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Vertically Integrated FDI, Technology Transfer
and the Host Country’s Industrial Development

Xing Fei,Song Yi

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

Abstract: The introduction of FDI has been regarded as an important path to promote
technology upgrading and industrial development in a host country. However, the entry
pattern of vertically integrated FDI might not benefit local industry development. Within
the framework of two-tiered oligopoly, this paper introduces technology transfer decision-
making and technology diffusion effect into the model of Lin &. Saggi (2011), and then an-
alyzes the impacts of vertically integrated FDI and non-vertically integrated FDI patterns
on industrial development and social welfare in the host country. The results indicate that
when the technology capacity of local firms is relatively weak, although the vertically inte-
grated FDI can bring more advanced technology transfer to the host country, it can also
enhance its own competitive advantage. The vertically integrated entry pattern can elimi-
nate the “double marginalization” of multinational firms and exacerbate the “double mar-
ginalization” of local firms, thereby squeezing the profits of local upstream and down-
stream firms and leading to a negative impact on firm profits and social welfare in the host
country. This paper not only offers a theoretical explanation for the “industrial upgrading
paradox” caused by FDI, but also provides references for FDI-oriented policy and the
improvement of FDI quality in China.

Key words: bilateral FDI; vertical integration; technology transfer; the host coun-

try’s industrial development
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