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Abstract

This paper aims at studying strategic imperatives of foreign companies amid the new policy change in China as a result of the 17th party congress. In particular, high-tech firms operating at different levels of technology will face different pressure to change, as technology posts the central spot in highly intensive competition. An analytical model of industrial innovation resource is used in this research to evaluate high-tech foreign firms at different levels of technology including decline, cognitive, coordinative, and cooperative technology, for proposing the firm-level development strategies. The results show that the investment in cognitive technology would experience the greatest challenge due to the considerable resource demand of capital, labor, or land, whereas foreign firms intends to develop cooperative and coordinative technologies to gain product leadership requires to work close with their counterparts in China to gain speed and cost advantages.
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1. Introduction
This study aims at studying strategic imperatives of foreign companies amid the new policy change in China as a result of the 17th party congress. In particular, high-tech firms operating at different levels of technology will face different pressure to change, as technology posts the central spot in highly intensive competition. An analytical model of industrial innovation resource is used in this research to evaluate foreign firms at different levels of technology including decline, cognitive, coordinative, and cooperative technology, for proposing the innovative strategies.

The 17th party congress and the 11th-5 year Economic Planning announced by the State Council of China aimed at stabilizing regional economic development by controlling raw material prices and financial policies. There are unprecedented new policies likely to be exercised, such as corporate income tax, environmental protection, and new employment contracts, which would present significant challenges for costs of foreign firms operating in China. Among the policy instruments, the Chinese government announced that the nation’s future economic policy is likely to be based on firm-driven in lieu of traditional government-driven growth. Secondly, consumption-based economic development will take a greater priority over investment-oriented growth. In other words, the Chinese government intends to emerge itself from a planner and dictator to a facilitator in a market-driven economy. 
Under this interpretation, we constructed an analytical model of industrial innovation resource to depict the inter-linkages between four levels of technology and eight industrial innovative resources, thereby evaluating the impact of policy change amid the new economic reform in the views of industrial innovation process. As a result, the innovative strategies of foreign investment in the different level of technology could be devised relying on the requirements of industrial innovation resource. The results of this finding show that the FDI in cognitive technology in a mature market would experience the greatest challenge due to the considerable resource demand of capital, labor, or land, whereas foreign firms intends to develop cooperative and coordinative technologies to gain product leadership requires to work close with their counterparts in China to gain speed and cost advantages
2. Evolution of Economic Reform in China
A substantial body of literature provides a review of the China’s economic reform process which started in 1978 and has continued to the early 21st century. This process has involved at many elementary transformations of the institutions that make up the economic system (Pyle, 1997, Hou and Hou, 2002, Kash, Auger and Li, 2003, Dutta, 2005). China’s industrialization over the past 30 years, from revolution to reform, has been marveled by the rest of the world, due to the amazing growth of gross domestic product (GDP) at an average rate of about 10% (11.4% in 2007).
As this review shown, the first reforms in the late 1970s and early 1980s consisted of opening trade with the outside world, instituting the household responsibility system in agriculture, by which farmers could sell their surplus on the open market (Lardy, 1983). The challenge in this stage was to solve the problems of motivating labors to produce a larger surplus and to avoid economic imbalances that were common in developing economies. The reforms of the late 1980s and early 1990s focused on creating a pricing regulation and decreasing the role of the state in resource allocations (Perkins, 1988, Chow, 1994, Pyle, 1997). Next, the reforms of the late 1990s focused on closing unprofitable sectors and dealing with bankruptcy in the financial or banking system (Dutta, 1995, Dutta, 2005). After the start of the 21st century, increased focus has been placed on several contemporary challenges such as energy, wage, labor relation, regional inequality, ownership in industrial sectors after WTO accession in China (Jian, Sachs and Warner, 1996, Rimmer, 1997, Liu and Woo, 2001, Guthrie, 2002, Wei et al., 2006).

In addition, with knowledge dynamically evolving and globally proliferating, industrial development and competitive situation are profoundly changed by global and internet economy. Recent studies about China economic reform are now available to shed some light on the regional economic development induced by globalization and foreign direct investment (FDI) (Cheung, Chinn and Fujii, 2006, Ng and Tuan, 2006, Tuan and Ng, 2007). The region state has become the geographical and economic unit of the borderless world in this global economy due to the radically changed landscape and end of the nation state (Ohmae, 2001, Millar, Choi and Chu, 2005). China is the typical country where the phenomenon of the region state has taken off most successfully. In the 1980s, the government opened up a number of special economic zones aimed at attracting foreign direct investment (Kim and Knaap, 2001, Fujita and Hu, 2001), resulting in several successful regional clusters in eastern coast of China (Bai, Du, Tao and Tong, 2004). The current boom in demand by the Chinese economy is mostly based around business in these regions or industrial parks (Tan, 2006, Wu, 2006, Lai, Chiu and Leu, 2007, Zhu and Tann, 2007). If one looks at the China as region-states, then 9 of the top 15 Asian “countries” by GDP or population are Chinese (Ohmae, 2005).
3. Foreign Direct Investment in China
A comprehensive description of China economic reform, the majority focused on the role of foreign direct investment (FDI), is well related to the scope of this research. Some theories take foreign investment as a beneficial factor that can be an important source of capital, technology spillover, and knowledge flow for developing countries. Others point at the dangers of foreign companies crowding out local competitors as well as introducing imperfect competition. At the positive side, FDI can affect economic growth through various channels, such as enhancing capital formation, technology spillover, managerial practice diffusion, and competition and demonstration effects (Wu, 1999). Several studies try to evaluate the contribution of FDI to China’s economic growth and the policy or market attractor in China for foreign companies (Sun, Tong and Yu, 2002, Hsiao and Hsiao, 2004). With China’s cheap labor and the Chinese government’s policy bias in favor of export-oriented FDI, it is not surprising that a number of researches find a complementary relationship between FDI and economic success in China.

In the view of history, foreign investment has been generally promoted in most of industry sectors since China adopted the open policy along with economic reform in 1978. Specific policy instruments have been formulated and implemented by the Chinese government to guide foreign investments toward targeted industrial sectors, to balance the positive and negative impacts of foreign investment, and to aid the growth of China’s indigenous industry (Branstetter and Feenstra, 2002). The two provinces, Guangdong and Fujian together, are the originally sites of the special economic zones, established in 1979, and giving preferential tax and administrative treatment to foreign firms investing there. These two zones maintain a dominant position as the most critical site of FDI activity. Next, China opened her 14 coastal cities only in early 1985, and published the ‘‘Regulation on Encouraging Investment by Foreign Firms’’ in late 1986 (Wu, 1999). These policies represented a major liberalization which applied throughout China. Foreign companies were made eligible for reduced tax rates regardless of location, and were given increased managerial autonomy (Liu, Wang and Wei, 2001, Tan, 2002, Pan, 2003, Li, 2005). 
There is a growing empirical literature on the researches of FDI in China, which can be separated into several strands. A first group of studies focuses on the favor policy approaches such as tax or exchange rate for foreign firms (Tung and Cho, 2000, Tan, 2002, Guijun and Schramm, 2003, Giner and Giner, 2004, Xing, 2006), to argue that why the economic policy played a critical role in the early FDI boom. A second group of studies focuses on the spatial determinants of Asian countries’ FDI in China, like Japan (Kishi, 2003, Xing, 2007, Ma and Delios, 2007), Korea (Kang and Lee, 2007), Taiwan (Gao, 2003, Zhang, 2005, Dutta, 2006) and Singapore (Yeung, 2000). Studies conclude that several important characteristics, including the regional distribution, geographic proximity, investment cost, and cultural similarity effect the strategic consideration of FDI in East Asian countries (Tuan and Ng, 2004, Baharumshah and Thanoon, 2006). Another group of studies shows the impact of FDI in China in the subjects of regional inequality, intellectual property right, relative wage, and dual legal regime (Wu, 2000, Liu et al., 2001, Zhao, 2001, Huang, 2003, Jones, Li and Owen, 2003). The conclusions from these studies are mixed and come from two opposing effects of FDI. Next, there have also been numerous studies dealing with the issues about regional cluster induced by FDI (Gao, 2004, Tuan and Ng, 2007). These studies have examined the relationship between regional economic development and foreign firms in China. Studies also find the geographical factors are the important determinants affecting foreign entry (Bao et al., 2002, Ng and Tuan, 2003, Gao, 2005, Hong and Chin, 2007, Amiti and Javorcik, 2008).
4. Policy Change in China after 2006

The relationship between foreign direct investment and China’s economic development have been described in the literature review to show the critical role of foreign firms, particularly in the subjects of technology spillover, export trade and regional cluster. As a result, an important point for analysis to come would be the strategic considerations or investment decisions for foreign companies breaking into China in response to the new economic reform after 2006.
We can list the new policy changes amid the economic reform program in China with the result of China’s official websites and reports shown as Table 1. As the Table summarized, firstly, the Fifth Plenum in October 2005 approved the 11th Five-Year Economic Planning (2006-2010) aimed at building a "harmonious society" through more balanced wealth distribution and improved education, medical care, and social security. The National People's Congress approved this economic program on March 2006. The plan called for a relatively conservative 45% increase in GDP and a 20% reduction in energy intensity by 2010. The plan also indicated there would be a new emphasis on certain aspects of overall government economic policy, including efforts to protect private property rights, reduce unemployment, to rebalance income distribution between urban and rural regions, and to maintain economic growth while protecting the environment and improving social equity.

Next, following the 17th National Congress of CPC, held in October 2007, China government unveiled several proposed amendments to the state constitution. One of the most significant was a proposal to enshrine “The Scientific Outlook on Development” to the constitution. In addition, the amendment also enshrines the building of a "harmonious socialist society" into the general program, adding it as a overall arrangements for building socialism with Chinese characteristics, emphasizing "it unwaveringly consolidates and develops the public sector of the economy and unswervingly encourages, supports and guides the development of the non-public sector". These amendments demonstrate the "Scientific Outlook on Development" as saying "the Party works to balance urban and rural development, development among regions, economic and social development, relations between man and nature, and domestic development and opening to the outside world, adjust the economic structure, transform the pattern of economic development, and making China an innovative country and a resource-conserving, environment-friendly society".
The economic and investment impact of these policy changes after 2006 would be listed in the Table 1, to show the unfavorable shock in cost, taxation, export, and location decision to FDI. The innovative strategies of foreign firms, to face the impact of economic reform in China, would also be discussed in the subsequent analysis in this research.
Table 1. New policy change of economic reform in China

	Economic reform
	Objective
	Policy tool
	Impact to FDI

	The 11th-5 year Economic Planning 

(Oct. 2005)
	· Optimizing industrial structure

· Regional balance

· Harmonious society

· Environment & resource
	· Building a resource-efficient and environment-friendly society 

· Rejuvenating the country through science and education

· Implementing mutually beneficial and win-win opening up strategy

· Building a harmonious society

· Strengthening construction of socialist culture
	· Higher operational cost (labor, land, taxation, loan)

· Preferential policy for export reduce (taxation, exchange rate)

· Investment limitation (location, industrial sector)

· Preferential policy change from coast to inland

· Energy, resource conserving & environmental protection
· Development of market economy & private enterprises

	The 17th National Congress of the CPC 

(Oct. 2007)
	· Scientific outlook on development

· Humanism

· Substantiality

· Harmonious society

· Social equality

· Economical growth to development
	· Harmonious regional development, invest in the inland areas

· Build social security system, decrease unemployment rate

· Develop socialist market economy

· Reform of financial system & securities market

· Resource conserving, environment-friendly society
	· 

	New estate law 

(Oct. 2007)
	· Protection of private property right
	· Protection of private income, land, estate & equipment
· Protection of private saving & investment

· Compensation to private estate levy
	· 

	Corporate income tax law 

(Jan. 2008)
	· Consolidated dual-taxation
· Taxation equality
	· Adjust income tax rate of foreign firms from 15% to 25%
· Change preferential sectors of technology & location to FDI
	· 

	New employment contract 

(Jan. 2008)
	· Labor right

· Social equality
	· Payment of social insurance for employee
· Compensation for employee layoff
· Request for employment contract
	· 

	Export tax redemption
	· Decrease export preference
· Adjust import & export ratio
	· Decrease the rate of tax redemption in specific trade products
· Cancel the export tax redemption in resource, energy consuming & pollution sectors 
	· 

	Monetary policy
	· Mitigate international pressure to exchange rate
	· Monetary deflation

· RMB appreciation

· Limitation to enterprise loan

· Increase export costs
	· 

	FDI policy
	· Resource allocation

· Optimizing industrial structure
	· Land taxation

· Investment limitation of industrial sectors & location
· Encourage FDI in R&D sector & energy, clean technology
	· 

	Environmental protection regulatory
	· Substantiality

· Life quality
	· Build energy conserving regulation according to the regional GDP growth
· Decrease 10% pollutant emission in 5 years
	· 


5. Industrial Innovation Resource
This research aims to adopt the analytical model of industrial innovation resource, to devise the innovative strategies of foreign firms in response to the new policy change in China after 2006. This section would raise the concept of industrial innovation resource. In order to analyze the role of innovation activities in response to the industrial dynamics with a systematic view, Rothwell and Zegveld (1981) summarized the factors required for industry innovation including R&D, research environment, technical knowledge, market information, market situation, market environment, manpower, and financial resource, as shown in Table 2.
Table 2. Definition of industrial innovation resource
	Industrial innovation resource
	Definition

	R&D
	· Capabilities in technology, product and process development

	Research environment
	· Environmental factors affecting technology transfer, commercialization, entrepreneurship and venture capital

	Technical knowledge
	· Supporting knowledge system and institution related to technological innovation

	Market information
	· Network and diffusion mechanism related to market intelligence

	Market situation
	· Demand in market sides

	Market environment
	· Environmental factors affecting market sales and competition

	Manpower
	· Human resource related to innovation

	Financial resource
	· Capital source in industry


Source: Adapted from Rothwell and Zegveld, (1981).

To be elaborate, in order to verify how innovation activities would change the industrial structure and economic growth along with the evolution of industrial stage, this study adopts the segmentation of industrial life cycle, including fluid, transitional, and specific phase, defined by Utterback (1994), to depict the change of industrial innovation resources while industry evolving. Table 3 offers the taxonomy that shows the sets of related industrial innovation resources in different life cycle stages.
Table 3. Life cycle and industrial innovation resource
	Industrial life cycle
	Industrial innovation resource

	Fluid phase
	· R & D
· Research environment
· Technical knowledge
· Manpower
· Financial resource

	Transitional phase
	· Technical knowledge
· Market information
· Market situation

· Manpower
· Financial resource

	Specific phase
	· Market situation
· Market environment
· Market information
· Manpower
· Financial resource

	Decline phase
	· Market situation
· Market environment

· Manpower


6. Analytical Model of Industrial Innovation Resource
With China’s economic reform dynamically evolving, high-tech foreign firms operating at different levels of technology will face different pressure to policy change, as technology posts the central spot in highly intensive competition. This research would devise an analytical model of industrial innovation resource to evaluate foreign investment at different levels of technology classification, for providing the strategic suggestion of investment decision in response to the scenario change of industrial innovation resources.
6.1 Classification of Technology
An early development in the history of technology categorization was the claim of knowledge definition that was classified into explicit (Taylor, 1911, Simon, 1973) and tacit knowledge (Nonaka, 1988, 1991, Nonaka and Takeuchi, 1995). Several researches also provided four criteria to recognize knowledge depending on its characteristics of codification (Polanyi, 1958, Berry, 1997), path-dependence (Dosi, 1993), milieu-related (Martina, 2002), and context-related (Teece, 1989).

Besides the definition of knowledge, a lot of researches have been done in analysis of innovation process to seek for categorization of technology. Freeman and Perez (1988) have suggested the categorization to classified technology into four groups, including incremental, radical, changes of technology system, and changes in techno-paradigm. There have also been numerous studies in the literature dealing with these related definitions (Tushman & Anderson, 1986, Malerba, 1992, Christensen, 1992, Windrum, 1999, Schilling, 2003). More recently, some practical categorization of technology have been reported that are based on the present technology development. Khalil (2000) classified technology into new, emergent, high, low, medium, appropriate, tacit, and codified technologies, depending on the life cycle. It has also been examined, by Betz (2003), that a taxonomy of technology can be defined by the two dichotomies, including matter or mind and inanimate or animate, to classified technology into material, power, biological, and information ones.

In the view of knowledge nature, Lundvall and Johnson (1994) proposed a framework for technology taxonomy that involves know-what, know-why, know-how, and know-who between the individual and organizational interface. Another similar finding of knowledge definition proposed by Quinn et al. (1996) examined a process of knowledge creation and classified it into cognitive knowledge, self-motivated creativity, system understanding, advanced skill and cognitive knowledge in terms of know-what, know-how, know-why, and create & care-why. In addition, perhaps the most encompassing approach to the present has been that of Millar et al. (1997), who proposed five categories of economically relevant knowledge: know what, know-why, know-who (when and where), know-how, and what was. 
6.2 Different Levels of Technology and Industrial Portfolio
Recent studies have attempted to establish some analytical innovation model based on the characteristic of technology. This research proposes a strategic model of industrial portfolio based on categorization of technology in accordance with the above mentioned literatures, namely, the cognitive, coordinative, and cooperative technology (adapted from Surowiecki, 2004). These three levels of technology used in this research are deduced by three types of firm-level primary strategies, including market, product, and business development, proposed by Kotler et al. (1997). Table 4 dissects the difference between knowledge type and characteristics between these three levels of technology.

In Surowiecki’s definition (2004) in sociology, “cognition” means the type of problems that have or will have definitive solution. Next, “coordination” problems require members of a group to figure out how to coordinate their behavior with each other, knowing that everyone else is trying to do the same. Finally, “cooperation” signifies the problems that involve the challenge of getting self-interested, distrustful people to work together, even when narrow self-interest would seem to dictate that no individual should take part. This research adopts these definitions to classify technology level into cognitive planning product innovation, coordinative planning technology innovation, and cooperative emergent technology development, corresponding to three stages of firm-level strategies in market development, product development, and business development policies. To elaborate, a cross comparison can also be made for clarifying the difference of these three technology levels by adopting the definition of intellects proposed by Quinn, Anderson, and Finklestein (1996). In accordance with this categorization of intellect, the knowledge nature of these three technology level can be anatomized as know-what or know-how, know-why, and create-why as shown in Table 4.

Table 4. Characteristic of three technology level
	Technology level
	Planning product innovation

(Market development)
	Planning technology innovation

(Product development)
	Emergent technology development

(Business development)

	
	Cognitive
	Coordinative
	Cooperative

	Competitive-level
	Firm
	Sectoral cluster
	Global network

	Knowledge type
	Know-what; Know-how
	Know-why
	Create-why 

	Definition
	· Basic mastery of a discipline that professionals achieve through extensive training and certification
· The ability to apply the rules of a discipline to complex real-world problems
	· Deep knowledge of the web of cause-and-effect relationships underlying a discipline, permitting professionals to move beyond the execution of tasks to solve larger and more complex problems, and to create extraordinary value
	· Will, motivation, and adaptability for success

	Characteristic & condition
	· Development of product & market
	· Industrial cluster and professional platform development
	· Network platforms and integration of customization product

	
	· Product positioning, Degree of innovation, market, Firm-level competitiveness
	· Manipulation of assets：Technology, Cost/Price, Brand
	· Government policy, National industry portfolio

· Development of generic platforms


Source: Adapted from Quinn, J. B., Anderson, P., Finklestein, S. (1996); Kolter, P., Jatusriptak, S., and Maesincee, S. (1997); Surowiecki, J. (2004)
To put it systematically, this research would use the classification of three technology levels, and plus the level of declining technology representing the one in industrial declining stage, to construct a model of industrial portfolio (Table 5) by two dimensions of industrial competitiveness and developing potential, for devising different technology strategies in different level and stage. Table 5 depicts the technology characteristic and corresponding policy goal in different technology levels. For instance, the role of government intervention will be strongly emphasized in emergent cooperative technology with high potential and low competitiveness, resulting in assisting firms to create leading technology and reduce market risk due to the amorphous nature of industrial status.
Table 5. Industrial portfolio of technology level

[image: image1]
6.3 Industrial Innovation Resource and Industrial Portfolio
The industrial portfolio model in this work was designed to explore the industrial dynamics in response to the different level of technology. For dynamic analysis, this model could link the concept of industrial life cycle depicted in Table 3, to investigate the different role of industrial innovation resources in the development of technology level. The result of taxonomy is illustrated in Table 6.
Table 6. Industrial innovation resource in industrial portfolio

[image: image2]
In order to clarify the empirical difference of technology level, Table 7 shows the industrial cases of these technology levels in the light of their industrial competitiveness and potential by the investigation of expert interviews. The industry segments representing the type of high-tech foreign firms in China, depicted in Table 9, can be preferably analyzed based on the subsequent discussion of key success factor and innovative strategy. 

Table 7. Empirical case in industrial portfolio
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7. Impacts of China’s Economic Reform for Industrial Innovation Resource
In accordance with the result of Table 1, the impact of policy change after 2006 could be classified into different categories of industrial innovation resources, depending on their influenced level of innovation process. Table 8 reflects the result of the taxonomy in this study. This analysis would be adopted to deduce the appropriate strategic imperatives of foreign firms amid the new economic reform in China in the discussion of next section.
Table 8. Impact of policy change in industrial innovation resource
	Industrial innovation resource
	Impact of policy change in China

	R & D
	· Encourage domestically innovation

· Fundamental science investment

· Energy, clean & environmental protection technology

· Increase the rate of advanced technology in manufacturing
· Service R&D network

	Research Environment
	· Enhance IPR legal system

· Increasing import of key components

· Encourage FDI in R&D sectors
· Create technology transfer & entrepreneurship platform

	Technical Knowledge
	· Development of technical knowledge related services

· Cluster of regional economy

· Establish local science institutions

· University-industry collaboration

	Market Information
	· Establish market economy
· Facilitate the flow of market intelligence
· Develop private sectors & SMEs

· Reform of state-operated enterprise

· Market consulting services
· Establishment of IT infrastructure

	Market Situation
	· Develop domestic market & consumption
· Investment opportunity in inland areas

· Limitation of FDI in pollution & energy consumption sectors
· Encourage export of local brand products
· Encourage export of agriculture & service products

· Control export of pollution & energy-consuming products

· Consumer-oriented & market diversity

	Market Environment
	· Regional economy planning & cluster

· Develop market infrastructure

· Taxation reform of corporate tax & export tax redemption

· Encourage resource conserving & low energy-consuming

· Establish technology standard

· Appreciation pressure of exchange rate

· Create environment-friendly society

	Manpower
	· Overseas talents in technology & management
· Collaboration between university & R&D institution

· Develop advanced & vocational education

· Compulsory & agricultural village education

· Labor cost in new employment contract

	Financial Resource
	· Reform of tax, financial, investment & legal system

· Development of financial services

· Increasing cost in taxation for FDI
· Financial & bank reform

· Develop security market
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8. Innovation Strategies of Foreign Firms
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The first step to discuss the innovative strategies of high-tech foreign firms amid the China’s economic reform is to offer the related key success factors in different technology levels or corresponding life cycle stages. Table 9 presents the sets of key success factors in each life cycle stage by the analytical result of literature studies and expert interviews. The result could be sorted into the industrial portfolio shown as Table 9. This taxonomy also reveals the locus of industrial leadership under different anatomy of technology.
Table 9. Key success factor in industrial portfolio
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According to the taxonomy of industrial innovation resources in the industrial portfolio shown as Table 6, the impact of policy change in China could be presented in the different technology levels or life cycle stages by the analytical results in Table 8. As a result, referring to the discussion in Table 9, the causal links between key success factors and impact of policy change could be built in the dimension of eight industrial innovation resources given in Table 10.

For foreign firms, no matter investing firstly or trying to increase the investment in China, the innovative strategies in response to new economic reform could be designed relying on the requirements of key success factors in the specific industrial stage. The results in Table 10 reveal that it is favorable for FDI in the cooperative technology to seize the opportunities in new investment regulatory such as energy and clean technology, invest in the cooperation with local institution, and develop platform enabling product and services. Next, to leverage with cluster effect and create new market application in response to the regional economic plan may be preferably encouraged for investing in coordinative technology. For cognitive technology, the better firm-level suggestion is to develop specialization in local industrial value chain and strategic change from export to domestic market. Lastly, it is proper for foreign firms in the industrial declining stage to move from coast to inland areas for expanding production scale and enhancing the regional brand. 

Besides, the FDI in cognitive technology in a mature market would probably experience the greatest challenge due to the considerable resource demand of capital, labor, or land, whereas foreign firms intends to develop cooperative and coordinative technologies to gain product leadership requires to work close with their counterparts in China to gain speed and cost advantages, thereby prevailing in the regional cluster under this new competitive scenario.

Table 10. Innovative strategy of foreign firm in response to policy change
	Tech. level of FDI
	Key success factor
	Industrial innovation resource
	Innovative Strategies in response to policy change

	Cooperative
	· Product R&D

· Market intelligence

· Cluster effect

· Fundamental science

· National innovation system
	· R&D
· Research environment
· Technical knowledge
· Manpower
· Financial resource
	· Transform into platform services

· Seize opportunity in new investment regulatory (advanced technology)

· Energy, clean & environmental protection technology
· Cooperate with local university & science institution

· Create new market segment

· Control IPR & standard

	Coordinative
	· Marketing & channel
· Product & process innovation

· Cluster effect

· Science application
· Speed & flexibility

· Brand & channel
	· Technical knowledge
· Market information
· Market situation

· Manpower
· Financial resource
	· Use cluster effect & invest in response to regional economy planning

· Cooperate with local enterprise in key segment of value chain
· Seize opportunity in new investment regulatory

· Create new market application
· Local human resource & capital

	Cognitive
	· Production efficiency
· Low cost advantage

· Process innovation

· Well-established infrastructure

· Economy scale

· SCM & logistic
	· Market situation
· Market environment
· Market information
· Manpower
· Financial resource
	· Develop specialization in industrial supply chain

· Lower cost by market scale

· Shift investment from coast to inland areas

· Strategic change from export to domestic market

· R&D investment and new market application

	Declining
	· Natural resource

· Labor

· Cost advantage

· CRM
	· Market situation
· Market environment

· Manpower
	· Shift investment from coast to inland areas
· Strategic change from export to domestic market

· Expand production scale, specialization, regional brand
· Acquirement of natural resource, labor, and capital


9. Conclusions
This research uses the model of industrial innovation resource to provide the strategic imperatives of FDI in response to policy change amid the new economic reform in China. The results show that different strategies should be applied in the specific level of technology for FDI after 2006, including the investments of cooperative, coordinative, cognitive, and declining technologies. In the analysis of innovative strategies of foreign firms, the conclusion reveals that the investment opportunities of new regulatory such as energy and clean technology, cooperation with local institution, and platform service development are appropriate to be applied to develop the cooperative technology. The strategies to develop industrial clustering and specialization in key components in response to the regional economic plan could be emphasized while promoting the coordinative technology, to encourage innovation, technology diffusion and entrepreneurship. In addition, for cognitive technology, investment in marketing and strategic change from export to domestic and inland market are both of vital importance by developing scale economies for cost advantage. Finally, in industrial declining stage, it is more essential for foreign firms to move from coast to inland areas for expanding production scale and enhancing the regional brand. This result is of great academic and practical importance. Not only does it provide an analytical anatomy of development strategies in different technology level, it also makes firm-level suggestions of FDI for competing in the contemporary China.
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