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Percentage share of foreign capital policy shocks and corporate

innovation: facts and explanations from China

HAN Caizhen' GAO Jingyi' JIN Yue’
(1. School of International Studies Renmin University of China Beijing 100872 China;
2. School of Economics Renmin University of China Beijing 100872 China)

Abstract: The effect of foreign capital on innovation in Chinese enterprises has always been a critical issue that has
received much attention from domestic scholars. This paper uses matched data from the China Industrial Enterprise Database
and the Patent Database based on the typical fact of “double growth” in foreign investment and patent output in China. Then
the correlation between the percentage share of foreign capital status of enterprises and their innovation level is examined. The
study finds that under the sample of the Chinese manufacturing enterprises the increase in the percentage share of foreign
capital in enterprises not only increases the probability of enterprises applying for patents and obtaining patent authorizations
but also increases the number of enterprises patent applications and authorizations. In addition the empirical results also
suggest that the increase in the percentage share of foreign capital has restrained enterprises” R&D investment and new product
output level. This paper further verifies through a DID test based on a series of policy shocks in 2004 the positive impact of
the increase in the percentage share of foreign capital in enterprises on the level of innovation output of enterprises represented
by patents. On this basis this paper categories and tests the correlation between the percentage share of foreign capital in
enterprises and innovation according to the characteristics of patent type industry category and export behavior and obtains a
series of research findings with practical significance which provide a reference and basis for China to further optimize the
structure of foreign investment introduction and enhance the innovationded effect of foreign investment.

Key words: percentage share of foreign capital; enterprise innovation; patent output; patent types; policy shocks



