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The Analysis of Technology Transfer Based on Vertical Differentiation
Yuan Wenbang

( School of Economics Henan University)

Abstract: In order to reveal the relationship between technology transfer and the host environment the article analyzes the technology

transfer strategy of multinational and its effects on the technology level and profit of indigenous firm as well as the welfare of the host

in the mode of FDI using the vertical product model. The results show that the host environment determines the multinational’ s optimal

transfer level and the gap between the optimal level and the highest level mastered by the multinational detemines the core degree of

the technology transfer. The incentives of local firms to enhance their technology level using transferring technology are increasing with

host income level and market competition. The impact of multinational to the profit of local firm includes cooperative effect ( increasing

profits) and competitive effect ( reducing profits) . Whatever the case technology transfer is always beneficial to host consumers and if

cooperative effect included in profit affect is larger than competition effect the whole welfare of host country will be enhanced

otherwise the impact is uncertain.
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