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Knowledge spillovers are among the potential positive effects of foreign direct
investment in developed and developing countries (Blomstrom & Kokko, 1998; Aitken
& Harrison, 1999; Marin & Bell, 2006). Meanwhile, co-location of agents is crucial for
understanding the geography of innovation by multinationals (MNES), and the interaction
between heterogeneous companies in a given location makes possible an analysis of
which dimensions of learning processes are the most relevant. The fact is that foreign
companies in host economies can generate spillovers that are beneficial for domestic
firms while also absorbing knowledge from them (Driffield et al, 2014; Hassine et al,
2016; Jacobs et al, 2017). Moreover, the cumulative experience of foreign companies in
a specific location may be an important driver that contributes to defining learning
possibilities for other foreign units. More than ever, the increasing internationalization of
companies, along with the impact of productive fragmentation within the global value
chain, makes necessary the exploration of spillover effects from a multilevel approach
(Perri & Peruffo, 2015). This paper contributes in that direction by integrating the
internationalization experiences of domestic firms with relevant technological
specialization into the study of knowledge spillover effects that benefit foreign co-located

companies.

An empirical analysis is carried out for manufacturing firms in Spain from 1991 to 2014,
based on statistical information from the ESEE Survey. A two-step procedure is followed
to assess the presence of knowledge spillovers, both from domestic to foreign firms and
within foreign firms. Firstly, we estimate total factor productivity (TFP) for samples of
foreign and domestic firms by manufacturing sector, following a semi-parametric
approach (Levinsohn & Petrin, 2003). The reasoning is that TFP integrates a knowledge
component, making this a suitable indicator for measuring technology flows (Driffield,

2001). Secondly, we analyze the relationship between the productivity of foreign firms



and the TFP of the relevant sector, making the distinction between domestic firms (MNEs

and non-MNEs) and foreign firms, and following a dynamic approach.

Analysis of knowledge spillovers from domestic to foreign firms for a technologically
intermediate country like Spain contributes to the understanding of learning processes in
at least two directions. On the one hand, our results highlight the importance of the
internationalization of national companies, differentiating between purely national
companies and companies that are multinationals. The internationalization path of
national companies is a key element in the study of the intersection of co-location as a
driver mechanism for generation of spillovers. The potential network externalities
obtained abroad reinforce the likelihood of knowledge spillovers at home and increase
the learning opportunities for foreign units. On the other hand, this aspect should be
considered in close relation to the level and type of technological specialization of
companies, because technological complexity also represents a significant aspect in the
definition of spillovers from national firms. In sum, knowledge spillovers benefiting
foreign companies are the result of the intersection between internationalization,
embeddedness, and learning.

KEYWORDS: spillovers; multinationals; technology

REFERENCES

Aitken, B.J., Harrisson, A.E. (1999). Do domestic firms benefit from FDI? Evidence from
Venezuela. Am. Econ. Rev., 89(3): 605-618.

Blomstrom, M., Kokko, A. (1998). Multinational corporations and spillovers. J. Econ.
Surv., 12(2): 1-31.

Driffield, N. (2001). The impact on domestic productivity of inward investment in the
UK, Manch. Sch., 69: 103-1109.

Driffield, N., Love, J.H., Yang, Y. (2014). Technology Sourcing and Reverse
Productivity Spillovers in the Multinational Enterprise: Global or Regional
Phenomenon? Brit. J. Manage., 25: 24-41.

Hassine, H.B., Boudier, F., Mathieu, C. (2017). The two ways of FDI R&D spillovers:
evidence from the French manufacturing industry, Appl. Econ., 49(25): 2395-2408.

Jacobs, E.J. Zamborsky, P. Sbai, E. (2017). Mutual Productivity Spillovers in Slovakia:
Absorptive Capacity, Technology Gap and Nonlinear Effects, East. Eur. Econ., 55(4)
291-323.

Levinsohn, J., Petrin, A. (2003). Estimating production functions using inputs to control
for unobservables. Rev. Econ. Stud., 70(2): 317-341.

Marin, A., Bell, M. (2006). Technology spillovers from Foreign Direct Investment; the
active role of MNC subsidiaries in Argentina in the 1990. J. Dev. Stud., 42: 678-697.
Perri, A. Peruffo, E. (2016). Knowledge Spillovers from FDI: A Critical Review from the

International Business Perspective, Int. J. Manag. Rev., 18: 3-27.



