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,QwurGXFwlrQ
7KH WKH U I LOO YHU D FLDWHG LWK

LQ DUG I UHL Q GLUHFW LQYH WPHQW )', L

HOO H WDEOL KHG (D HQ )', LOO YHU

is de�ned as “indirect effects on the host
HF Q P % LQGLUHFW HIIHFW DUH PHDQW

external effects or spillovers” (Blomström,
)', L Q UPDOO F Q LGHUHG W

EH D EXQGOH I WHFKQ O FD LWDO PDUNHWLQ

DQG PDQD HULDO NLOO OD LQ D FULWLFDO U OH

I U WKH QDWL QDOO HF Q PLF GHYHO PHQW I

WKH K W F XQWU DQG WKH EX LQH HUI UPDQFH

improvement of the domestic �rms because
I E WK GLUHFW DQG LQGLUHFW HIIHFW /LX HW DO

Although literature in the �eld is rich,
FXUUHQW WXGLH QO PDLQO I OO W U XWH

The �rst route focuses on the traditional
WKH U I WKUHH FKDQQHO I )', LOO YHU

developed by Blomström (1986). The theory

helps to explain the way indigenous �rms
LQFUHD H U GHFUHD H WKHLU U GXFWLYLWLH LWK

the presence of foreign �rms via competition
HIIHFW GHP Q WUDWL Q HIIHFW DQG HP O HH

P ELOLW HIIHFW 7KH HF QG U XWH E UU

YLH IU P GLIIHUHQW G PDLQ I HF Q PLF

DQG PDQD HPHQW WU LQ W H ODLQ WKH U OH

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 ruGv ) , VSLOORYHUV LQWHUQDOL]DWLRQ WKHRU HFOHFWLF SDUDGLJP G QDPLF FDSDELOLW

LQGXVWULDO RUJDQLVDWLRQ HFRQRPLFV H[SORUDWLRQ H[SORLWDWLRQ IUDPHZRUN

7 (25,(6 21 ) , 63,//29(56
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3K' ) UHL Q 7UDGH 8QLYHU LW ( PDLO OHWKDL K Q IWX HGX YQ
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attributes, such as �rm age, �rm size,
DE U WLYH FD DFLW LQGX WU F P HWLWL Q LQ

)', LOO YHU 7KH W U XWH DUH FULWLFDO

LQ KHO LQ X XQGHU WDQG WKH PHFKDQL P

XQGHU KLFK )', LOO YHU HUDWH HW WKH

WKH ULH IDLO W DLQW D F P OHWH LFWXUH I

)', LOO YHU :KDW L WKH I XQGDWL Q I U W

separate �rms exchanging knowledge and
LQI UPDWL Q YLD WKH WKUHH PHQWL QHG FKDQQHO "

3XW GLIIHUHQWO D OLG WKH UHWLFDO EDFN U XQG

KD EHHQ PL LQ LQ H L LWLQ OLWHUDWXUH Q )',

LOO YHU

7KL D HU L W UHYL LW DQG WHPDWL H

GLIIHUHQW HF Q PLF EX LQH DQGPDQD HPHQW

WKH ULH W EXLOG D OLG EDFN U XQG I U

IXWXUH )', LOO YHU WXGLH EULG LQ WKH

D EHW HHQ WKH UHDO QDWXUH I )', LOO YHU

and current studies in this �eld. The paper
WULH W F YHU IXOO WKH UHWLFDO EDFN U XQG I

)', LOO YHU KLFK L PH KDW L Q UHG

LQ FXUUHQW WXGLH DQG I FX HG W PXFK Q

HP LULFDO LGH I WKH U EOHP 7KL D HU

L GLIIHUHQW EXW Q W QHFH DULO LWH WKH

current studies in the �eld. Rather, the theories
GL FX HG LQ WKL D HU F P OHPHQW WKH WKHU

W HQULFK NQ OHG H O LQ KHO LQ X EHWWHU

XQGHU WDQG WKH F P OH QDWXUH I H WHUQDOLWLH

This paper presents brie y the theoretical
I XQGDWL Q I U )', DQG )', LOO YHU ,W

EH LQ LWK WKH ULH KLFK H ODLQ WKH UHD Q

K 01( G EX LQH LQWHUQDWL QDOO

QDPHO WKH LQWHUQDOL DWL Q WKH U %XFNOH

&D Q DQG HFOHFWLF DUDGL P

'XQQLQ ,W WKHQ UH HQW WKH ULH

demonstrating how indigenous �rms could
bene�t from FDI, including the resource-
ED HG YLH DQG LW H WHQ L Q %DUQH

/DYLH G QDPLF FD DELOLW ' L 7HHFH

)lJXuh 6Slooryhuv wKurXJK wKh Krvw hFrQrp v yDoXh FKDlQ
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& Winter, 1989; Teece, Pisano, & Shuen,
LQGX WULDO U DQL DWL Q HF Q PLF

3 UWHU DQG H O UDWL Q H O LWDWL Q

IUDPH UN 0DUFK

7uDGlwlrQDo wKhru rI ) , vSlooryhuv
7KH U LQ LQWHUQDWL QDO EX LQH G PDLQ

identi�es a range of possible channels by
which MNE af�liates can in uence the
business performance of indigenous �rms
%DUE D (LUL 7KH UH HQFH I

MNE af�liates affects the level and growth
rate of domestic �rms’ performance (Barbosa

(LUL LQ W GLUHFWL Q QDPHO

K UL QWDO DQG YHUWLFDO HIIHFW + UL QWDO U

LQWUD LQGX WU LOO YHU DUH WKH HIIHFW I

MNE af�liates on domestic �rms operating in
the same industry. Vertical (or inter-industry)
LOO YHU UHIHU W WKH HIIHFW I 01(

af�liates on local enterprises operating in
GLIIHUHQW LQGX WULH Q UPDOO X WUHDP O FDO

X OLHU DQG G Q WUHDP O FDO FX W PHU

LQ WKH YDOXH FKDLQ

+R L RQWDO HIIHFWV

+ UL QWDO )', LOO YHU KD HQ LWKLQ

LQGX WULH WDNLQ ODFH WKU X K WKUHH PDLQ

FKDQQHO GHP Q WUDWL Q F P HWLWL Q DQG

ODE XU WXUQ YHU DO NQ Q D UNHU

mobility) (Blomström, 1989). These three
FKDQQHO DUH DO FDOOHG LQWUD U LWKLQ

LQGX WU LOO YHU )L XUH

HPRQVWUDWLRQ HIIHFW UH UH HQW WKH

“imitation” channel of spillovers or ‘learning
by watching effects’. Foreign enterprises are
EHOLHYHG W EH P UH F P HWLWLYH WKDQ G PH WLF

�rms thanks to the possession of proprietary
WHFKQ O DQG WKHU X HUL U UH XUFH DQG LI

these privileges are transferred to their af�liates,
WHFKQLFDO U UH LQ WKH K W F XQWU L

expected (Blomström, 1989). As the advanced

technologies are transferred toMNE af�liates in
the host country, indigenous �rms may observe,
LPLWDWH DQGPDNH HII UW W DFTXLUH DQG D O WKH

EH W UDFWLFH LQ U GXFWL Q U FH PDUNHWLQ

and management. However, MNE af�liates
may consider domestic �rms as potential or
HYHQ UHDO F P HWLW U ,Q WKDW FD H LQ WHDG I

doing nothing or even helping the local �rms,
WKH LOO LQFUHD H U WHFWLYH PHD XUH W

prevent information leakage (Meyer & Sinani,
KLFKPD FDX H DQH DWLYH HUI UPDQFH

outcome to host �rms.

I U WKH FRPSHWLWLRQ FKDQQHO LQ UGHU W

F P HWH XFFH IXOO LWK I UHL Q LQYH W U

domestic �rms are encouraged to invest
LQ EXLOGLQ QH UH XUFH DQG XWLOL H WKH

existing ones more ef�ciently. They can
UHFUXLW QH WDOHQWHG H OH X UDGH WKHLU

U GXFWL Q WHP DQG UHYL H WKHLU EX LQH

WDFWLF DQG WUDWH LH W EH DEOH W F P HWH

XFFH IXOO LWK WKH 01( ) U H DP OH

Mans�eld & Romeo (1980) �nd that domestic
British �rms are hastened in innovative
efforts to catch up with their MNE af�liate
F P HWLW U + HYHU DW WKH WKHU H WUHPH

LQFUHD HG F P HWLWL Q FDQ QH DWLYHO 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 UH XOW LWLYH LOO YHU HIIHFW FFXU

01( FDQ FUHDWH LOO YHU WKU X K WKH

WKLUG FKDQQHO I ODERXU WXUQRYHU 7KL HIIHFW

FFXU KHQ UNHU UHYL X O HP O HG

by MNE af�liates who were equipped with
DGYDQFHG WHFKQLFDO PDQD HULDO DQG WKHU IW

skills move to work for a local �rms or set
X WKHLU Q EX LQH H ) IXUL HW DO

7KH FLUFXODWL Q I D KL KO NLOOHG UN

I UFH WLPXODWH WKH WUDQ IHUULQ U FH I
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PH UL LQDO NQ OHG H U WHG IU P 01(

af�liates to domestic enterprises, which may
eventually bene�t the local industry. The
NQ OHG H HPEHGGHG LQ HP O HH KLFK

DUH IWHQ WDFLW NQ OHG H L DQ LP UWDQW

XUFH I F P HWLWLYH KHWHU HQHLW DU D

HW DO .DW UH HQW WKDW PDQ

HQL U PDQD HU DQG W PDQD HPHQW UNLQ

for domestic Latin America �rms started their
FDUHHU LQ I UHL Q F P DQLH K F QWULEXWH

signi�cantly to the growth of indigenous �rms
DUWLFXODUO DQG WKH GHYHO PHQW I QDWL QDO

HF Q PLF HQHUDOO 'XQQLQ DU XH

that the ow 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
GL WLQFWLYH DQG FDUFH HQWUH UHQHXULDO NLOO

+ HYHU DW WKH LWH H WUHPH I UHL Q

af�liates can recruit talented employees from
domestic �rms, creating real brain-drain
KLFK PDNH QH DWLYH )', LOO YHU

9H WLFDO HIIHFWV

Along with these three popular ‘horizontal
effects’ of externalities discussed widely
LQ OLWHUDWXUH FK ODU DO UH HDUFK OLQND H

effects or ‘vertical effect’ (Rodrıguez- Clare,
1996; Spencer, 2008). This is the case when
MNE af�liates play the role of suppliers
I U DUG OLQND H U EX HU EDFN DUG

linkage) of products from indigenous �rms
)L XUH WKH EX HU WKH UH HQFH I

I UHL Q HQWHU UL H LQ D QDWL QDO PDUNHW FDQ

E W G PH WLF GHPDQG DQG EUHDN PDUNHW

F Q WUDLQW KLFK XOWLPDWHO OHDG W P UH

ef�cient production. They can support their
O FDO X OLHU W LP U YH WKH WHFKQ O LFDO

OHYHO E U YLGLQ WHFKQLFDO D L WDQFH DQG

WKHU X UW W LQFUHD H WKHLU U GXFWLYLW

As the suppliers, foreign �rms can offer high

TXDOLW U GXFW W G PH WLF EX HU KLFK

OHDG W WKH KL KHU U GXFWLYLW I LQGL HQ X

�rms. This kind of vertical externalities
KD HQ YLD WKH LQWHUDFWL Q EHW HHQ 01(

af�liates and their local partners in different
LQGX WULH WKHUHI UH WKL L FDOOHG LQWHU U

EHW HHQ LQGX WU LOO YHU

%DFNZDUG VSLOORYHUV %DFN DUG LOO YHU

are the externalities between foreign �rms
DQG LW X WUHDP G PH WLF X OLHU OWK X K

MNEs may be “sel�sh” to their competitors
E U WHFWLQ NQ K NQ OHG H I

U GXFW U FH PDUNHWLQ PDQD HPHQW W

PLQLPL H WHFKQ O LFDO OHDND H WKHUH L D

UHD Q W EHOLHYH WKDW WKH DUH P UH HQHU X

to their local suppliers. MNE af�liates may be
LOOLQ W WUDQ IHU WHFKQ O W G Q WUHDP

local suppliers (Blalock & Simon, 2009).
Foreign �rms are internally encouraged to
D L W WKHLU G PH WLF X OLHU LQ UGHU W KDYH

high quality of inputs (Merlevede & Schoors,
2005), since the bene�t of foreign investment
FDQ QO EH IXOO PDWHULDOL HG LI WKHUH L Q W

PXFK GLIIHUHQFH EHW HHQ WKH TXDOLW I LQ XW

LQ WKH K W DQG WKH K PH F XQWU EXW DW D

P UH F P HWLWLYH ULFH %ODO FN *HUWOHU

2004). If the policy of an MNE af�liate is
XUFLQ O FDOO LW LOO WKHQ WUDQ IHU NLOO

WHFKQ O DQG NQ OHG H W P UH WKDQ

QH O FDO X OLHU DQG LOO LPXOWDQH X O

IDFLOLWDWH WHFKQ O GLIIX L Q X WUHDP

WKX DY LGLQ DQ QH DWLYH F Q HTXHQFH

FDX HG E WKH P Q OL WLF WDWX I D LQ OH

domestic supplier (Merlevede & Schoors,
2005). The foreign �rm provides a stable
GHPDQG I U LQ XW DQG F Q L WHQW WHFKQLFDO

D L WDQFH W O FDO F QWUDFW U HQDEOLQ WKHP

W EXLOG D W FN I H HULHQFHG HP O HH

DQG D U ULDWH K LFDO FD LWDO 0HUOHYHGH

& Schoors, 2005). It is therefore believed



5 6 5 21 2120 1 17 5 7 21

( (51 / ( 2120 6 5(9 (1r

that the indigenous �rms will bene�t from
WKH EDFN DUG OLQND H LOO YHU LQ LQFUHD LQ

U GXFWLYLW DQG F P HWLWLYHQH

)RUZDUG VSLOORYHUV ) U DUG LOO YHU

are the effects between foreign �rms and its
downstream local buyers. MNE af�liates are
the suppliers of local �rms, offering high
TXDOLW I LQ XW LWK WDEOH TXDQWLW DQG

UHD QDEOH WHUP I D PHQW +L K TXDOLW

input leads to a high quality of �nal products,
F QWULEXWLQ W U GXFWLYLW DQG HUI UPDQFH

improvement of local enterprises. Stable input
TXDQWLW DQG UHD QDEOH WHUP I D PHQW

helps local �rms not to “shop around” to �nd
other suppliers. Local �rms can take their
WLPH W F QFHQWUDWH Q LP U YLQ U GXFWL Q

PDUNHWLQ DQG PDQD HPHQW NLOO / FDO

�rms also learn from foreign suppliers’
U IH L QDOL P LQ DOO HF Q PLF WUDQ DFWL Q

OO WKH H HIIHFW K XOG OHDG W LWLYH

spillovers on local �rms’ productivity.

W WKH WKHU H WUHPH WKH LQ XW

manufactured locally by MNE af�liates might
EH W H HQ LYH DQG U Q W DGD WHG W DWL I

local requirements (Merlevede & Schoors,
7KHUHI UH I UHL Q LQYH WPHQW LQ LQ XW

industries may mainly be bene�cial to foreign
DUWQHU LQ WKH G Q WUHDP YDOXH FKDLQ K

DUH DOUHDG P UH U GXFWLYH DQG DUH DEOH W

XUFKD H WKH KL KHU TXDOLW EXW P UH H HQ LYH

PDWHULDO DQG LQWHUPHGLDWH 7KL LOO OHDG W

DQ LQFUHD HG U GXFWLYLW GLIIHUHQFH EHW HHQ

O FDO DQG I UHL Q HQWHU UL H DQG D QH DWLYH

I U DUG OLQND H LOO YHU I OO 0HUOHYHGH

&Schoors, 2005; Schoors&Van deTob, 2002).

,QwhuQDol DwlrQ wKhru

It is said that MNE af�liates are normally
P UH DGYDQFHG LQ WHFKQ O LFDO FD DELOLW

PDQD HULDO DQG PDUNHWLQ NQ OHG H

than indigenous �rms (Blomström, 1986).
+ HYHU KHUH L WKH XUFH I WKH H

privileged advantages of MNE af�liates?
7KH WKH U I LQWHUQDOL DWL Q L E UU HG LQ

WKL D HU W H ODLQ WKH D LQ KLFK 01(

af�liates in host countries obtained proprietary
NQ OHG H QHG E 01( LQ K PH F XQWULH

YLD DQ LQWHUQDOL LQ PHFKDQL P

,QWHUQDOL DWL Q WKH U L FUHGLWHG W %XFNOH

DQG&D Q LQ WKHLU E N WLWOHG 7KH)XWXUH

of the Multinational Enterprise” (Buckley
DQG &D Q 7KH FHQWUDO DU XPHQW

I LQWHUQDOL DWL Q WKH U L WKDW F P HWLWLYH

DGYDQWD H XFK D U ULHWDU WHFKQ O LFDO

NQ OHG H U D EUDQG QDPH QHG E DQ01(

in one country can be ef�ciently and effectively
H O LWHG LQ DQ WKHU E LQWHUQDOL LQ HYHUDO

LQWHUGH HQGHQW DFWLYLWLH LQ WKHYDOXHFKDLQXQGHU

F PP Q QHU KL %XFNOH 7KHDLP I

LQWHUQDOL LQ WKH H LQWHUGH HQGHQW DFWLYLWLH LQW

DQ 01( WHP UDWKHU WKDQ OLFHQ LQ WKHP W

LQGL HQ X HQWHU UL H L W DY LG LP HUIHFWL Q

LQ WKH H WHUQDO PDUNHW ,QWHUQDOL DWL Q U FH L

set at the margin where the costs and bene�ts
I IXUWKHU LQWHUQDOL DWL Q DUH HTXDOL HG 3XW

GLIIHUHQWO WKH WUDGH II EHW HHQ LQWHUQDOL LQ

U DQL DWL QDO NQ OHG H I DQ 01( LQW LW

af�liate in the host country and externalizing it
W G PH WLF DUWQHU %XFNOH L XLGHG

by the relative ef�ciency of organisationally
KLHUDUFKLFDO WUXFWXUH YHU X H WHUQDO PDUNHW LQ

WUDQ IHUULQ F P HWLWLYH D HW DFU QDWL QDO

E UGHU %XFNOH &D Q &KHQ

%XFNOH &D Q DU XH WKDW H WHUQDO

PDUNHW LP HUIHFWL Q HQF XUD H LQWHUQDOL DWL Q

This involves bene�ts such as the creation
I LQWHUQDO IXWXUH PDUNHW LP LWL Q I D

GL FULPLQDW U ULFLQ WHP DY LGDQFH I

WKH F W I ELODWHUDO EDU DLQLQ HOLPLQDWL Q I

EX HU XQFHUWDLQW DQG WKH PLQLPL DWL Q I WKH
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LP DFW I YHUQPHQW LQWHUYHQWL Q WKU X K

WUDQ IHU ULFLQ + HYHU DQ 01( KD W

WDNH LQW DFF XQW I WKH F W DUL LQ GXH W

LQWHUQDOL DWL Q LQFOXGLQ IUD PHQWDWL Q I WKH

PDUNHW LQWHUQDO F PPXQLFDWL Q F W OLWLFDO

U EOHP I I UHL QQH DQG PDQD HPHQW F W

LQ UXQQLQ F P OH PXOWL ODQW PXOWL FXUUHQF

HUDWL Q %XFNOH :KHQ WKH H F W

are equal or less than the bene�ts, internalisation
FFXU ,W KHO WKH 01( PD LPL H WKH UHQW

IU P NQ OHG H E UH HUYLQ WKH HOHPHQW I

natural monopoly. As a result, MNE af�liates
LQ WKH K W F XQWU H X HUL U DGYDQWD H

I WKH WHFKQ O PDQD HPHQW DQG PDUNHWLQ

NQ OHG H FUHDWHG DQG QHG E WKHLU DUHQW

company compared to indigenous �rms, which
EHF PH WKH XUFH I NQ OHG H WKDW XOG EH

LOOHG YHU W O FDO HQWHU UL H

OWK X K LQWHUQDOL DWL Q WKH U L DU XDEO

QH I WKH F UH WKH ULH LQ LQWHUQDWL QDO

EX LQH LW L D QHFH DU EXW Q W DGHTXDWH

F QGLWL Q W H ODLQ I UHL Q LQYH WPHQW

activity of �rms. Dunning (1981) argues
that, along with internalization, �rms need
W WDNH LQW F Q LGHUDWL Q I QHU KL

DGYDQWD H DQG O FDWL Q DGYDQWD H KHQ

PDNLQ GHFL L Q Q LQYH WLQ DEU DG 7KH

F PELQDWL Q I QHU KL DQG O FDWL Q

DGYDQWD H DQG WKH DELOLW W LQWHUQDOL H

WKH H DGYDQWD H I UP KL FDOOHG HFOHFWLF

DUDGL P U 2/, DUDGL P

7 EH DEOH W F P HWH XFFH IXOO LWK

local �rms, foreign �rms should possess one
U P UH QHU KL DGYDQWD H 2 QHU KL

DGYDQWD H KLFK FDQ U GXFH P Q OL WLF

UHQW 3HQU H GHULYH IU P GL WLQFWLYH

capabilities of �rms that competitor are unable

W LPLWDWH U DFFH LQ D K UW UXQ HWWLQ 7KH

P Q OL WLF UHQW K XOG EH ODU H HQ X K

to compensate for the foreignness that �rms
IDFH KHQ HUDWLQ LQ D QH DQG GLIIHUHQW

HQYLU QPHQW 2 QHU KL DGYDQWD H F XOG

EH HQG HQ X L H WHFKQ O PDQD HULDO

DQG HUDWL Q NQ OHG H U H HQ X L H

DFFH W IXQGLQ UD PDWHULDO DQG ODE XU

LQ WLWXWL QDOO UHODWHG DGYDQWD H F XOG EH

WDQ LEOH U LQWDQ LEOH

/ FDWL Q DGYDQWD H DUH LPP ELOH

IDFW U HQG PHQW WKDW FDQ F PELQH LWK

QHU KL DGYDQWD H W HQHUDWH P UH

YDOXH WKU X K )', WKDQ WKU X K H UW

7KH O FDWL Q DGYDQWD H F Q L W I KDUG DQG

IW IDFW U +DUG IDFW U DUH FKDUDFWHUL HG

E Q Q P ELOLW Q Q UHQH DEOLW XFK D

raw materials (oil, mining products). Soft
IDFW U DUH IWHQ LQ D FLDWL Q LWK WKH

LQ WLWXWL QDO HQYLU QPHQW XFK D WKH OHYHO I

WUDQ DUHQF I OH DO WHP HGXFDWL Q DQG

WKH TXDOLW I UNI UFH OHYHO I F UUX WL Q

0H HU

,QWHUQDOL DWL Q DGYDQWD H D GH FULEHG

DE YH LQ F PELQDWL Q LWK QHU KL

DGYDQWD H DQG O FDWL Q DGYDQWD H XOG

KHO DQ 01( WD F P HWLWLYH DQG PDLQWDLQ

DGYDQWD H X LWL Q LQ WKH K W F XQWULH

OWK X K HFOHFWLF DUDGL P L QH I WKH

P W LP UWDQW IUDPH UN W H ODLQ )', LW

L Q W LWK XW FULWLFL P 7KH 2/, IUDPH UN

L MX W D W O E W DQDO H )', UDWKHU WKDQ

D WKH U Q LW Q 7KH DUDGL P FDQ QO

IIHU D QD K W DW WKH WLPH I DQDO L ,W

IDLO W FD WXUH WKH G QDPLF P YHPHQW I

EX LQH OLIH D HOO D WKH QH WUHQG I

O EDO HF Q P XFK D O EDOL DWL Q DQG

WKH GHYHO PHQW I LQI UPDWL Q WHFKQ O

2 2 QHU KL DGYDQDWD H / / FDWL Q DGYDQWD H , ,QWHUQDOL DWL Q DGYDQWD H
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7Kh 5hvrXuFh %DvhG 9lh DQG ,wv
( whQvlrQ

%XLOGLQ Q WKH UN I 3HQU H DQG

QDPHG E %LU HU :HUQHUIHOW %LU HU:HUQHUIHOW

1984), the Resource-Based View (RBV) places
HP KD L Q DQ LQ DUG O NLQ YLH /DYLH

WKDW LGHDOL H WKH LQWHUQDO FD DELOLW

of a �rm. The RBV plays a critical role in
explaining �rms’ competitive advantage and,
LQ WXUQ EX LQH HUI UPDQFH FF UGLQ W

this theory, �rms are viewed as heterogeneous
EXQGOH I LGL QFUDWLF KDUG W LPLWDWH

UH XUFH DQG FD DELOLWLH %DUQH

Peteraf, 1993). Firms’ resources are “stocks of
DYDLODEOH IDFW U WKDW DUH QHG U F QWU OOHG

by the �rm” (Amit & Schoemaker 1993, p.35).
&D DELOLWLH DUH LQI UPDWL Q ED HG WDQ LEOH

or intangible processes that are �rm-speci�c
DQG DUH GHYHO HG YHU WLPH WKU X K F P OH

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

F P HWLWLYH DGYDQWD H FDQ EH LQIHUUHG

from resources and capabilities of a �rm if
WKH DUH YDOXDEOH UDUH Q Q F LDEOH DQG

Q Q XE WLWXWDEOH )LUP UH XUFH FDQ QO

F QWULEXWH W LW F P HWLWLYH DGYDQWD H DQG

performance when they enable the �rm to
F QGXFW EX LQH WUDWH WKDW KHO LQFUHD H

the �rm’s ef�ciency and effectiveness
%DUQH 7KH H YDOXDEOH UH XUFH

K HYHU K XOG Q W EH H HG E UHDO

or potential competitors if the �rm wants to
PDLQWDLQ LW F P HWLWLYH LWL Q U X WDLQ

LW F P HWLWLYH DGYDQWD H 3XW GLIIHUHQWO

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

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

U WKH DUH LP HUIHFWO LPLWDEOH 7KH OD W

HOHPHQW GULYLQ F P HWLWLYH DGYDQWD H I D

�rm is substitutability. Valuable, rare, and un-
imitable �rm resources should be unique with
Q DOWHUQDWLYH DYDLODEOH 2WKHU L H WKHU

F P HWLW U F XOG XWLOL H GLIIHUHQW UH XUFH

DLQLQ F P HWLWLYH DGYDQWD H & Q HTXHQWO

the �rmwould no longer be holding its current
F P HWLWLYH LWL Q

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

substitutable resources (VRIN model), they
FDQ DFKLHYH F P HWLWLYH DGYDQWD H DQG WKX

KL KHU EX LQH HUI UPDQFH E GH O LQ

YDOXH FUHDWLQ DQG XQLTXH WUDWH LH WKDW DUH

LP LEOH W UH U GXFH DQG HPXODWH E ULYDO

+DYLQ X HUL U U DQL DWL QDO WUXFWXUH DQG

systems, “�rms are pro�table not because they
HQ D H LQ WUDWH LF LQYH WPHQW WKDW PD GHWHU

HQWU DQG UDL H ULFH DE YH O Q UXQ F W

EXW EHFDX H WKH KDYH PDUNHGO O HU F W

U IIHU PDUNHGO KL KHU TXDOLW U U GXFW

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
UHODWL QDO YLH DQG FLDO QHW UN WKH ULH +H

explains how interconnected �rms combine
QHW UN UH XUFH DQG LQWHUQDO DWWULEXWH W

gain competitive advantage. These �rms’
F P HWLWLYH DGYDQWD H LQ D QHW UNHG

HQYLU QPHQW WXODWH WKH F PELQDWL Q I D

XE HW I KDUHG UH XUFH D XE HW I Q Q

shared resources, and each partner’s resources.
/DYLH U H I XU HOHPHQW I

UH XUFH ED HG F P HWLWLYH DGYDQWD H I D

focal �rm in an alliance, including internal
UHQW D U ULDWHG UHODWL QDO UHQW LQE XQG

LOO YHU UHQW DQG XWE XQG LOO YHU UHQW
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,QWHUQDO UHQW GHULYHG IU P LQWHUQDO

resources of the focal �rm, consist of Ricardian
UHQW DQG TXD L UHQW /DYLH 3HWHUDI

1993). Ricardian rents result from the rareness
I UH XUFH DQG TXD L UHQW UHIHU W WKH YDOXH

that the �rm is able to gain from its valuable,
UDUH DQG LQLPLWDEOH UH XUFH F P DUHG W WKH

value that other �rms may obtain from similar
UH XUFH /DYLH ,W L UWK Q WLQ

that internal rents under conventional RBV’s
HU HFWLYH GLIIHU IU P WKH UHQW LQ WKH H WHQGHG

IUDPH UN I /DYLH OWK X K E WK

consider internal rents to be the private bene�t
of the focal �rm, these rents are in uenced by
the inter-�rm resource complementarities in the
QHW UNHG F QWH W ,Q WKHU UG WKH YDOXH

I DQ LQWHUQDO UHQW L D IXQFWL Q I DOO LQWHUQDO

�rm attributes and the resources of all network
PHPEHU /DYLH

U ULDWHG UHODWL QDO UHQW DUH WKH

U UWL Q I UHODWL QDO UHQW H WUDFWHG

from relation-speci�c assets, knowledge-
KDULQ U XWLQH F P OHPHQWDU UH XUFH

and effective governance mechanism”
/DYLH 7KH DUH D F PP Q

bene�t generating from shared resources by
F PELQLQ H FKDQ LQ DQG F GHYHO LQ I

LGL QFUDWLF UH XUFH 7KH H UH XUFH DUH

LQWHQWL QDOO F QWULEXWHG DQG M LQWO H HG

by the focal �rm and its alliance member(s).
7KH D U ULDWL Q I XFK UHODWL QDO UHQW

GH HQG Q WKH DE U WLYH FD DFLW WKH GH UHH

I KDUHG UH XUFH F QWUDFWXDO DUUDQ HPHQW

UWXQL WLF EHKDYL XU DQG EDU DLQLQ HU

of the focal �rm (Lavie, 2006).

Inbound spillover rents are the bene�ts that
the focal �rm internalises its alliance partner(s)
UH XUFH 7KH H UHQW DUH H WUDFWHG IU P E WK

WKH KDUHG DQG Q Q KDUHG UH XUFH I WKH

DOOLDQFH DUWQHU & P HWLWLYH DGYDQWD H

GHULYHG IU P LQE XQG LOO YHU UHQW GH HQG

on the capacity of the local �rm to absorb
WKH KDUHG UH XUFH I LW DOOLDQFH DUWQHU

DQG Q WKH OHYHO I OHDND H I Q Q KDUHG

UH XUFH I WKH DUWQHU /DYLH

2XWE XQG LOO YHU UHQW UH HQW WKH FD DELOLW

I GLPLQL KLQ F P HWLWLYH DGYDQWD H I

the focal �rm to its network partner(s). It is
because the focal �rm’s resources are subject
W EH XQLQWHQWL QDOO OHDNHG WKDW WKH DUH

bene�cial to the alliance partner(s). Lavie
U H WKDW WKH P UH Q WLFHDEOH

WKH UWXQL WLF EHKDYL XU I WKH DOOLDQFH

DUWQHU DQG WKH WU Q HU WKHLU EDU DLQLQ

HU DQG DE U WLYH FD DFLW WKH UHDWHU WKH

focal �rm loss of outbound spillover rents.
W WKH DPH WLPH WKH WU Q HU WKH U WHFWLQ

mechanism used by the focal �rm is, the
PDOOHU WKH DI UHPHQWL QHG O L

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

speci�c attributes in business performance is
WKH WKH U I G QDPLF FD DELOLWLH 'UD LQ

on the work of Schumpeter (1942), scholars
KDYH IXUWKHU GHYHO HG WKH UL LQDO G QDPLF

capability framework. Representative work
LQFOXGH ' L 7HHFH :LQWHU DQG

Teece, Pisano, & Shuen (1997). The theory
I G QDPLF FD DELOLW H ODLQ WKH UHD Q

and the ways �rms develop competitive
DGYDQWD H LQ WKH ID W DQG LQFUHD LQ O FKDQ LQ

HQYLU QPHQW FF UGLQ W 7HHFH HW DO

the term ‘dynamic’ refers to �rms’ ability to
UHQH F P HWHQFH WKDW WKHLU WUDWH LH

DOL Q LWK WKH XQ UHGLFWDEOH XUU XQGLQ

The term ‘capabilities’ describes the vital
role of management to realise, recon�gure,
DGD W DQG D LPLODWH WKH LQWHUQDO WUHQ WK DQG

H WHUQDO UH XUFH W PDWFK WKH GHPDQG I WKH

UD LG FKDQ H 7HHFH HW DO GL FX WKUHH
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FDWH ULH I U FH H LWL Q DQG DWK

amongotheraspects thatgivea�rm’sdistinctive
competence and dynamic capabilities. A �rm’s
F P HWLWLYH DGYDQWD H DQG KHQFH HUI UPDQFH

GH HQG Q LW PDQD HULDO DQG U DQL DWL QDO

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

3U FH H DUHPDQD HULDO DQG U DQL DWL QDO

DWWULEXWH KLFK GHWHUPLQH U XWLQH DWWHUQ

I FXUUHQW UDFWLFH DQG OHDUQLQ LWKLQ

the �rm. Teece et al. (1997) argue that
U DQL DWL QDO U FH H F Q L W I WKUHH U OH

LQFOXGLQ F UGLQDWL Q LQWH UDWL Q OHDUQLQ

and recon�guration. Firstly, appropriately
F UGLQDWLQ LQWHUQDO DFWLYLWLH LWKLQ 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 HUI UPHG ID WHU DQG EHWWHU YLD UH HWLWL Q

DQG H HULPHQWDWL Q KHO LQ W LGHQWLI QH

U GXFWL Q UWXQLWLH 7KLUGO W DLQ

and sustain competitive advantage, the �rm
must ‘keep an eye’ on the market movement
DQG EH LOOLQ W DG W EH W UDFWLFH ,Q D

rapidly changing environment, the �rm needs
W UHDUUDQ H DQG WUDQ I UP LW D HW WUXFWXUH

DOL QLQ LW LWK H WHUQDO UHTXLUHPHQW W WD

competitive (Amit & Schoemaker, 1993).

Position refers to �rm’s internal and
H WHUQDO D HW 7KH LQFOXGH WHFKQ O LFDO

assets, complementary assets, �nancial
D HW UH XWDWL QDO D HW WUXFWXUDO D HW

LQ WLWXWL QDO D HW PDUNHW WUXFWXUH D HW

DQG U DQL DWL QDO E XQGDULH 3DWK UHIHU W

the various strategies available to the �rm. In
other words, the �rm’s strategic alternatives
DUH GULYHQ E LW FXUUHQW LWL Q DQG WKH IXWXUH

paths. The �rm’s current position depends

ODU HO Q WKH D W DWK 7KL D U DFK

UHF QL H WKH KL W U U DWK GH HQGHQW

QDWXUH I WKL U FH 7HHFH HW DO 7KL

L DO HP KD L HG LQ WKH DFFXPXODWL Q WKH U

'LHULFN & O DFF UGLQ W KLFK

the �rm has to accumulate resources over
time. While the �rm can buy some resources
IU P WKH PDUNHW H UHFUXLW H OH DQG EX

PDWHULDO DQG WHFKQ O LH WKHU WUDWH LF

UH XUFH DUH Q Q WUDGDEOH 'LHULFN & O

) U LQ WDQFH F U UDWH UH XWDWL Q DQG

WKH DELOLW W GHYHO LQQ YDWL Q LQWHUQDOO

FDQQ W EH E X KW IU P WKH PDUNHW 'LHULFN

& Cool, 1989). Instead, the �rm can build and
GHYHO XFK UH XUFH LQWHUQDOO 'LHULFN

& O DU XH WKDW EHLQ Q Q WUDGDEOH

the �rm-speci�c component is accumulated
internally. The idiosyncratic nature of �rm
speci�c assets is the cumulative result of
LP OHPHQWLQ F Q L WHQW OLFLH YHU WLPH

,Q WKHU UG VWRFNV I UH XUFH DUH

DFFXPXODWHG E FK LQ D U ULDWH DWK

I ows I UH XUFH YHU D HUL G I WLPH

'LHULFN & O 7KH W FN

I UH XUFH DW WLPH W L WKHUHI UH OLQNHG W

the accumulation of ows of resources at
WLPH W W W FF UGLQ W DFFXPXODWL Q

theory, these may enable the �rm to achieve a
ULYLOH HG F P HWLWLYH DGYDQWD H UHODWLYH W LW

F P HWLW U DQG LQ WXUQ EHWWHU HUI UPDQFH

( SorlwDwlrQ h SoruDwlrQ IuDph ruN
( O LWDWL Q H O UDWL Q IUDPH UN L

DQ WKHU LP UWDQW IUDPH UN W H ODLQ WKH

ability of �rms to bene�t (or not) from FDI
LOO YHU ( O LWDWL Q UHIHU W WKH DELOLW I

�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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D LPLODWH XFFH IXOO H WHUQDO NQ OHG H

FD WXULQ E WHUP XFK D HDUFK YDULDWL Q

risk taking, experimentation, play, exibility,
discovery, innovation” (March, 1991, p.71).
0DUFK DU XH WKDW H O LWDWL Q DQG

H O UDWL Q H L W LQ D F P OHPHQWDU DQG

F P HWLQ HDFK WKHU 7KH DUHF P OHPHQWDU

LQFH E WK DUH H HQWLDO I U U DQL DWL Q 7KH

DO F P HWH HDFK WKHU I U FDUH UH XUFH

7KHUHI UH U DQL DWL Q QHHG W PDNH

FK LFH EHW HHQ WKH W 7KH FK LFH FDQ EH

justi�ed between gaining new capability with
LP U YLQ IXWXUHUHWXUQ DQGLP U YLQ FXUUHQW

UHWXUQ E X LQ WKH DYDLODEOH UH XUFH 3XW LW

differently, it is the choice between re�ning of
DQ H L WLQ WHFKQ O DQG DFTXLULQ D QH

LQYHQWL Q 8QGHU WDQGLQ WKH UHODWL Q KL DQG

LP U YLQ WKH EDODQFH EHW HHQ H O LWDWL Q

and exploration helps �rm gain competitive
DGYDQWD H YHU F P HWLW U

( O LWDWL Q FDQ U GXFH WDEOH DQG

UHGLFWDEOH XWF PH ( O LWLQ H L WLQ

internal resources helps �rm to sharpen
FXUUHQW F P HWLWLYH HD Q DQG W HOHFW WKH

P W F P HWLWLYH F PELQDWL Q + HYHU

I FX LQ H WHQ LYHO Q H O LWDWL Q OLPLW

�rm within its organizational boundaries
and prevent �rm from knowing new external
GHYHO PHQW & QYHU HO H O UDWL Q

enables �rms to catch up with the new
WUHQG + HYHU H O UDWL Q L XQ WDEOH

XQ UHGLFWDEOH DQG OH FHUWDLQ 7KH FHQWUDO

DU XPHQW I H O LWDWL Q H O UDWL Q

framework is that �rms need to accumulate
NQ OHG H DQG H HULHQFH W HQKDQFH

H O LWDWL Q DELOLW LQ UGHU W EH EHWWHU DW

H O ULQ QH UWXQLWLH

,QGXvwulDo ruJDQl DwlrQ hFrQrplFv

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

structure of, and boundaries between, �rms
DQG PDUNHW 7KH FHQWUDO DU XPHQW I WKL

school of thought is that �rm performance
DQG LW WUDWH LF GHFL L Q GH HQG Q WKH

conditions of an industry that �rm belongs
W 3 UWHU 7KH H F QGLWL Q LQFOXGH

EXW DUH Q W OLPLWHG W LQGX WU F P HWLWL Q

EDUULHU W HQWU EDUULHU W H LW DQG

LQWHUDFWL Q EHW HHQ LQGX WULH KLFK FDQ

de�ne the advantageous position of a �rm
:DQ + Q .DI XU % DWHQ

%XLOGLQ Q WKL IUDPH UN H FDQ DU XH

that the ability of �rms to assimilate external
knowledge generated by foreign �rms is
D FLDWHG LWK WKH OHYHO I F P HWLWL Q I WKH

LYHQ LQGX WU ,I WKH UH XUH I F P HWLWL Q

is increasing, �rms tend to collaborate with
WKHU W HQHUDWH LQQ YDWL Q DQG W X UDGH

WKH FXUUHQW WHFKQ O W WD F P HWLWLYH

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

,QGX WULDO U DQL DWL Q HF Q PLF LW

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

3HUI UPDQFH DUDGL P 7KH F QGXFW I

WKH EX HU DQG HOOHU UHIHU W DFWLYLWLH XFK

as capacity utilisation, R&D, pricing strategy
and promotion, inter�rm collaboration and
F P HWLWL Q 7KH WUXFWXUH I LQGX WU L WKH

determinant of buyer’s and seller’s conduct,
LQFOXGLQ WKH OHYHO I WHFKQ O WKH QXPEHU

DQG L H I F P HWLW U WKH OHYHO I YHUWLFDO

LQWH UDWL Q DQG WKH OHYHO I EDUULHU W HQWU

DQG H LW 7KH WUXFWXUH F QGXFW HUI UPDQFH

paradigm indicates that �rm performance might
GH HQG Q WKH OHYHO I WKH LQWHUDFWL Q EHW HHQ

GLIIHUHQW LQGX WULH KLFK LP DFW X Q WKH

ability of �rms to receive bene�cial externalities.
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rQFoXvlrQv

7KL D HU HW WKH WKH UHWLFDO I XQGDWL Q

I U WKH IXWXUH WXG I )', LOO YHU 7KH

UHYLH HG )', LOO YHU OLWHUDWXUH L HOO

GHYHO HG LWK D LGHO DFNQ OHG HG

WKH U I WKUHH FKDQQHO I U )', LOO YHU

QDPHO F P HWLWL Q GHP Q WUDWL Q DQG

HP O HH P ELOLW 7KH H H ODLQ K

knowledge can ow from foreign �rms to
indigenous �rms, horizontally and vertically.
+ HYHU WKH WKH U FDQ QO H ODLQ WKH

QDUU KHQ PHQ Q I HF Q PLF DFWLYLWLH

of foreign �rms and local �rms. Therefore, it
L QHFH DU W WHPDWL H YDUL X WKH UHWLFDO

IUDPH UN IU P HF Q PLF EX LQH

DQG PDQD HPHQW G PDLQ W EHWWHU UHYHDO

WKH F P OH LW I H WHUQDOLWLH KHO LQ X

XQGHU WDQG K DQG K GLIIHUHQW HF Q PLF

HQWLWLH F XOG OHDUQ IU P HDFK WKHU HYHQ

there is no direct link am ong them. The RBV,
G QDPLF FD DELOLW LQGX WULDO U DQL DWL Q

HF Q PLF DQG H O UDWL Q H O LWDWL Q

IUDPH UN HUH GL FX HG

The RBV indicates that �rms are
KHWHU HQH X Q DFF XQW I LGL QFUD LH

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
DO LQWU GXFHG LQ UGHU W KHO H ODLQ K

�rms develop their bundles of idiosyncrasies
over time in order to bene�t from FDI
LOO YHU 0HDQ KLOH WKH WKH U I WKH

LQGX WULDO U DQL DWL Q HF Q PLF IIHU D

F P OHPHQWDU YLH WDWLQ WKDW WKH DELOLW

of �rms to reap any reward stemming from
foreign �rms through spillover effects is
LP DFWHG E WKH H WHUQDO HQYLU QPHQW 7KL

YLH L X UWHG E 0DUFK WDWLQ

that �rms need to balance between exploiting
H L WLQ UH XUFH DQG H O ULQ QH

NQ OHG H IU P XW LGH LQ UGHU W LP U YH

U GXFWLYLW HUI UPDQFH q
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