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Foreign Technology Import and Growth of Local Innovation; Complementary
or Substitution——An Analysis Based on Heterogeneous Absorptive Capacity

XIAO Li-ping'?, XIE Dan-yang'?*?
(1. Center for Economic Development Research, Wuhan University, Wuhan 430072, China;
2. Economics and Management School, Wuhan University, Wuhan 430072, China;
3. School of Business and Management, Hong Kong University of Science and Technology, Hong Kong, China)

Abstract: Importing advanced foreign technologies presents an important channel for many late —developed
regions to achieve technological catch—up and the growth of innovation. However, there are both complementary and
substitution effects of foreign innovation on the growth of local innovation, which effect dominates depends on the
absorptive capacity. Foreign technology import leads to different outcomes in regions with different absorptive
capacity. Based on the threshold effects of heterogeneous absorptive capacity, this paper explores the nonlinear
impact of foreign technology import by large and medium size enterprises across provinces on the growth of
technological innovation. There are three main conclusions. First, the results confirm the effects of catch—up in
innovation: those regions with lower initial level of innovation show faster growth of innovation. Second,
expenditures in proprietary innovation has significant positive effects on the growth of innovation, whereas the
purchase of domestic technologies does not. Third, foreign technology import has significant threshold effects of
absorptive capacity on the growth of innovation. In regions with absorptive capacity below the threshold value,
whether in the measure of initial technology level, absorptive expenditures or renovation expenditures, foreign
technology import shows significant negative effects on the growth of innovation, indicating that it is not
accelerating but substituting local innovation. Therefore, it is time to cultivate absorptive capacity and to construct
the incentive and linkage mechanisms for the conversion of foreign innovation to local innovation. Our study calls
for differentiated policies of innovation that induces backward regions to accumulate absorptive capacity and
advanced regions to focus on basic research and development of core innovation.

Key Words: technology import; growth of innovation; catching—up effect; threshold of absorptive capacity
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