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PR eS| be A ER R 27 AR N S AT VS e N L VS Bow 3095 21 NI 3 S i o3 I N T
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Foreign Patents and Import Competition: Evidence from Chinese Enterprises
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Abstract: Due to the increasingly prominent role of patents in global market competition, the past
two decades have witnessed a sharp rise in the number of foreign patents, which has aroused increasing
attention to its effects on trade. It has been widely recognized that the motivation of multinational
enterprises applying for patents overseas is mainly driven by their product competition strategy in the
given market, which thus intensifies the market competition of the host country by trade. How do foreign
patents influence the import trade of the host country? The answer to this question is of practical
importance in deeply understanding the interaction between patents and trade and reasonably dealing with
foreign patent competition.

Under the theoretical framework of the heterogeneous firms and trade model, this paper
systematically studies the relationship between foreign patents and import trade competition with the
maltching data of foreign patents in China and imports of Chinese enterprises from 2007 to 2013. The
results show that foreign patents exert a trade—expanding effect, especially on high—value patents,
medium—tech products, and trade partners of the Regional Comprehensive Economic Partnership. The
fluctuation of product imitation expectation is a key channel for foreign patents to affect trade. Foreign
palents have expanded the import of enlerprises with high imitation ability, industries with a high
concentration of import sources, and products with high demand price elasticity. Further research from
the three dimensions of the quantity, price, and type of imported products shows that the impact of
foreign patents on import competition has a dynamic transformation process from expansion to monopoly.

The paper contributes to existing literature in the following three aspects. Firstly, we construct a
theoretical analysis framework to characterize more accurately the microscopic path of foreign patents on
imports, which expands existing heterogeneous trade theories. Secondly, unlike current research with
macro—data, we provide new micro evidence for the trade effects of foreign patents, which not only helps
deepen the understanding of the inherent relationship between patents and trade, but also enriches the
study of intellectual property rights and international trade from the perspective of patents. Thirdly, our
study supplements existing literature on the dynamic evolution mechanism of foreign patents on imports,
by examining the competitive state transition process from market expansion to market monopoly.

This paper provides some policy insights as follows. Firstly, due attention should be paid to the
abuse of intellectual property rights by foreign enterprises in China. The excessive accumulation of foreign
patents in China will lead to monopolistic consequences such as an increase in the price of imported
products and a decrease in the quantity and type of imported products. To avoid this, a more specific anti—
monopoly regulation of intellectual property rights should be established. Secondly, we should implement
the strategy of diversifying imported products to reduce the concentration of import sources, preventing
foreign enterprises from achieving trade monopoly through technological monopoly. Thirdly, their overseas
patent layout experience provides us with a valuable reference for domestic enterprises. For example, we
should not only focus on patent quantity, but rather patent quality to participate in the patent layout.
Also, to better strengthen the competitive advantage of products, we should clarify the key layout points
by comprehensively evaluating the technological advantages and imitation risks. Not only that, we could
give priority to the countries with close economic and trade ties.

Keywords: foreign patents; import competition; product imitation expectation; transform of
compelilive slales
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