
FDI and Firm Productivity: The Role of Financial
Constraints

Discussion on Wang, Wang, and Wei (2014)

Jianfeng Yu
University of Minnesota

May 12, 2014, PBC School of Finance

Jianfeng Yu Discussion on Wang, Wang, and Wei (2014)



In Perspective

Cost and benefit analysis of FDI to local economy

Benefits: Enhanced productivity for FDI firms, Improved
financial condition for FDI firms, Spillover effect to other local
firms
Costs: Stolen market share by FDI firms from local firms, More
severe financial constraints for local firms due to borrowing of
the FDI firms

Mixed evidence on the net effect (Aitken and Harrison (1999))

However, it is usually argued that FDI increases target firm
productivity.

This paper argues that when local firms face more severe
financial constraints, it is possible that FDI firms do not even
have higher productivity! The opposite might be true!
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Main Findings of the Paper

The target firm’s productivity elasticity of FDI has a
downward time trend in China

The target firm’s productivity elasticity of FDI is smaller (even
be negative) among more financially constrained firms

When local firms face severe financial constraints, FDI firms
can be less productive than local firms.

The FDI shares tend to be higher among more financially
constrained industry
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Overall Comment

This paper asks a very important economic question, which is
also extremely relevant for Chinese policy makers.

if the main benefit of FDI comes from relaxed financial
constraints for the target firm, domestic policy change can
achieve the same goal without much of the negative effect
from the FDI

I try to offer a couple of alternative explanations of their
empirical results, and sometimes propose tests to distinguish
those stories

I will bug on some execution details, and try to refine some
tests
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Comment: Fixed Effect
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Comment: Endogeneity

There seems to be large fixed effect, suggesting endogeneity.

Maybe FDI are gravitated towards firms with high productivity,
i.e., endogeneity
Is it possible that this endogeneity problem could become less
severe over time, leading to a time trend

How to fix this?

Focus on changes in productivity, or at least use it as a
robustness check
Changes in productivity seems relevant since we want to see
how FDI improves the productivity of the target firm

Due to a spillover effect or just learning, the productivity gap
between firms might be smaller in more recent years

This could results in a decreasing time trend on the
productivity elasticity of FDI shares, even for changes in
productivity
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Comment : Add Time Trend Interaction in Panel
Regressions
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Comment: Time to Build Effect?

This could be consistent with the notion that FDI improves
productivity. Notice that the negative effect among new firms are
decreasing, not increasing. Another reason to focus on changes in
productivity.
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Comment: Time to Build Effect? (Cont’d)

More financially constrained firms have more room for
improvement, or the productivity spread is larger among these
industries? Need to check
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Comment : Miscellaneous

Repeat analysis in Table 6 for all firms, rather than new
entrants only, for robustness checks.

We just care about the difference across more constrained and
less constrained firms

How about analyzing the productivity of the foreign investing
firm, or the productivity gap?

The measure of productivity is not perfect

Why focus on productivity only? How about profitability?

Take negative on trade credit and asset tangibility, so the
tables are easier to read.

Also Fit a time trend instead of focusing on the absolute
value of the coefficient of FDI on financial constraints.
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Summary

Cool data!

Very important economic question

Extremely relevant question for Chinese policy makers today

In sum, it is a great paper!
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Summary

Revise and Resubmit!!
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