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I'm a reporter for the Wall Street Journal who has long covered economic issues. I focus 

a lot of my time on U.S.-China economic and trade relations. I read with interest your paper on 

the impact of JVs on Chinese firms and the economy.

Does your research shed any light on the political controversy surrounding joint 

ventures? As you know, the US charges that US partners in the ventures are forced to 

transfer their technology. I note that your research says US-partner JVs are the most 

productive.

Given your research, what's your view on a) whether the tech transfer is forced, b) 

whether the JV helps the US partners and c) should the JVs be liberalized in some 

fashion?

Thanks,

Bob Davis

Senior Editor, Wall Street Journal

Tue, Apr 10, 2018 
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• International joint ventures (IJVs): major vehicle for FDI

• Local firms: Why might IJVs be favored to wholly foreign-owned FDI?
• Access to intellectual property and foreign capital

• Foreign firms: Benefit from IJVs because that avoids some of the 
complexities inherent in entering the local market

• Regulatory as well as cultural barriers

• Host country: IJVs as part of development strategy
• More political support for government if the country catches up and grows fast
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FDI in China

• China is a top FDI recipient country
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FDI and IJVs in China

• China’s Catalogue of Industries for Foreign Direct Investment

• Four types of industries “encouraged”, “permitted”, “restricted”, “prohibited”

• In “restricted” areas, foreign firms are legally required to partner with a 
domestic firm in a Sino-foreign JV.

• However, FDI environment has been liberalized over time

• Partly through entry into WTO

• Reducing the number of “restricted” economic activities, now 38, but still a 
point of contention

• Moving to “negative list”
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• Modes/Types of FDI in China: Sino-foreign JVs and Wholly Foreign-
owned Enterprises
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 1997 2002 2007 2012 

Equity joint venture 19,495 14,992 15,596 21,706 

     % of total FDI flows 43.1 28.4 20.9 19.4 

Contractual joint venture 8,929 5,058 1,416 2,308 

     % of total FDI flows 19.7 9.6 1.9 2.1 

Wholly foreign-owned enterprise 16,187 31,725 57,264 86,132 

     % of total FDI flows 35.8 60.2 76.6 77.1 

Share company with foreign 
investment 

288 492 697 1,570 

     % of total FDI flows 0.6 0.9 0.9 1.4 

Total FDI 19,495 14,992 15,596 21,706 

Source: China Statistical Yearbook 

 



Basic questions we ask

• How do foreign firms choose JV partners?

• Whom are more likely to be chosen?

• Selection issue

• Will Chinese JV partners benefit from JVs?

• Internal technology transfer (Intra-firm 
spillovers)

• Will other Chinese firms benefit from JVs?

• External technology transfer (Inter-firm 
spillovers)
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Basic findings

About selection

• We find that the Chinese firms more likely to be chosen as partners in 
IJVs 

• are large (in terms of employment), 

• exhibit high productivity (in terms of total factor productivity), 

• have large sales and profits, 

• undertake a high level of innovation (in several dimensions),

• export-oriented,

• government-connected. 
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About intra-firm spillovers

• Firms which have entered into a JV tend to exhibit higher levels of

• Innovation

• Productivity

• Sales, etc.

About inter-firm spillovers

• We find both spillover channels are present with IJVs in China

• Positive innovation spillover in industries ……

• Negative innovation spillover in industries ……
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• Heterogeneous spillover effects

• JV vs WFOE

• JV vs other domestic firms

• R&D-intensive industries

• US vs other countries
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Contributions and Literature Review

The feature of this study: 

• We use Chinese data, deal with IJV partner 
selection, and identify and quantify intra-firm

spillovers (to JV partners) and inter-firm

spillovers, on a spectrum of performance. 
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• First, one challenge in quantifying spillovers is that they are typically 
inferred from the extent of FDI or foreign presence in an industry 
rather than directly measured through a firm-to-firm link (Van 
Reenen and Yueh 2012)

• We have the ownership link between two specific firms

• Javorcik and Spatareanu (2009) on supply link between local firms (upstream) 
and foreign multinationals (downstream)
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• Second, while there are hundreds of papers on the spillovers of FDI, 
quantitatively we still know quite little on the effects of IJVs.

• A large literature on FDI (not IJV) spillovers

• Empirical results are mixed: positive technology spillover and negative competition effect

• IJV effects mainly qualitative analysis and discussion in the international 
business and management fields

• Our paper uses large data set (rather than survey data) and conducts 
econometric analysis of IJV
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• Third, we produce a number of important new results for the case of 
China

• FDI spillover with Chinese data

• Cheung and Lin (2004): spillover effects of FDI on innovation

• Lin et al (2009): FDI horizontal and vertical spillover effects on domestic firms

• Lu et al (2010): Distance matters

• Xu and Sheng (2011): Domestic firm’s ownership matters

• Liu and Qiu (2013): Effects of foreign acquisitions on target firms

• Lu, Tao and Zhu (2017): Identify negative effects using exogenous policy change

• Our paper: IJV and intra-firm spillovers on innovation and other 
performances, firm level data, etc
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Data: Three sources

• Above-scale Industrial Firms Panel 1998-2007 (ASIFP)

• It is representative

• All SOEs and others with 5 (10) million RMB sales and above

• The enterprises covered by the ASIFP account for more than 91% of the total 
sales of all industrial firms in China in 2004 (from census data)

• Firm data
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• Name List of Foreign and Domestic Joint Ventures in China

• Identifying information on all Chinese IJVs in China

• Key for intra-firm effect

• China’s State Intellectual Property Office (SIPO) Patent Database

• Patent applications of firms
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Empirical analysis and results

IJV partner selection

• 1 if Chinese firm i is selected as an IJV partner in year t, 0 
otherwise. Omitted from the rest of the years once IJV is formed.

• Firm-level productivity, innovativeness, size, financial characteristics

• Control for industry (j), province (r) and year (t) fixed effects

• Control group: for each “treatment” firm, we randomly select five firms 
from the same region and industry, which never enter into an JIV.
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IJV Partner Selection - Summary

• Foreign investors seek out domestic partners that are

• Larger

• More established

• More innovative, higher productivity

• Have government connections

• Such partners are most able to contribute to the success of the IJV

• Results are plausible but rarely taken into account when assessing IJV 
performance and spillovers.
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IJVs and Performance - Summary

• IJVs have a 30% productivity premium over comparable non-IJV firms

• Consistent with technology transfer from the foreign partner to the IJV

• IJVs also have higher

• Sales 

• Patenting

• Export ratio

• New-product ratio 
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Methodology

• Have shown that foreign firms tend to pick more productive, larger, 
more established firms

• Two strategies

• Inverse probability weighting with regression adjustment (IPWRA)

• Firm fixed effects
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Intra-firm spillovers - Summary

• Both analyses show that IJV formation causes the following to the 
Chinese JV partners

• Higher productivity

• Larger sales

• More patenting

• Higher new product ratio

• Higher export ratio

• Performance gains to the Chinese JV partner firms: intra-firm 

technology transfer 
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IJVs create productivity spillovers
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Chinese JV partner firms also create productivity spillovers



Heterogeneity in JV Effects

• Foreign country of investor

• Industry heterogeneity

• Before and after WTO entry

• Chinese FDI policy: the four categories
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Heterogeneity by “Foreign Country” Investors

1. Hong Kong, Macau, and Taiwan (HMT)

2. Japan

3. United States of America
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Heterogeneous results
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• Strongest JV spillovers are coming from joint ventures formed with US 

companies

• Does this mean that US firms relinquish know-how to a greater 

extent than other firms?

• Composition effects are another possibility

• US companies are relatively close to the world tech frontier: more know-how 
to transfer

• US JVs productivity higher than Japan’s JVs by 17%

• Nature of US and Japanese FDI is different
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Concluding remarks

• We find

• IJV partner selection

• Conditional on selection, intra-firm IJV effects (on Chinese parent 
firms)

• Inter-firm (intra-industry) spillovers
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Open Questions

• Did China “force” US companies into JVs?

• Was there “theft” of American intellectual property?

• Did China benefit from its FDI policy requiring JVs?
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