative innovation.
If the government of host country can’t efficiently control foreign technolo-
gy transfer but only can take efficient measurements to restrict the so-called
“hard” core technology transfers such as equipment transfer, the potential
cost of technology imitation can be reduced and then the subsidy cost which
the host country provides to the domestic enterprises for their incentives to
innovation will also be decreased. Finally, the paper discusses the ways to
promote technology upgrading through foreign investments.

Key words: FDI; technology license; imitative innovation; independ-

ent innovation; foreign investment policies

(FTAE%HE BA—r D

+ 133 -



