
1. Introduction on multinationals and FDI

2. Drivers of FDI

3. How do foreign acquisitions impact the performance of acquired firms?

4.     Are there spillovers from FDI to domestic firms?

5.     Do consumers benefit from retail globalization?

6.     What can governments do to attract FDI?

Plan for this lecture



Background

2

Impressive growth of FDI flows in developed and developing countries



Background
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Cross-border acquisitions are the dominant form of FDI



Typology of FDI



Number and attributes of MNE affiliates



Affiliate sales



Exports versus FDI with heterogeneous firms



Firm behavior



Sorting into exporting or FDI



Productivity advantage of MNEs and exporters



Effects of foreign acquisitions on firm performance

Arnorld and Javorcik (2009 JIE): Do foreign acquisitions have a causal 
effect on the performance of acquired firms?

Data and methods
• Plant-level panel data for Indonesian Manufacturing, 1983-2001
• All registered manufacturing plants with >20 workers
• Several indicators of firm performance
• Look at both effects of foreign acquisitions and foreign privatizations
• DD-PSM to account for selection



Arnorld and Javorcik (2009 JIE): Context

Institutional context in Indonesia since 1980s
• Trade liberalization 
• Industry deregulation
• Between 1990-1996 Indonesia was 5th largest recipient of FDI (among 

developing countries)

Descriptive statistics reveal that foreign plants are characterized by higher:
• TFP and labor productivity
• Wages
• Investment
• Output and employment



Arnorld and Javorcik (2009 JIE): Methods

But are these relationships causal?

Selection: perhaps foreign investors just acquire better performing firms

Empirical strategy: Propensity Score Matching + Difference-in-Differences

Step 1: Estimate Probit model of selection into acquisition
All explanatory variables are lagged one year and thus pertain to pre-acquisition 
period. Yields predicted probability of becoming target

Step 2: Match plants using one-to-one nearest neighbour matching
Impose also that treatment and control observations come from 
the same sector and year

Step 3: Use Differences-in-Differences on the matched sample to examine causal 
effects of foreign acquisitions



Arnorld and Javorcik (2009 JIE): Results



Arnorld and Javorcik (2009 JIE)



Arnorld and Javorcik (2009 JIE): Results



Arnorld and Javorcik (2009 JIE): Summary

Using DD-PSM the paper provides evidence that foreign acquisitions
lead to:
• higher productivity
• investment
• employment 
• wages
• Import and export share

Effects become visible in the acquisition year and continue in subsequent 
periods

Effects also found among foreign privatizations



Effects of foreign acquisitions on innovation

Guadalupe, Kuzmina and Thomas (2012 AER): Do foreign acquisitions 
have a causal effect on the innovation activity of acquired firms?

Data and methods
• Firm-level panel data for Spanish Manufacturing, 1990-2006
• Representative of the population of Spanish manufacturing firms
• Includes approximately 2800 firms (all firms >200 employees; stratified 

sample of smaller firms)
• Several indicators of innovation activity
• Look at causal effects of foreign acquisitions
• DD-PSW to account for selection



Guadalupe, Kuzmina and Thomas (2012 AER): Results
1
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Clear evidence of positive selection



Guadalupe, Kuzmina and Thomas (2012 AER): Results
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Guadalupe, Kuzmina and Thomas (2012 AER): Results
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Guadalupe, Kuzmina and Thomas (2012 AER): Results
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Guadalupe, Kuzmina and Thomas (2012 AER): Results
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Guadalupe, Kuzmina and Thomas (2012 AER): Results
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Guadalupe, Kuzmina and Thomas (2012 AER): Summary
2
5

Evidence that foreign firms “cherry pick” the best firms within industries

Using DD-PSM to account for selection, the paper provides evidence that 
foreign acquisitions lead to:
• higher process innovation
• simultaneous introduction of new machines and organizational practices

Acquired firms that export through their parent firm also report:
• higher product  innovation
• higher assimilation of new technologies



Effects of foreign ownership on IT and management practices

Bloom, Sadun and Van Reenen (2012 AER): “Americans Do IT Better: US 
Multinationals and the Productivity Miracle”

Main Research Questions: 
1. Did establishments taken over by US multinationals (but not by non-

US multinationals) increased the productivity of their IT? 
2. What was the role of people management practices?

Data
• Establishment level data from UK census, 1995-2003
• Firm-level data from seven European countries, 1999-2006
• CEP Management survey, 2006



Bloom, Sadun and Van Reenen (2012 AER): Results
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Bloom, Sadun and Van Reenen (2012 AER): Results
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Bloom, Sadun and Van Reenen (2012 AER): Results
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Bloom, Sadun and Van Reenen (2012 AER): Results
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Bloom, Sadun and Van Reenen (2012 AER): Results
3
1



Bloom, Sadun and Van Reenen (2012 AER): Results
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Bloom, Sadun and Van Reenen (2012 AER): Results
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Bloom, Sadun and Van Reenen (2012 AER): Summary
3
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Why did Europe not follow the American IT-led productivity 
acceleration after 1995?

• People management practices appear to have played a role

• In the UK, US multinationals obtain higher productivity from IT 
than non-US multinationals (or domestic firms) in Europe

• Results robust to examining establishments taken over by US firms

• In data set across 7 European countries, US firms had higher 
scores of people management (which was complementary with 
IT) and this accounted for the American advantage in IT use



Evidence on spillovers from FDI to domestic firms
3
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Some evidence that FDI leads to an increase in the productivity of 
domestic firms

Javorcik (2004 AER):
• Firm-level data from Lithuania, 1996-2000
• Evidence of positive productivity spillovers from FDI taking place 

through contacts between foreign affiliates and their local suppliers 
in upstream sectors

• Limited evidence of intra-sectoral spillovers (in line with studies 
from other countries)

• Limitation: evidence relies on input-output matrices, not on data 
on individual suppliers

• Related papers suggest that the nationality of FDI also matters 
(Javorcik and Spatareanu, 2011 JDE)



Evidence that retail globalization benefits consumers
3
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Atkin, Faber and Gonzalez-Navarro (2018 JPE):

• Deregulation and NAFTA facilitated entry of foreign retailers in 
Mexico

• Very rich micro data on
(1) Store opening dates and locations
(2) CPI microdata (monthly barcode type data)
(3) Consumer panel microdata
(4) Retail census microdata 
(5) Employment and occupation survey microdata
(6) Household income and expenditure survey microdata 



Evidence that retail globalization benefits consumers
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identical bar codes compared to domestic retailers in the same munici-
pality during the same month. Interestingly, the sign of this difference
is reversed and its magnitude doubles when we replace the municipality-
by-bar-code-by-month fixed effects by municipality-by-product-group-by-

FIG. 1.—Foreign store presence at the end of 1995 (top), end of 2001 (middle), and end
of 2013 (bottom). Municipalities in gray indicate foreign store presence at the end of 1995
(top, 204 stores), 2001 (middle, 365 stores), and 2013 (bottom, 1,335 stores). The data come
from annual publications of the Mexican National Retail Association (ANTAD). For the
period after 2006, we complement these data with annual retailer reports, press releases,
and store location lists from retailer websites. See the data section for further details.

retail globalization and household welfare 11

This content downloaded from 138.220.144.182 on June 21, 2018 10:23:22 AM
All use subject to University of Chicago Press Terms and Conditions (http://www.journals.uchicago.edu/t-and-c).



Evidence that retail globalization benefits consumers
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What can governments do to attract FDI
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• Regulatory framework governing FDI
• Macroeconomic stability
• Broader institutional reforms (e.g. justice system)
• Tax incentives
• Investment promotion (information)

Evidence that investment promotion has been effective in developing 
countries (Harding and Javorcik, 2011 EJ)

Data on sector-specific investment promotion efforts in 124 countries



Summary
4
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• Strong evidence of positive effects of foreign acquisitions on firm 
performance (TFP, process innovation, management)

• Some evidence of spillovers through backward linkages

• Some evidence that nationality of FDI matters

• Still limited (but convincing) evidence of positive effects of retail 
globalization on consumer prices

• Evidence that Investment Promotion Agencies have been (cost) 
effective in developing countries


