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A Study on the Inducing Effect of Technical Barriers to Trade

on Firms’ Outward Foreign Direct Investment
BAO Xiaohua WU Yitong NIU Qingqing

Abstract: As an important trade protection measure, Technical Barriers to Trade
(TBTs) play a significant role in multinational investment. Based on the data of A share
manufacturing listed firms in China from 2005 to 2016, this study examines the impact of
TBTs on firms’ outward foreign direct investment (OFDI). The research findings indicate
that TBTs induce firms to carry out OFDI on the basis of exports. TBTs mainly promote
firms to conduct Greenfield investment, and TBTs implemented by high-income countries
have a stronger inducing effect on OFDI. Mechanism analysis shows: TBTs drive firms to
engage in trade-service-oriented OFDI and R&D—-oriented OFDI through cost pressure ; the
higher the institutional quality of the host country, the greater the inducing effect of TBTs
on trade service-oriented OFDI; the more abundant the technology factors of the host coun-
try, the greater the inducing effect of TBTs on R&D—oriented OFDI. TBTs prompt firms to
adjust capacity allocation and carry out production—oriented OFDI by increasing the rela-
tive profits of OFDI and exports, particularly for firms with prior investment experience;
The information disclosure effect of TBTs is a key factor inducing the three types of OFDI,
while TBTs targeting homogeneous products only have an inducing effect on trade-service
OFDI. Further analysis shows that TBTs mainly induce non-state-owned firms to engage in
export-platform OFDI by enhancing the quality reputation of the host-country and avoiding
trade costs with third-countries; the market potential of the host country amplifies the in-
ducing effect of TBTs on OFDI. This research provides a new perspective for understand-
ing how TBTs change the transnational operation strategies of Chinese manufacturing
firms, and has important theoretical and practical significance.

Keywords: Technical Barriers to Trade; Outward Foreign Direct Investment; Indu-

cing Effect
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