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���,QwurGXFwlrQ
7KH� WKHRU\� RI� VSLOORYHUV� DVVRFLDWHG� ZLWK�

LQZDUG� IRUHLJQ� GLUHFW� LQYHVWPHQW� �)',�� LV�

ZHOO�HVWDEOLVKHG��(DSHQ��������)',�VSLOORYHUV�

is� de¿ned� as� “indirect� effects� on� the� host�
HFRQRP\�� %\� LQGLUHFW� HIIHFWV� DUH� PHDQW�

external� effects� or� spillovers”� (Blomström,�
������S��������)',�LV�QRUPDOO\�FRQVLGHUHG�WR�

EH�D�EXQGOH�RI�WHFKQRORJ\��FDSLWDO��PDUNHWLQJ�

DQG�PDQDJHULDO� VNLOOV�� SOD\LQJ� D� FULWLFDO� UROH�

IRU� WKH� QDWLRQDOO\� HFRQRPLF� GHYHORSPHQW� RI�

WKH�KRVW�FRXQWU\�DQG�WKH�EXVLQHVV�SHUIRUPDQFH�

improvement� of� the� domestic� ¿rms� because�
RI�ERWK�GLUHFW�DQG�LQGLUHFW�HIIHFWV� �/LX�HW�DO���

������

Although� literature� in� the� ¿eld� is� rich,�
FXUUHQW�VWXGLHV�RQO\�PDLQO\�IROORZ�WZR�URXWHV��

The� ¿rst� route� focuses� on� the� traditional�
WKHRU\� RI� WKUHH� FKDQQHOV� RI� )',� VSLOORYHUV�

developed�by�Blomström�(1986).�The� theory�

helps� to� explain� the� way� indigenous� ¿rms�
LQFUHDVH�RU�GHFUHDVH� WKHLU�SURGXFWLYLWLHV�ZLWK�

the�presence�of�foreign�¿rms�via�competition�
HIIHFW�� GHPRQVWUDWLRQ� HIIHFW�� DQG� HPSOR\HH�

PRELOLW\� HIIHFW�� 7KH� VHFRQG� URXWH� ERUURZV�

YLHZV� IURP� GLIIHUHQW� GRPDLQV� RI� HFRQRPLF�

DQG� PDQDJHPHQW�� WU\LQJ� WR� H[SODLQ� WKH� UROH�

of� some� ¿rm-speci¿c� and� industry-speci¿c�

$evwuDFw
7KLV�SDSHU�VHWV�WKH�WKHRUHWLFDO�IRXQGDWLRQV�IRU�WKH�IXWXUH�VWXG\�RI�)',�VSLOORYHUV��7KH�

UHYLHZHG�)',�VSLOORYHUV�OLWHUDWXUH�LV�ZHOO�GHYHORSHG��ZLWK�D�ZLGHO\�DFNQRZOHGJHG�WKHRU\�

RI�WKUHH�FKDQQHOV�IRU�)',�VSLOORYHUV�RI�FRPSHWLWLRQ��GHPRQVWUDWLRQ��DQG�HPSOR\HH�PRELOLW\��

7KLV� SDSHU� LV� WR� UHYLVLW� DQG� V\VWHPDWL]H� GLIIHUHQW� HFRQRPLF�� EXVLQHVV�� DQG� PDQDJHPHQW�

WKHRULHV� WR� EXLOG� D� VROLG� EDFNJURXQG� IRU� IXWXUH�)',� VSLOORYHU� VWXGLHV�� EULGJLQJ� WKH� JDS�

between�the�real�nature�of�FDI�spillovers�and�current�studies�in�this�¿eld.�The�paper�covers�
IXOO\�WKHRUHWLFDO�EDFNJURXQG�RI�)',�VSLOORYHUV�

.h\ZruGv��)',�VSLOORYHUV��LQWHUQDOL]DWLRQ�WKHRU\��HFOHFWLF�SDUDGLJP��G\QDPLF�FDSDELOLW\��
LQGXVWULDO�RUJDQLVDWLRQ�HFRQRPLFV��H[SORUDWLRQ�±�H[SORLWDWLRQ�IUDPHZRUN
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attributes,� such� as� ¿rm� age,� ¿rm� size,�
DEVRUSWLYH� FDSDFLW\�� LQGXVWU\� FRPSHWLWLRQ�� LQ�

)',� VSLOORYHUV�� 7KH� WZR� URXWHV� DUH� FULWLFDO�

LQ� KHOSLQJ� XV� XQGHUVWDQG� WKH� PHFKDQLVP�

XQGHU�ZKLFK�)',�VSLOORYHUV�RSHUDWH��<HW�� WKH�

WKHRULHV� IDLO� WR� SDLQW� D� FRPSOHWH� SLFWXUH� RI�

)',�VSLOORYHUV��:KDW�LV�WKH�IRXQGDWLRQ�IRU�WZR�

separate� ¿rms� exchanging� knowledge� and�
LQIRUPDWLRQ�YLD�WKH�WKUHH�PHQWLRQHG�FKDQQHOV"�

3XW�GLIIHUHQWO\��D�VROLG�WKHRUHWLFDO�EDFNJURXQG�

KDV�EHHQ�PLVVLQJ�LQ�H[LVLWLQJ�OLWHUDWXUH�RQ�)',�

VSLOORYHUV�

7KLV� SDSHU� LV� WR� UHYLVLW� DQG� V\VWHPDWL]H�

GLIIHUHQW�HFRQRPLF��EXVLQHVV��DQG�PDQDJHPHQW�

WKHRULHV� WR� EXLOG� D� VROLG� EDFNJURXQG� IRU�

IXWXUH� )',� VSLOORYHU� VWXGLHV�� EULGJLQJ� WKH�

JDS�EHWZHHQ�WKH�UHDO�QDWXUH�RI�)',�VSLOORYHUV�

and� current� studies� in� this� ¿eld.� The� paper�
WULHV�WR�FRYHU�IXOO\�WKHRUHWLFDO�EDFNJURXQG�RI�

)',� VSLOORYHUV�� ZKLFK� LV� VRPHZKDW� LJQRUHG�

LQ�FXUUHQW� VWXGLHV� �DQG� IRFXVHG� WRR�PXFK�RQ�

HPSLULFDO� VLGH� RI� WKH� SUREOHP��� 7KLV� SDSHU�

LV�GLIIHUHQW��EXW�QRW�QHFHVVDULO\�RSSRVLWH�� WKH�

current�studies�in�the�¿eld.�Rather,�the�theories�
GLVFXVVHG�LQ�WKLV�SDSHU�FRPSOHPHQW�WKH�RWKHUV�

WR�HQULFK�NQRZOHGJH�SRRO�LQ�KHOSLQJ�XV�EHWWHU�

XQGHUVWDQG�WKH�FRPSOH[�QDWXUH�RI�H[WHUQDOLWLHV��

This�paper�presents�brieÀy� the� theoretical�
IRXQGDWLRQV� IRU� )',� DQG� )',� VSLOORYHUV�� ,W�

EHJLQV�ZLWK�WKHRULHV�ZKLFK�H[SODLQ�WKH�UHDVRQV�

ZK\� 01(V� GR� EXVLQHVV� LQWHUQDWLRQDOO\��

QDPHO\� WKH� LQWHUQDOLVDWLRQ� WKHRU\� �%XFNOH\�

	� &DVVRQ�� ������ DQG� HFOHFWLF� SDUDGLJP�

�'XQQLQJ�� ������� ,W� WKHQ� SUHVHQWV� WKHRULHV�

demonstrating� how� indigenous� ¿rms� could�
bene¿t� from� FDI,� including� the� resource-
EDVHG� YLHZ�DQG� LWV� H[WHQVLRQ� �%DUQH\�� ������

/DYLH���������G\QDPLF�FDSDELOLW\��'RVL��7HHFH��

�)lJXuh����6Slooryhuv�wKurXJK�wKh�Krvw�hFrQrp\¶v�yDoXh�FKDlQ

� +RUL]RQWDO�VSLOORYHUV�
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&� Winter,� 1989;� Teece,� Pisano,� &� Shuen,�
������� LQGXVWULDO� RUJDQLVDWLRQ� HFRQRPLFV�

�3RUWHU���������DQG�H[SORUDWLRQ�±�H[SORLWDWLRQ�

IUDPHZRUN��0DUFK���������

���7uDGlwlrQDo�wKhru\�rI�)',�vSlooryhuv
7KHRU\� LQ� LQWHUQDWLRQDO� EXVLQHVV� GRPDLQ�

identi¿es� a� range� of� possible� channels� by�
which� MNE� af¿liates� can� inÀuence� the�
business� performance� of� indigenous� ¿rms�
�%DUERVD� 	� (LUL]�� ������� 7KH� SUHVHQFH� RI�

MNE� af¿liates� affects� the� level� and� growth�
rate�of�domestic�¿rms’�performance�(Barbosa�
	� (LUL]�� ������ LQ� WZR� GLUHFWLRQV�� QDPHO\�

KRUL]RQWDO�DQG�YHUWLFDO�HIIHFWV��+RUL]RQWDO��RU�

LQWUD�LQGXVWU\�� VSLOORYHUV� DUH� WKH� HIIHFWV� RI�

MNE�af¿liates�on�domestic�¿rms�operating�in�
the�same�industry.�Vertical�(or�inter-industry)�
VSLOORYHUV� UHIHU� WR� WKH� HIIHFWV� RI� 01(�

af¿liates� on� local� enterprises� operating� in�
GLIIHUHQW�LQGXVWULHV��QRUPDOO\�XSVWUHDP��ORFDO�

VXSSOLHUV�� DQG�GRZQVWUHDP��ORFDO�FXVWRPHUV��

LQ�WKH�YDOXH�FKDLQ��

�����+RUL]RQWDO�HIIHFWV

+RUL]RQWDO� )',� VSLOORYHUV� KDSSHQ� ZLWKLQ�

LQGXVWULHV�� WDNLQJ� SODFH� WKURXJK� WKUHH� PDLQ�

FKDQQHOV�� GHPRQVWUDWLRQ�� FRPSHWLWLRQ� DQG�

ODERXU� WXUQRYHU� �DOVR� NQRZQ� DV� ZRUNHU�

mobility)� (Blomström,� 1989).� These� three�
FKDQQHOV� DUH� DOVR� FDOOHG� LQWUD� RU� ZLWKLQ�

LQGXVWU\�VSLOORYHUV��)LJXUH����

'HPRQVWUDWLRQ� HIIHFWV� UHSUHVHQW� WKH�

“imitation”� channel� of� spillovers� or� ‘learning�
by� watching� effects’.� Foreign� enterprises� are�
EHOLHYHG�WR�EH�PRUH�FRPSHWLWLYH�WKDQ�GRPHVWLF�

¿rms� thanks� to� the� possession� of� proprietary�
WHFKQRORJ\�DQG�RWKHU�VXSHULRU�UHVRXUFHV��DQG�LI�

these�privileges�are�transferred�to�their�af¿liates,�
WHFKQLFDO� SURJUHVV� LQ� WKH� KRVW� FRXQWU\� LV�

expected�(Blomström,�1989).�As�the�advanced�

technologies�are�transferred�to�MNE�af¿liates�in�
the�host�country,�indigenous�¿rms�may�observe,�
LPLWDWH�DQG�PDNH�HIIRUWV�WR�DFTXLUH�DQG�DSSO\�WKH�

EHVW�SUDFWLFHV�LQ�SURGXFWLRQ��SURFHVV��PDUNHWLQJ�

and� management.� However,� MNE� af¿liates�
may� consider� domestic� ¿rms� as� potential� or�
HYHQ� UHDO� FRPSHWLWRUV�� ,Q� WKDW� FDVH�� LQVWHDG�RI�

doing�nothing�or�even�helping�the�local�¿rms,�
WKH\� ZLOO� LQFUHDVH� SURWHFWLYH� PHDVXUHV� WR�

prevent�information�leakage�(Meyer�&�Sinani,�
�������ZKLFK�PD\�FDXVH�D�QHJDWLYH�SHUIRUPDQFH�

outcome�to�host�¿rms.

$V�IRU�WKH�FRPSHWLWLRQ�FKDQQHO��LQ�RUGHU�WR�

FRPSHWH� VXFFHVVIXOO\�ZLWK� IRUHLJQ� LQYHVWRUV��

domestic� ¿rms� are� encouraged� to� invest�
LQ� EXLOGLQJ� QHZ� UHVRXUFHV� DQG� XWLOLVH� WKH�

existing� ones� more� ef¿ciently.� They� can�
UHFUXLW� QHZ� WDOHQWHG� SHRSOH�� XSJUDGH� WKHLU�

SURGXFWLRQ� V\VWHP�� DQG� UHYLVH� WKHLU� EXVLQHVV�

WDFWLFV� DQG� VWUDWHJLHV� WR� EH� DEOH� WR� FRPSHWH�

VXFFHVVIXOO\� ZLWK� WKH� 01(�� )RU� H[DPSOH��

Mans¿eld�&�Romeo�(1980)�¿nd�that�domestic�
British� ¿rms� are� hastened� in� innovative�
efforts� to� catch� up�with� their�MNE� af¿liate�
FRPSHWLWRUV�� +RZHYHU�� DW� WKH� RWKHU� H[WUHPH��

LQFUHDVHG� FRPSHWLWLRQ� FDQ� QHJDWLYHO\� DIIHFW�

the�domestic�¿rms.�MNE�af¿liates�may� take�
the� domestic� ¿rms’� market� share� gradually,�
and� they�will� eventually�wipe�out� inef¿cient�
domestic�¿rms�(Aitken�&�Harrison,�1999).As�
D�UHVXOW��SRVLWLYH�VSLOORYHU�HIIHFWV�RFFXU�

01(� FDQ� FUHDWH� VSLOORYHUV� WKURXJK� WKH�

WKLUG�FKDQQHO�RI� ODERXU�WXUQRYHU��7KLV�HIIHFW�

RFFXUV� ZKHQ� ZRUNHUV� SUHYLRXVO\� HPSOR\HG�

by�MNE� af¿liates� who� were� equipped� with�
DGYDQFHG�WHFKQLFDO��PDQDJHULDO�DQG�RWKHU�VRIW�

skills�move� to� work� for� a� local� ¿rms� or� set�
XS�WKHLU�RZQ�EXVLQHVVHV��)RVIXUL�HW�DO����������

7KH� FLUFXODWLRQ� RI� D� KLJKO\� VNLOOHG� ZRUN�

IRUFH� VWLPXODWHV� WKH� WUDQVIHUULQJ� SURFHVV� RI�
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VRPH� RULJLQDO� NQRZOHGJH� URRWHG� IURP�01(�

af¿liates� to�domestic�enterprises,�which�may�
eventually� bene¿t� the� local� industry.� The�
NQRZOHGJH� HPEHGGHG� LQ� HPSOR\HHV�� ZKLFK�

DUH� RIWHQ� WDFLW� NQRZOHGJH�� LV� DQ� LPSRUWDQW�

VRXUFH�RI�FRPSHWLWLYH�KHWHURJHQHLW\��$JDUZD�

HW�DO����������.DW]��������SUHVHQWV�WKDW�PDQ\�

VHQLRU�PDQDJHUV�DQG�WRS�PDQDJHPHQW�ZRUNLQJ�

for�domestic�Latin�America�¿rms�started�their�
FDUHHUV�LQ�IRUHLJQ�FRPSDQLHV��ZKR�FRQWULEXWH�

signi¿cantly�to�the�growth�of�indigenous�¿rms�
SDUWLFXODUO\� DQG� WKH� GHYHORSPHQW�RI�QDWLRQDO�

HFRQRPLFV�JHQHUDOO\��'XQQLQJ��������DUJXHV�

that�the�Àow�of�managerial�and�technological�
skills�and�knowledge�from�MNE�af¿liates�to�
domestic�¿rms�can�be�seen�as�a�“brain-drain�
in� reverse”,� providing� domestic� ¿rms� with�
GLVWLQFWLYH� DQG� VFDUFH� HQWUHSUHQHXULDO� VNLOOV��

+RZHYHU�� DW� WKH� RSSRVLWH� H[WUHPH�� IRUHLJQ�

af¿liates�can�recruit�talented�employees�from�
domestic� ¿rms,� creating� real� brain-drain�
ZKLFK�PDNHV�QHJDWLYH�)',�VSLOORYHUV�

�����9HUWLFDO�HIIHFWV

Along�with�these�three�popular�‘horizontal�
effects’� of� externalities� discussed� widely�
LQ� OLWHUDWXUH�� VFKRODUV� DOVR� UHVHDUFK� OLQNDJH�

effects�or� ‘vertical�effect’�(Rodrıguez-�Clare,�
1996;�Spencer,�2008).�This�is� the�case�when�
MNE� af¿liates� play� the� role� of� suppliers�
�IRUZDUG� OLQNDJH�� RU� EX\HUV� �EDFNZDUG�

linkage)� of� products� from� indigenous� ¿rms�
�)LJXUH� ���� $V� WKH� EX\HUV�� WKH� SUHVHQFH� RI�

IRUHLJQ� HQWHUSULVHV� LQ� D� QDWLRQDO� PDUNHW� FDQ�

ERRVW� GRPHVWLF� GHPDQGV� DQG� EUHDN� PDUNHW�

FRQVWUDLQWV�� ZKLFK� XOWLPDWHO\� OHDG� WR� PRUH�

ef¿cient� production.� They� can� support� their�
ORFDO� VXSSOLHUV� WR� LPSURYH� WKH� WHFKQRORJLFDO�

OHYHO� E\� SURYLGLQJ� WHFKQLFDO� DVVLVWDQFH� DQG�

RWKHU� VXSSRUWV� WR� LQFUHDVH� WKHLU� SURGXFWLYLW\��

As�the�suppliers,�foreign�¿rms�can�offer�high�

TXDOLW\� SURGXFWV� WR� GRPHVWLF� EX\HUV�� ZKLFK�

OHDG�WR�WKH�KLJKHU�SURGXFWLYLW\�RI�LQGLJHQRXV�

¿rms.� This� kind� of� vertical� externalities�
KDSSHQ� YLD� WKH� LQWHUDFWLRQ� EHWZHHQ� 01(�

af¿liates� and� their� local� partners� in�different�
LQGXVWULHV��WKHUHIRUH�WKLV�LV�VR�FDOOHG�LQWHU��RU�

EHWZHHQ�LQGXVWU\�VSLOORYHUV�

%DFNZDUG�VSLOORYHUV��%DFNZDUG�VSLOORYHUV�

are� the� externalities� between� foreign� ¿rms�
DQG�LWV�XSVWUHDP�GRPHVWLF�VXSSOLHUV��$OWKRXJK�

MNEs�may� be�“sel¿sh”� to� their� competitors�
E\� SURWHFWLQJ� NQRZ�KRZ�� NQRZOHGJH� RI�

SURGXFW�� SURFHVV�� PDUNHWLQJ��PDQDJHPHQW� WR�

PLQLPLVH� WHFKQRORJLFDO� OHDNDJH�� WKHUH� LV� D�

UHDVRQ�WR�EHOLHYH�WKDW�WKH\�DUH�PRUH�JHQHURXV�

to�their�local�suppliers.�MNE�af¿liates�may�be�
ZLOOLQJ�WR�WUDQVIHU�WHFKQRORJ\�WR�GRZQVWUHDP�

local� suppliers� (Blalock� &� Simon,� 2009).�
Foreign� ¿rms� are� internally� encouraged� to�
DVVLVW�WKHLU�GRPHVWLF�VXSSOLHUV�LQ�RUGHU�WR�KDYH�

high�quality�of�inputs�(Merlevede�&�Schoors,�
2005),�since�the�bene¿t�of�foreign�investment�
FDQ�RQO\�EH� IXOO\�PDWHULDOLVHG� LI� WKHUH� LV�QRW�

PXFK�GLIIHUHQFH�EHWZHHQ�WKH�TXDOLW\�RI�LQSXWV�

LQ� WKH� KRVW� DQG� WKH� KRPH� FRXQWU\�� EXW� DW� D�

PRUH� FRPSHWLWLYH� SULFH� �%ODORFN� 	� *HUWOHU��

2004).� If� the� policy� of� an� MNE� af¿liate� is�
VRXUFLQJ� ORFDOO\�� LW� ZLOO� WKHQ� WUDQVIHU� VNLOOV��

WHFKQRORJ\� DQG� NQRZOHGJH� WR� PRUH� WKDQ�

RQH� ORFDO� VXSSOLHU�� DQG� ZLOO� VLPXOWDQHRXVO\�

IDFLOLWDWH� WHFKQRORJ\� GLIIXVLRQ� XSVWUHDP��

WKXV� DYRLGLQJ� DQ\� QHJDWLYH� FRQVHTXHQFHV�

FDXVHG�E\�WKH�PRQRSROLVWLF�VWDWXV�RI�D�VLQJOH�

domestic� supplier� (Merlevede� &� Schoors,�
2005).� The� foreign� ¿rm� provides� a� stable�
GHPDQG� IRU� LQSXWV� DQG� FRQVLVWHQW� WHFKQLFDO�

DVVLVWDQFH�WR�ORFDO�FRQWUDFWRUV��HQDEOLQJ�WKHP�

WR� EXLOG� D� VWRFN� RI� H[SHULHQFHG� HPSOR\HHV�

DQG� DSSURSULDWH� SK\VLFDO� FDSLWDO� �0HUOHYHGH�

&� Schoors,� 2005).� It� is� therefore� believed�
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that� the� indigenous� ¿rms� will� bene¿t� from�
WKH�EDFNZDUG�OLQNDJH�VSLOORYHUV�LQ�LQFUHDVLQJ�

SURGXFWLYLW\�DQG�FRPSHWLWLYHQHVV�

)RUZDUG� VSLOORYHUV�� )RUZDUG� VSLOORYHUV�

are� the�effects�between� foreign�¿rms�and� its�
downstream�local�buyers.�MNE�af¿liates�are�
the� suppliers� of� local� ¿rms,� offering� high�
TXDOLW\� RI� LQSXW� ZLWK� VWDEOH� TXDQWLW\� DQG�

UHDVRQDEOH� WHUPV� RI� SD\PHQW�� +LJK� TXDOLW\�

input�leads�to�a�high�quality�of�¿nal�products,�
FRQWULEXWLQJ�WR�SURGXFWLYLW\�DQG�SHUIRUPDQFH�

improvement�of�local�enterprises.�Stable�input�
TXDQWLW\� DQG� UHDVRQDEOH� WHUPV� RI� SD\PHQW�

helps�local�¿rms�not�to�“shop�around”�to�¿nd�
other� suppliers.� Local� ¿rms� can� take� their�
WLPH�WR�FRQFHQWUDWH�RQ�LPSURYLQJ�SURGXFWLRQ��

PDUNHWLQJ� DQG� PDQDJHPHQW� VNLOOV�� /RFDO�

¿rms� also� learn� from� foreign� suppliers’�
SURIHVVLRQDOLVP�LQ�DOO�HFRQRPLF�WUDQVDFWLRQV��

$OO� WKHVH� HIIHFWV� VKRXOG� OHDG� WR� SRVLWLYH�

spillovers�on�local�¿rms’�productivity.

$W� WKH� RWKHU� H[WUHPH�� WKH� LQSXWV�

manufactured�locally�by�MNE�af¿liates�might�
EH�WRR�H[SHQVLYH�DQG�RU�QRW�DGDSWHG�WR�VDWLVI\�

local� requirements� (Merlevede� &� Schoors,�
������� 7KHUHIRUH� IRUHLJQ� LQYHVWPHQW� LQ� LQSXW�

industries�may�mainly�be�bene¿cial�to�foreign�
SDUWQHUV� LQ� WKH� GRZQVWUHDP� YDOXH� FKDLQ� ZKR�

DUH� DOUHDG\� PRUH� SURGXFWLYH� DQG� DUH� DEOH� WR�

SXUFKDVH�WKH�KLJKHU�TXDOLW\�EXW�PRUH�H[SHQVLYH�

PDWHULDOV� DQG� LQWHUPHGLDWHV�� 7KLV�ZLOO� OHDG� WR�

DQ� LQFUHDVHG� SURGXFWLYLW\� GLIIHUHQFH� EHWZHHQ�

ORFDO� DQG� IRUHLJQ� HQWHUSULVHV�� DQG� D� QHJDWLYH�

IRUZDUG� OLQNDJH� VSLOORYHU� IROORZV� �0HUOHYHGH�

&�Schoors,�2005;�Schoors�&�Van�de�Tob,�2002).

���,QwhuQDol]DwlrQ�wKhru\

It�is�said�that�MNE�af¿liates�are�normally�
PRUH� DGYDQFHG� LQ� WHFKQRORJLFDO� FDSDELOLW\��

PDQDJHULDO� DQG� PDUNHWLQJ� NQRZOHGJH�

than� indigenous� ¿rms� (Blomström,� 1986).�
+RZHYHU�� ZKHUH� LV� WKH� VRXUFH� RI� WKHVH�

privileged� advantages� of� MNE� af¿liates?�
7KH� WKHRU\� RI� LQWHUQDOLVDWLRQ� LV� ERUURZHG� LQ�

WKLV�SDSHU�WR�H[SODLQ�WKH�ZD\V�LQ�ZKLFK�01(�

af¿liates�in�host�countries�obtained�proprietary�
NQRZOHGJH�RZQHG�E\�01(V�LQ�KRPH�FRXQWULHV�

YLD�DQ�LQWHUQDOL]LQJ�PHFKDQLVP��

,QWHUQDOLVDWLRQ�WKHRU\�LV�FUHGLWHG�WR�%XFNOH\�

DQG�&DVVRQ�LQ�WKHLU������ERRN�WLWOHG�³7KH�)XWXUH�

of� the� Multinational� Enterprise”� (Buckley�
DQG� &DVVRQ�������� 7KH� FHQWUDO� DUJXPHQW�

RI� LQWHUQDOLVDWLRQ� WKHRU\� LV� WKDW� FRPSHWLWLYH�

DGYDQWDJHV� �VXFK� DV� SURSULHWDU\� WHFKQRORJLFDO�

NQRZOHGJH�RU�D�EUDQG�QDPH��RZQHG�E\�DQ�01(�

in�one�country�can�be�ef¿ciently�and�effectively�
H[SORLWHG� LQ� DQRWKHU� E\� LQWHUQDOL]LQJ� VHYHUDO�

LQWHUGHSHQGHQW�DFWLYLWLHV�LQ�WKH�YDOXH�FKDLQ�XQGHU�

FRPPRQ�RZQHUVKLS��%XFNOH\���������7KH�DLP�RI�

LQWHUQDOL]LQJ�WKHVH�LQWHUGHSHQGHQW�DFWLYLWLHV�LQWR�

DQ�01(�V\VWHP�UDWKHU� WKDQ� OLFHQVLQJ� WKHP�WR�

LQGLJHQRXV�HQWHUSULVHV�LV�WR�DYRLG�LPSHUIHFWLRQV�

LQ�WKH�H[WHUQDO�PDUNHW��,QWHUQDOLVDWLRQ�SURFHVV�LV�

set�at� the�margin�where� the�costs�and�bene¿ts�
RI� IXUWKHU� LQWHUQDOLVDWLRQ� DUH� HTXDOL]HG�� 3XW�

GLIIHUHQWO\�� WKH� WUDGH�RII� EHWZHHQ� LQWHUQDOL]LQJ�

RUJDQLVDWLRQDO� NQRZOHGJH� RI� DQ�01(� LQWR� LWV�

af¿liate�in�the�host�country�and�externalizing�it�
WR�GRPHVWLF�SDUWQHUV��%XFNOH\��������LV�JXLGHG�

by� the� relative� ef¿ciency� of� organisationally�
KLHUDUFKLFDO�VWUXFWXUH�YHUVXV�H[WHUQDO�PDUNHWV�LQ�

WUDQVIHUULQJ�FRPSHWLWLYH�DVVHWV�DFURVV�QDWLRQDO�

ERUGHUV��%XFNOH\�	�&DVVRQ��������&KHQ��������

%XFNOH\�	�&DVVRQ��������DUJXH�WKDW�H[WHUQDO�

PDUNHW�LPSHUIHFWLRQV�HQFRXUDJH�LQWHUQDOLVDWLRQ��

This� involves� bene¿ts� such� as� the� creation�
RI� LQWHUQDO� IXWXUH� PDUNHWV�� LPSRVLWLRQ� RI� D�

GLVFULPLQDWRU\� SULFLQJ� V\VWHP�� DYRLGDQFH� RI�

WKH�FRVWV�RI�ELODWHUDO�EDUJDLQLQJ��HOLPLQDWLRQ�RI�

EX\HU�XQFHUWDLQW\��DQG�WKH�PLQLPL]DWLRQ�RI�WKH�
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LPSDFW� RI� JRYHUQPHQW� LQWHUYHQWLRQV� WKURXJK�

WUDQVIHU� SULFLQJ�� +RZHYHU�� DQ� 01(� KDV� WR�

WDNH� LQWR� DFFRXQW� RI� WKH� FRVWV� DULVLQJ� GXH� WR�

LQWHUQDOLVDWLRQ�� LQFOXGLQJ� IUDJPHQWDWLRQ� RI� WKH�

PDUNHW��LQWHUQDO�FRPPXQLFDWLRQ�FRVWV��SROLWLFDO�

SUREOHPV�RI�IRUHLJQQHVV��DQG�PDQDJHPHQW�FRVWV�

LQ�UXQQLQJ�FRPSOH[�PXOWL�SODQW�PXOWL�FXUUHQF\�

RSHUDWLRQV� �%XFNOH\�� �������:KHQ� WKHVH� FRVWV�

are�equal�or�less�than�the�bene¿ts,�internalisation�
RFFXUV�� ,W� KHOSV� WKH� 01(� PD[LPLVH� WKH� UHQW�

IURP�NQRZOHGJH�E\�SUHVHUYLQJ� WKH�HOHPHQW�RI�

natural�monopoly.�As�a� result,�MNE�af¿liates�
LQ�WKH�KRVW�FRXQWU\�SRVVHVV�VXSHULRU�DGYDQWDJHV�

RI�WKH�WHFKQRORJ\��PDQDJHPHQW�DQG�PDUNHWLQJ�

NQRZOHGJH�FUHDWHG�DQG�RZQHG�E\� WKHLU�SDUHQW�

company�compared�to�indigenous�¿rms,�which�
EHFRPHV�WKH�VRXUFH�RI�NQRZOHGJH�WKDW�ZRXOG�EH�

VSLOOHG�RYHU�WR�ORFDO�HQWHUSULVHV�

$OWKRXJK�LQWHUQDOL]DWLRQ�WKHRU\�LV�DUJXDEO\�

RQH� RI� WKH� FRUH� WKHRULHV� LQ� LQWHUQDWLRQDO�

EXVLQHVV�� LW� LV� D� QHFHVVDU\� EXW� QRW� DGHTXDWH�

FRQGLWLRQ� WR� H[SODLQ� IRUHLJQ� LQYHVWPHQW�

activity� of� ¿rms.� Dunning� (1981)� argues�
that,� along� with� internalization,� ¿rms� need�
WR� WDNH� LQWR� FRQVLGHUDWLRQ� RI� RZQHUVKLS�

DGYDQWDJHV� DQG� ORFDWLRQ� DGYDQWDJHV� ZKHQ�

PDNLQJ� GHFLVLRQV� RQ� LQYHVWLQJ� DEURDG�� 7KH�

FRPELQDWLRQ� RI� RZQHUVKLS� DQG� ORFDWLRQ�

DGYDQWDJHV� DQG� WKH� DELOLW\� WR� LQWHUQDOL]H�

WKHVH�DGYDQWDJHV�IRUPV�KLV�VR�FDOOHG�HFOHFWLF�

SDUDGLJP�RU�2/,�SDUDGLJP���

7R� EH� DEOH� WR� FRPSHWH� VXFFHVVIXOO\� ZLWK�

local�¿rms,� foreign�¿rms�should�possess�one�
RU� PRUH� RZQHUVKLS� DGYDQWDJHV�� 2ZQHUVKLS�

DGYDQWDJHV��ZKLFK�FDQ�SURGXFH�PRQRSROLVWLF�

UHQWV��3HQURVH���������GHULYH�IURP�GLVWLQFWLYH�

capabilities�of�¿rms�that�competitor�are�unable�

WR�LPLWDWH�RU�DFFHVV�LQ�D�VKRUW�UXQ�VHWWLQJ��7KH�

PRQRSROLVWLF� UHQWV� VKRXOG� EH� ODUJH� HQRXJK�

to�compensate� for� the� foreignness� that� ¿rms�
IDFH� ZKHQ� RSHUDWLQJ� LQ� D� QHZ� DQG� GLIIHUHQW�

HQYLURQPHQW�� 2ZQHUVKLS� DGYDQWDJHV� FRXOG�

EH� HQGRJHQRXV� �L�H�� WHFKQRORJ\�� PDQDJHULDO�

DQG�RSHUDWLRQV�NQRZOHGJH��RU�H[RJHQRXV��L�H��

DFFHVV� WR� IXQGLQJ�� UDZ�PDWHULDO�� DQG� ODERXU��

LQVWLWXWLRQDOO\� UHODWHG� DGYDQWDJHV��� FRXOG� EH�

WDQJLEOH�RU�LQWDQJLEOH��

/RFDWLRQ� DGYDQWDJHV� DUH� LPPRELOH�

IDFWRU� HQGRZPHQWV� WKDW� FDQ� FRPELQH� ZLWK�

RZQHUVKLS� DGYDQWDJHV� WR� JHQHUDWH� PRUH�

YDOXH� WKURXJK� )',� WKDQ� WKURXJK� H[SRUW��

7KH�ORFDWLRQ�DGYDQWDJHV�FRQVLVW�RI�KDUG�DQG�

VRIW� IDFWRUV�� +DUG� IDFWRUV� DUH� FKDUDFWHUL]HG�

E\� QRQ�PRELOLW\�� QRQ�UHQHZDEOLW\� VXFK� DV�

raw� materials� (oil,� mining� products).� Soft�
IDFWRUV� DUH� RIWHQ� LQ� DVVRFLDWLRQ� ZLWK� WKH�

LQVWLWXWLRQDO�HQYLURQPHQW��VXFK�DV�WKH�OHYHO�RI�

WUDQVSDUHQF\�RI�OHJDO�V\VWHP��HGXFDWLRQ�DQG�

WKH�TXDOLW\�RI�ZRUNIRUFH��OHYHO�RI�FRUUXSWLRQ�

�0H\HU���������

,QWHUQDOL]DWLRQ� DGYDQWDJHV�� DV� GHVFULEHG�

DERYH�� LQ� FRPELQDWLRQ� ZLWK� RZQHUVKLS�

DGYDQWDJHV� DQG� ORFDWLRQ� DGYDQWDJHV� ZRXOG�

KHOS�DQ�01(�VWD\�FRPSHWLWLYH�DQG�PDLQWDLQ�

DGYDQWDJHRXV�SRVLWLRQ�LQ�WKH�KRVW�FRXQWULHV��

$OWKRXJK�HFOHFWLF�SDUDGLJP�LV�RQH�RI�WKH�

PRVW�LPSRUWDQW�IUDPHZRUNV�WR�H[SODLQ�)',��LW�

LV�QRW�ZLWKRXW�FULWLFLVP��7KH�2/,�IUDPHZRUN�

LV�MXVW�D�WRRO�ER[�WR�DQDO\VH�)',�UDWKHU�WKDQ�

D�WKHRU\�RQ�LWV�RZQ��7KH�SDUDGLJP�FDQ�RQO\�

RIIHU� D� VQDSVKRW� DW� WKH� WLPH� RI� DQDO\VLV�� ,W�

IDLOV� WR� FDSWXUH� WKH� G\QDPLF� PRYHPHQW� RI�

EXVLQHVV� OLIH� DV� ZHOO� DV� WKH� QHZ� WUHQGV� RI�

JOREDO� HFRQRP\� VXFK� DV� JOREDOL]DWLRQ� DQG�

WKH�GHYHORSPHQW�RI�LQIRUPDWLRQ�WHFKQRORJ\��

��2�±�2ZQHUVKLS�DGYDQDWDJH��/��/RFDWLRQ�DGYDQWDJH��,�±�,QWHUQDOL]DWLRQ�DGYDQWDJH
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��� 7Kh� 5hvrXuFh� �� %DvhG� 9lhZ� DQG� ,wv�
([whQvlrQ

%XLOGLQJ�RQ�WKH�ZRUN�RI�3HQURVH��������DQG�

QDPHG�E\�%LUJHU�:HUQHUIHOW��%LUJHU�:HUQHUIHOW��

1984),�the�Resource-Based�View�(RBV)�places�
HPSKDVLV� RQ� DQ� LQZDUG�ORRNLQJ� YLHZ� �/DYLH��

������ WKDW� LGHDOLVHV� WKH� LQWHUQDO� FDSDELOLW\�

of� a� ¿rm.� The� RBV� plays� a� critical� role� in�
explaining� ¿rms’� competitive� advantage� and,�
LQ� WXUQ�� EXVLQHVV� SHUIRUPDQFH�� $FFRUGLQJ� WR�

this�theory,�¿rms�are�viewed�as�heterogeneous�
EXQGOHV� RI� LGLRV\QFUDWLF�� KDUG�WR�LPLWDWH�

UHVRXUFHV� DQG� FDSDELOLWLHV� �%DUQH\�� ������

Peteraf,�1993).�Firms’�resources�are�“stocks�of�
DYDLODEOH� IDFWRUV� WKDW� DUH� RZQHG�RU�FRQWUROOHG�

by�the�¿rm”�(Amit�&�Schoemaker�1993,�p.35).�
&DSDELOLWLHV� DUH� ³LQIRUPDWLRQ�EDVHG�� WDQJLEOH�

or� intangible� processes� that� are� ¿rm-speci¿c�
DQG�DUH�GHYHORSHG�RYHU�WLPH�WKURXJK�FRPSOH[�

interactions�among�the�¿rm’s�resources”�(Amit�
&�Schoemaker,�1993,�p.35).�

$� FRPSHWLWLYH� DGYDQWDJH� FDQ� EH� LQIHUUHG�

from� resources� and� capabilities� of� a� ¿rm� if�
WKH\� DUH� YDOXDEOH�� UDUH�� QRQ�FRSLDEOH�� DQG�

QRQ�VXEVWLWXWDEOH�� )LUP� UHVRXUFHV� FDQ� RQO\�

FRQWULEXWH� WR� LWV� FRPSHWLWLYH� DGYDQWDJH� DQG�

performance� when� they� enable� the� ¿rm� to�
FRQGXFW�EXVLQHVV�VWUDWHJ\�WKDW�KHOSV� LQFUHDVH�

the� ¿rm’s� ef¿ciency� and� effectiveness�
�%DUQH\�� ������� 7KHVH� YDOXDEOH� UHVRXUFHV��

KRZHYHU�� VKRXOG� QRW� EH� SRVVHVVHG� E\� UHDO�

or� potential� competitors� if� the�¿rm�wants� to�
PDLQWDLQ� LWV� FRPSHWLWLYH� SRVLWLRQ� RU� VXVWDLQ�

LWV� FRPSHWLWLYH� DGYDQWDJH�� 3XW� GLIIHUHQWO\��

¿rm�resources�need� to�be�not�only� valuable,�
but� also� rare� to� competitors.� RBV� indicates�
WKDW� YDOXDEOH� DQG� UDUH� UHVRXUFHV� FDQ� HQDEOH�

the� ¿rm� to� sustain� competitive� advantage�
if� “¿rms� that�do� not�possess� these� resources�
cannot� obtain� them”� (Barney,� 1991,� p.107),�

RU� WKH\� DUH� LPSHUIHFWO\� LPLWDEOH�� 7KH� ODVW�

HOHPHQW� GULYLQJ� FRPSHWLWLYH� DGYDQWDJH� RI� D�

¿rm�is�substitutability.�Valuable,�rare,�and�un-
imitable�¿rm�resources�should�be�unique�with�
QR� DOWHUQDWLYHV� DYDLODEOH�� 2WKHUZLVH�� RWKHU�

FRPSHWLWRUV� FRXOG�XWLOLVH�GLIIHUHQW� UHVRXUFHV��

JDLQLQJ�FRPSHWLWLYH�DGYDQWDJH��&RQVHTXHQWO\��

the�¿rm�would�no�longer�be�holding�its�current�
FRPSHWLWLYH�SRVLWLRQ��

According� to�RBV,�when�¿rms� possesses�
YDOXDEOH�� UDUH�� XQLPLWDEOH� DQG� QRQ�

substitutable� resources� (VRIN� model),� they�
FDQ� DFKLHYH� FRPSHWLWLYH� DGYDQWDJH� DQG� WKXV�

KLJKHU� EXVLQHVV� SHUIRUPDQFH� E\� GHSOR\LQJ�

YDOXH�FUHDWLQJ� DQG� XQLTXH� VWUDWHJLHV� WKDW� DUH�

LPSRVVLEOH�WR�UHSURGXFH�DQG�HPXODWH�E\�ULYDOV��

+DYLQJ�VXSHULRU�RUJDQLVDWLRQDO�VWUXFWXUHV�DQG�

systems,�“¿rms�are�pro¿table�not�because�they�
HQJDJH�LQ�VWUDWHJLF�LQYHVWPHQW�WKDW�PD\�GHWHU�

HQWU\� DQG� UDLVH� SULFHV� DERYH� ORQJ�UXQ� FRVWV��

EXW�EHFDXVH�WKH\�KDYH�PDUNHGO\�ORZHU�FRVWV��

RU� RIIHU� PDUNHGO\� KLJKHU� TXDOLW\� RU� SURGXFW�

performance”�(Teece�et�al.,�1997,�p.513).�

RBV� is� � revised� to� include� dynamic�
markets�and�a�¿rm’s�networks�(which�were�the�
limitations�of� the�conventional�RBV).� Lavie�
(2006)�extends�the�RBV�by�incorporating�the�
UHODWLRQDO�YLHZ�DQG�VRFLDO�QHWZRUN�WKHRULHV��+H�

explains� how� interconnected� ¿rms� combine�
QHWZRUN� UHVRXUFHV� DQG� LQWHUQDO� DWWULEXWHV� WR�

gain� competitive� advantage.� These� ¿rms’�
FRPSHWLWLYH� DGYDQWDJH� LQ� D� QHWZRUNHG�

HQYLURQPHQW�SRVWXODWHV� WKH�FRPELQDWLRQ�RI�D�

VXEVHW� RI� VKDUHG� UHVRXUFHV�� D� VXEVHW� RI� QRQ�

shared�resources,�and�each�partner’s�resources.�
/DYLH� ������� SURSRVHV� IRXU� HOHPHQWV� RI�

UHVRXUFH�EDVHG� FRPSHWLWLYH� DGYDQWDJH� RI� D�

focal� ¿rm� in� an� alliance,� including� internal�
UHQW�� DSSURSULDWHG� UHODWLRQDO� UHQW�� LQERXQG�

VSLOORYHU�UHQW��DQG�RXWERXQG�VSLOORYHU�UHQW��
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,QWHUQDO� UHQWV�� GHULYHG� IURP� LQWHUQDO�

resources�of�the�focal�¿rm,�consist�of�Ricardian�
UHQWV� DQG� TXDVL�UHQWV� �/DYLH�� ������ 3HWHUDI��

1993).�Ricardian�rents�result�from�the�rareness�
RI�UHVRXUFHV��DQG�TXDVL�UHQWV�UHIHU�WR�WKH�YDOXH�

that� the�¿rm�is�able�to�gain� from�its�valuable,�
UDUH��DQG�LQLPLWDEOH�UHVRXUFHV�FRPSDUHG�WR�WKH�

value�that�other�¿rms�may�obtain�from�similar�
UHVRXUFHV� �/DYLH�� ������� ,W� LV� ZRUWK� QRWLQJ�

that� internal� rents� under� conventional� RBV’s�
SHUVSHFWLYH�GLIIHU�IURP�WKH�UHQWV�LQ�WKH�H[WHQGHG�

IUDPHZRUN� RI� /DYLH� �������� $OWKRXJK� ERWK�

consider�internal�rents�to�be�the�private�bene¿t�
of�the�focal�¿rm,�these�rents�are�inÀuenced�by�
the�inter-¿rm�resource�complementarities�in�the�
QHWZRUNHG� FRQWH[W�� ,Q� RWKHU� ZRUGV�� WKH� YDOXH�

RI�DQ� LQWHUQDO� UHQW� LV�D�IXQFWLRQ�RI�DOO� LQWHUQDO�

¿rm�attributes�and�the�resources�of�all�network�
PHPEHUV��/DYLH��������

$SSURSULDWHG� UHODWLRQDO� UHQWV� DUH� WKH�

SURSRUWLRQ� RI� UHODWLRQDO� UHQWV� ³H[WUDFWHG�

from� relation-speci¿c� assets,� knowledge-
VKDULQJ� URXWLQHV�� FRPSOHPHQWDU\� UHVRXUFHV��

and� effective� governance� mechanism”�
�/DYLH�� ������ S������� 7KH\� DUH� D� FRPPRQ�

bene¿t� generating� from� shared� resources� by�
FRPELQLQJ��H[FKDQJLQJ�DQG�FR�GHYHORSLQJ�RI�

LGLRV\QFUDWLF� UHVRXUFHV�� 7KHVH� UHVRXUFHV� DUH�

LQWHQWLRQDOO\�FRQWULEXWHG�DQG�MRLQWO\�SRVVHVVHG�

by�the�focal�¿rm�and�its�alliance�member(s).�
7KH� DSSURSULDWLRQ� RI� VXFK� UHODWLRQDO� UHQWV�

GHSHQGV�RQ�WKH�DEVRUSWLYH�FDSDFLW\��WKH�GHJUHH�

RI�VKDUHG�UHVRXUFHV��FRQWUDFWXDO�DUUDQJHPHQW��

RSSRUWXQLVWLF�EHKDYLRXU�DQG�EDUJDLQLQJ�SRZHU�

of�the�focal�¿rm�(Lavie,�2006).

Inbound�spillover�rents�are�the�bene¿ts�that�
the�focal�¿rm�internalises�its�alliance�partner(s)�
UHVRXUFHV��7KHVH�UHQWV�DUH�H[WUDFWHG�IURP�ERWK�

WKH� VKDUHG� DQG� QRQ�VKDUHG� UHVRXUFHV� RI� WKH�

DOOLDQFH� SDUWQHU�V��� &RPSHWLWLYH� DGYDQWDJHV�

GHULYHG� IURP� LQERXQG�VSLOORYHU� UHQWV�GHSHQG�

on� the� capacity� of� the� local� ¿rm� to� absorb�
WKH�VKDUHG�UHVRXUFHV�RI�LWV�DOOLDQFH�SDUWQHU�V���

DQG� RQ� WKH� OHYHO� RI� OHDNDJH� RI� QRQ�VKDUHG�

UHVRXUFHV� RI� WKH� SDUWQHU�V�� �/DYLH�� �������

2XWERXQG�VSLOORYHU�UHQWV�SUHVHQW�WKH�FDSDELOLW\�

RI� GLPLQLVKLQJ� FRPSHWLWLYH� DGYDQWDJH� RI�

the� focal�¿rm� to� its�network� partner(s).� It� is�
because�the�focal�¿rm’s�resources�are�subject�
WR� EH� XQLQWHQWLRQDOO\� OHDNHG� WKDW� WKH\� DUH�

bene¿cial� to� the� alliance� partner(s).� Lavie�
������� SURSRVHV� WKDW� WKH� PRUH� QRWLFHDEOH�

WKH� RSSRUWXQLVWLF� EHKDYLRXU� RI� WKH� DOOLDQFH�

SDUWQHU�V�� DQG� WKH� VWURQJHU� WKHLU� EDUJDLQLQJ�

SRZHU�DQG�DEVRUSWLYH�FDSDFLW\��WKH�JUHDWHU�WKH�

focal� ¿rm� loss� of� outbound� spillover� rents.�
$W�WKH�VDPH�WLPH��WKH�VWURQJHU�WKH�SURWHFWLQJ�

mechanism� used� by� the� focal� ¿rm� is,� the�
VPDOOHU�WKH�DIRUHPHQWLRQHG�ORVV�LV��

5.�Dynamic�capabilities�of�¿rm
Another�theory�explaining�the�role�of�¿rm-

speci¿c� attributes� in� business� performance� is�
WKH� WKHRU\� RI� G\QDPLF� FDSDELOLWLHV�� 'UDZLQJ�

on� the� work� of� Schumpeter� (1942),� scholars�
KDYH� IXUWKHU�GHYHORSHG� WKH� RULJLQDO�G\QDPLF�

capability� framework.� Representative� work�
LQFOXGHV� 'RVL�� 7HHFH�� 	� :LQWHU� ������� DQG�

Teece,� Pisano,� &� Shuen� (1997).� The� theory�
RI� G\QDPLF� FDSDELOLW\� H[SODLQV� WKH� UHDVRQV�

and� the� ways� ¿rms� develop� competitive�
DGYDQWDJH�LQ�WKH�IDVW�DQG�LQFUHDVLQJO\�FKDQJLQJ�

HQYLURQPHQW��$FFRUGLQJ�WR�7HHFH�HW�DO����������

the� term� ‘dynamic’� refers� to� ¿rms’� ability� to�
UHQHZ� FRPSHWHQFHV� VR� WKDW� WKHLU� VWUDWHJLHV�

DOLJQ� ZLWK� WKH� XQSUHGLFWDEOH� VXUURXQGLQJV��

The� term� ‘capabilities’� describes� the� vital�
role� of� management� to� realise,� recon¿gure,�
DGDSW�DQG�DVVLPLODWH�WKH�LQWHUQDO�VWUHQJWKV�DQG�

H[WHUQDO�UHVRXUFHV�WR�PDWFK�WKH�GHPDQG�RI�WKH�

UDSLG�FKDQJH��7HHFH�HW�DO���������GLVFXVV�WKUHH�
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FDWHJRULHV� RI� SURFHVVHV�� SRVLWLRQV� DQG� SDWKV�

among�other�aspects�that�give�a�¿rm’s�distinctive�
competence�and�dynamic�capabilities.�A�¿rm’s�
FRPSHWLWLYH�DGYDQWDJH�DQG�KHQFH�SHUIRUPDQFH�

GHSHQGV� RQ� LWV�PDQDJHULDO� DQG� RUJDQLVDWLRQDO�

attributes,�formed�by�its�speci¿c�asset�position,�
DQG�WKH�DYDLODEOH�SDWKV��

3URFHVVHV�DUH�PDQDJHULDO�DQG�RUJDQLVDWLRQDO�

DWWULEXWHV��ZKLFK�GHWHUPLQH�URXWLQHV��SDWWHUQV�

RI� FXUUHQW� SUDFWLFH� DQG� OHDUQLQJ� ZLWKLQ�

the� ¿rm.� Teece� et� al.� (1997)� argue� that�
RUJDQLVDWLRQDO�SURFHVVHV�FRQVLVW�RI�WKUHH�UROHV��

LQFOXGLQJ� FRRUGLQDWLRQ�LQWHJUDWLRQ�� OHDUQLQJ�

and� recon¿guration.� Firstly,� appropriately�
FRRUGLQDWLQJ� LQWHUQDO� DFWLYLWLHV� ZLWKLQ� WKH�

¿rm�as�well�as� integrating�external�activities�
into�the�current�¿rm�attributes�determines�the�
¿rm’s� ef¿ciency� and� effectiveness,� helping�
to� build� the� ¿rm’s� competitive� advantage.�
Secondly,�learning�is�a�process�by�which�tasks�
DUH�SHUIRUPHG�IDVWHU�DQG�EHWWHU�YLD�UHSHWLWLRQ�

DQG�H[SHULPHQWDWLRQ��KHOSLQJ�WR�LGHQWLI\�QHZ�

SURGXFWLRQ� RSSRUWXQLWLHV�� 7KLUGO\�� WR� JDLQ�

and� sustain� competitive� advantage,� the� ¿rm�
must�‘keep�an�eye’�on�the�market�movement�
DQG� EH� ZLOOLQJ� WR� DGRSW� EHVW� SUDFWLFH�� ,Q� D�

rapidly�changing�environment,�the�¿rm�needs�
WR�UHDUUDQJH�DQG�WUDQVIRUP�LWV�DVVHW�VWUXFWXUH��

DOLJQLQJ�LW�ZLWK�H[WHUQDO�UHTXLUHPHQWV�WR�VWD\�

competitive�(Amit�&�Schoemaker,�1993).�

Position� refers� to� ¿rm’s� internal� and�
H[WHUQDO� DVVHWV�� 7KH\� LQFOXGH� WHFKQRORJLFDO�

assets,� complementary� assets,� ¿nancial�
DVVHWV�� UHSXWDWLRQDO� DVVHWV�� VWUXFWXUDO� DVVHWV��

LQVWLWXWLRQDO� DVVHWV�� PDUNHW� VWUXFWXUH� DVVHWV�

DQG�RUJDQLVDWLRQDO�ERXQGDULHV��3DWK� UHIHUV� WR�

the�various�strategies�available�to�the�¿rm.�In�
other� words,� the� ¿rm’s� strategic� alternatives�
DUH�GULYHQ�E\�LWV�FXUUHQW�SRVLWLRQ�DQG�WKH�IXWXUH�

paths.� The� ¿rm’s� current� position� depends�

ODUJHO\� RQ� WKH� SDVW� SDWKV�� 7KLV� DSSURDFK�

UHFRJQL]HV� WKH� KLVWRU\�� RU� SDWK�GHSHQGHQW�

QDWXUH�RI�WKLV�SURFHVV��7HHFH�HW�DO���������7KLV�

LV�DOVR�HPSKDVL]HG�LQ�WKH�DFFXPXODWLRQ�WKHRU\�

�'LHULFN[�	�&RRO���������DFFRUGLQJ�WR�ZKLFK�

the� ¿rm� has� to� accumulate� resources� over�
time.�While�the�¿rm�can�buy�some�resources�
IURP� WKH�PDUNHW��H�J��UHFUXLW�SHRSOH�DQG�EX\�

PDWHULDOV� DQG� WHFKQRORJLHV��� RWKHU� VWUDWHJLF�

UHVRXUFHV�DUH�QRQ�WUDGDEOH��'LHULFN[�	�&RRO��

�������)RU�LQVWDQFH��FRUSRUDWH�UHSXWDWLRQ�DQG�

WKH� DELOLW\� WR� GHYHORS� LQQRYDWLRQV� LQWHUQDOO\�

FDQQRW�EH�ERXJKW� IURP� WKH�PDUNHW� �'LHULFN[�

&�Cool,�1989).�Instead,�the�¿rm�can�build�and�
GHYHORS� VXFK� UHVRXUFHV� LQWHUQDOO\�� 'LHULFN[�

	�&RRO��������DUJXH�WKDW�EHLQJ�QRQ�WUDGDEOH��

the� ¿rm-speci¿c� component� is� accumulated�
internally.� The� idiosyncratic� nature� of� ¿rm�
speci¿c� assets� is� the� cumulative� result� of�
LPSOHPHQWLQJ� FRQVLVWHQW� SROLFLHV� RYHU� WLPH��

,Q� RWKHU� ZRUGV�� VWRFNV� RI� UHVRXUFHV� DUH�

DFFXPXODWHG� E\� FKRRVLQJ� DSSURSULDWH� SDWKV�

RI� Àows� RI� UHVRXUFHV� RYHU� D� SHULRG� RI� WLPH�
�'LHULFN[�	�&RRO�������� S��������7KH� VWRFN�

RI� UHVRXUFHV� DW� WLPH� W� LV� WKHUHIRUH� OLQNHG� WR�

the� accumulation� of� Àows� of� resources� at�
WLPH�W����W����W������$FFRUGLQJ�WR�DFFXPXODWLRQ�

theory,�these�may�enable�the�¿rm�to�achieve�a�
SULYLOHJHG�FRPSHWLWLYH�DGYDQWDJH�UHODWLYH�WR�LWV�

FRPSHWLWRUV�DQG��LQ�WXUQ��EHWWHU�SHUIRUPDQFH��

���([SorlwDwlrQ�h[SoruDwlrQ�IuDphZruN
([SORLWDWLRQ�H[SORUDWLRQ� IUDPHZRUN� LV�

DQRWKHU� LPSRUWDQW� IUDPHZRUN� WR� H[SODLQ� WKH�

ability� of� ¿rms� to� bene¿t� (or� not)� from� FDI�
VSLOORYHUV��([SORLWDWLRQ� UHIHUV� WR� WKH�DELOLW\�RI�

¿rms� to� utilize� existing� resources,� including�
such�things�as�“re¿nements,�choice,�production,�
ef¿ciency,� selection,� implementation,�
execution”� (March,� 1991,� p.� 71).� Exploration�
presents� the� ability� of� ¿rm� to� recognize� and�
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DVVLPLODWH� VXFFHVVIXOO\� H[WHUQDO� NQRZOHGJH��

FDSWXULQJ�E\� WHUPV�VXFK�DV�³VHDUFK��YDULDWLRQ��

risk� taking,�experimentation,� play,� Àexibility,�
discovery,� innovation”� (March,� 1991,� p.71).�
0DUFK� ������� DUJXHV� WKDW� H[SORLWDWLRQ� DQG�

H[SORUDWLRQ� H[LVWV� LQ� D� FRPSOHPHQWDU\� DQG�

FRPSHWLQJ�HDFK�RWKHU��7KH\�DUH�FRPSOHPHQWDU\�

VLQFH�ERWK�DUH�HVVHQWLDO�IRU�RUJDQL]DWLRQ��7KH\�

DOVR� FRPSHWH� HDFK� RWKHU� IRU� VFDUH� UHVRXUFH��

7KHUHIRUH�� RUJDQL]DWLRQ� QHHGV� WR� PDNH�

FKRLFHV�EHWZHHQ�WKH�WZR��7KH�FKRLFHV�FDQ�EH�

justi¿ed�between�gaining�new�capability�with�
LPSURYLQJ�IXWXUH�UHWXUQV�DQG�LPSURYLQJ�FXUUHQW�

UHWXUQV�E\�XVLQJ�WKH�DYDLODEOH�UHVRXUFHV��3XW�LW�

differently,�it�is�the�choice�between�re¿ning�of�
DQ� H[LVWLQJ� WHFKQRORJ\� DQG� DFTXLULQJ� D� QHZ�

LQYHQWLRQ��8QGHUVWDQGLQJ�WKH�UHODWLRQVKLS�DQG�

LPSURYLQJ� WKH� EDODQFH� EHWZHHQ� H[SORLWDWLRQ�

and� exploration� helps� ¿rm� gain� competitive�
DGYDQWDJHV�RYHU�FRPSHWLWRUV��

([SORLWDWLRQ� FDQ� SURGXFH� VWDEOH� DQG�

SUHGLFWDEOH� RXWFRPHV�� ([SORLWLQJ� H[LVWLQJ�

internal� resources� helps� ¿rm� to� sharpen�
FXUUHQW�FRPSHWLWLYH�ZHDSRQV�DQG�WR�VHOHFW�WKH�

PRVW� FRPSHWLWLYH� FRPELQDWLRQV�� +RZHYHU��

IRFXVLQJ� H[WHQVLYHO\� RQ� H[SORLWDWLRQ� OLPLWV�

¿rm� within� its� organizational� boundaries�
and�prevent�¿rm�from�knowing�new�external�
GHYHORSPHQWV�� &RQYHUVHO\�� H[SORUDWLRQ�

enables� ¿rms� to� catch� up� with� the� new�
WUHQGV�� +RZHYHU�� H[SORUDWLRQ� LV� XQVWDEOH��

XQSUHGLFWDEOH�� DQG� OHVV�FHUWDLQ��7KH� FHQWUDO�

DUJXPHQW� RI� H[SORLWDWLRQ�H[SORUDWLRQ�

framework�is�that�¿rms�need�to�accumulate�
NQRZOHGJH� DQG� H[SHULHQFH� WR� HQKDQFH�

H[SORLWDWLRQ� DELOLW\� LQ� RUGHU� WR� EH� EHWWHU� DW�

H[SORULQJ�QHZ�RSSRUWXQLWLHV���

���,QGXvwulDo�ruJDQl]DwlrQ�hFrQrplFv

Industrial� organisation� is� the� ¿eld� of�
economics� that� studies� and� de¿nes� the�

structure� of,� and� boundaries� between,� ¿rms�
DQG� PDUNHWV�� 7KH� FHQWUDO� DUJXPHQW� RI� WKLV�

school� of� thought� is� that� ¿rm� performance�
DQG� LWV� VWUDWHJLF� GHFLVLRQV� GHSHQG� RQ� WKH�

conditions� of� an� industry� that� ¿rm� belongs�
WR� �3RUWHU�� ������� 7KHVH� FRQGLWLRQV� LQFOXGH��

EXW� DUH� QRW� OLPLWHG� WR�� LQGXVWU\� FRPSHWLWLRQ��

EDUULHUV� WR� HQWU\�� EDUULHUV� WR� H[LW�� DQG�

LQWHUDFWLRQ� EHWZHHQ� LQGXVWULHV�� ZKLFK� FDQ�

de¿ne� the� advantageous� position� of� a� ¿rm�
�:DQJ��+RQJ�� .DIRXURV��	� %RDWHQJ�� �������

%XLOGLQJ� RQ� WKLV� IUDPHZRUN�� ZH� FDQ� DUJXH�

that�the�ability�of�¿rms�to�assimilate�external�
knowledge� generated� by� foreign� ¿rms� is�
DVVRFLDWHG�ZLWK�WKH�OHYHO�RI�FRPSHWLWLRQ�RI�WKH�

JLYHQ�LQGXVWU\��,I�WKH�SUHVVXUH�RI�FRPSHWLWLRQ�

is� increasing,� ¿rms� tend� to� collaborate� with�
RWKHUV�WR�JHQHUDWH�LQQRYDWLRQ�DQG�WR�XSJUDGH�

WKH�FXUUHQW�WHFKQRORJ\�WR�VWD\�FRPSHWLWLYH��$V�

a�result,�¿rms�are�able�to�reap�bene¿ts�spilled�
over�from�foreign�¿rms.�

,QGXVWULDO� RUJDQLVDWLRQ� HFRQRPLFV� SRVLWV�

that� industry� performance,� and,� thus,� ¿rm�
performance,� is� a� consequence� of� buyer’s� and�
seller’s�conduct,�which,�in�turn,�is�a�function�of�
the� industry’s� structure� (Structure� –� Conduct�
±� 3HUIRUPDQFH� SDUDGLJP��� 7KH� FRQGXFW� RI�

WKH� EX\HU� DQG� VHOOHU� UHIHUV� WR� DFWLYLWLHV� VXFK�

as� capacity� utilisation,� R&D,� pricing� strategy�
and� promotion,� inter¿rm� collaboration� and�
FRPSHWLWLRQ�� 7KH� VWUXFWXUH� RI� LQGXVWU\� LV� WKH�

determinant� of� buyer’s� and� seller’s� conduct,�
LQFOXGLQJ� WKH� OHYHO� RI� WHFKQRORJ\�� WKH� QXPEHU�

DQG� VL]H� RI� FRPSHWLWRUV�� WKH� OHYHO� RI� YHUWLFDO�

LQWHJUDWLRQ�� DQG� WKH� OHYHO� RI� EDUULHUV� WR� HQWU\�

DQG� H[LW�� 7KH� VWUXFWXUH�FRQGXFW�SHUIRUPDQFH�

paradigm�indicates�that�¿rm�performance�might�
GHSHQG�RQ� WKH� OHYHO�RI� WKH� LQWHUDFWLRQ�EHWZHHQ�

GLIIHUHQW� LQGXVWULHV�� ZKLFK� LPSDFWV� XSRQ� WKH�

ability�of�¿rms�to�receive�bene¿cial�externalities.�
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7KLV�SDSHU�VHWV�WKH�WKHRUHWLFDO�IRXQGDWLRQV�

IRU� WKH� IXWXUH� VWXG\� RI� )',� VSLOORYHUV�� 7KH�

UHYLHZHG� )',� VSLOORYHUV� OLWHUDWXUH� LV� ZHOO�

GHYHORSHG�� ZLWK� D� ZLGHO\� DFNQRZOHGJHG�

WKHRU\� RI� WKUHH� FKDQQHOV� IRU� )',� VSLOORYHUV��

QDPHO\�� FRPSHWLWLRQ�� GHPRQVWUDWLRQ�� DQG�

HPSOR\HH� PRELOLW\�� 7KHVH� H[SODLQ� KRZ�

knowledge� can� Àow� from� foreign� ¿rms� to�
indigenous�¿rms,�horizontally�and�vertically.�
+RZHYHU�� WKH� WKHRU\� FDQ� RQO\� H[SODLQ� WKH�

QDUURZ� SKHQRPHQRQ� RI� HFRQRPLF� DFWLYLWLHV�

of�foreign�¿rms�and�local�¿rms.�Therefore,�it�
LV�QHFHVVDU\�WR�V\VWHPDWLVH�YDULRXV�WKHRUHWLFDO�

IUDPHZRUNV� IURP� HFRQRPLFV�� EXVLQHVV��

DQG� PDQDJHPHQW� GRPDLQV� WR� EHWWHU� UHYHDO�

WKH� FRPSOH[LW\� RI� H[WHUQDOLWLHV�� KHOSLQJ� XV�

XQGHUVWDQG�KRZ�DQG�ZK\�GLIIHUHQW�HFRQRPLF�

HQWLWLHV� FRXOG� OHDUQ� IURP� HDFK� RWKHU�� HYHQ�

there�is�no�direct�link�am�ong�them.�The�RBV,�
G\QDPLF� FDSDELOLW\�� LQGXVWULDO� RUJDQLVDWLRQ�

HFRQRPLFV�� DQG� H[SORUDWLRQ�H[SORLWDWLRQ�

IUDPHZRUN�ZHUH�GLVFXVVHG��

The� RBV� indicates� that� ¿rms� are�
KHWHURJHQHRXV��RQ�DFFRXQW�RI� LGLRV\QFUDVLHV��

Therefore,� the�ability�of�¿rms� to�appropriate�
any� bene¿t� from� the� spillovers� of� foreign�
¿rms� is� different� (Barbosa� &� Eiriz,� 2009).�
The�theory�of�dynamic�capabilities�of�¿rms�is�
DOVR� LQWURGXFHG�LQ�RUGHU�WR�KHOS�H[SODLQ�KRZ�

¿rms�develop�their�bundles�of�idiosyncrasies�
over� time� in� order� to� bene¿t� from� FDI�
VSLOORYHUV�� 0HDQZKLOH�� WKH� WKHRU\� RI� WKH�

LQGXVWULDO� RUJDQL]DWLRQ� HFRQRPLFV� RIIHUV� D�

FRPSOHPHQWDU\� YLHZ�� VWDWLQJ� WKDW� WKH� DELOLW\�

of� ¿rms� to� reap� any� reward� stemming� from�
foreign� ¿rms� through� spillover� effects� is�
LPSDFWHG� E\� WKH� H[WHUQDO� HQYLURQPHQW�� 7KLV�

YLHZ� LV� VXSSRUWHG� E\�0DUFK� �������� VWDWLQJ�

that�¿rms�need�to�balance�between�exploiting�
H[LVWLQJ� UHVRXUFHV� DQG� H[SORULQJ� QHZ�

NQRZOHGJH� IURP�RXWVLGH�LQ�RUGHU�WR� LPSURYH�

SURGXFWLYLW\�SHUIRUPDQFH�q
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