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, wuRg FwlR

7K RU VXJJ VWV WKdW LPSdFWV Ri )RU LJQ
'LU FW ,QY VWP QW )', PdQLi VW WK PV Y V
LQ WK iRUP Ri VSL RY UV RU [W UQd LWL V WKdW
have important in uences on the performance
of domestic �rms (Eapen, 2012). However,
empirical �ndings on FDI spillovers are
con icting. Although many studies �nd possive
and signi�cant FDI spillovers, other analyses
�nd that FDI spillovers have either negligible
or even negative in uence on �rm performance
(Barbosa & Eiriz 2009). These mixed results
KR G iRU ERWK G Y RS G dQG G Y RSLQJ
economies (Görg & Greenaway 2004),
VXJJ VWLQJ WKdW WK U LV QR XQLY UVd U dWLRQVKLS
between inward FDI and host �rm performance.

7K V PL[ G U VX WV dQG WK Q G iRU E WW U

S UF SWLRQ Ri )', VSL RY UV QFRXUdJ WK

dXWKRU WR FRQGXFW WKLV VWXG 7K U dU PdQ

VWXGL V LQ LW UdWXU LQY VWLJdWLQJ)',VSL RY UV

$EVwuDFw

There isa richbodyof researchonFDI spillovers, however, the �ndings are not conclusive.
KH PL HG UHVXOWV VXJJHVW WKDW ) , VSLOORYHUV PD FRPH IURP GLIIHUH W VRXUFHV RWKHU

than three mostly mentioned in literature (i.e. demonstration, competition, and employee
movement). This paper proposes that the external effects also happen between different
sectors. Put differently, local manufacturing �rms can be, either positively or negatively,
impacted by foreign service �rms; and local service �rms can be, in the same vein, affected
by foreign manufacturing �rms. The mechanism for this is described via three new channels:
servitization, manufacturization, and knowledge-intensitve business service. The �ndings
show that there exists FDI spillovers between manufacturing and service sectors.

.H RugV ) , VSLOORYHUV VHUYLWL DWLR PD XIDFWXUL DWLR N R OHGJH L WH VLYH

business service.
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LQ WK PdQXidFWXULQJ V FWRU KRZ Y U i Z
U V dUFK V [dPLQ V WK LQW UdFWLRQ E WZ Q
WK PdQXidFWXULQJ dQG V UYLF V V FWRUV LQ
VKdSLQJ )', VSL RY UV dQG S UiRUPdQF
outcomes. While �rm performance depends
on a spectrum of factors (Mors, 2010),
�rms in two sectors are often considered as
LQG S QG QW iURP dFK RWK U ,Q RWK U ZRUGV
WK WZR V FWRUV PLJKW E V Q dV LQG S QG QW
RQ V VR QR LPSdFW iURP RQ WR WK RWK U V FWRU
FdQ E REV UY G 7KXV LW LV LN WKdW d L U
VWXGL V dU GLVWRUW G E WK idFW WKdW WK GR
QRW dFFRXQW iRU d FKdQQ V Ri )', VSL RY UV

1(V LQ V UYLF V FWRU dU LQLWLd YL Z G
dV VV FdSdE Ri WUdQVi UULQJ NQRZ GJ WR
indigenous �rms than manufacturing ones.
1(V LQ V UYLF V FWRU dU RiW Q WK GULYLQJ

iRUF E KLQG WK WUdQVi U Ri Q Z W FKQR RJL V
and skills (Miozzo & Grimshaw 2008). Our
VWXG [dPLQ V )', VSL RY UV E WZ Q
PdQXidFWXULQJ dQG V UYLF LQGXVWUL V LQ WK
. 7KLV Pd QdE V XV WR E WW U XQG UVWdQG

WK LQW UdFWLRQ E WZ Q WK WZR V FWRUV dQG
Pd dVVLVW KRVW FRXQWU SR LF WR Ed dQF WK
FRQWULEXWLRQ Ri ERWK V FWRUV UdWK U WKdQ iRFXV
RQ WK V UYLF V ZKLFK LV ZKdW W SLFd
KdSS QV LQ G Y RS G FRXQWUL V VXFK dV WK
US and the UK (Pisano &Shih 2009).

7R WKLV QG Z G Y RS d WK RU WLFd
iUdP ZRUN WR [S dLQ dQG W VW FURVV V FWRU
)', VSL RY UV 7R FRQF SWXd L] KRZ )',
spillovers impact �rm performance, the
iUdP ZRUN dFFRXQWV iRU GLY UV VRXUF V Ri
external knowledge that local �rms may
dFF VV % FRQF SWXd LVLQJ WK VSL RY UV WKdW
WdN S dF WKURXJK WK LQW UdFWLRQ E WZ Q WK
PdQXidFWXULQJ dQG V UYLF V FWRUV LW [W QGV
SULRU WK RU RQ )', WKdW dUJ iRFXV V
RQ WKU FKdQQ V Ri VSL RY UV QdP
FRPS WLWLRQ G PRQVWUdWLRQ ii FWV dQG

PS R V PREL LW 7KLV LV LPSRUWdQW iRU
LQW UQdWLRQd EXVLQ VV ,% WK RU dQG d VR
Rii UV P dQLQJiX PSLULFd NQRZ GJ dV WR
KRZPdQdJ UV dQG SR LF PdN UV FdQ QKdQF
WK SRVLWLY LPSdFW dQG PLQLPL] WK Q JdWLY
in uence of the inward FDI.

7KHRuHwlFDo IuDpH RuN D g uHVHDuFK

K SRwKHVHV

7K N SU PLV Ri WKLV VWXG LV WKdW FURVV
V FWRU VSL RY UV iURP 1( PdQXidFWXULQJ
af�liates to local service �rms and fromMNE
service af�liates to domestic manufacturing
�rms play a role in explaining variations in
performance of �rms in the two sectors. This
SURSRVLWLRQ U VWV XSRQ WK YL Z WKdW WK U LV
d VWURQJ U dWLRQVKLS E WZ Q PdQXidFWXULQJ
dQG V UYLF dV WK WZR RiW Q KdY WR E
LQW JUdW G WR Rii U LQQRYdWLY SURGXFWV WR WK
PdUN W dQXidFWXU GSURGXFWVU RQYdULRXV
V UYLF V VXFK dV G VLJQ VRiWZdU PdUN W
research and �nancial services. Similarly,
LW LV RiW Q LPSRVVLE WR G LY U V UYLF V
ZLWKRXW WK XV Ri PdQXidFWXU G JRRGV
(Daniels &Bryson 2002). For this reason, we
dUJX WKdW WK dEL LW VXFF VViX WR LQW JUdW
WK WZR FdQ E d VWURQJ VRXUF Ri FRPS WLWLY
advantage for a �rm, and a starting point for
FURVV V FWRU VSL RY UV : FRQF SWXd L]
WKdW VXFK FURVV V FWRU VSL RY UV E WZ Q
manufacturing and service �rms take place
WKURXJK WKU FKdQQ V G SLFW G LQ )LJXU
7K V FKdQQ V iRVW U WK U dWLRQVKLS Ri dQG
G FU dV WK ERUG UV E WZ Q PdQXidFWXULQJ
dQG V UYLF 7KLV LQW UdFWLRQ idFL LWdW V
dUQLQJ dQG NQRZ GJ [FKdQJ iURP RQ

V FWRU WR dQRWK U WKXV J Q UdWLQJ VSL RY U
effects. The next sections esh out these
dVS FWV Ri RXU iUdP ZRUN

7K UR RiV UYLWLVdWLRQdQGPdQXidFWXULVdWLRQ
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7K W UP V UYLWLVdWLRQ U i UV WR WK idFW
WKdW V UYLF LV LQFU dVLQJ LQW JUdW G LQWR
PdQXidFWXULQJ SURGXFWV WR dGG PRU Yd X
WR WUdGLWLRQd SXU PdQXidFWXULQJ JRRGV
(Baines et al. 2009). Manufacturing �rms
PRY Y UWLFd GRZQVWU dP XSVWU dP WR
KdY PRU FRQWUR RY U WK LU VXSS FKdLQ E
LQFU dVLQJ WK UdQJ Ri V UYLF V Rii U G 7KLV
PdN V WK P F RV U WR WK LU FXVWRP UV dE WR
VdWLVi WK LU Q GVdQG QKdQF WK S UiRUPdQF
Ri WK EXVLQ VV )RU [dPS ZKL FdUV dU
WUdGLWLRQd V Q dV PdQXidFWXULQJ SURGXFWV
WK QRZ FRP ZLWK YdULRXV PE GG G
V UYLF V LN *36 QdYLJdWLRQ V VW P V FXULW
WUdFNLQJ G YLF V LQW JUdW G PREL SKRQ V dQG
�nancial services (Daniels & Bryson 2002).

7K PE GG G V UYLF V LQ PdQXidFWXU G
SURGXFWV Pd VWdUW iURP WK VLPS VW GLVFU W
iRUPV VXFK dVERRN N SLQJdQG dGPLQLVWUdWLRQ
WR WK PRVW FRPS LFdW G RQ V VXFK dV 5 '
PdUN WLQJ dQG SURGXFW G VLJQ 6FKP QQ U
2009). Due to the development of mass
SURGXFWLRQ dQG WUdQVSRUWdWLRQ W FKQR RJ
dV Z dV WK U tXLU P QW Ri FXVWRPLVdWLRQ
V FW G V UYLF V KdY JUdGXd E Q EXQG G
LQWR WK PdQXidFWXULQJ V VW P E LQW JUdWLQJ
iRUZdUG LQWR GLVWULEXWLRQ dQG VRP WLP V
EdFNZdUG LQWR VXSS 7K U KdV E Q dQ

dFF UdWLRQ Ri V UYLWLVdWLRQ LQ PdQXidFWXULQJ
ZK U WK PdQXidFWXULQJ SURF VV LV E FRPLQJ
a service process” (Daniels & Bryson 2002, p.
987).

6 UYLF ZdV WUdGLWLRQd V QdV dQ F VVdU
evilofmarketingstrategy(Gebaueretal.2006),
dQG RU VLPS dV dQ dGG RQ WR PdQXidFWXULQJ
products (Gebauer & Friedli 2005). However,
WKLV S UF SWLRQ KdV FKdQJ G GUdPdWLFd LQ
idYRXU Ri WK RSSLQLRQ dFF SWLQJ V UYLF dV
dQ LQW JUd SdUW Ri WK FRUSRUdW VWUdW J Ri
manufacturing companies, acting as a pro�t
GULY Q dQG GLii U QWLdWLQJ idFWRU LQ dQ QWLU
LQW JUdW G SURGXFW dQG V UYLF EXQG %dLQ V
et al. 2009). Manufacturing �rms consider
V UYLF dV d FULWLFd SdUW dGGLQJ Yd X WR WK LU
�nal products (Gebauer et al. 2006) where
WK PdQXidFWXU G SURGXFW LV RQ d SdUW Ri
the offering (Oliva & Kallenberg 2003). It
Pd dFW dV WK PRVW SRZ UiX WRR WR RS Q WK
GRRU WR iXWXU EXVLQ VV :LV %dXPJdUWQ U

&RPS WLWLRQ dQG LQVWLWXWLRQd FKdQJ V
encourage manufacturing �rms to move up
dQG GRZQ WK Yd X VWU dP dGGLQJ V UYLF
FRPSRQ QWV WR FU dW G VLU G RXWFRP V iRU
customers (Miller et al. 2002).

,QSdUd WRV UYLWLVdWLRQ PD XIDFWXULVDWLR

LV WK SURF VV ZK U V UYLF LV V VW PdWLFd

)l uH 7KHRuHwlFDo IuDpH RuN IRu FuRVV VHFwRu VSlooR HuV
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S dQQ G WR Rii U PRU G VLJQ G VWdQGdUGL] G
RXWSXWV dV LQ PdQXidFWXULQJ 6XQGER
dQXidFWXULVdWLRQ LV dQ LQ YLWdE WU QG

LQ WK V UYLF LQGXVWU dQG FdQ E d VWURQJ
competitiveweapon of �rms. It pushes service
companies closer to manufacturing �rms,
idFL LWdWLQJ NQRZ GJ [FKdQJ E WZ Q
WZR V FWRUV ,QFU dVLQJ FRPS WLWLRQ U tXLU V
V UYLF FRPSdQL V WR XWL LV ERWK W S V Ri
W FKQR RJ KdUG dQG VRiW RULJLQdWLQJ iURP
PdQXidFWXULQJ $V NQRZ GJ J Q UdW G E
manufacturing MNE af�liates is relevant
and useful to service �rms, it can easily
E dEVRUE G J Q UdWLQJ FURVV V FWRU )',
VSL RY UV 7KLV SURF VV PdW ULd L] V YLd WK
SU V QF Ri WD JLEDOLVDWLR

7dQJLEd LVdWLRQ U i UV WR WK LQFU dVLQJ
WU QG Ri WdQJLEL LW LQ V UYLF ZKLFK S d V
a critical role in the success of service �rms
(Tarn 2005). Tangibility is an integral part
Ri V UYLF dQG KdV E Q ZLG [dPLQ G LQ
V UYLF PdUN WLQJ LW UdWXU 3dUdVXUdPdQ
et al. 1988; Chang & Tarn 2008). Although
WdQJLE dQG LQWdQJLE dVS FWV dU QRUPd
FRQVLG U G WR E WZR QGV Ri PdQXidFWXULQJ
V UYLF VS FWUXP PRVW V UYLF V dU WRGd
Rii U G dV d PL[WXU Ri WdQJLE dQG LQWdQJLE

P QWV WKdW iRUPV WK FRQWLQXXP Ri WK WZR
(McQuarrie & Phillips 2005). Globally, �erce
FRPS WLWLRQ SXWV PRU SU VVXU RQ V UYLF
FRPSdQL V WR LQFU dV WK WdQJLE FRQW QWV Ri
PdQ dVS FWV Ri WK LU V UYLF SURGXFW dV WK
WU WR ZLQ FXVWRP UV K dUWV dQG PLQGV / YLWW
(1981) points out that service �rms assure
SURVS FWLY FXVWRP UV dERXW WK LU QRQ SU
W VWdE LQWdQJLE SURGXFWV E JRLQJ E RQG
the prescribed presentation of speci�cations
dQG dGY UWLV P QWV 7dQJLEd LVLQJ dQG
FRQFU WLVLQJ V UYLF V E PdNLQJ URXWLQ
LQWdQJLE SURPLV V WdQJLE K S WR LPSURY

FRPS WLWLY Q VV )RU [dPS KRW V
WdQJLEd LV WK LU LQWdQJLE SURGXFW E
ZUdSSLQJ GULQNLQJ J dVVZLWK iU VK WUdQVSdU QW
S dVWLF EdJV dQG S dFLQJ VdQLWL] G EdQGV RQ
WRL W V dWV VLJQd LQJ WKdW WK URRP LV WRWd
F dQ G dQG U dG iRU XV 7K d VR SURYLG
RWK U YLVLE PdW ULd V PE GG G ZLWK WK LU
corporate images such as brochures, lea ets,
WRRWKEUXVK V dQG WRRWKSdVW WF iRU WK LU
FXVWRP UV

6 UYLWLVdWLRQ dQG WdQJLEd LVdWLRQ E XU WK
ERXQGdU E WZ Q PdQXidFWXULQJ dQG V UYLF
idFL LWdWLQJ NQRZ GJ VSL RY UV dFURVV
V FWRUV 7K V WZR SURF VV V VWU QJWK Q dQG
enrich the internal capacity of local �rms by
ERUURZLQJ dQG LQW UQd LVLQJ WK VKdU G dQG
QRQ VKdU G U VRXUF V Ri WK LU iRU LJQ SdUWQ UV
7K d VR QKdQF FURVV V FWRU FR dERUdWLRQ
K SLQJ WR LPSURY WK NQRZ GJ EdV Ri
EXVLQ VV V ZKLFK VWU QJWK QV WK RFd V UYLF
�rms’ ability to internalise FDI externalities.

7KH uRoH RI N R oHg H l wH Vl H E Vl HVV

VHu lFH .,%6

.QRZ GJ LQW QVLY EXVLQ VV V UYLF
(KIBS) is de�ned as “economic activities
ZKLFK dU LQW QG G WR U VX W LQ WK FU dWLRQ
dFFXPX dWLRQ RU GLVV PLQdWLRQ Ri NQRZ GJ
(Miles et al., 1995, p.18). KIBS is widely used
WR U i U WR d JURXS Ri EXVLQ VV V UYLF V ZKLFK
Rii U NQRZ GJ FRQW QW V UYLF V WR RWK U
RUJdQLVdWLRQV iRU [dPS dFFRXQWLQJ dQG
PdQdJ P QW FRQVX WLQJ V UYLF V dGY UWLVLQJ
dQG PdUN WLQJ U V dUFK ,7 V UYLF V U V dUFK
dQG G Y RSP QW QJLQ ULQJ dQG W FKQLFd
V UYLF V 7K dU SULYdW FRPSdQL V RU
RUJdQLVdWLRQVZKR U K dYL RQ SURi VVLRQd
NQRZ GJ L NQRZ GJ RU [S UWLV
related to a speci�c discipline or functional
GRPdLQ WR VXSS LQW UP GLdW SURGXFWV dQG



5 6 5 21 2120 1 17 5 7 21

( ( 1 / ( 2120 6 ( (1r

V UYLF V WKdW dU NQRZ GJ EdV G G Q
Hertog, 2000, p.505).

7K LQFU dVLQJ UR Ri .,%6 LV
U SU V QWdWLY Ri WK LQFU dVLQJ LPSRUWdQF
Ri WK NQRZ GJ EdV G FRQRP ZK U
KXPdQ FdSLWd LV F QWUd WR FRQRPLF
development (Hipp & Grupp, 2005) and
NQRZ GJ LV d EdVLF FRU Ri FRPS W QFL V
,Q dGGLWLRQ WK WU QG Ri RXWVRXUFLQJ V UYLF V
WKdW Z U SU YLRXV EXL W LQ KRXV WK
LQW UQdWLRQd LVdWLRQ Ri V UYLF V WK LQFU dVLQJ
Y Ri J REd FRPS WLWLRQ dQG WK LQFU dVLQJ

G PdQG Ri F UWdLQ V UYLF V idFL LWdW WK
growth of KIBS (Miles, 2005). The growth
of KIBS also re ects the upward demand of
NQRZ GJ LQSXWV LQ LQGXVWU K SLQJ WK P WR
iRFXV RQ FRU FRPS W QFL V dQG WR PSKdVLV
LQWdQJLE P QWV Ri SURGXFWV L V
2005), as previously discussed in servitisation
V FWLRQ : dUJX WKdW .,%6 Pd dFW dV dQ
LQW UP GLdU FRQY LQJ NQRZ GJ VSL RY UV
from MNE af�liates to local �rms.

7K LPSRUWdQF Ri .,%6 dV dQ dJ QW
Ri LQQRYdWLRQ LV FRPPRQ GLVFXVV G )RU
[dPS *dUF d 4X Y GR dV 9 UG
(2008) argue that KIBS �rms are carriers,
idFL LWdWRUV FU dWRUV PRX G UV dQG d VRXUF
Ri LQQRYdWLRQ WUdQVi UULQJ NQRZ GJ WR
WK LU F L QWV ZK Q VXSSRUWLQJ WK LQQRYdWLRQ
processes of �rms. They collect knowledge
iURP YdULRXV VRXUF V FR SURGXF NQRZ GJ
ZLWK F L QWV QULFK WK LU LQW UQd NQRZ GJ
EdV dQG GLVV PLQdW LW WR RWK U RUJdQLVdWLRQV
(He &Wong, 2009). KIBS serves as a dynamic
VRXUF Ri tXdVL J Q ULF NQRZ GJ FdSWXULQJ
dQG dEVRUELQJ WK WdFLW dQG J Q ULF NQRZ GJ
dYdL dE LQ dQ FRQRP dQG WK Q VSU dGLQJ
it to knowledge seekers (Antonelli, 1998). It
LQNV YdULRXV idFWRUV WRJ WK U XQLQW QWLRQd
E FR FWLQJ dQG VKdULQJ NQRZ GJ 7K

P FKdQLVP XQG U ZKLFK .,%6 idFL LWdW V
knowledge spillovers from foreign �rms to
RFd EXVLQ VV V LV [S dLQ G LQ WK iR RZLQJ
SdUdJUdSKV

.,%6 dU FUXFLd WR ERWK iRU LJQ dQG
domestic �rms. Foreign �rms face numerous
LQVWLWXWLRQd FKd QJ V ZK Q GRLQJ EXVLQ VV
LQ d Q Z KRVW FRXQWU 7K SU VVXU LV
VWURQJ U VWL LQ G Y RS G FRXQWUL V ZK U WK
competitiveness of �rms depends increasingly
RQ NQRZ GJ FRQW QW Ri WK SURGXFWV
(Corrocher, Cusmano, Morrison, 2009).
$FWLQJ dV d EULGJ Ri LQQRYdWLRQ WK .,%6
K SV WK P WR FRPS ZLWK Jd U JX dWLRQV
(Miles, 2003), to understand better the local
PdUN WV FXVWRP U WdVW dQG FRQVXPSWLRQ
patterns. KIBS is also bene�cial to local
�rms when offering advice and suggestions
RQ PdQdJ ULd dQG RUJdQLVdWLRQd LVVX V
especially for larger �rms (García-Quevedo
& Mas-Verdú, 2008). The intermediate role
Ri .,%6 LQ NQRZ GJ VSL RY UV LV SU V QW G
WKURXJK WKU VWdJ V QdP NQRZ GJ
dFtXLVLWLRQ NQRZ GJ FRPELQdWLRQ dQG
NQRZ GJ WUdQVi U

)URP WK dERY P QWLRQ G V FWLRQ Z ZL
W VW WK iR RZLQJ K SRWK VLV

) , L WKH VHUYLFHV VHFWRU DIIHFWV

the performance of local �rms in the
PD XIDFWXUL J VHFWRU D G YLFH YHUVD ) ,

L WKH PD XIDFWXUL J VHFWRU DIIHFWV WKH

performance of �rms in the service sector).
(pSlulFDo $ Do VlV

6DpSoH D g gDwD

Using Thomson One Banker, a panel
data of 10-year period (1997–2006) is
FU dW G LQF XGLQJ ZLG UdQJ Ri YdULdE V
of �rms’ value added, capital, employees,
dQG 5 ' [S QGLWXU ,QGXVWU Y GdWd
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iRU LQGXVWUL V Ri WK . V LQZdUG )',
was collected from the Of�ce for National
Statistics (ONS). The datasets were cleaned
dQG G SU FLdW G ZLWK dSSURSULdW G SU FLdWLRQ
indices, also obtained from the ONS.

The initial sample includes 2,092 �rms
in various industries in the UK for 10 years
from 1997 to 2006. We exclude 420 �rms that
GR QRW U SRUW dQ Ri WK iR RZLQJ YdULdE V
for the entire 10 years period: employee
compensation, net/gross �xed capital stock,
5 ' [S QGLWXU : [F XG dQRWK U
572 �rms that have only one observation
ZKLFK GR V QRW d RZ XV WR [ FXW WK */6
technique). We also drop 128 outliers of value
dGG G WKdW LV U SRUW G dUJ U WKdQ Vd V $iW U
F dQLQJ WK ZRUNdE VdPS LQF XG V dQ
unbalanced data set of 1,230 �rms with 7,769
REV UYdWLRQV dQ dY UdJ Ri REV UYdWLRQV
S U JURXS

7KH pRgHo

7K FRQRP WULF iUdP ZRUN Ri SURGXFWLRQ
iXQFWLRQ PS R G LQ WKLV VWXG KdV E Q
[W QVLY XV G iRU Q dU iRXU G FdG V :
dGRSW WK QRWLRQ Ri VSL RY UV XV G E WK
* RE UPdQ % RPVWU P 3 UVVRQ
(1983), Kokko (1994), Kafouros & Buckley
(2008) and Kafouros et al., (2012). If the
SU V QF Ri iRU LJQ LQY VWP QW LV iRXQG WR
have a signi�cant positive (or negative) effect
RQ WK S UiRUPdQF Ri RFd QW USULV V diW U
dFFRXQWLQJ iRU WK ii FWV Ri RWK U YdULdE V
LW LV WK Q FRQF XG G WKdW VSL RY UV [LVW
7K RJdULWKPLF WUdQViRUP G PRG diW U
accounting for time (t), industry (j), and �rm
L GLii U QF V LV

TL  β0+ β L + β L + β L + βfdi L D

+ βfdi L βfdi F LP industry

+ εL

ZK U N U dU FdSLWd dERXU dQG LQW UQd
knowledge stock of �rm.

IGL
MW L WUD

LV LQWUd LQGXVWU )', )', VWRFNV Ri
LQGXVWU M dW WLP Wwhere the �rm i belongs to)

IGL
MW LQW U LV LQW U LQGXVWU )', iRUZdUG LQW U

LQGXVWU )', VWRFNV Ri LQGXVWU M dW WLP W

P dVXU G E Z LJKW G )', iURP LQGXVWUL V
RWK U WKdQ M ZKLFK dU LQ WK VdP V FWRU L
PdQXidFWXULQJ RU V UYLF V

IGL
MW FURVV

LV FURVV V FWRU )', iRUZdUG FURVV
V FWRU )', VWRFNV Ri LQGXVWU M dW WLP W

P dVXU G E Z LJKW G )', iURP LQGXVWUL V
RWK U WKdQ M Ri RWK U V FWRU

7K dWWUdFWLRQ Ri (tXdWLRQ @ LV WKdW Z
FdQ P dVXU FURVV V FWRU VSL RY UV ZKL
FRQWUR LQJ iRU WK ii FWV Ri LQWUd LQGXVWU
VSL RY UV dQG LQW U LQGXVWU VSL RY UV dQG
YLF Y UVd 7KLV WdN V FRQVLG UdWLRQ Ri WK idFW
that �rms have links with other �rms in both
the same and outside industries, re ecting a
PRU FRPS W dFFRXQW Ri WK LPSdFWV Ri )',
on �rm performance.

0HwKRg RI HVwlpDwlR

VLQJ WK W VW iRU dXWRFRUU dWLRQ LQ WK
panel data proposed by Wooldridge (2002),
WK U VX W U m FWV WK QX K SRWK VLV WKdW WK U
is no �rst-order autocorrelation (F(1, 1186)
= 126.424; p = 0.000). This test indicates the
presence of �rst-order autocorrelation (AR1),
implying that the use of OLS regression is
dVW dSSURSULdW iRU RXU VWXG ,Q dGGLWLRQ

WK $5 Pd E K W URJ Q RXV dFURVV SdQ
ZKLFK PLJKW dG WR WK SURE P Ri SdQ
speci�c AR1 (PSAR1). The likelihood
UdWLR W VW U m FWV WK QX K SRWK VLV WKdW
the AR1 coef�cients are common across
V FWRUV RU RY U WK %U XVFK 3dJdQ &RRN
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: LVE UJ W VW iRU K W URVN GdVWLFLW d VR
U m FWV WK QX K SRWK VLV WKdW WK YdULdQF Ri
WK GLVWXUEdQF V dU KRPRVN GdVWLF FKL
= 565.70, p= 0.000). Thus, it is likely that
both panel speci�c autocorrelation and
K W URVN GdVWLFLW dU SU V QW LQ WK GdWd 7R
G d ZLWK WK V FRQRP WULF SURE PV Z
XV WK )*/6 U JU VVLRQ ZLWK WK dSSURSULdW
RSWLRQV

5HV owV

7dE SU V QWV G VFULSWLY VWdWLVWLFV
dQG FRUU dWLRQV iRU WK N YdULdE V Ri
the study. Our sample consists of 7,769
observations from 1,230 cases. The
FRUU dWLRQV dPRQJ LQG S QG QW YdULdE V
LQGLFdW WKdW WK U dU WKU FdV V WKdW dU
higher than 0.5. The correlations between
labour and capital and �rm size are high as
dU WK QdWXU Ri SURGXFWLRQ iXQFWLRQ dQG

WK F RV U dWLRQVKLS E WZ Q SURGXFWLRQ
LQSXWV dQG WK VFd Ri RS UdWLRQ 7K
FRUU dWLRQV E WZ Q RWK U YdULdE V dU
suf�ciently low, therefore not posing
signi�cant multicolinearity problems.

7K U VX WV SU V QW G LQ 7dE FRQF UQ
WK PdLQ YdULdE V RQ 7K U VX WV LQGLFdW
that indigenous �rms experience negative
LQWUd dQG LQW U LQGXVWU VSL RY UV EXW QmR
SRVLWLY [W UQd LWL V iURP FURVV V FWRU
VSL RY UV )RU LJQ LQY VWP QW LQ RQ V FWRU
SRVLWLY LPSdFWV XSRQ WK S UiRUPdQF Ri
local �rms in other sector. The empirical
U VX WV Ri dFK W S Ri )', VSL RY UV L
FURVV V FWRU LQW U LQGXVWU dQG LQWUd
LQGXVWU VSL RY UV LQ PRG dQG
are robust. They are also con�rmed by an
LQW JUdW G PRG LQ 7dE WKdW LQF XG V d
WK YdULdE V VLPX WdQ RXV

7DEoH HVFulSwl H VwDwlVwlFV D g FRuuHoDwlR pDwul

1 0HD 6 0l 0D

9d X dGG G 10.9

&dSLWd 1.8 11.0 0.8

/dERXU 0.9 0.8

,QW UQd NQRZ GJ 0.3 0.2 0.3

)LUP VL] 0.3 0.4 0.0 1.0 0.7 0.7 0.8 0.4

dUN W FRPS WLWLRQ -10 -0.5 0.2 0.3 0.3 0.1 0.2

,QWUd LQGXVWU )', 10.2 0.9 11.8 -0.2 -0.2 -0.2 -0.2 -0.2 0.0

(8) ,QW U LQGXVWU )', 9.0 10.7 -0.1 -0.1 0.1 0.0 0.0 -0.1 0.4

&URVV V FWRU )', 8.2 0.7 7.0 10.6 0.2 0.1 0.1 0.4 0.3 0.0 -0.4 -0.1

1RW )LUP VL] LV d GXPP $ RWK U VWdWLVWLFV dU LQ RJdULWKPLF iRUP

&uRVV VHFwRu ) , VSlooR HuV

&RQVLG UdWLRQ Ri FURVV V FWRU )',
VSL RY UV LV Ri SdUWLFX dU LPSRUWdQF dV LW
FdQ FRQWULEXW WR ,% LW UdWXU E FRQQ FWLQJ

U V dUFK RQ WK PdQXidFWXULQJ ZLWK WKdW
RQ V UYLF V V FWRUV RG Ri 7dE
SU V QWV WK iLQGLQJV iRU FURVV V FWRU )',
VSL RY UV
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7dE VKRZV WKdW WK ii FW Ri FURVV V FWRU
)', VSL RY UV LV SRVLWLY dQG VWdWLVWLFd
signi�cant. This �nding indicates that when
FURVV V FWRU )', LQFU dV V E d S UF QW
(with all other inputs held constant), local �rm
performance will increase by 0.04025 percent.
The fact that the t-statistic of this coef�cient
is 2.903 indicates that the impact of cross-
sector FDI on indigenous �rm performance
is statistically signi�cant at 1 percent level
(p<0.01). Thus, Hypothesis 1 cannot be
rejected at this stage. Local �rms bene�t from

)', WKdW RFFXUV LQ FURVV V FWRU LQGXVWUL V
$Q LQFU dV LQ LQW UQdWLRQd LQY VWP QW LQ
WK V UYLF V V FWRU iRU [dPS dGV WR dQ
increase in performance of local �rms in the
PdQXidFWXULQJ V FWRU

The result con�rms the theoretical
SU GLFWLRQV Ri RXU iUdP ZRUN WKdW WK
LQW UdFWLRQ E WZ Q PdQXidFWXULQJ dQG
services positively affects local �rm
S UiRUPdQF 7KLV LV E FdXV V UYLF V dU
PE GG G dXWRPdWLFd LQ WdQJLE SURGXFWV
WKdW dU LQ WXUQ E FRPLQJ LPSRUWdQW LQSXWV iRU

7DEoH , wuD l wHu l g Vwu D g FuRVV VHFwRu ) , VSlooR HuV

9DulDEoH 0RgHo 0RgHo 0RgHo 0RgHo

&URVV V FWRU )', 0.04025 0.0304
(2.903)**

,QW U LQGXVWU )', -0.1154 -0.1376

,QWUd LQGXVWU )', -0.0538 -0.06965
(-18.07)***

&R WURO YDULDEOHV

&dSLWd 0.2655 0.2637 0.2646 0.2644
(180.2)***

/dERXU 0.6963 0.6974 0.6992 0.696
(360.3)***

.QRZ GJ VWRFNV 0.01671 0.01458 0.01419 0.0167
(10.49)*** (9.041)*** (9.858)***

�rm size 0.09824 0.09656 0.08978 0.09793

dUN W FRQF QWUdWLRQ -0.01204 -0.01272 -0.01159 -0.0111
(-50.92)*** (-18.36)***

7LP LQGXVWU
GXPPL V

,QF XG G ,QF XG G ,QF XG G ,QF XG G

Observations
:dUG FKL 2384905 2084769 1597120
S 0.000 0.000 0.000 0.000

1RW
d 7K G S QG QW YdULdE LV Yd X dGG G )LJXU V LQ SdU QWK V V dU W VWdWLVWLFV
b) * 5% level of signi�cance, ** 1% level of signi�cance, *** 0.1% level of signi�cance
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V UYLF SURYLG UV $ dUJ SURSRUWLRQ Ri Yd X
dGG G LQ PdQXidFWXULQJ RXWSXW LV dWWULEXWdE
to services and vice versa (OECD 1992). The
U VX WV d VR VXSSRUW WK XQG U LQJ dVVXPSWLRQ
of our framework that �rms not only draw on
WK LU RZQ NQRZ GJ EdV EXW d VR V dUFK iRU
d U V UYRLU Ri [W UQd NQRZ GJ SRLQWLQJ
WR WK LPSRUWdQF Ri GLVWdQW NQRZ GJ LQ
improving �rm performance. Because of the
increasingcomplexityofnewtechnology,�rms
�nd it is necessary to acquire complementary
resources from other sector. The �nding plays
dQ LPSRUWdQW UR LQ K SLQJ XV XQG UVWdQG
the inter-connection between �rms in the
PdQXidFWXULQJ V FWRU dQG WK V UYLF V V FWRU
3RVLWLY FURVV V FWRU )', VSL RY UV VXJJ VW
WKdW VSL RY UV dU dUJ QGRJ QRXV
RXWFRP V Ri WK LQW UdFWLRQV E WZ Q iRU LJQ
and local �rms in the two sectors (Wang &
Blomström 1992). This �nding advances IB
LW UdWXU LQ ZKLFK SULRU U V dUFK RQ Y UWLFd
VSL RY UV KdV RiW Q iRFXV G RQ WK LQNdJ V
between different players in a value chain. Our
U V dUFK EURdG QV RXU XQG UVWdQGLQJ dERXW
WK LPSRUWdQF Ri WK LQW UdFWLRQ E WZ Q WK
WZR V FWRUV

The �ndings indicate that increases in
LQW UQdWLRQd FdSLWd LQPdQXidFWXULQJ QKdQF
WK EXVLQ VV S UiRUPdQF Ri RFd V UYLF
�rms and vice versa. The inter-connection
E WZ Q PdQXidFWXULQJ dQG V UYLF V VLJQd V
WKdW d K d WK FRQRP FRX G E REWdLQ G
RQ ZK Q WK U LV d Ed dQF LQ G Y RSP QW
Ri WK WZR V FWRUV 7KLV YL Z FKd QJ V WK
FRPPRQ SRVLWLRQ dQG SUdFWLF LQ G Y RS G
FRXQWUL V ZKLFK PSKdVLV V V UYLF LQGXVWUL V
dQG WK QRWLRQ Ri NQRZ GJ EdV G FRQRP
dQG RXWVRXUF V WK PdmRULW Ri PdQXidFWXULQJ
dFWLYLWL V WR G Y RSLQJ FRXQWUL V 7KLV
FRPPRQ SUdFWLF PLJKW E KdUPiX WR WK
FRQRP LQ WK RQJ UXQ ,W QRW RQ GLPLQLVK V

WK PdQXidFWXULQJ LQGXVWUL V EXW d VR Z dN QV
WK V UYLF V FWRU

The �ndings can also be interpreted from
d GLii U QW dQJ :LWK WK SRVLWLY FURVV
V FWRU )', VSL RY UV d PdQdJ U Ri d iRU LJQ
�rm might simply see the research efforts or
any technological development of his �rm
dGV WR dQ LPSURY P QW Ri S UiRUPdQF

Ri KLV RFd FRXQW USdUW LQ WK RWK U V FWRU
(Kafouros & Buckley 2008). If the manager
FRQVLG UV WK ULVN Ri W FKQR RJLFd dNdJ
LV RZ GX WR LQGLU FW FRPS WLWLRQ K PLJKW
idFL LWdW WK FR dERUdWLRQ ZKLFK dGV WR d
win-win situation for both �rms. Reversely,
Li K LV FRQF UQ G dERXW WK SRVVLEL LW Ri WK
W FKQR RJ SdVVLQJ iURP WK RFd FRXQW USdUW
RQWR GLU FW RFd FRPS WLWRUV LQ KLV V FWRU K
PLJKW FRQVLG U VWRSSLQJ GRLQJ EXVLQ VV ZLWK
local �rms in the other sector.

Obviously, the positive signi�cant result of
FURVV V FWRU )', VSL RY UV Rii UV dQ LQVLJKWiX
YL Z RQ WK LPSRUWdQF Ri )', LQ RQ V FWRU
to the performance of local �rms in the other
V FWRU : WK U iRU dU XQdE WR FdSWXU WK
QWLU LPSdFWV Ri )', RQ QdWLRQd FRQRPLF
G Y RSP QW ZLWKRXW LQFRUSRUdWLQJ FURVV
V FWRU VSL RY UV LQ )', [W UQd LWL V VWXGL V

, wHu D g l wuD l g Vwu ) , VSlooR HuV

Model2showsthe�ndingsforinter-industry
VSL RY UV ZKLFK VWdQG LQ GLU FW FRQWUdVW ZLWK
several prior studies. The coef�cient of inter-
industry FDI is negative and signi�cant at 0.1
percent level (βinter-industry FDI= -0.1154, p
= 0.000).The negative impact of inter-industry
)', VSL RY UV LQ WKLV SdS U LV FRQVLVW QW ZLWK
the studies ofYudaeva et al. (2003) for the case
of Russia, and Javorcik (2004) for the case of
minority owned foreign �rms in Lithuania but
contradicts Buckley et al. (2006) and Liu et
al. (2009). Similarly, Model 3 shows that the
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SdUdP W U Ri WK LQWUd LQGXVWU )', YdULdE
is negative and statistically signi�cant (βintra-
industry FDI= -0.0583, p = 0.000). Local �rms
are negatively in uenced by the presence
of foreign �rms in the same industry. The
Q JdWLY ii FW Ri LQWUd LQGXVWU )', LV LQ LQ
with Aitken & Harrison (1999) and Djankov
& Hoekman (2000), who argue that local
�rms are unable to bene�t from FDI spillovers
LQ WK VdP LQGXVWU

lVF VVlR D g FR Fo VlR V

Our study rests upon the proposition that
indigenous �rm performance is a function of
[W UQd NQRZ GJ J Q UdW G E 1(V LQ WK
RWK U V FWRU 7KLV SdS U G Y RSV d WK RU WLFd
dQG PSLULFd iUdP ZRUN RQ FURVV V FWRU )',
spillovers. The study �nds strong evidence
WR VXSSRUW WK QRWLRQ WKdW )', VSL RY UV GR
exist. However, in contrast to the belief that
FDI brings bene�ts to local businesses, this
VWXG VKRZV WKdW )', VSL RY UV dU d PX WL
GLP QVLRQd SK QRP QRQ ZKL WK ii FWV Ri
LQWUd dQGLQW U LQGXVWU VSL RY UVdU Q JdWLY
indigenous �rms enjoy positive externalities
from cross-sector FDI. The �ndings indicate
that local �rms bene�t from the presence
of foreign �rms in unrelated sectors. The
LQW UdFWLRQ dQG FR dERUdWLRQ E WZ Q WK
PdQXidFWXULQJ dQG V UYLF V FWRUV S d V d
N UR LQ idFL LWdWLQJ SRVLWLY [W UQd LWL V
The positive and signi�cant results indicate
WK dYdL dEL LW Ri WK FRQVWUXFWLRQ Ri FURVV
sector FDI spillovers, which has signi�cant
power in explaining the variance of local �rm
S UiRUPdQF

7K FRQWULEXWLRQ L V LQ G PRQVWUdWLQJ
WKdW )', VSL RY UV dU QRW RQ LPLW G WR WK
LPSdFWV Ri LQWUd dQG LQW U LQGXVWU )', EXW
d VR EURdG Q G WR FURVV V FWRU )', SRLQWLQJ
WR WK LPSRUWdQF Ri WK GLVWdQW NQRZ GJ
LQ LPSURYLQJ S UiRUPdQF 3ULRU VWXGL V

iRFXV RQ LQWUd LQGXVWU dQG RU LQW U LQGXVWU
[W UQd LWL V dQG RY U RRN WK LPSdFW RQ
S UiRUPdQF dULVLQJ iURP FRQRPLF dFWLYLWL V
of MNEs in the other sector. Our framework
RY UFRP V WKLV LPLWdWLRQ E LQFRUSRUdWLQJ
d WKU W S V Ri )', VSL RY UV LQWR d VLQJ
U V dUFK iUdP ZRUN E WW U FdSWXULQJ WK
impacts of FDI on domestic �rm performance.
7KLV K SV G S Q RXU XQG UVWdQGLQJ Ri KRZ
WKU W S V Ri )', VSL RY UV mRLQW VKdS
S UiRUPdQF 7KLV VWXG [W QGV SULRU ZRUN
E [S RULQJ WK RU WLFd dQG PSLULFd
WK LQW U FRQQ FWLRQ E WZ Q PdQXidFWXULQJ
dQG V UYLF V LQ [S dLQLQJ FURVV V FWRU )',
VSL RY UV ,W dGGV WR WK FXUU QW LW UdWXU E
FdSWXULQJ PRU iX WK WK RU dQG LPSdFWV Ri
)', LQ WK KRVW FRXQWU QdE LQJ XV WR FRQQ FW
VFdWW U G U V dUFK RQ PdQXidFWXULQJ dQG
V UYLF V 7KLV VWXG LV U dW G WR EXW GLVWLQFW
from, the literature on speci�c channels of
FDI spillovers. The bene�t of this approach
LV WKdW LW WdN V LQWR FRQVLG UdWLRQ YdULRXV
GLP QVLRQV Ri )', dQG WKXV SURYLG V d PRU
FRPS W dFFRXQW Ri LWV LPSdFWV RQ LQGLJ QRXV
�rms. Therefore, our study is a step forward
in evaluating the in uence of foreign �rm
business activities on local �rm performance.

7K F QWUd P VVdJ Ri WKLV dUWLF LV
that domestic �rms experience negative
[W UQd LWL V iURP LQWUd dQG LQW U LQGXVWU
)', EXW QmR SRVLWLY VSL RY UV iURP
cross-sector FDI. This indicates that �rm
S UiRUPdQF LV SRVLWLY dii FW G E
LQW UQdWLRQd LQY VWP QW LQ XQU dW G V FWRUV
$W WK VdP WLP LW G FU dV V ZK Q WK U LV d
presence of foreign �rms in the same or related
LQGXVWUL V ,Q RXU VdPS WK Q JdWLY ii FWV
Ri LQW U dQG LQWUd LQGXVWU VSL RY UV dU
strong enough to offset the bene�ts of positive
FURVV V FWRU [W UQd LWL V 7K Q JdWLY U VX WV
Ri LQWUd LQGXVWU dQG LQW U LQGXVWU )',
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[W UQd LWL V Pd E FdXV G E WK SRZ U Ri
PdUN W FRPS WLWLRQ W FKQR RJLFd dNdJ
and/or the ‘localisation’ of foreign �rms in
V WWLQJ XS WK LU RZQ FRQRPLF F XVW UV 7K
U VX WV Rii U ERWK WK RU WLFd dQG SUdFWLWLRQ U
RUL QW G LPS LFdWLRQV

,pSolFDwlR V IRu wKHRu

Empirical �ndings of this study offer an
LQVLJKWiX [S dQdWLRQRiWK FRPS LFdW GQdWXU
of externalities. We extend previous �ndings
E Rii ULQJ LQVLJKWV LQWR WK U dWLRQVKLS
E WZ Q PdQXidFWXULQJ dQG V UYLF V FWRUV
ZKLFK XS XQWL QRZ KdY U PdLQ G XQG U
WK RUL] G 7K U VX WV FRPS P QW RWK U
VWXGL V dV WK VKRZ WKdW )', VSL RY U LV
d FRPS LFdW G SK QRP QRQ WKdW J Q UdW V
VRP SRVLWLY ii FWV WKURXJK RQ W S Ri
LQW UdFWLRQ E WZ Q EXVLQ VV V L FURVV
V FWRU dQG VLPX WdQ RXV SURGXF V Q JdWLY
ii FWV YLd RWK U W S V L LQW U dQG LQWUd
industry). In other words, local �rms bene�t
VXEVWdQWLd iURP WK NQRZ GJ J Q UdW G
by foreign �rms in the opposite sector, but
GR QRW U dS U ZdUGV iURP iRU LJQ EXVLQ VV V
in the same or related industries. The �ndings
d VR FKd QJ WK FXUU QW U V dUFK VWUdQG RQ
)', VSL RY UV 7R SURYLG d FRPS W dFFRXQW
Ri )', VSL RY UV Z [dPLQ WKU W S V Ri
VSL RY UV L LQWUd LQW U LQGXVWU dQG FURVV
V FWRU VLPX WdQ RXV 7KLV LV LPSRUWdQW
E FdXV Li RQ RQ RU WZR W S V dU [dPLQ G
ZLWKRXW FRQWUR LQJ iRU WK RWK UV Z Pd
QG XS ZLWK ELdV G U VX WV 3XW GLii U QW
LW ZRX G E PLV dGLQJ Li Z idL WR V SdUdW
LQW UQdWLRQd FdSLWd LQWR VXEFdW JRUL V Ri
LQWUd LQGXVWU LQW U LQGXVWU dQG FURVV V FWRU
)', ,W LV WK U iRU dGYLVdE WR [dPLQ WK
LQGLU FW ii FWV Ri )', LQ d WKU FKdQQ V
dQG PRVW LPSRUWdQW FURVV V FWRU VSL RY UV
The �ndings of the study suggest that FDI
W FKQR RJ VSL RY UV LQYR Y FRPS LFdW G

SURF VV V %RWK SRVLWLY dQG Q JdWLY ii FWV
exist concurrently. Each of the speci�c
channels should be clearly identi�ed, and
each of the speci�c effects carefully examined,
E iRU dQ P dQLQJiX FRQF XVLRQV dERXW )',
W FKQR RJ VSL RY UV FdQ E U dFK G

)XUWK U Z FRQWULEXW WR WK LW UdWXU E
[SdQGLQJ WK WK RU Ri WK WKU FKdQQ V
Ri VSL RY UV : WK RULV WKdW )', VSL RY UV
WdN S dF QRW RQ ZLWKLQ dQG E WZ Q
LQGXVWUL V LQ WK PdQXidFWXULQJ V FWRU EXW
d VR E WZ Q LQGXVWUL V LQ GLii U QW V FWRUV
$ WKRXJK Z dU XQdE WR W VW dFK FKdQQ
SURSRV G LQ WKLV VWXG d FRPPRQ GUdZEdFN
Ri SULRU VWXGL V dQG d VR d VXJJ VWLRQ iRU iXWXU
U V dUFK LW K SV EULGJ WK JdS LQ [S dLQLQJ
the mechanisms of knowledge ow between
WK PdQXidFWXULQJ dQG V UYLF LQGXVWUL V

,pSolFDwlR V IRu SuDFwlFH

This study offers interesting �ndings
FRQF UQLQJ WK JdLQV RU RVV V iURP LQZdUG
)', 7K U VX WV VKRZ WKdW LW LVPd E WRRQdLY
to conclude that inward FDI is the ‘Holy Grail’
for all economies. Obviously, spillovers have
multiple dimensions, and local �rms can either
bene�t or suffer from the presence of foreign
�rms. Therefore, gains from inward FDI, if
dQ dU QRW iU VS FLd iRU G Y RS G
FRXQWUL V WKdW dU ULFK LQ W FKQR RJ ,Q RXU
VWXG WK Q JdWLY ii FWV dU VWURQJ QRXJK
to offset the bene�ts. The �ndings have several
LPS LFdWLRQV iRU SR LF PdN UV & QWUd dQG
local government spend signi�cant resources
RQ VFK P V WKdW dWWUdFW LQZdUG )', KRSLQJ WR
help indigenous �rms improve performance
via externalities (Barbosa & Eiriz 2009). The
Q JdWLY U VX WV LQGLFdW WKdW WK VKRX G QRW
VLPS WdN iRU JUdQW G WK LG d WKdW LQZdUG
)', FdQ J Q UdW SRVLWLY VSL RY UV )', Pd
KdY SRW QWLd FRVWV LQ WK iRUP Ri Q JdWLY
intra- and inter-industry spillovers. However,
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local �rms do bene�t from international
LQY VWP QW LQ WK RWK U V FWRU 7K U iRU WR
help local �rms obtain the most from FDI,
)', SR LF VKRX G Sd dWW QWLRQ WR WK Ed dQF
E WZ Q PdQXidFWXULQJ dQG V UYLF V

:K Q U VRXUF V VKLiW WR W FKQR RJLFd
VWdJQdQW LQGXVWUL V L V UYLF V WK QdWLRQd
dJJU JdW JURZWK UdW ZL G F LQ dFFRUGLQJ
(Baumol et al. 1989). As such, to prevent
WK RFFXUU QF Ri WKLV Q JdWLY ii FW WK
JRY UQP QW VKRX G QFRXUdJ LQW UQdWLRQd
LQY VWRUV WR ERRVW WK G Y RSP QW Ri WK
PdQXidFWXULQJ V FWRU LQ RUG U WR KdY WK
E VW LQW UdFWLRQ E WZ Q WK WZR V FWRUV dQG
WR idFL LWdW SRVLWLY [W UQd LWL V WR RFd
�rms. By promoting coordination between
WK WZR V FWRUV WK JRY UQP QW FdQ LQW UY Q
LQ RUG U WR Pd[LPLV SRVLWLY dQG PLQLPLV
Q JdWLY dVS FWV Ri VSL RY UV iURP )',

7K PRVW LPSRUWdQW LVVX WKdW SR LF PdN UV
VKRX G FRQVLG U LV KRZ JRY UQP QW FdQ FU dW
idYRXUdE FRQGLWLRQV LQ ZKLFK VSL RY UV
FdQ WdN S dF ,i Z FRQVLG U d EURdG U
S UVS FWLY Q JdWLY VSL RY UV FdQ E V Q dV
d U dVRQdE FRVW WR WK KRVW FRXQWU dV WK
obtain other bene�ts, which are not limited to
WK SRVLWLY [W UQd LWL V Ri FURVV V FWRU )',
7K Q JdWLY [W UQd LWL V Ri )', FdQ E V Q
dV d SURF VV Ri QdWXUd V FWLRQ WKdW K SV
dismiss weak �rms and retain strong �rms.
7KLV LV dQ ii FWLY V FWLRQ P FKdQLVP WKdW
will keep the most ef�cient �rms in business
(Barbosa & Eiriz 2009). Competitive pressure
iURP WK SU V QF Ri iRU LJQ FRPSdQL V Rii UV
strong �rms momentum to become stronger
E XSJUdGLQJ WK LU FXUU QW W FKQR RJ
dQG PdQdJ P QW VNL V EXW LQFU dV V WK
vulnerability of weak �rms.q
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