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Abstract It is important for both academic research and policy making to investigate the
net effect of total factor productivity that foreign direct investment brings to domestic firms.
This paper studies this issue using an extensive dataset containing about 1 million observa-
tions between 1998 and 2003. With the Olley-Pakes estimation of total factor productivity and
the fixed-effect model, we find a positive net effect of FDI on the productivity of domestic
firms. We further find that the net effect of FDI attenuates with the distance between foreign
direct investment and domestic firms.
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