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7KHRU\� VXJJHVWV� WKdW� LPSdFWV� Ri� )RUHLJQ�
'LUHFW� ,QYHVWPHQW� �)',�� PdQLiHVW� WKHPVHOYHV�
LQ� WKH� iRUP�Ri�VSLOORYHUV��RU�H[WHUQdOLWLHV�� WKdW�
have� important� inÀuences� on� the�performance�
of� domestic� ¿rms� (Eapen,� 2012).� However,�
empirical� ¿ndings� on� FDI� spillovers� are�
conÀicting.�Although�many�studies�¿nd�possive�
and� signi¿cant� FDI� spillovers,� other� analyses�
¿nd� that� FDI� spillovers� have�either� negligible�
or�even�negative�inÀuence�on�¿rm�performance�
(Barbosa� &� Eiriz� 2009).� These� mixed� results�
KROG� iRU� ERWK� GHYHORSHG� dQG� GHYHORSLQJ�
economies� (Görg� &� Greenaway� 2004),�
VXJJHVWLQJ�WKdW�WKHUH�LV�QR�XQLYHUVdO�UHOdWLRQVKLS�
between�inward�FDI�and�host�¿rm�performance.�

7KHVH�PL[HG�UHVXOWV�dQG�WKH�QHHG�iRU�EHWWHU�

SHUFHSWLRQ� Ri� )',� VSLOORYHUV� HQFRXUdJH� WKH�

dXWKRU� WR�FRQGXFW�WKLV�VWXG\��7KHUH�dUH�PdQ\�

VWXGLHV�LQ�OLWHUdWXUH�LQYHVWLJdWLQJ�)',�VSLOORYHUV�

$EVwuDFw

There�is�a�rich�body�of�research�on�FDI�spillovers,�however,�the�¿ndings�are�not�conclusive.�
7KH� PL[HG� UHVXOWV� VXJJHVW� WKDW� )',� VSLOORYHUV� PD\� FRPH� IURP� GLIIHUHQW� 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\ZRugV�� )',� VSLOORYHUV�� VHUYLWL]DWLRQ�� PDQXIDFWXUL]DWLRQ�� NQRZOHGJH�LQWHQVLYH�

business�service.
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LQ� WKH� PdQXidFWXULQJ� VHFWRU�� KRZHYHU� iHZ�
UHVHdUFKHV� H[dPLQHV� WKH� LQWHUdFWLRQ� EHWZHHQ�
WKH� PdQXidFWXULQJ� dQG� VHUYLFHV� VHFWRUV� LQ�
VKdSLQJ� )',� VSLOORYHUV� dQG� SHUiRUPdQFH�
outcomes.� While� ¿rm� performance� depends�
on� a� spectrum� of� factors� (Mors,� 2010),�
¿rms� in� two� sectors� are� often� considered� as�
LQGHSHQGHQW�iURP�HdFK�RWKHU��,Q�RWKHU�ZRUGV��
WKH�WZR�VHFWRUV�PLJKW�EH�VHHQ�dV�LQGHSHQGHQW�
RQHV�VR�QR�LPSdFW�iURP�RQH�WR�WKH�RWKHU�VHFWRU�
FdQ�EH�REVHUYHG��7KXV��LW�LV�OLNHO\�WKdW�HdOLHU�
VWXGLHV�dUH�GLVWRUWHG�E\� WKH� idFW� WKdW� WKH\�GR�
QRW�dFFRXQW�iRU�dOO�FKdQQHOV�Ri�)',�VSLOORYHUV��

01(V�LQ�VHUYLFH�VHFWRU�dUH�LQLWLdOO\�YLHZHG�
dV� OHVV� FdSdEOH�Ri� WUdQViHUULQJ� NQRZOHGJH� WR�
indigenous� ¿rms� than� manufacturing� ones.�
01(V�LQ�VHUYLFH�VHFWRU�dUH�RiWHQ�WKH�GULYLQJ�
iRUFH�EHKLQG�WKH�WUdQViHU�Ri�QHZ�WHFKQRORJLHV�
and� skills� (Miozzo�&�Grimshaw� 2008).�Our�
VWXG\� H[dPLQHV� )',� VSLOORYHUV� EHWZHHQ�
PdQXidFWXULQJ� dQG� VHUYLFH� LQGXVWULHV� LQ� WKH�
8.��7KLV�Pd\�HQdEOHV�XV�WR�EHWWHU�XQGHUVWdQG�
WKH� LQWHUdFWLRQ� EHWZHHQ� WKH� WZR� VHFWRUV� dQG�
Pd\�dVVLVW�KRVW�FRXQWU\�SROLF\�WR�EdOdQFH�WKH�
FRQWULEXWLRQ�Ri�ERWK�VHFWRUV��UdWKHU�WKdQ�iRFXV�
RQ� WKH� VHUYLFHV� ±� ZKLFK� LV� ZKdW� W\SLFdOO\�
KdSSHQV� LQ� GHYHORSHG� FRXQWULHV� VXFK� dV� WKH�
US�and�the�UK�(Pisano�&Shih�2009).�

7R� WKLV� HQG�� ZH� GHYHORS� d� WKHRUHWLFdO�
iUdPHZRUN� WR� H[SOdLQ� dQG� WHVW� FURVV�VHFWRU�
)',� VSLOORYHUV�� 7R� FRQFHSWXdOL]H� KRZ� )',�
spillovers� impact� ¿rm� performance,� the�
iUdPHZRUN� dFFRXQWV� iRU� GLYHUVH� VRXUFHV� Ri�
external� knowledge� that� local� ¿rms� may�
dFFHVV��%\�FRQFHSWXdOLVLQJ�WKH�VSLOORYHUV�WKdW�
WdNH�SOdFH�WKURXJK�WKH�LQWHUdFWLRQ�EHWZHHQ�WKH�
PdQXidFWXULQJ�dQG�VHUYLFH�VHFWRUV��LW�H[WHQGV�
SULRU� WKHRU\� RQ� )',� WKdW� OdUJHO\� iRFXVHV�
RQ� WKUHH� FKdQQHOV� Ri� VSLOORYHUV�QdPHO\��
FRPSHWLWLRQ�� GHPRQVWUdWLRQ� HiiHFWV� dQG�

HPSOR\HHV� PRELOLW\��� 7KLV� LV� LPSRUWdQW� iRU�
LQWHUQdWLRQdO� EXVLQHVV� �,%�� WKHRU\� dQG� dOVR�
RiiHUV�PHdQLQJiXO�HPSLULFdO�NQRZOHGJH�dV�WR�
KRZ�PdQdJHUV�dQG�SROLF\�PdNHUV�FdQ�HQKdQFH�
WKH�SRVLWLYH�LPSdFW�dQG�PLQLPL]H�WKH�QHJdWLYH�
inÀuence�of�the�inward�FDI.

���7KHRuHwlFDo� IuDpHZRuN� DQg�uHVHDuFK�

K\SRwKHVHV�

7KH�NH\�SUHPLVH�Ri�WKLV�VWXG\�LV�WKdW�FURVV�
VHFWRU� VSLOORYHUV� iURP�01(�PdQXidFWXULQJ�
af¿liates�to�local�service�¿rms�and�from�MNE�
service�af¿liates� to�domestic�manufacturing�
¿rms�play�a� role� in�explaining�variations�in�
performance�of�¿rms�in�the�two�sectors.�This�
SURSRVLWLRQ�UHVWV�XSRQ�WKH�YLHZ�WKdW�WKHUH�LV�
d�VWURQJ�UHOdWLRQVKLS�EHWZHHQ�PdQXidFWXULQJ�
dQG� VHUYLFH�� dV� WKH� WZR� RiWHQ� KdYH� WR� EH�
LQWHJUdWHG�WR�RiiHU�LQQRYdWLYH�SURGXFWV�WR�WKH�
PdUNHW��0dQXidFWXUHG�SURGXFWV�UHO\�RQ�YdULRXV�
VHUYLFHV� VXFK� dV� GHVLJQ�� VRiWZdUH�� PdUNHW�
research� and� ¿nancial� services.� Similarly,�
LW� LV� RiWHQ� LPSRVVLEOH� WR� GHOLYHU� VHUYLFHV�
ZLWKRXW� WKH� XVH� Ri� PdQXidFWXUHG� JRRGV�
(Daniels�&Bryson�2002).�For�this�reason,�we�
dUJXH�WKdW�WKH�dELOLW\�VXFFHVViXOO\�WR�LQWHJUdWH�
WKH�WZR�FdQ�EH�d�VWURQJ�VRXUFH�Ri�FRPSHWLWLYH�
advantage�for�a�¿rm,�and�a�starting�point�for�
FURVV�VHFWRU� VSLOORYHUV�� :H� FRQFHSWXdOL]H�
WKdW� VXFK� FURVV�VHFWRU� VSLOORYHUV� EHWZHHQ�
manufacturing� and� service� ¿rms� take� place�
WKURXJK�WKUHH�FKdQQHOV��GHSLFWHG�LQ�)LJXUH����
7KHVH�FKdQQHOV�iRVWHU�WKH�UHOdWLRQVKLS�Ri��dQG�
GHFUHdVH�WKH�ERUGHUV�EHWZHHQ��PdQXidFWXULQJ�
dQG� VHUYLFH�� 7KLV� LQWHUdFWLRQ� idFLOLWdWHV�
OHdUQLQJ�dQG�NQRZOHGJH�H[FKdQJH�iURP�RQH�
VHFWRU� WR� dQRWKHU�� WKXV� JHQHUdWLQJ� VSLOORYHU�
effects.� The� next� sections� Àesh� out� these�
dVSHFWV�Ri�RXU�iUdPHZRUN��

7KH�UROH�Ri�VHUYLWLVdWLRQ�dQG�PdQXidFWXULVdWLRQ
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7KH� WHUP� VHUYLWLVdWLRQ� UHiHUV� WR� WKH� idFW�
WKdW� VHUYLFH� LV� LQFUHdVLQJO\� LQWHJUdWHG� LQWR�
PdQXidFWXULQJ� SURGXFWV� WR� dGG� PRUH� YdOXH�
WR� WUdGLWLRQdOO\� SXUH� PdQXidFWXULQJ� JRRGV�
(Baines� et� al.� 2009).� Manufacturing� ¿rms�
PRYH�YHUWLFdOO\� �GRZQVWUHdP�	�XSVWUHdP�� WR�
KdYH�PRUH�FRQWURO�RYHU�WKHLU�VXSSO\�FKdLQ�E\�
LQFUHdVLQJ�WKH�UdQJH�Ri�VHUYLFHV�RiiHUHG��7KLV�
PdNHV�WKHP�FORVHU�WR�WKHLU�FXVWRPHUV��dEOH�WR�
VdWLVi\�WKHLU�QHHGV�dQG�HQKdQFH�WKH�SHUiRUPdQFH�
Ri� WKH� EXVLQHVV�� )RU� H[dPSOH��ZKLOH� FdUV� dUH�
WUdGLWLRQdOO\� VHHQ�dV�PdQXidFWXULQJ�SURGXFWV��
WKH\� QRZ� FRPH� ZLWK� YdULRXV� HPEHGGHG�
VHUYLFHV�OLNH�*36�QdYLJdWLRQ�V\VWHP��VHFXULW\�
WUdFNLQJ�GHYLFHV��LQWHJUdWHG�PRELOH�SKRQHV�dQG�
¿nancial�services�(Daniels�&�Bryson�2002).��

7KH� HPEHGGHG� VHUYLFHV� LQ� PdQXidFWXUHG�
SURGXFWV�Pd\�VWdUW�iURP�WKH�VLPSOHVW�GLVFUHWH�
iRUPV�VXFK�dV�ERRN�NHHSLQJ�dQG�dGPLQLVWUdWLRQ�
WR� WKH�PRVW�FRPSOLFdWHG�RQHV� VXFK�dV�5	'��
PdUNHWLQJ� dQG� SURGXFW� GHVLJQ� �6FKPHQQHU�
2009).� Due� to� the� development� of� mass�
SURGXFWLRQ� dQG� WUdQVSRUWdWLRQ� WHFKQRORJ\�
dV�ZHOO� dV� WKH� UHtXLUHPHQW�Ri� FXVWRPLVdWLRQ��
VHOHFWHG�VHUYLFHV�KdYH�JUdGXdOO\�EHHQ�EXQGOHG�
LQWR�WKH�PdQXidFWXULQJ�V\VWHP�E\�LQWHJUdWLQJ�
iRUZdUG� LQWR� GLVWULEXWLRQ� dQG� VRPHWLPHV�
EdFNZdUG� LQWR� VXSSO\�� 7KHUH� KdV� EHHQ� dQ�

dFFHOHUdWLRQ�Ri�VHUYLWLVdWLRQ�LQ�PdQXidFWXULQJ�
ZKHUH�³WKH�PdQXidFWXULQJ�SURFHVV�LV�EHFRPLQJ�
a�service�process”�(Daniels�&�Bryson�2002,�p.�
987).�

6HUYLFH�ZdV�WUdGLWLRQdOO\�VHHQ�dV�d�QHFHVVdU\�
evil�of�marketing�strategy�(Gebauer�et�al.�2006),�
dQG�RU�VLPSO\�dV�dQ�dGG�RQ�WR�PdQXidFWXULQJ�
products�(Gebauer�&�Friedli�2005).�However,�
WKLV� SHUFHSWLRQ� KdV� FKdQJHG� GUdPdWLFdOO\� LQ�
idYRXU� Ri� WKH� RSSLQLRQ� dFFHSWLQJ� VHUYLFH� dV�
dQ� LQWHJUdO� SdUW� Ri� WKH� FRUSRUdWH� VWUdWHJ\� Ri�
manufacturing� companies,� acting� as� a� pro¿t�
GULYHQ�dQG�GLiiHUHQWLdWLQJ�idFWRU�LQ�dQ�HQWLUHO\�
LQWHJUdWHG�SURGXFW�dQG�VHUYLFH�EXQGOH��%dLQHV�
et� al.� 2009).� Manufacturing� ¿rms� consider�
VHUYLFH�dV�d�FULWLFdO�SdUW�dGGLQJ�YdOXH�WR�WKHLU�
¿nal� products� (Gebauer� et� al.� 2006)� where�
WKH� PdQXidFWXUHG� SURGXFW� LV� RQO\� d� SdUW� Ri�
the� offering� (Oliva� &� Kallenberg� 2003).� It�
Pd\�dFW�dV�WKH�PRVW�SRZHUiXO�WRRO�WR�RSHQ�WKH�
GRRU�WR�iXWXUH�EXVLQHVV��:LVH�	�%dXPJdUWQHU�
�������&RPSHWLWLRQ�dQG�LQVWLWXWLRQdO�FKdQJHV�
encourage� manufacturing� ¿rms� to� move� up�
dQG� GRZQ� WKH� YdOXH� VWUHdP� dGGLQJ� VHUYLFH�
FRPSRQHQWV� WR� FUHdWH� GHVLUHG� RXWFRPHV� iRU�
customers�(Miller�et�al.�2002).�

,Q�SdUdOOHO�WR�VHUYLWLVdWLRQ���PDQXIDFWXULVDWLRQ�
LV�WKH�SURFHVV�ZKHUH�VHUYLFH�LV�V\VWHPdWLFdOO\�

)lJXuH����7KHRuHwlFDo�IuDpHZRuN�IRu�FuRVV�VHFwRu�VSlooRYHuV
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SOdQQHG�WR�RiiHU�PRUH�GHVLJQHG��VWdQGdUGL]HG�
RXWSXWV� dV� LQ�PdQXidFWXULQJ� �6XQGER� �������
0dQXidFWXULVdWLRQ� LV� dQ� LQHYLWdEOH� WUHQG�
LQ� WKH� VHUYLFH� LQGXVWU\� dQG� FdQ� EH� d� VWURQJ�
competitive�weapon�of�¿rms.�It�pushes�service�
companies� closer� to� manufacturing� ¿rms,�
idFLOLWdWLQJ� NQRZOHGJH� H[FKdQJH� EHWZHHQ�
WZR� VHFWRUV�� ,QFUHdVLQJ� FRPSHWLWLRQ� UHtXLUHV�
VHUYLFH� FRPSdQLHV� WR� XWLOLVH� ERWK� W\SHV� Ri�
WHFKQRORJ\� �KdUG� dQG� VRiW�� RULJLQdWLQJ� iURP�
PdQXidFWXULQJ�� $V� NQRZOHGJH� JHQHUdWHG� E\�
manufacturing� MNE� af¿liates� is� relevant�
and� useful� to� service� ¿rms,� it� can� easily�
EH� dEVRUEHG�� JHQHUdWLQJ� FURVV�VHFWRU� )',�
VSLOORYHUV�� 7KLV� SURFHVV�PdWHULdOL]HV� YLd� WKH�
SUHVHQFH�Ri�WDQJLEDOLVDWLRQ��

7dQJLEdOLVdWLRQ� UHiHUV� WR� WKH� LQFUHdVLQJ�
WUHQG� Ri� WdQJLELOLW\� LQ� VHUYLFH�� ZKLFK� SOd\V�
a�critical� role�in� the� success�of� service�¿rms�
(Tarn� 2005).� Tangibility� is� an� integral� part�
Ri� VHUYLFH�dQG�KdV� EHHQ�ZLGHO\�H[dPLQHG� LQ�
VHUYLFH� PdUNHWLQJ� OLWHUdWXUH� �3dUdVXUdPdQ�
et� al.� 1988;�Chang�&�Tarn� 2008).�Although�
WdQJLEOH� dQG� LQWdQJLEOH� dVSHFWV� dUH� QRUPdOO\�
FRQVLGHUHG�WR�EH�WZR�HQGV�Ri�PdQXidFWXULQJ�
VHUYLFH� VSHFWUXP�� PRVW� VHUYLFHV� dUH� WRGd\�
RiiHUHG�dV�d�PL[WXUH�Ri�WdQJLEOH�dQG�LQWdQJLEOH�
HOHPHQWV�WKdW�iRUPV�WKH�FRQWLQXXP�Ri�WKH�WZR�
(McQuarrie�&�Phillips�2005).�Globally,�¿erce�
FRPSHWLWLRQ� SXWV� PRUH� SUHVVXUH� RQ� VHUYLFH�
FRPSdQLHV�WR�LQFUHdVH�WKH�WdQJLEOH�FRQWHQWV�Ri�
PdQ\�dVSHFWV�Ri�WKHLU�VHUYLFH�SURGXFW�dV�WKH\�
WU\�WR�ZLQ�FXVWRPHUV¶�KHdUWV�dQG�PLQGV��/HYLWW�
(1981)� points� out� that� service� ¿rms� assure�
SURVSHFWLYH� FXVWRPHUV� dERXW� WKHLU� QRQ�SUH�
WHVWdEOH�LQWdQJLEOH�SURGXFWV�E\�JRLQJ�EH\RQG�
the� prescribed� presentation� of� speci¿cations�
dQG� dGYHUWLVHPHQWV�� 7dQJLEdOLVLQJ� dQG�
FRQFUHWLVLQJ� VHUYLFHV� E\� PdNLQJ� URXWLQHO\�
LQWdQJLEOH�SURPLVHV�WdQJLEOH�KHOS�WR�LPSURYH�

FRPSHWLWLYHQHVV�� )RU� H[dPSOH�� KRWHOV�
WdQJLEdOLVH� WKHLU� LQWdQJLEOH� SURGXFW� E\�
ZUdSSLQJ�GULQNLQJ�JOdVV�ZLWK�iUHVK�WUdQVSdUHQW�
SOdVWLF�EdJV�dQG�SOdFLQJ�³VdQLWL]HG´�EdQGV�RQ�
WRLOHW�VHdWV��VLJQdOOLQJ�WKdW�WKH�URRP�LV�WRWdOO\�
FOHdQHG�dQG�UHdG\�iRU�XVH��7KH\�dOVR�SURYLGH�
RWKHU� YLVLEOH� PdWHULdOV� HPEHGGHG� ZLWK� WKHLU�
corporate� images� such�as�brochures,� leaÀets,�
WRRWKEUXVKHV� dQG� WRRWKSdVWH�� HWF�� iRU� WKHLU�
FXVWRPHUV��

6HUYLWLVdWLRQ� dQG� WdQJLEdOLVdWLRQ� EOXU� WKH�
ERXQGdU\�EHWZHHQ�PdQXidFWXULQJ�dQG�VHUYLFH��
idFLOLWdWLQJ� NQRZOHGJH� VSLOORYHUV� dFURVV�
VHFWRUV�� 7KHVH� WZR� SURFHVVHV� VWUHQJWKHQ� dQG�
enrich� the� internal�capacity�of�local�¿rms�by�
ERUURZLQJ� dQG� LQWHUQdOLVLQJ� WKH� VKdUHG� dQG�
QRQ�VKdUHG�UHVRXUFHV�Ri�WKHLU�iRUHLJQ�SdUWQHUV��
7KH\�dOVR�HQKdQFH�FURVV�VHFWRU�FROOdERUdWLRQ��
KHOSLQJ� WR� LPSURYH� WKH� NQRZOHGJH� EdVH� Ri�
EXVLQHVVHV��ZKLFK�VWUHQJWKHQV�WKH�ORFdO�VHUYLFH�
¿rms’�ability�to�internalise�FDI�externalities.���

7KH�uRoH�RI�NQRZoHgJH�lQwHQVlYH�EXVlQHVV�

VHuYlFH��.,%6�

.QRZOHGJH�LQWHQVLYH� EXVLQHVV� VHUYLFH�
(KIBS)� is� de¿ned� as� “economic� activities�
ZKLFK� dUH� LQWHQGHG� WR� UHVXOW� LQ� WKH� FUHdWLRQ��
dFFXPXOdWLRQ�RU�GLVVHPLQdWLRQ�Ri�NQRZOHGJH´�
(Miles�et�al.,�1995,�p.18).�KIBS�is�widely�used�
WR�UHiHU�WR�d�JURXS�Ri�EXVLQHVV�VHUYLFHV�ZKLFK�
RiiHU� NQRZOHGJH�FRQWHQW� VHUYLFHV� WR� RWKHU�
RUJdQLVdWLRQV�� iRU� H[dPSOH�� dFFRXQWLQJ� dQG�
PdQdJHPHQW� FRQVXOWLQJ� VHUYLFHV�� dGYHUWLVLQJ�
dQG�PdUNHWLQJ�UHVHdUFK��,7�VHUYLFHV��UHVHdUFK�
dQG� GHYHORSPHQW�� HQJLQHHULQJ� dQG� WHFKQLFdO�
VHUYLFHV�� 7KH\� dUH� ³SULYdWH� FRPSdQLHV� RU�
RUJdQLVdWLRQV�ZKR�UHO\�KHdYLO\�RQ�SURiHVVLRQdO�
NQRZOHGJH�� L�H��� NQRZOHGJH� RU� H[SHUWLVH�
related� to� a� speci¿c� discipline� or� functional�
GRPdLQ� WR� VXSSO\� LQWHUPHGLdWH� SURGXFWV� dQG�
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VHUYLFHV� WKdW� dUH� NQRZOHGJH� EdVHG´� �GHQ�
Hertog,�2000,�p.505).

7KH� LQFUHdVLQJ� UROH� Ri� .,%6� LV�
UHSUHVHQWdWLYH� Ri� WKH� LQFUHdVLQJ� LPSRUWdQFH�
Ri� WKH� NQRZOHGJH�EdVHG� HFRQRP\�� ZKHUH�
KXPdQ� FdSLWdO� LV� FHQWUdO� WR� HFRQRPLF�
development� (Hipp� &� Grupp,� 2005)� and�
NQRZOHGJH� LV� d� EdVLF� FRUH� Ri� FRPSHWHQFLHV��
,Q�dGGLWLRQ��WKH�WUHQG�Ri�RXWVRXUFLQJ�VHUYLFHV�
WKdW� ZHUH� SUHYLRXVO\� EXLOW� LQ�KRXVH�� WKH�
LQWHUQdWLRQdOLVdWLRQ�Ri�VHUYLFHV��WKH�LQFUHdVLQJ�
OHYHO�Ri�JOREdO�FRPSHWLWLRQ�dQG�WKH�LQFUHdVLQJ�
GHPdQG� Ri� FHUWdLQ� VHUYLFHV� idFLOLWdWH� WKH�
growth� of� KIBS� (Miles,� 2005).� The� growth�
of�KIBS�also� reÀects�the�upward�demand�of�
NQRZOHGJH�LQSXWV�LQ�LQGXVWU\��KHOSLQJ�WKHP�WR�
iRFXV�RQ�FRUH�FRPSHWHQFLHV�dQG�WR�HPSKdVLV�
LQWdQJLEOH� HOHPHQWV� Ri� SURGXFWV� �0LOHV��
2005),�as�previously�discussed�in�servitisation�
VHFWLRQ��:H� dUJXH� WKdW�.,%6�Pd\� dFW� dV� dQ�
LQWHUPHGLdU\��FRQYH\LQJ�NQRZOHGJH�VSLOORYHUV�
from�MNE�af¿liates�to�local�¿rms.���

7KH� LPSRUWdQFH� Ri� .,%6� dV� dQ� dJHQW�
Ri� LQQRYdWLRQ� LV� FRPPRQO\� GLVFXVVHG�� )RU�
H[dPSOH�� *dUFtd�4XHYHGR� 	� dV�9HUG~�
(2008)� argue� that� KIBS� ¿rms� are� carriers,�
idFLOLWdWRUV�� FUHdWRUV��PRXOGHUV�� dQG� d� VRXUFH�
Ri� LQQRYdWLRQ� WUdQViHUULQJ� NQRZOHGJH� WR�
WKHLU� FOLHQWV�ZKHQ� VXSSRUWLQJ� WKH� LQQRYdWLRQ�
processes� of� ¿rms.� They� collect� knowledge�
iURP�YdULRXV�VRXUFHV��FR�SURGXFH�NQRZOHGJH�
ZLWK�FOLHQWV�� HQULFK� WKHLU� LQWHUQdO� NQRZOHGJH�
EdVH��dQG�GLVVHPLQdWH�LW�WR�RWKHU�RUJdQLVdWLRQV�
(He�&�Wong,�2009).�KIBS�serves�as�a�dynamic�
VRXUFH�Ri�tXdVL�JHQHULF�NQRZOHGJH��FdSWXULQJ�
dQG�dEVRUELQJ�WKH�WdFLW�dQG�JHQHULF�NQRZOHGJH�
dYdLOdEOH� LQ� dQ� HFRQRP\� dQG� WKHQ� VSUHdGLQJ�
it� to�knowledge�seekers� (Antonelli,�1998).� It�
OLQNV�YdULRXV�idFWRUV�WRJHWKHU�XQLQWHQWLRQdOO\�
E\� FROOHFWLQJ� dQG� VKdULQJ� NQRZOHGJH�� 7KH�

PHFKdQLVP� XQGHU� ZKLFK� .,%6� idFLOLWdWHV�
knowledge� spillovers� from� foreign� ¿rms� to�
ORFdO�EXVLQHVVHV�LV�H[SOdLQHG�LQ�WKH�iROORZLQJ�
SdUdJUdSKV��

.,%6� dUH� FUXFLdO� WR� ERWK� iRUHLJQ� dQG�
domestic�¿rms.�Foreign�¿rms�face�numerous�
LQVWLWXWLRQdO�FKdOOHQJHV�ZKHQ�GRLQJ� EXVLQHVV�
LQ� d� QHZ� KRVW� FRXQWU\�� 7KH� SUHVVXUH� LV�
VWURQJHU�VWLOO�LQ�GHYHORSHG�FRXQWULHV�ZKHUH�WKH�
competitiveness�of�¿rms�depends�increasingly�
RQ� NQRZOHGJH� FRQWHQW� Ri� WKH� SURGXFWV�
(Corrocher,� Cusmano,� Morrison,� 2009).�
$FWLQJ�dV�d�³EULGJH�Ri�LQQRYdWLRQ´��WKH�.,%6�
KHOSV� WKHP� WR�FRPSO\�ZLWK� OHJdO� UHJXOdWLRQV�
(Miles,� 2003),� to�understand� better� the� local�
PdUNHWV�� FXVWRPHU� WdVWH� dQG� FRQVXPSWLRQ�
patterns.� KIBS� is� also� bene¿cial� to� local�
¿rms� when� offering� advice� and� suggestions�
RQ� PdQdJHULdO� dQG� RUJdQLVdWLRQdO� LVVXHV��
especially� for� larger� ¿rms� (García-Quevedo�
&�Mas-Verdú,� 2008).� The� intermediate� role�
Ri�.,%6�LQ�NQRZOHGJH�VSLOORYHUV�LV�SUHVHQWHG�
WKURXJK� WKUHH� VWdJHV�� QdPHO\� NQRZOHGJH�
dFtXLVLWLRQ�� NQRZOHGJH� FRPELQdWLRQ� dQG�
NQRZOHGJH�WUdQViHU�

)URP�WKH�dERYH�PHQWLRQHG�VHFWLRQ��ZH�ZLOO�
WHVW�WKH�iROORZLQJ�K\SRWKHVLV�

)',� LQ� WKH� VHUYLFHV� VHFWRU� DIIHFWV�

the� performance� of� local� ¿rms� in� the�
PDQXIDFWXULQJ� VHFWRU� DQG� YLFH� YHUVD� �)',�

LQ� WKH� PDQXIDFWXULQJ� VHFWRU� DIIHFWV� WKH�

performance�of�¿rms�in�the�service�sector).�
���(pSlulFDo�$QDo\VlV

6DpSoH�DQg�gDwD

Using� Thomson� One� Banker,� a� panel�
data� of� 10-year� period� (1997–2006)� is�
FUHdWHG� � LQFOXGLQJ� ZLGH� UdQJH� Ri� YdULdEOHV�
of� ¿rms’� value� added,� capital,� employees,�
dQG� 5	'� H[SHQGLWXUH�� ,QGXVWU\�OHYHO� GdWd�
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iRU� ��� LQGXVWULHV� Ri� WKH� 8.¶V� LQZdUG� )',�
was� collected� from� the� Of¿ce� for� National�
Statistics� (ONS).� The� datasets� were� cleaned�
dQG�GHSUHFLdWHG�ZLWK�dSSURSULdWH�GHSUHFLdWLRQ�
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� UHSRUW� dQ\� Ri� WKH� iROORZLQJ� YdULdEOHV�
for� the� entire� 10� years� period:� employee�
compensation,� net/gross� ¿xed� capital� stock,�
5	'� H[SHQGLWXUH�� :H� H[FOXGH� dQRWKHU�
572� ¿rms� that� have� only� one� observation�
�ZKLFK�GRHV�QRW�dOORZ�XV�WR�H[HFXWH�WKH�*/6�
technique).�We�also�drop�128�outliers�of�value�
dGGHG�WKdW�LV�UHSRUWHG�OdUJHU�WKdQ�VdOHV��$iWHU�
FOHdQLQJ�� WKH� ZRUNdEOH� VdPSOH� LQFOXGHV� dQ�
unbalanced�data�set�of�1,230�¿rms�with�7,769�
REVHUYdWLRQV� �dQ�dYHUdJH�Ri�����REVHUYdWLRQV�
SHU�JURXS��

7KH�pRgHo

7KH�HFRQRPHWULF�iUdPHZRUN�Ri�SURGXFWLRQ�
iXQFWLRQ� HPSOR\HG� LQ� WKLV� VWXG\� KdV� EHHQ�
H[WHQVLYHO\�XVHG�iRU�QHdUO\�iRXU�GHFdGHV��:H�
dGRSW� WKH� QRWLRQ� Ri� VSLOORYHUV� XVHG� E\� WKH�
*OREHUPdQ� �������� %ORPVWU|P� 	� 3HUVVRQ�
(1983),�Kokko� (1994),�Kafouros�&�Buckley�
(2008)� and� Kafouros� et� al.,� (2012).� If� the�
SUHVHQFH� Ri� iRUHLJQ� LQYHVWPHQW� LV� iRXQG� WR�
have�a�signi¿cant�positive�(or�negative)�effect�
RQ�WKH�SHUiRUPdQFH�Ri�ORFdO�HQWHUSULVHV��diWHU�
dFFRXQWLQJ�iRU�WKH�HiiHFWV�Ri�RWKHU�YdULdEOHV���
LW� LV� WKHQ� FRQFOXGHG� WKdW� VSLOORYHUV� H[LVW��
7KH� ORJdULWKPLF� WUdQViRUPHG� PRGHO� diWHU�
accounting�for�time�(t),� industry�(j),�and�¿rm�
�L��GLiiHUHQFHV�LV�

TLMW� ��β0+�β�NLMW�+�β�OLMW�+�β��ULMW��+�βfdiMW���LQWUD��
��������+�βfdiMW���LQWHU��βfdiMW���FURVV���'WLPH���'industry����
���������+�εLMW

���

ZKHUH��N��O��U�dUH�FdSLWdO��OdERXU��dQG�LQWHUQdO�
knowledge�stock�of�¿rm.

IGL
MW�LQWUD

�LV�LQWUd�LQGXVWU\�)',��)',�VWRFNV�Ri�
LQGXVWU\�M�dW�WLPH�W�where�the�¿rm�i�belongs�to)�

IGL
MW�LQWHU�LV�LQWHU�LQGXVWU\�)',��iRUZdUG�LQWHU�

LQGXVWU\� )',� VWRFNV� Ri� LQGXVWU\� M� dW� WLPH� W��
PHdVXUHG� E\� ZHLJKWHG� )',� iURP� LQGXVWULHV�
RWKHU�WKdQ�M��ZKLFK�dUH�LQ�WKH�VdPH�VHFWRU��L�H��
PdQXidFWXULQJ�RU�VHUYLFHV��

IGL
MW�FURVV

�LV�FURVV�VHFWRU�)',��iRUZdUG�FURVV�
VHFWRU� )',� VWRFNV� Ri� LQGXVWU\� M� dW� WLPH� W��
PHdVXUHG� E\� ZHLJKWHG� )',� iURP� LQGXVWULHV�
RWKHU�WKdQ�M�Ri�RWKHU�VHFWRU��

7KH� dWWUdFWLRQ� Ri� (tXdWLRQ� >�@� LV� WKdW� ZH�
FdQ� PHdVXUH� FURVV�VHFWRU� VSLOORYHUV� ZKLOH�
FRQWUROOLQJ� iRU� WKH� HiiHFWV� Ri� LQWUd�LQGXVWU\�
VSLOORYHUV� dQG� LQWHU�LQGXVWU\� VSLOORYHUV� dQG�
YLFH�YHUVd��7KLV�WdNHV�FRQVLGHUdWLRQ�Ri�WKH�idFW�
that�¿rms�have�links�with�other�¿rms�in�both�
the� same� and� outside� industries,� reÀecting� a�
PRUH�FRPSOHWH�dFFRXQW�Ri�WKH�LPSdFWV�Ri�)',�
on�¿rm�performance.

0HwKRg�RI�HVwlpDwlRQ

8VLQJ� WKH� WHVW� iRU� dXWRFRUUHOdWLRQ� LQ� WKH�
panel� data� proposed� by�Wooldridge� (2002),�
WKH�UHVXOW�UHmHFWV�WKH�QXOO�K\SRWKHVLV�WKdW�WKHUH�
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�
OHdVW� dSSURSULdWH� iRU� RXU� VWXG\�� ,Q� dGGLWLRQ��
WKH�$5��Pd\�EH�KHWHURJHQHRXV�dFURVV�SdQHO�
ZKLFK� PLJKW� OHdG� WR� WKH� SUREOHP� Ri� SdQHO�
speci¿c� AR1� (PSAR1).� The� likelihood�
UdWLR� WHVW� UHmHFWV� WKH� QXOO� K\SRWKHVLV� WKdW�
the� AR1� coef¿cients� are� common� across�
VHFWRUV��0RUHRYHU�� WKH�%UHXVFK�3dJdQ�&RRN�
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:HLVEHUJ� WHVW� iRU� KHWHURVNHGdVWLFLW\� dOVR�
UHmHFWV�WKH�QXOO�K\SRWKHVLV�WKdW�WKH�YdULdQFH�Ri�
WKH� GLVWXUEdQFHV� dUH� KRPRVNHGdVWLF� �FKL�����
=� 565.70,� p=� 0.000).� Thus,� it� is� likely� that�
both� panel� speci¿c� autocorrelation� and�
KHWHURVNHGdVWLFLW\�dUH�SUHVHQW�LQ�WKH�GdWd��7R�
GHdO� ZLWK� WKHVH� HFRQRPHWULF� SUREOHPV�� ZH�
XVH�WKH�)*/6�UHJUHVVLRQ�ZLWK�WKH�dSSURSULdWH�
RSWLRQV��

���5HVXowV�

7dEOH� �� SUHVHQWV� GHVFULSWLYH� VWdWLVWLFV�
dQG� FRUUHOdWLRQV� iRU� WKH� NH\� YdULdEOHV� Ri�
the� study.� Our� sample� consists� of� 7,769�
observations� from� 1,230� cases.� The�
FRUUHOdWLRQV� dPRQJ� LQGHSHQGHQW� YdULdEOHV�
LQGLFdWH� WKdW� WKHUH� dUH� WKUHH� FdVHV� WKdW� dUH�
higher� than� 0.5.� The� correlations� between�
labour�and�capital�and�¿rm�size�are�high�as�
dUH� WKH� QdWXUH� Ri� SURGXFWLRQ� iXQFWLRQ� dQG�

WKH� FORVH� UHOdWLRQVKLS� EHWZHHQ� SURGXFWLRQ�
LQSXWV� dQG� WKH� VFdOH� Ri� RSHUdWLRQ�� 7KH�
FRUUHOdWLRQV� EHWZHHQ� RWKHU� YdULdEOHV� dUH�
suf¿ciently� low,� therefore� not� posing�
signi¿cant�multicolinearity�problems.�

7KH� UHVXOWV�SUHVHQWHG� LQ�7dEOH���FRQFHUQ�
WKH�PdLQ�YdULdEOHV�RQO\��7KH�UHVXOWV�LQGLFdWH�
that� indigenous� ¿rms� experience� negative�
LQWUd��dQG�LQWHU�LQGXVWU\�VSLOORYHUV�EXW�HQmR\�
SRVLWLYH� H[WHUQdOLWLHV� iURP� FURVV�VHFWRU�
VSLOORYHUV��)RUHLJQ�LQYHVWPHQW�LQ�RQH�VHFWRU�
SRVLWLYHO\� LPSdFWV�XSRQ� WKH�SHUiRUPdQFH�Ri�
local� ¿rms� in� other� sector.� The� empirical�
UHVXOWV� Ri� HdFK� W\SH� Ri� )',� VSLOORYHUV� �L�H��
FURVV�VHFWRU�� LQWHU�LQGXVWU\�� dQG� LQWUd�
LQGXVWU\� VSLOORYHUV�� LQ� PRGHO� ��� ��� dQG� ��
are� robust.� They� are� also� con¿rmed� by� an�
LQWHJUdWHG�PRGHO�LQ�7dEOH���WKdW�LQFOXGHV�dOO�
WKH�YdULdEOHV�VLPXOWdQHRXVO\��

7DEoH����'HVFulSwlYH�VwDwlVwlFV�DQg�FRuuHoDwlRQ�pDwul[

�� 1 0HDQ 6�'� 0lQ 0D[ ��� ��� ��� ��� ��� ��� ��� ��� ���

��� 9dOXH�dGGHG ���� ��� ��� ���� 10.9 �

��� &dSLWdO ���� 1.8 ��� ���� 11.0 0.8 �

��� /dERXU ���� ��� ��� ���� ��� 0.9 0.8 �

��� ,QWHUQdO�NQRZOHGJH� ���� ���� ��� ���� ��� 0.3 0.2 0.3 �

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

��� 0dUNHW�FRPSHWLWLRQ ���� ���� ��� -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) ,QWHU�LQGXVWU\�)', ���� 9.0 ��� ��� 10.7 -0.1 -0.1 0.1 0.0 0.0 -0.1 0.4 �

��� &URVV�VHFWRU�)', ���� 8.2 0.7 7.0 10.6 0.2 0.1 0.1 0.4 0.3 0.0 -0.4 -0.1 �

1RWH��)LUP�VL]H�LV�d�GXPP\��$OO�RWKHU�VWdWLVWLFV�dUH�LQ�ORJdULWKPLF�iRUP�

&uRVV�VHFwRu�)',�VSlooRYHuV

&RQVLGHUdWLRQ� Ri� FURVV�VHFWRU� )',�
VSLOORYHUV� LV� Ri� SdUWLFXOdU� LPSRUWdQFH�dV� LW�
FdQ�FRQWULEXWH�WR�,%�OLWHUdWXUH�E\�FRQQHFWLQJ�

UHVHdUFK� RQ� WKH� PdQXidFWXULQJ� ZLWK� WKdW�
RQ� VHUYLFHV� VHFWRUV�� 0RGHO� �� Ri� 7dEOH� ��
SUHVHQWV� WKH� iLQGLQJV� iRU� FURVV�VHFWRU� )',�
VSLOORYHUV��
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7dEOH���VKRZV�WKdW�WKH�HiiHFW�Ri�FURVV�VHFWRU�
)',� VSLOORYHUV� LV� SRVLWLYH� dQG� VWdWLVWLFdOO\�
signi¿cant.� This� ¿nding� indicates� that� when�
FURVV�VHFWRU� )',� LQFUHdVHV� E\� d� �� SHUFHQW�
(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�VHFWRU� LQGXVWULHV��
$Q\� LQFUHdVH� LQ� LQWHUQdWLRQdO� LQYHVWPHQW� LQ�
WKH� VHUYLFHV� VHFWRU�� iRU� H[dPSOH�� OHdGV� WR� dQ�
increase� in�performance�of�local�¿rms�in� the�
PdQXidFWXULQJ�VHFWRU��

The� result� con¿rms� the� theoretical�
SUHGLFWLRQV� Ri� RXU� iUdPHZRUN� WKdW� WKH�
LQWHUdFWLRQ� EHWZHHQ� PdQXidFWXULQJ� dQG�
services� positively� affects� local� ¿rm�
SHUiRUPdQFH�� 7KLV� LV� EHFdXVH� VHUYLFHV� dUH�
HPEHGGHG�dXWRPdWLFdOO\�LQ�WdQJLEOH�SURGXFWV�
WKdW�dUH��LQ�WXUQ��EHFRPLQJ�LPSRUWdQW�LQSXWV�iRU�

7DEoH����,QwuD���lQwHu�lQgXVwu\�DQg�FuRVV�VHFwRu�)',�VSlooRYHuV

9DulDEoH 0RgHo�� 0RgHo�� 0RgHo�� 0RgHo��

&URVV�VHFWRU�)', 0.04025 0.0304
� (2.903)** ������

,QWHU�LQGXVWU\�)', -0.1154 -0.1376
� �������


 �������


,QWUd�LQGXVWU\�)', -0.0538 -0.06965
� ��������

 (-18.07)***
&RQWURO�YDULDEOHV

&dSLWdO 0.2655 0.2637 0.2646 0.2644
� �������


 (180.2)*** �������


 �������



/dERXU 0.6963 0.6974 0.6992 0.696
� �������


 �������

 (360.3)*** �������



.QRZOHGJH�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

�������


 �������


 �������


 ������



0dUNHW�FRQFHQWUdWLRQ -0.01204 -0.01272 -0.01159 -0.0111

(-50.92)*** �������


 ��������


 (-18.36)***
7LPH�	�LQGXVWU\�
GXPPLHV

,QFOXGHG ,QFOXGHG ,QFOXGHG ,QFOXGHG

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

1RWH�
d��7KH�GHSHQGHQW�YdULdEOH�LV�YdOXH�dGGHG��)LJXUHV�LQ�SdUHQWKHVHV�dUH�W�VWdWLVWLFV�
b)�*�5%�level�of�signi¿cance,�**�1%�level�of�signi¿cance,�***�0.1%�level�of�signi¿cance
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VHUYLFH�SURYLGHUV��$�OdUJH�SURSRUWLRQ�Ri�YdOXH�
dGGHG�LQ�PdQXidFWXULQJ�RXWSXW�LV�dWWULEXWdEOH�
to�services�and�vice�versa�(OECD�1992).�The�
UHVXOWV�dOVR�VXSSRUW�WKH�XQGHUO\LQJ�dVVXPSWLRQ�
of�our�framework�that�¿rms�not�only�draw�on�
WKHLU�RZQ�NQRZOHGJH�EdVH�EXW�dOVR�VHdUFK�iRU�
d� UHVHUYRLU� Ri� H[WHUQdO� NQRZOHGJH�� SRLQWLQJ�
WR� WKH� LPSRUWdQFH� Ri� GLVWdQW� NQRZOHGJH� LQ�
improving�¿rm�performance.�Because�of� the�
increasing�complexity�of�new�technology,�¿rms�
¿nd�it�is�necessary�to�acquire�complementary�
resources�from�other�sector.�The�¿nding�plays�
dQ� LPSRUWdQW� UROH� LQ� KHOSLQJ� XV� XQGHUVWdQG�
the� inter-connection� between� ¿rms� in� the�
PdQXidFWXULQJ�VHFWRU�dQG�WKH�VHUYLFHV�VHFWRU��
3RVLWLYH� FURVV�VHFWRU� )',� VSLOORYHUV� VXJJHVW�
WKdW� VSLOORYHUV� dUH� OdUJHO\� HQGRJHQRXV�
RXWFRPHV�Ri�WKH�LQWHUdFWLRQV�EHWZHHQ�iRUHLJQ�
and� local� ¿rms� in� the� two� sectors� (Wang�&�
Blomström� 1992).�This� ¿nding� advances� IB�
OLWHUdWXUH��LQ�ZKLFK�SULRU�UHVHdUFK�RQ�YHUWLFdO�
VSLOORYHUV� KdV� RiWHQ� iRFXVHG� RQ� WKH� OLQNdJHV�
between�different�players�in�a�value�chain.�Our�
UHVHdUFK� EURdGHQV� RXU� XQGHUVWdQGLQJ� dERXW�
WKH�LPSRUWdQFH�Ri�WKH�LQWHUdFWLRQ�EHWZHHQ�WKH�
WZR�VHFWRUV��

The� ¿ndings� indicate� that� increases� in�
LQWHUQdWLRQdO�FdSLWdO�LQ�PdQXidFWXULQJ�HQKdQFH�
WKH� EXVLQHVV� SHUiRUPdQFH� Ri� ORFdO� VHUYLFH�
¿rms� and� vice� versa.� The� inter-connection�
EHWZHHQ� PdQXidFWXULQJ� dQG� VHUYLFHV� VLJQdOV�
WKdW� d� KHdOWK\� HFRQRP\� FRXOG� EH� REWdLQHG�
RQO\�ZKHQ�WKHUH�LV�d�EdOdQFH�LQ�GHYHORSPHQW�
Ri� WKH� WZR�VHFWRUV��7KLV�YLHZ�FKdOOHQJHV� WKH�
FRPPRQ� SRVLWLRQ� dQG� SUdFWLFH� LQ� GHYHORSHG�
FRXQWULHV��ZKLFK�HPSKdVLVHV�VHUYLFH�LQGXVWULHV�
dQG�WKH�QRWLRQ�Ri�NQRZOHGJH�EdVHG�HFRQRP\��
dQG�RXWVRXUFHV�WKH�PdmRULW\�Ri�PdQXidFWXULQJ�
dFWLYLWLHV� WR� GHYHORSLQJ� FRXQWULHV�� 7KLV�
FRPPRQ� SUdFWLFH� PLJKW� EH� KdUPiXO� WR� WKH�
HFRQRP\�LQ�WKH�ORQJ�UXQ��,W�QRW�RQO\�GLPLQLVKHV�

WKH�PdQXidFWXULQJ�LQGXVWULHV�EXW�dOVR�ZHdNHQV�
WKH�VHUYLFH�VHFWRU��

The�¿ndings�can�also�be�interpreted� from�
d� GLiiHUHQW� dQJOH�� :LWK� WKH� SRVLWLYH� FURVV�
VHFWRU�)',�VSLOORYHUV��d�PdQdJHU�Ri�d�iRUHLJQ�
¿rm�might�simply�see�the�research�efforts�or�
any� technological� development� of� his� ¿rm�
OHdGV� WR� dQ� LPSURYHPHQW� Ri� SHUiRUPdQFH�
Ri� KLV� ORFdO� FRXQWHUSdUW� LQ� WKH� RWKHU� VHFWRU�
(Kafouros�&�Buckley� 2008).� If� the�manager�
FRQVLGHUV� WKH� ULVN� Ri� WHFKQRORJLFdO� OHdNdJH�
LV� ORZ�GXH� WR� LQGLUHFW� FRPSHWLWLRQ��KH�PLJKW�
idFLOLWdWH� WKH� FROOdERUdWLRQ��ZKLFK� OHdGV� WR� d�
win-win� situation� for� both� ¿rms.� Reversely,�
Li�KH�LV�FRQFHUQHG�dERXW�WKH�SRVVLELOLW\�Ri�WKH�
WHFKQRORJ\�SdVVLQJ�iURP�WKH�ORFdO�FRXQWHUSdUW�
RQWR�GLUHFW�ORFdO�FRPSHWLWRUV�LQ�KLV�VHFWRU��KH�
PLJKW�FRQVLGHU�VWRSSLQJ�GRLQJ�EXVLQHVV�ZLWK�
local�¿rms�in�the�other�sector.�

Obviously,�the�positive�signi¿cant�result�of�
FURVV�VHFWRU�)',�VSLOORYHUV�RiiHUV�dQ�LQVLJKWiXO�
YLHZ�RQ�WKH�LPSRUWdQFH�Ri�)',�LQ�RQH�VHFWRU�
to�the�performance�of�local�¿rms�in�the�other�
VHFWRU��:H�WKHUHiRUH�dUH�XQdEOH�WR�FdSWXUH�WKH�
HQWLUH� LPSdFWV� Ri� )',� RQ� QdWLRQdO� HFRQRPLF�
GHYHORSPHQW� ZLWKRXW� LQFRUSRUdWLQJ� FURVV�
VHFWRU�VSLOORYHUV�LQ�)',�H[WHUQdOLWLHV�VWXGLHV��

,QwHu��DQg�lQwuD�lQgXVwu\�)',�VSlooRYHuV

Model�2�shows�the�¿ndings�for�inter-industry�
VSLOORYHUV��ZKLFK�VWdQG�LQ�GLUHFW�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�
)',�VSLOORYHUV�LQ�WKLV�SdSHU�LV�FRQVLVWHQW�ZLWK�
the�studies�of�Yudaeva�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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SdUdPHWHU� Ri� WKH� LQWUd�LQGXVWU\� )',� YdULdEOH�
is�negative�and�statistically�signi¿cant�(βintra-
industry�FDI=�-0.0583,�p�=�0.000).�Local�¿rms�
are� negatively� inÀuenced� by� the� presence�
of� foreign� ¿rms� in� the� same� industry.� The�
QHJdWLYH�HiiHFW�Ri�LQWUd�LQGXVWU\�)',�LV�LQ�OLQH�
with�Aitken�&�Harrison�(1999)�and�Djankov�
&� Hoekman� (2000),� who� argue� that� local�
¿rms�are�unable�to�bene¿t�from�FDI�spillovers�
LQ�WKH�VdPH�LQGXVWU\��

���'lVFXVVlRQ�DQg�FRQFoXVlRQV

Our� study� rests� upon� the� proposition� that�
indigenous�¿rm�performance�is�a�function�of�
H[WHUQdO�NQRZOHGJH�JHQHUdWHG�E\� 1(V�LQ�WKH�
RWKHU�VHFWRU��7KLV�SdSHU�GHYHORSV�d�WKHRUHWLFdO�
dQG�HPSLULFdO�iUdPHZRUN�RQ�FURVV�VHFWRU�)',�
spillovers.� The� study� ¿nds� strong� evidence�
WR� VXSSRUW� WKH� QRWLRQ� WKdW� )',� VSLOORYHUV� GR�
exist.�However,� in� contrast� to� the�belief� that�
FDI� brings� bene¿ts� to� local� businesses,� this�
VWXG\� VKRZV� WKdW�)',� VSLOORYHUV�dUH�d�PXOWL�
GLPHQVLRQdO�SKHQRPHQRQ��ZKLOH�WKH�HiiHFWV�Ri�
LQWUd��dQG�LQWHU�LQGXVWU\�VSLOORYHUV�dUH�QHJdWLYH��
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�
LQWHUdFWLRQ� dQG� FROOdERUdWLRQ� EHWZHHQ� WKH�
PdQXidFWXULQJ� dQG� VHUYLFH� VHFWRUV� SOd\V� d�
NH\� UROH� LQ� idFLOLWdWLQJ� SRVLWLYH� H[WHUQdOLWLHV��
The� positive� and� signi¿cant� results� indicate�
WKH� dYdLOdELOLW\� Ri� WKH� FRQVWUXFWLRQ� Ri� FURVV�
sector� FDI� spillovers,� which� has� signi¿cant�
power�in�explaining�the�variance�of�local�¿rm�
SHUiRUPdQFH��

7KH� FRQWULEXWLRQ� OLHV� LQ� GHPRQVWUdWLQJ�
WKdW�)',�VSLOORYHUV�dUH�QRW�RQO\�OLPLWHG�WR�WKH�
LPSdFWV� Ri� LQWUd�� dQG� LQWHU�LQGXVWU\� )',� EXW�
dOVR�EURdGHQHG� WR�FURVV�VHFWRU�)',��SRLQWLQJ�
WR� WKH� LPSRUWdQFH� Ri� WKH� GLVWdQW� NQRZOHGJH�
LQ� LPSURYLQJ� SHUiRUPdQFH�� 3ULRU� VWXGLHV�

iRFXV� RQ� LQWUd�LQGXVWU\� dQG�RU� LQWHU�LQGXVWU\�
H[WHUQdOLWLHV�� dQG� RYHUORRN� WKH� LPSdFW� RQ�
SHUiRUPdQFH�dULVLQJ�iURP�HFRQRPLF�dFWLYLWLHV�
of�MNEs�in�the�other�sector.�Our�framework�
RYHUFRPHV� WKLV� OLPLWdWLRQ� E\� LQFRUSRUdWLQJ�
dOO�WKUHH�W\SHV�Ri�)',�VSLOORYHUV�LQWR�d�VLQJOH�
UHVHdUFK� iUdPHZRUN�� EHWWHU� FdSWXULQJ� WKH�
impacts�of�FDI�on�domestic�¿rm�performance.�
7KLV�KHOSV�GHHSHQ�RXU�XQGHUVWdQGLQJ�Ri�KRZ�
WKUHH� W\SHV� Ri� )',� VSLOORYHUV� mRLQWO\� VKdSH�
SHUiRUPdQFH�� 7KLV� VWXG\� H[WHQGV� SULRU� ZRUN�
E\� H[SORULQJ�� WKHRUHWLFdOO\� dQG� HPSLULFdOO\��
WKH� LQWHU�FRQQHFWLRQ� EHWZHHQ� PdQXidFWXULQJ�
dQG� VHUYLFHV� LQ� H[SOdLQLQJ� FURVV�VHFWRU� )',�
VSLOORYHUV��,W�dGGV�WR�WKH�FXUUHQW�OLWHUdWXUH�E\�
FdSWXULQJ�PRUH�iXOO\�WKH�WKHRU\�dQG�LPSdFWV�Ri�
)',�LQ�WKH�KRVW�FRXQWU\��HQdEOLQJ�XV�WR�FRQQHFW�
VFdWWHUHG� UHVHdUFK� RQ� PdQXidFWXULQJ� dQG�
VHUYLFHV��7KLV�VWXG\�LV�UHOdWHG�WR��EXW�GLVWLQFW�
from,� the� literature� on� speci¿c� channels� of�
FDI� spillovers.�The� bene¿t� of� this� approach�
LV� WKdW� LW� WdNHV� LQWR� FRQVLGHUdWLRQ� YdULRXV�
GLPHQVLRQV�Ri�)',�dQG��WKXV��SURYLGHV�d�PRUH�
FRPSOHWH�dFFRXQW�Ri�LWV�LPSdFWV�RQ�LQGLJHQRXV�
¿rms.�Therefore,�our�study� is�a�step� forward�
in� evaluating� the� inÀuence� of� foreign� ¿rm�
business�activities�on�local�¿rm�performance.�

7KH� FHQWUdO� PHVVdJH� Ri� WKLV� dUWLFOH� LV�
that� domestic� ¿rms� experience� negative�
H[WHUQdOLWLHV� iURP� LQWUd�� dQG� LQWHU�LQGXVWU\�
)',�� EXW� HQmR\� SRVLWLYH� VSLOORYHUV� iURP�
cross-sector� FDI.� This� indicates� that� ¿rm�
SHUiRUPdQFH� LV� SRVLWLYHO\� diiHFWHG� E\�
LQWHUQdWLRQdO� LQYHVWPHQW�LQ�XQUHOdWHG�VHFWRUV��
$W�WKH�VdPH�WLPH�LW�GHFUHdVHV�ZKHQ�WKHUH�LV�d�
presence�of�foreign�¿rms�in�the�same�or�related�
LQGXVWULHV��,Q�RXU�VdPSOH��WKH�QHJdWLYH�HiiHFWV�
Ri� LQWHU�� dQG� LQWUd�LQGXVWU\� VSLOORYHUV� dUH�
strong�enough�to�offset�the�bene¿ts�of�positive�
FURVV�VHFWRU�H[WHUQdOLWLHV��7KH�QHJdWLYH�UHVXOWV�
Ri� LQWUd�LQGXVWU\� dQG� LQWHU�LQGXVWU\� )',�
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H[WHUQdOLWLHV�Pd\�EH�FdXVHG�E\� WKH� SRZHU�Ri�
PdUNHW� FRPSHWLWLRQ�� WHFKQRORJLFdO� OHdNdJH�
and/or� the� ‘localisation’� of� foreign� ¿rms� in�
VHWWLQJ� XS� WKHLU� RZQ� HFRQRPLF� FOXVWHUV�� 7KH�
UHVXOWV� RiiHU�ERWK� WKHRUHWLFdO�dQG�SUdFWLWLRQHU�
RULHQWHG�LPSOLFdWLRQV��

,pSolFDwlRQV�IRu�wKHRu\

Empirical� ¿ndings� of� this� study� offer� an�
LQVLJKWiXO�H[SOdQdWLRQ�Ri�WKH�FRPSOLFdWHG�QdWXUH�
of�externalities.�We�extend�previous�¿ndings�
E\� RiiHULQJ� LQVLJKWV� LQWR� WKH� UHOdWLRQVKLS�
EHWZHHQ� PdQXidFWXULQJ� dQG� VHUYLFH� VHFWRUV�
ZKLFK� XS� XQWLO� QRZ� KdYH� UHPdLQHG� XQGHU�
WKHRUL]HG�� 7KH� UHVXOWV� FRPSOHPHQW� RWKHU�
VWXGLHV� dV� WKH\� VKRZ� WKdW� )',� VSLOORYHU� LV�
d� FRPSOLFdWHG� SKHQRPHQRQ� WKdW� JHQHUdWHV�
VRPH� SRVLWLYH� HiiHFWV� WKURXJK� RQH� W\SH� Ri�
LQWHUdFWLRQ� EHWZHHQ� EXVLQHVVHV� �L�H�� FURVV�
VHFWRU��dQG�VLPXOWdQHRXVO\�SURGXFHV�QHJdWLYH�
HiiHFWV� YLd� RWKHU� W\SHV� �L�H�� LQWHU�� dQG� LQWUd�
industry).� In�other�words,� local�¿rms� bene¿t�
VXEVWdQWLdOO\� iURP� WKH� NQRZOHGJH� JHQHUdWHG�
by� foreign� ¿rms� in� the� opposite� sector,� but�
GR�QRW� UHdS� UHZdUGV� iURP�iRUHLJQ�EXVLQHVVHV�
in�the�same�or�related�industries.�The�¿ndings�
dOVR�FKdOOHQJH� WKH�FXUUHQW�UHVHdUFK� VWUdQG�RQ�
)',�VSLOORYHUV��7R�SURYLGH�d�FRPSOHWH�dFFRXQW�
Ri�)',�VSLOORYHUV��ZH�H[dPLQH�WKUHH�W\SHV�Ri�
VSLOORYHUV��L�H��LQWUd���LQWHU�LQGXVWU\�dQG�FURVV�
VHFWRU�� VLPXOWdQHRXVO\�� 7KLV� LV� LPSRUWdQW�
EHFdXVH�Li�RQO\�RQH�RU�WZR�W\SHV�dUH�H[dPLQHG�
ZLWKRXW� FRQWUROOLQJ� iRU� WKH� RWKHUV�� ZH� Pd\�
HQG� XS� ZLWK� ELdVHG� UHVXOWV�� 3XW� GLiiHUHQWO\��
LW�ZRXOG�EH�PLVOHdGLQJ� Li�ZH�idLO� WR� VHSdUdWH�
LQWHUQdWLRQdO� FdSLWdO� LQWR� VXEFdWHJRULHV� Ri�
LQWUd�LQGXVWU\��LQWHU�LQGXVWU\��dQG�FURVV�VHFWRU�
)',�� ,W� LV� WKHUHiRUH�dGYLVdEOH� WR�H[dPLQH� WKH�
LQGLUHFW� HiiHFWV� Ri� )',� LQ� dOO� WKUHH� FKdQQHOV��
dQG�PRVW� LPSRUWdQWO\�FURVV�VHFWRU� VSLOORYHUV��
The� ¿ndings� of� the� study� suggest� that� FDI�
WHFKQRORJ\� VSLOORYHUV� LQYROYH� FRPSOLFdWHG�

SURFHVVHV��%RWK�SRVLWLYH�dQG�QHJdWLYH�HiiHFWV�
exist� concurrently.� Each� � of� � the� speci¿c�
channels� should� � be� clearly� identi¿ed,� � and��
each��of��the�speci¿c�effects�carefully�examined,�
EHiRUH�dQ\�PHdQLQJiXO�FRQFOXVLRQV��dERXW��)',�
WHFKQRORJ\��VSLOORYHUV�FdQ��EH�UHdFKHG��

)XUWKHU��ZH� FRQWULEXWH� WR� WKH� OLWHUdWXUH�E\�
H[SdQGLQJ� WKH� WKHRU\� Ri� WKH� WKUHH� FKdQQHOV�
Ri�VSLOORYHUV��:H�WKHRULVH�WKdW�)',�VSLOORYHUV�
WdNH� SOdFH� QRW� RQO\� ZLWKLQ� dQG� EHWZHHQ�
LQGXVWULHV� LQ� WKH� PdQXidFWXULQJ� VHFWRU�� EXW�
dOVR� EHWZHHQ� LQGXVWULHV� LQ� GLiiHUHQW� VHFWRUV��
$OWKRXJK�ZH�dUH�XQdEOH� WR� WHVW�HdFK�FKdQQHO�
SURSRVHG� LQ� WKLV� VWXG\� �d�FRPPRQ�GUdZEdFN�
Ri�SULRU�VWXGLHV�dQG�dOVR�d�VXJJHVWLRQ�iRU�iXWXUH�
UHVHdUFK���LW�KHOSV�EULGJH�WKH�JdS�LQ�H[SOdLQLQJ�
the�mechanisms� of� knowledge� Àow� between�
WKH�PdQXidFWXULQJ�dQG�VHUYLFH�LQGXVWULHV�

,pSolFDwlRQV�IRu�SuDFwlFH�

This� study� offers� interesting� ¿ndings�
FRQFHUQLQJ� WKH� JdLQV� RU� ORVVHV� iURP� LQZdUG�
)',��7KH�UHVXOWV�VKRZ�WKdW�LW�LV�Pd\�EH�WRR�QdLYH�
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\�� dUH� QRW� iUHH�� HVSHFLdOO\� iRU� GHYHORSHG�
FRXQWULHV� WKdW� dUH� ULFK� LQ� WHFKQRORJ\�� ,Q� RXU�
VWXG\�� WKH�QHJdWLYH�HiiHFWV�dUH� VWURQJ�HQRXJK�
to�offset�the�bene¿ts.�The�¿ndings�have�several�
LPSOLFdWLRQV� iRU� SROLF\�PdNHUV�� &HQWUdO� dQG�
local�government� spend�signi¿cant� resources�
RQ�VFKHPHV�WKdW�dWWUdFW�LQZdUG�)',��KRSLQJ�WR�
help� indigenous� ¿rms� improve� performance�
via�externalities�(Barbosa�&�Eiriz�2009).�The�
QHJdWLYH� UHVXOWV�LQGLFdWH� WKdW�WKH\�VKRXOG�QRW�
VLPSO\� WdNH� iRU� JUdQWHG� WKH� LGHd� WKdW� LQZdUG�
)',�FdQ�JHQHUdWH�SRVLWLYH�VSLOORYHUV��)',�Pd\�
KdYH� SRWHQWLdO� FRVWV� LQ� WKH� iRUP� Ri� QHJdWLYH�
intra-�and�inter-industry�spillovers.�However,�
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local� ¿rms� do� bene¿t� from� international�
LQYHVWPHQW� LQ� WKH� RWKHU� VHFWRU�� 7KHUHiRUH�� WR�
help� local� ¿rms� obtain� the� most� from� FDI,�
)',�SROLF\�VKRXOG�Sd\�dWWHQWLRQ�WR�WKH�EdOdQFH�
EHWZHHQ�PdQXidFWXULQJ�dQG�VHUYLFHV��

:KHQ� UHVRXUFHV� VKLiW� WR� WHFKQRORJLFdOO\�
VWdJQdQW�LQGXVWULHV��L�H��VHUYLFHV���WKH�QdWLRQdO�
dJJUHJdWH�JURZWK�UdWH�ZLOO�GHFOLQH�dFFRUGLQJO\�
(Baumol� et� al.� 1989).� As� such,� to� prevent�
WKH� RFFXUUHQFH� Ri� WKLV� QHJdWLYH� HiiHFW�� WKH�
JRYHUQPHQW� VKRXOG� HQFRXUdJH� LQWHUQdWLRQdO�
LQYHVWRUV� WR� ERRVW� WKH� GHYHORSPHQW� Ri� WKH�
PdQXidFWXULQJ� VHFWRU� LQ� RUGHU� WR� KdYH� WKH�
EHVW� LQWHUdFWLRQ�EHWZHHQ� WKH� WZR�VHFWRUV�dQG�
WR� idFLOLWdWH� SRVLWLYH� H[WHUQdOLWLHV� WR� ORFdO�
¿rms.� By� promoting� coordination� between�
WKH�WZR�VHFWRUV��WKH�JRYHUQPHQW�FdQ�LQWHUYHQH�
LQ�RUGHU� WR�Pd[LPLVH�SRVLWLYH��dQG�PLQLPLVH�
QHJdWLYH�� dVSHFWV� Ri� VSLOORYHUV� iURP� )',��

7KH�PRVW� LPSRUWdQW� LVVXH� WKdW� SROLF\PdNHUV�
VKRXOG�FRQVLGHU�LV�KRZ�JRYHUQPHQW�FdQ�FUHdWH�
idYRXUdEOH� FRQGLWLRQV� LQ� ZKLFK� VSLOORYHUV�
FdQ� WdNH� SOdFH�� ,i� ZH� FRQVLGHU� d� EURdGHU�
SHUVSHFWLYH��QHJdWLYH�VSLOORYHUV�FdQ�EH�VHHQ�dV�
d�UHdVRQdEOH�³FRVW´�WR�WKH�KRVW�FRXQWU\�dV�WKH\�
obtain�other�bene¿ts,�which�are�not�limited�to�
WKH�SRVLWLYH�H[WHUQdOLWLHV�Ri�FURVV�VHFWRU�)',��
7KH�QHJdWLYH�H[WHUQdOLWLHV�Ri�)',�FdQ�EH�VHHQ�
dV�d�SURFHVV�Ri�³QdWXUdO�VHOHFWLRQ´�WKdW�KHOSV�
dismiss� weak� ¿rms� and� retain� strong� ¿rms.�
7KLV�LV�dQ�HiiHFWLYH�VHOHFWLRQ�PHFKdQLVP�WKdW�
will�keep�the�most�ef¿cient�¿rms�in�business�
(Barbosa�&�Eiriz�2009).�Competitive�pressure�
iURP�WKH�SUHVHQFH�Ri�iRUHLJQ�FRPSdQLHV�RiiHUV�
strong� ¿rms�momentum� to� become� stronger�
E\� XSJUdGLQJ� WKHLU� FXUUHQW� WHFKQRORJ\�
dQG� PdQdJHPHQW� VNLOOV�� EXW� LQFUHdVHV� WKH�
vulnerability�of�weak�¿rms.q
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