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External knowledge has been identified as a vital input for the innovation process of 

firms. Increasingly, this knowledge is likely to originate from outside of their national 

borders. Such knowledge flows in through a variety of channels, namely through foreign 

multinational enterprises established in a country, and through inter-firm international 

linkages. While the existing literature has mainly focused on the role of multinational 

firms to the innovativeness of the host economies, we defend that other types of firms 

could also be important channels for innovation adoption by firms located in a certain 

economy. Hence, the objective of the paper is to study how foreign firms (via FDI and 

international linkages) affect managerial innovation. The study is conducted in Portugal 

and Spain, not only because they are two economies overlooked by the academia, but 

also because of their efforts to catch-up in the last decades. We find that it is not so much 

foreign-ownership, but rather firms’ international linkages that are important for 

explaining the innovative behaviour of firms.  
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The economics of change literature clearly recognises that ‘in an essential sense, innovation 

concerns the search for and the discovery, experimentation, development, imitation, and adoption of 

new products, new production processes, and new organisational set-ups’ (Dosi, 1988, p. 222)1. 

Yet, economists have mainly dealt with the first two types of innovations and only recently came to 

recognise the importance of organisational and managerial issues. With a few exceptions, such as 

Teece (1980) who applied economic deterministic models to the diffusion of the M-form, 

management and organisational innovations remained an unexplored ‘black box’, a missing concept 

in the literature on the economics of change (Coriat, 1997; Pavitt, 1998; Massini et al., 2001; 

Strambach, 2002). By 1997, Lundvall and Borrás concluded that, in economics, and with regard to 

understanding diffusion, adoption and implementation of management innovations, ‘the situation is 

similar to that of science and technology some decades ago’. Coriat (1995) argued that management 

and organisational innovations are ‘the missing link in European competitiveness’.  

Freeman (1987), Nelson (1995) and Lundvall and Borrás (1997) consider that management 

is a key area towards which policy support should be directed. To define more ambitious policy 

designs to influence the process of management innovation implies understanding major trends, the 

mechanisms through which innovations are diffused, why they are adopted and the outcomes for 

companies.  Leaving out important factors that affect the behaviour of firms will lead to inaccurate 

assessments of the effects of policies (Lundvall, 1995; Soete, 1995; Archibugi et al., 1999; Geroski, 

2000).  In the same line, Soete (1995), Lundvall (1995), Rosenberg (1995) and Pavitt (1998) stated 

that much remained to be done and that this was a fertile ground for theoretical and empirical 

research. Hence, this paper applies the theories developed on the basis of studies of technological 

innovation to the adoption of managerial innovations. 

 

                                                 
1 Long ago, Schumpeter (1942) pointed out that innovation includes not only technological innovations, but also marketing and organisational/ managerial 
innovations. 
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In this line of literature it is widely accepted that external knowledge is an important input 

for the innovation process of firms (VonHippel, 1988; Lundvall, 1995; Hakansson, 1989; 

Hakansson and Johansson, 2001). Increasingly, this knowledge is likely to originate from outside of 

their national borders. Such knowledge flows in through a variety of channels, namely through 

foreign multinational enterprises (MNEs hereafter) established in a country, and through inter-firm 

international linkages. While the existing literature has mainly focused on the role of multinational 

firms to the innovativeness of the host economies, we contend that other types of firms could also 

be important channels for innovation adoption by firms located in a certain economy. 

Hence, the objective of the paper is to study how foreign firms (via FDI and international 

linkages) affect managerial innovation. The main justification for studying these channels is the 

growing importance of multinational firms, foreign direct investments (FDI) and international trade 

linkages in recent decades, which lend themselves to intense international inter-firm flows of 

information, knowledge and capabilities. 

The study is conducted in Portugal and Spain, not only because they are two economies 

overlooked by the academia, but also because of their efforts to catch-up in the last decades. 

Additionally, both economies registered an outstanding growth in the terms of international 

exposure, both through FDI and international linkages. This study also enables relevant 

comparisons, e.g. the contrast between one small (Portuguese) and one of the largest (Spanish) 

European economies. Furthermore, drawing on their experience may yield useful lessons for 

countries in the ‘periphery-core’  transition, which have remained much overlooked by academia. 

The issues are examined by means of a comparative analysis, in which the behaviour of 

foreign affiliates is compared with that of indigenous firms operating in the same country. More 

specifically, multinational companies are expected to have access to some sort of firm specific 

asset, manifesting itself as a superior knowledge base, production technology, or marketing and 

management technique (Markusen, 2002, Caves, 1996). Comparisons between foreign affiliates and 

indigenous firms are often used by international business scholars to identify these characteristics 



 4 

that are distinctive of foreign firms, and thus deepen the understanding of the nature of MNEs. 

Second, we investigate the importance of international linkages to the innovative behaviour of the 

focal firms. In principle, one expects international linkages to have a positive contribution to 

innovation. One can also expect foreign ownership to impact on the level and role of international 

linkages. In this regard, the paper contributes to the interest in the challenges confronting foreign 

affiliates, which are embedded in two networks, that of the MNE corporate world and that of the 

local environment that host them (Birkinshaw and Hagstrom, 2000). 

The paper is organised as follows. The next section resumes the theoretical background and 

suggests a typology to characterise the role of ‘foreign firms’  (via FDI or international linkages) on 

the innovative behaviour of focal firms. The following sections examine the theoretical arguments 

with reference to foreign and indigenous firms in Portugal and Spain. The comparative study of 

these firms and countries provides the basis for deepen the understanding of the behaviour of MNEs 

and the nature of the differences between them and indigenous firms. The paper concludes by 

summarising the main findings, evaluating their contribution to theory and practice, and suggesting 

directions in which future research might make further progress.   

 

7 ��� �	� � �������� % �	������	������
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In order to investigate the role of foreign firms on innovation, the paper investigates two 

main questions in the economies under consideration: 

1st: Are there differences in innovative behaviour between domestic and foreign-owned firms 

located in Portugal and Spain? More than providing an overview of adoption rates, the study 

investigates how - and if - foreign ownership impacted on innovativeness. Possible gaps between 

foreign and domestically controlled firms are explored in the empirical analysis. 

2nd : Is innovation related to exposure to foreign firms? The dynamics and implications of the 

interaction between focal firms and foreign ones are explored. 
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The main justification for studying these channels is, first the growing importance of 

multinational firms, foreign direct investments (FDI) and international linkages during recent 

decades in Portugal and Spain. Second, theoretically speaking, knowledge is often “tacit”, i.e., not 

easy to transmit as blueprints (Cowan and Foray, 1997). Learning achieved through international 

economic activity might, however, help overcome this localization effect and lead to international 

diffusion of knowledge. Since a primary advantage of multi-nationality is the relative ease of 

transfer of knowledge across different locations (Teece, 1977; Caves, 1996), MNEs have a potential 

role for widespread international knowledge transfer, both intra-MNE (Ghoshal and Bartlett, 1988; 

Gupta and Govindarajan, 1994; Inkpen and Dinur, 1998; Gupta and Govindarajan, 2000; Inkpen 

and Tsang, 2005) and through spillovers to host economies. 

There are still a small but growing literature on foreign ownership and innovation relying on 

CIS-data (see for example Tether, 2000; Tether, 2001). A common research topic is the 

innovativeness of foreign-owned firms versus domestic-owned firms. Frenz and Ietto-Gillies (2004) 

use a U.K. data set containing 679 observations from CIS 2 and CIS 3 to test the hypothesis that 

multinationality per se affects a firm’ s propensity to innovate. Comparing uninational (domestic) 

and multinational (domestic or foreign-owned) firms, they find that those CIS enterprises that 

belong to a multinational corporation are more likely to engage in innovation activities and that this 

engagement is on continuous basis rather than only occasionally. 

By inviting multinationals into the country, host country governments expect that at least 

some of the MNEs’  specific asset will be transferred to domestic firms, thus enabling them to 

improve their performance in terms of productivity, skills, or export performance. This knowledge 

transfer can be either voluntary through technology transfer arrangements or involuntary through 

knowledge spillovers. Whether MNEs actually lead to positive externalities like knowledge 

spillovers remains a point of disagreement among researchers. The empirical literature in 

economics remains inconclusive on the magnitude or even existence of knowledge diffusion effects 

of FDI. 
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While the existing literature has mainly focused on the role of multinational firms in 

technology transfers to the host country, we argue that other types of firms could also be important 

in transferring knowledge to the host economy. Firms in a certain economy may be affected by 

foreign firms located elsewhere. Increasingly, external knowledge flows through other channels, 

namely though inter firms international linkages (Veugelers and Cassiman, 1999). First, there seems 

to be a concentration process on a global scale, which makes large MNEs more visibly dominant 

actors, hence easier to imitate. Local firms that export an important share of their production, for 

example, might also have access to the international ’knowledge’ market, and hence, contribute to 

the diffusion of internationally available know-how to the domestic economy. Sometimes, foreign 

firms attempt to capitalise on internal accumulated competencies by providing assistance to related 

partners (e.g. suppliers, distributors) on the implementation of innovations. Some even set-up their 

own consultancy business, which is also directed at their subsidiaries’  or at other external firms.  

In principle, one expects international linkages to have a strong contribution to innovation. 

One can also expect foreign ownership to impact on the role of international linkages to the 

innovative behaviour of the focal firms. International business theory implies that the advantages of 

firms investing abroad differ from those of indigenous firms (Caves, 1996). Because of these 

differences, foreign affiliates might develop different linkages with other domestic or other foreign 

firms. As part of an international network, the external ties of foreign affiliates are supplemented by 

internal tires within the MNE. While indigenous firms, which may have close links only to one 

dynamic, foreign affiliates are linked to two dynamics –those internal to the MNE and those 

operating within the host economy. As a result they can often obtain within the MNE particular 

resources that indigenous firms have to obtain externally (Nachum and Keeble, 2003).  

 

7\SRORJ\�RI�LQWHUDFWLRQ�ZLWK�IRUHLJQ�ILUPV�
In a first instance, the foreign firm can act as a ‘catalyst’  for change by serving as role model 

or by enforcing the implementation of innovations at internationally dispersed subsidiaries, 
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competitors, clients and/or distributors. This also implies that diffusion successively moves 

horizontally (across competitors), or vertically, up or down through the production chain (e.g. 

buyer-supplier relationships).  

The external firm can also play the role of ‘architects’ , suggesting changes and drivers for 

action, and might even plan the implementation. A more ambitious service is that in which the 

foreign firm acts as ‘implementer' or doctor of management’  getting actively involved with the 

implementation of managerial innovations and in effective knowledge transfer using the most 

diverse mechanisms. Especially in this case there is normally a rich interaction between staff, 

knowledge transfer might be more effective and the foreign unit ensures that its suggestions are 

being implemented. Hence, these rich interactions may enable firms to have access to knowledge 

otherwise unavailable to them. Finally foreign firms can also play the role of auditors.  

)LJXUH����7\SRORJ\�RI�LQWHUDFWLRQ�ZLWK�IRUHLJQ�ILUPV�
Mechanism of interaction Foreign firms 

Catalyst Observation of their practices 
 Pressure for changes 
Architects Suggested changes Po

or
 

 Participated on the decision for change 

Implementers Participate on the implementation 
 As training institutions 

R
ic

h 

Auditor Auditing and revision 
  

The type of interaction between firms is likely to impact on the quality and intensity of the 

knowledge transferred. One group of studies, mainly in the field of intra-MNEs transfers, analysed 

transfer mechanisms according to their suitability for transferring different types of knowledge. 

Buckley and Carter (1998) classified the variety of means through which knowledge can be 

transferred into three broad forms of communication: personal (talking, meeting), codified (reports, 

drawings) and embodied (e.g. product or process). Buckley and Carter (1998) and Grant et al. 

(2000) classified these transfer forms according to the required degree of codification of the 

knowledge and reaching scope. They argue that for rich mechanisms, which are mainly person-

based, low codification of the knowledge is sufficient. By contrast, poor mechanisms, mainly IT 
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and documentation-based, require high codification of the knowledge being transferred. Otherwise, 

low-reach mechanisms contrast to high-reach mechanisms in the sense that the latter can potentially 

reach a larger number of individuals. Then, Almeida and Grant (1998) evaluated their relative 

efficiency in terms of the knowledge being transferred within 5 large semiconductors. Rich 

mechanisms were important for problem solving activities and for the transfer of tacit experience-

based knowledge. Similar findings are reported by Chai and Gregory’ s (2000) study on the transfer 

of practices from UK, US and Danish MNEs to their Asian affiliates. Moreover, while poor but 

high-reach mechanisms (e.g. audits, conferences, media press) only cause awareness, rich 

interactions are crucial at the implementation stage. The studies by Ghoshal and Bartlett (1988), 

Szulanski (1996), Inkpen and Dinur (1998), Bresman et al. (1999), and Grant et al. (2000) have also 

shown that dense, frequent and rich communications are positive related to knowledge transfer in 

intra-MNE. Gupta and Govindarajen’ s (1994) study of 359 subsidiaries of US, Japanese and 

European corporations came to similar conclusions.  

Regarding the transfer of knowledge between independent firms, Kogut (1988), Westney 

(1988), Inkpen and Tsang (2005), Doz (1996), and Lyles and Salk (1996), Cummings and Teng 

(2003) and Ernst and Kim (2002), Andersen and Christensen’ s (2005) studies were important 

contributions. All support the view that rich and cooperative relationships are essential for the 

transfer of knowledge between parties.  

Langfield-Smith and Greenwood (1998) emphasise the need to move from strong buyer 

power and bargaining position, to partnerships based on trust and co-operation. Based on the case of 

Toyota-Australia and its suppliers, Langfield-Smith and Greenwood (1998) argue that effective 

communication between parties and experimental learning, combined with similarities between the 

industry and technologies and prior experiences, are important for the acceptance of change and 

favourable to the development of co-operative relationships. Brennan and Turnbull (1999) 

examined motivations and decision-making processes underlying adaptive behaviour in thirteen 

buyer-supplier relationships in telecommunications and automotive industries. Trust and 
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commitment were found to be the most significant variables. There are circumstances in which an 

imbalance of power is the primary factor driving adaptive behaviour. They showed that real 

exchange of knowledge required a heavy investment in social constructs, personal contacts and 

relationships. Kelley and Brooks (1991) have shown that active, highly structured, and social 

linkages to other potential adopters of an innovation, to technology suppliers, and to professional 

associations were a significant predictor of PA adoption. By contrast, passive and asocial linkages, 

in the form of written sources of information independent of any personal contact with technology 

vendors, other users, or in isolation from trade shows and demonstrations actually reduced the 

likelihood of PA adoption. 

0 ������� � ������� , ����������������������� 3 ���	� �������!����
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This paper provides empirical research on managerial innovation in two catching-up 

economies, Portugal and Spain. These two economies were selected not only because they were 

overlooked by the existing literature, but also because of their efforts to catch-up in the last decades. 

More precisely, since their EC accession in 1986, various efforts were made to evolve from 

peripheral to core economies. Up to the early 1990s, technological upgrading was the priority, while 

management innovation was neglected by both political and business domains (Boisot, 1993; Inácio 

and Weir, 1993; Simões, 1995; Carreras and Tafunell, 1997; Buesa and Molero, 1998). Hence, 

Spain and particularly Portugal remained relatively closed to international management trends up to 

the late 1980s early 1990s. This lack of managerial upgrading needed to face increasing competition 

and technological opportunities has been recognised a constraint on the competitiveness of Iberian 

companies, and, hence, on their catching-up process (Simões, 1995; Buesa and Molero, 1998; 

Ministério da Economia, 2000). The recognition of this fact led to an increasing attention by policy 

makers and business leaders towards the managerial aspects of firms in the 1990s. Within this 

context, Portuguese and Spanish located companies are expected to have initiated a transformation 
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process from the mid-1990s, characterised by significant changes in managerial practices. However, 

the extent and veracity of this assumption has not yet been empirically investigated. 

This transformation is expected to be correlated with the access to new knowledge available, 

and this knowledge is likely to originate from outside of their national borders – namely through 

foreign firms. Hence, the paper goes further than the existing literature by explicitly analyzing 

different channels through which foreign firms impacted on managerial innovation in Portugal and 

Spain. Aside from internal transfers between headquarters and affiliates located in Portugal and 

Spain, it also looks at the role of international links on innovation. The potential of these channels is 

of great importance from the point of view of peripheral economies, such as Portugal and Spain, 

urging them to catch-up and to modernise. 

' ��� �#����
 0 � � � ��
	��������$ �

The study is based on a survey questionnaire mailed in April 1999. All in all, the survey 

comprises 115 valid questionnaires, 66 from Portugal and 49 from Spain, i.e. total answer rate of 

15.3%, 22% and 11% for Portugal and Spain respectively.  

As shown in Table 1, out of 115 respondents, 54 per cent and 46 per cent are domestic and 

foreign owned (MNE hereafter) respectively. Domestic firms correspond to 61 per cent of the 

respondents in Portugal and to 45 per cent in Spain.  Domestic firms are in an average over 14 years 

older than MNEs. 

7DEOH����)LUP�RZQHUVKLS�DQG�DJH��WRWDO�DQG�SHUFHQWDJH��LQ�EUDFNHWV��
 Total Domestic MNE 
 N Av.age1 N Av.age N Av.age 
Total 115 42.2 62 (53.9) 49.4 53 (46.1) 34.4 
Portugal 66 39.1 40 (60.6) 44.9 26 (39.4) 30.7 
Spain 49 46.5 22 (45.0) 57.5 27 (55.1) 38.2 

1 Average age of the firm in years.   
 

Concerning sales, the total average is ¼218,67 million. In terms of sales value, Portuguese 

and domestic firms are in an average smaller than Spanish or domestic. Manufacturing clearly 
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predominates, accounting for 67% of the total respondents. The weight of manufacturing is higher 

for MNEs.  

0������� � ������� , ���	�����	�����	�	� , � 3 ���	� �������%����
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In order to investigate the patterns of managerial innovation in Portugal and Spain in the 

1990s, companies were asked to indicate from a list of alternatives which managerial innovations 

they had introduced in the last decade. The innovations suggested correspond to the most popular 

concepts and ideas that swept across the management scene over the 1980s and 1990s (Lindvall, 

1998; Strambach, 2002). The results from the survey show that (i) prominent international 

managerial innovations achieved wide popularity in Portugal and Spain, and (ii) ownership effects 

are country specific.  

7DEOH����5DWH�RI�DGRSWLRQ�RI�LQQRYDWLRQV��
 QIMI 

Total 
Strambach (2002) 

UK, Germany 
Average number of innovations 7.64 4.3 
 
Percentage of adopters (multiple responses allowed) 
Management innovations Total UK and Germany 
Quality practices 86.1 83 
IT Systems 73.0 N/A 
Motivational practices 68.7 N/A 
Supply chain management  67.8 N/A 
Training practices 66.1 N/A 
Lean management 60.9 57 
Reengineering  60.9 48 
Downsizing 53.0 52 
Teamwork 53.0 45 
Outsourcing 44.3 30 
Business portfolio 40.0 N/A 
Alliances and Joint-ventures (A & JVs) 34.8 N/A 
Mergers and acquisitions (M&A) 39.6 28 
Split up of business units 25.2 28 

  
 
�
�
�
�
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In both countries, companies made major changes over the 1990s, reporting an average of 

7.64 management innovations out of the 14 suggested in the questionnaire (Table 2). Innovations in 

quality-related practices and in information technologies (IT) were the most popular, with changes 

reported by more than 80 percent and 70 percent of the companies in both countries respectively. 

Practices related to human resources management (i.e. training and motivational practices), to 

supply chain management, as well as lean management and reengineering were found to be also 

widespread, with more than 60 percent of the firms using them. By contrast, the less reported 

actions were the split-up of business units, mergers and acquisitions (M&A), establishment of 

alliances and/or joint venture, with less than 36 percent of the firms indicating adoption. 

7DEOH����3HUFHQWDJH�RI�DGRSWHUV�RI��TXDOLW\�UHODWHG�LQQRYDWLRQV�
Quality related innovations Percentage of firms 
Quality-related innovations overall, of which: 86.1 
- TQM 26.1 
- Quality circles 26.1 
- Statistical control 38.3 
- ISO 73.9 
  

Within quality management innovations, ISO 9000 series is clearly the most adopted 

innovation. TQM and quality circles are, by contrast, the least adopted (Table 3). ISO standards 

may have contributed to clarifying quality management concepts, thus reducing managers’  

uncertainty and increasing receptivity towards it. Quality certificates also became a core dictum 

within a number of supply chains, as well as in governments’  buying policies. These are likely to 

have an impact on the patterns of diffusion.  

The results in Spain and Portugal are considerably similar to others conducted in core 

economies. When compared to the empirical study on the diffusion of similar prominent 

management innovations in Britain and Germany (Strambach, 2002) (results reported in the column 

shaded grey in Table 2), our results reflect a similar ranking of the innovations. Otherwise, the 

levels of adoption are comparatively higher than those from studies conducted at other European 

countries. Strambach’ s (2002), for example, found that companies had introduced an average of 4.5 
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management innovations over the period 1989/1998. The level of adoption per innovation in our 

study is also considerably higher than that in Strambach’ s and in others. In Newell et al.’ s (1999) 

study on the diffusion of reengineering in France, Germany, Netherlands and the UK, for example, 

only 29 percent of firms indicated they had adopted BPR. The high values captured in Portugal and 

Spain seem to indicate managerial innovation is increasingly recognised as relevant, and reflect 

firms’  efforts to adapt to the rapid changes in markets and environment.  

In spite of the similar high intensity of innovation since the mid-1990s, the results also 

reflect that national specificity remains. As shown in the Table 4, there are significant country 

differences in the average number of innovations, and in the adoption of a number of individual 

innovations in particular. Spanish firms reported a significantly higher number of innovations on 

average than their Portuguese counterparts. Moreover, downsizing, purchasing and distribution 

practices, changes in motivational practices, business portfolio, joint ventures and M&A have been 

significantly more reported by Spanish firms. Concerning A&JV in particular, Portuguese firms 

continue to be less active than their European counterparts2. Split up business units were the only 

innovation significantly less reported by Spanish firms. The Spanish result is also considerably 

lower than that obtained by Strambach (2002) in the UK and Germany, which indicates some 

country specificity. 

 

 

 

 

 

 

 

 

                                                 
2 In the Thomson Financial Securities data on Strategic alliances, Portugal appears indeed behind most of the European Economies, ranking even 
below many Eastern European countries, such as Hungary or Poland, Greece and Luxembourg2 being the only EU countries behind Portugal. 
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7DEOH����5DWH�RI�DGRSWLRQ�RI�LQQRYDWLRQV��E\�FRXQWU\��������������������������
 By country 
                  Portugal Spain 
Average number of innovations  7.20c 8.22c  
 
Percentage of adopters (multiple responses allowed) 
Management innovations               Portugal                   Spain 
Quality practices 83.3a 89.8a 
IT Systems 74.2a 71.4a 
Motivational practices 60.6b 79.6b 
Supply chain management  60.6c 77.6c 
Training practices 62.1a 71.4a 
Lean management 63.6a 57.1a 
Reengineering 59.1a 63.3a 
Downsizing 42.4a 67.3a 
Teamwork 50.0a 57.1a 
Outsourcing 45.5a 42.9a 
Business portfolio 31.8b 51.0b 
Alliances/Joint-ventures 27.3c 44.9c 
Mergers and acquisitions 21.2b 40.8b 
Split up of business units 37.9a 8.2a 

 
Notes: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons 
 
 

As discussed above, one could expect foreign-owned firms to have a higher innovative 

behaviour than domestic firms for the Spanish and Portuguese cases. Yet, overall, no support was 

found for the view that MNEs are more innovative. MNEs altogether (7.9) reported a slightly higher 

average number of innovations than domestic firms (7.4), but the difference is not significant (Table 

5). An analysis per type of innovation revealed few significant differences also (results not 

presented here). MNEs reported significant higher adoption of downsizing, change in supply chain 

management and IT systems (ρ<0.1).  

Considering that the ownership effect must be understood in the light of the country context, 

we separate both country and ownership effects. To do so, differences between foreign-owned and 

domestic firms were tested for each economy.  

 
�
�
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7DEOH����5DWH�RI�DGRSWLRQ�RI�LQQRYDWLRQV��E\�ILUP�RZQHUVKLS�
 By ownership 
              Domestic Foreign 
Average number of innovations                     7.40 7.91 
 
Percentage of adopters (multiple responses allowed) 
Management Innovation           Domestic               Foreign 
Quality practices 82.3a 90.6a 
IT Systems 66.1c 81.1c 
Motivational practices 66.1a 71.7a 
Supply chain management  61.3c 75.5c 
Training Practices 66.1a 66.0a 
Lean management 58.1a 64.2a 
Reengineering 56.5a 66.0a 
Downsizing 40.3b 67.9b 
Team Work 48.4a 58.5a 
Outsourcing 50.0a 37.7a 
Business Portfolio 45.9a 34.0a 
Alliances/Joint Ventures 37.1a 32.1a 
Mergers and Acquisitions 29.0a 30.2a 
Split up of business Units 33.9b 15.1b 

Notes: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons  

 
�
7DEOH����$YHUDJH�QXPEHU�RI�LQQRYDWLRQV��E\�FRXQWU\�DQG�ILUP�RZQHUVKLS�
 

 Total Portugal   Spain 
Total  7.63 7.20c 8.20c 
Domestic 7.40 6.93c 8.27c 
Foreign 7.91 7.62 8.19 
Notes: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons  
 

 

As shown in Table 6, by contrast to the Spanish case (an average of 8.19 against an average 

of 8.27), MNEs reported a significant higher average number of innovations than domestic firms in 

Portugal (an average of 7.62 against an average of 6.93). In Portugal significant differences existed 

in IT, supply chain management, downsizing, split-up of business units, and quality initiatives. In 

Spain there were only differences in the changes of business portfolio, with domestic firms 

reporting significant higher percentages of adoption (not reported here).  
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In order to eliminate the ownership effect, Spanish and Portuguese domestic firms were 

compared and then the same procedure was applied to the case of MNEs. As shown in Table 6, 

there are significant differences between countries regarding the innovative behaviour of domestic 

firms. The average number of innovations is significantly higher for Spanish domestic firms (8.27 

for Spain and 6.93 for Portugal). They also reported a significantly higher adoption of downsizing, 

changes in business portfolio and adoption of quality-related innovations. Portuguese domestic 

firms otherwise reported a significantly higher initiatives related to split-up of business units (not 

reported here).   

No significant differences were found when comparing MNEs across countries. Spanish 

MNEs adopted a higher number of innovations on average (8.16 for Spain and 7.62 for Portugal), 

but the difference is not significant. Few significant differences emerged, but Spanish MNEs 

reported more innovations in motivational practices and mergers and acquisitions. 

When we run a regression considering as dependent variable the total number of 

innovations, as independent variables country and ownership, also considering firm size and sector 

of activity we obtain the following results.  

7DEOH����5HJUHVVLRQ��QXPEHU�RI�LQQRYDWLRQV��ORFDWLRQ�DQG�ILUP�FKDUDFWHULVWLFV��
Model 1a Unstandardized 

coefficients 
Standardized 
coefficients 

  S.E.  
t Sig. 

Constant 8.040 0.691  11.640 0.000 
Country of origin†† -0.784 0.562 -0.139 -1.395 0.166 
Ownership† 0.120 0.577 0.022 0.208 0.836 
Sector‡ 0.422 0.648 0.007 0.065 0.948 
Sales 1.036 E^-09 0.000 0.236 1.811 0.073 
Number of employees -1.43 E^-04 0.000 -0.154 -1.183 0.239 

a. Dependent variable: Total number of innovations 
‡Sector: services (0), manufacturing (1), †  Firm ownership: domestic (0), MNE (1), † † Country of origin: Spain (0), Portugal (1) �
�

ANOVAb / Model 1 Sum of 
squares df Mean square F Sig. 

Regression 48.349 5 99.670 1.251 0.291a 
Residual 765.213 99 7.729   
Total 813.562 104    

a. Predictors: (Constant), N. of employees, Country of origin, Ownership, Sector of activity, Sales 
b. Dependent variable: Total number of innovations� �

�
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Size (in sales) is the only significant variable, positively correlated to the number of 

management innovations. Hence, a finding from this analysis is that the scale of management 

innovation is still constrained by firm size. The relevance of size may be related to the 

predominance of traditional sectors in the sample. Indeed, Archibugi et al. (1991) suggested that 

traditional sectors, such as clothing and footwear, textiles and other transport, tend to display a 

structure whereby the probability of being innovative increases with size.  

Overall, country (country of origin) is not a significant variable, but mainly because MNEs 

seem to have largely overcome country specificity. This result adds to the suggestion that they are 

leading the international diffusion of management practices. Portuguese domestic firms continue 

lagging in terms of management change when compared to their Spanish counterparts. Hence, 

location remains a significant variable for the group of domestic firms. The dichotomy domestic 

foreign-owned is more expressive in the Portuguese case.   

 

, +�+	,�-�.	/�0�,	+1.�+�2 , +	/�3*4�+�.	/�0�,�+�.�5 / 0�+�6	.�7�3�8 �

In order to investigate the role of international linkages on innovation, section II.2 of the 

QIMI asked respondents to indicate on a scale of 1 to 5 how relevant had been foreign and domestic 

firms on the introduction of managerial innovations at their firms.  

7DEOH����2WKHU�ILUPV�ZLWK�LPSDFW�RQ�LQQRYDWLRQ��WRWDO�DQG�E\�FRXQWU\�
Type of firm Total Portugal       Spain 
 Mean %4,5 Mean %4,5 Mean %4,5 
National competitor 2.56 25.2 2.67b 25.7b 2.41b 24.5b 
National supplier/client 2.97 36.6 3.21 44.0 2.65 26.6 
Foreign partner/ally 2.04 13.1 2.19 15.1 1.86 10.2 
Own group (national) 2.74 33.0 2.65 25.7 2.84 42.8 
Foreign competitor 3.00 36.5 3.25b 39.4b 2.67b 32.6b 
Foreign supplier/client 2.90 35.6 3.16b 39.4b 2.58b 30.6b 
Foreign partner/ally 2.25 19.1 2.52b 24.2b 1.90b 12.3b 
Own group (foreign firm) 2.80 36.6 2.83 34.7 2.76 38.8 

Note: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons 
% 4,5: percentage of firms reporting high (4) to very high (5) impact  
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The questionnaire survey revealed an average of low to medium impact (from a minimum of 

2.04 to 3.00 maximum) from external firms on innovation (Table 8). Foreign firms overall had a 

higher impact than national firms. Foreign competitors, suppliers and clients, foreign firm of own 

group had high to very high impact (4 or 5) on at least 36 percent of the firms. The firms with less 

overall impact are foreign and national partners as well as national competitors.  

Exploring cross-country specificities, Portuguese located firms reported higher impact 

overall, especially in what concerns impact from foreign firms. The higher impact from foreign 

firms in Portugal is reasonable, considering that companies hosted by smaller open economies such 

as the Portuguese are in fact expected to be much more affected by external developments. 

�
7DEOH����2WKHU�ILUPV�ZLWK�LPSDFW�RQ�LQQRYDWLRQ��E\�RZQHUVKLS�

Type of firm           By ownership 
 Domestic         Foreign           
 Mean %4,5 Mean %4,5 
National competitor 2.80b 33.8b 2.26b 15.1b 
National supplier/client 3.20b 46.8b 2.69b 24.6b 
Foreign partner/ally 2.11 17.7 1.95   7.6 
Own group (national) 2.51c 29.0c 3.05c 37.6c 
Foreign competitor 2.93 38.7 3.08 33.9 
Foreign supplier/client 2.85 37.1 2.96 34.0 
Foreign partner/ally 1.92b 14.5b 2.61b 24.6b 
Own group (foreign firm) 1.62a 9.6a 4.00a 68.0a 

Note: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons 
% 4,5: percentage of firms reporting high (4) to very high (5) impact  

 
Compared to MNEs, domestic owned firms reported higher impact from ‘other domestic 

owned’  and less from ‘other foreign owned’  (Table 9). There were no significant differences 

between economies regarding domestic firms. This result suggests that domestically-owned 

companies are still very much affected by the practices of other domestic firms (especially national 

suppliers/clients and competitors). Impact from other foreign firm on domestic-owned firms occurs 

mainly through trade, and very rarely within the context of formal partnerships.  

MNEs reported higher impact from ‘other foreign’ , and especially from foreign partners and 

other foreign firm of the own group. The latter reflects, on the one hand, the degree of involvement 
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of MNEs on international partnership, and, on the other, the degree of interdependence of 

management practices within the MNE group (Bartlett and Ghoshal, 1989; Gupta and 

Govindarajan, 1994; Szulanski, 1996; Bresman et al., 1999; Gupta and Govindarajan, 2000). 

The comparison between domestic and foreign-owned-firms in each country derives 

considerably different results between countries (Appendix). On the one hand, compared to Spanish 

domestic owned, Portuguese firms are significantly more affected by all types of firms, by foreign 

firms in particular. As referred earlier, the higher impact from foreign firms on Portuguese-owned is 

reasonable. Otherwise, Spanish owned firms have been closer to MNEs for a long time, and are 

used to competing directly with them in the domestic market. On the other hand, in Portugal, MNEs 

show a lower impact from domestic-owned firms and a higher impact from other foreign 

companies. In Spain, MNEs reported a higher impact from both domestic and foreign firms. This 

cross-country difference at the level of MNEs is easily understood considering the higher domestic-

market orientation of Spanish located MNEs (Tavares, 2001) as compared to their Portuguese 

counterparts. Otherwise, in the Spanish context, it also suggests that the impact on managerial 

innovations is a two-way process, with a significant flow also from domestic to MNEs. In addition, 

the results confirm that foreign firms’  impact occurred not only within direct investments, but also 

through trade relations. Foreign competitors, foreign client/suppliers rank equally high for both, 

domestic (only surpassed by domestic suppliers/buyers) and MNEs. 

7\SRORJ\�RI�,QWHUDFWLRQ�ZLWK�)RUHLJQ�)LUPV�

In order to investigate the interaction between innovating corporations and foreign firms, we 

use the typology suggested earlier. Overall, one can conclude that the nature of the interactions with 

foreign firms is weak or poor. First, the results show that foreign firms’  impact through any type of 

mechanism is low, varying from 2.53 to a 3.38 maximum. Second, the predominant mechanisms of 

interaction are poor. Inter-firm imitation through informal observation is the primary vehicle for 
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inter-firm knowledge diffusion, which supports the argument that informal relationships must be 

considered in innovation and diffusion studies (von Hippel, 1988).  

�
�
7DEOH�����)RUHLJQ�ILUPV�LPSDFW�E\�W\SH�RI�PHFKDQLVP��WRWDO�DQG�E\�FRXQWU\�

  Mechanism of impact Total Portugal Spain 
  Mean     %4,5 Mean %4,5 Mean %4,5 
Catalyst Observation of their practices 3.38 33.9 3.42 39.4 3.30 26.7 
 Pressure for changes 2.73 24.3 2.63 27.3 2.91 16.4 
Architects Suggested changes 3.10 13.0 3.02 13.6 3.24 14.2 

 Participated on the decision for 
change 2.31 13.9 2.18 12.1 2.52 16.3 

Implementers Participated on the 
implementation 2.70 17.4 2.71 18.2 2.68 16.3 

 As training institutions 2.53 16.5 2.49 18.1 2.61 14.3 
Auditors Auditing and revision 2.72 15.7 2.54 18.2 3.05 12.2 

Note: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons 
% 4,5: percentage of firms reporting high (4) to very high (5) impact  

 
 

As shown in Table 10, foreign firms had primarily a ‘catalytic’  role, and mainly through 

observation of their practices. They also had a relatively high impact through suggestions for 

change. Foreign firms’  impact through participation in the decision for change, on the 

implementation and through the supply of training is low.  

 
7DEOH�����)RUHLJQ�ILUPV�LPSDFW�E\�W\SH�RI�PHFKDQLVP��E\�RZQHUVKLS�
  Mechanism of impact By ownership 
 Domestic Foreign 
  Mean %4,5 Mean %4,5 
Catalyst Observation of their practices 3.26 25.8a 3.50 43.4 
 Pressure for changes 2.20 22.6a    3.21 26.4 
Architects Suggested changes 2.97a 6.5a 3.21a 22.6a 

 Participated on the decision for 
change 1.46a 3.2a 3.03a 26.5a 

Implementers Participated on the implementation 2.24a 11.3a 3.09a 24.6a 
 As training institutions 2.14b 12.9b 2.88b 20.8b 
Auditors Auditing and revision 2.25a 8.0a 3.13a 24.6a 
Note: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons 
% 4,5: percentage of firms reporting high (4) to very high (5) impact  
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The type of interaction is specially related to firm ownership (Table 11). Not surprisingly, 

MNEs differ significantly from domestic firms, being more affected through all the mechanisms, 

apart from simple observation of foreign firms’  practices. Similar differences are identified when 

comparing domestic firms and MNEs in each individual country, with no significant differences 

when comparing domestic firms or MNEs across countries (Appendix). 

These results do not come as a surprise. They probably reflect, first, the intense flows of 

knowledge through diverse mechanisms within the international networks in which foreign firms 

participate. Secondly, they may also reflect that MNEs are more affected and aware about what 

other MNEs are doing3.  

The analysis does not attempt to suggest that an ideal type of interaction with foreign firms 

exists. Yet, it shows that foreign firms had primarily a catalytic and architect role, while having 

limited involvement at the implementation level. It follows that foreign firms ultimately stimulate 

change, because imitation, suggestion and decision-making, which are the predominant mechanisms 

of interaction, are not so propitious for the transfer of operational knowledge (Cowan and Foray, 

1997; Brennan and Turnbull, 1999; Chai and Gregory, 2000; Grant et al., 2000). Internal skills of 

operational type -change-related- are necessary if the focal firm is to be able to adapt and implement 

the innovations effectively. Moreover, to use foreign firms’  external advice both efficiently and 

effectively requires special types of management skills to manage this expensive and complex 

relationship. Regular or periodic inter-firm interactions enable the development of such expertise, 

but occasionally inter-firm links will not (Inkpen and Tsang, 2005). 

0DLQ�3UREOHPV�RI�,PSOHPHQWDWLRQ�

Being pressured or advised to implement a certain type of management innovation by 

foreign firms, and/or attempts to imitate foreign firms’  practices is different from implementing 

them, and numerous problems may arise. The section II.2 of the QIMI questionnaire also addressed 

                                                 
3 There are no significant differences in terms of company size and few significant differences in terms of sector of activity. 



 22 

this issue, asking firms to rank in a scale of 1 to 5 how problematic had been a number of factors in 

the process of implementing innovations induced by foreign firms. The problems addressed in the 

questionnaire were selected from those mostly cited by the literature on transfers within MNEs 

(Ghoshal and Bartlett, 1988; Gupta and Govindarajen, 1994; Almeida and Grant, 1998; Szulanski, 

1996; Inkpen and Dinur, 1998; Bresman et al., 1999; Grant et al., 2000) and within international 

inter-firm linkages (Kogut, 1988; Westney, 1988; Hamel, 1991; Kelley and Brooks, 1991; Inkpen 

and Crossan, 1995; Doz, 1996; Inkpen, 1998; Lyles and Salk, 1996).  

Overall the items referring to the problems in implementing the changes induced by foreign 

firms received very low values (Table 12 and 13). For all types of firms, the highest values refer to 

internal resistance to change and lack of internal skills. Still, they are low (mean <2.7, and %4,5 

<12.3 percent).  

 

7DEOH�����0DLQ�SUREOHPV�RQ�WKH�LPSOHPHQWDWLRQ�RI��LQQRYDWLRQV�LQGXFHG�E\�IRUHLJQ�ILUPV�
Main problem at the implementation Total Portugal Spain 
  Mean %4,5  Mean %4,5 Mean %4,5 
Internal resistance to change 2.57 12.3 2.53 13.6 2.64 8.1 
Lack of internal skills 2.48   8.7 2.29c   9.1 2.82c 8.1 
Lack of internal involvement 2.03   6.1 1.86c   4.5 2.30c 8.1 
Lack of adaptation of the innovation 2.32   7.0 2.31   7.6 2.35 6.1 

Note: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons 
% 4,5: percentage of firms reporting high (4) to very high (5) problem ��

 
7DEOH����0DLQ�SUREOHPV�RQ�WKH�LPSOHPHQWDWLRQ�RI��LQQRYDWLRQV�LQGXFHG�E\�IRUHLJQ�ILUPV��E\�
RZQHUVKLS�
Main problem at the implementation By ownership 
           Domestic   MNEs 
 Mean %4,5 Mean %4,5 
Internal resistance to change 2.56 11.3 2.57 11.3 
Lack of internal skills 2.42c 11.3c 2.53c   5.7c 
Lack of internal involvement 1.92   4.8 2.11   7.8 
Lack of adaptation of the innovation 2.31   6.4 2.33   7.5 
Note: significant different at a ρ< 0.01, b ρ< 0.05, c ρ<0.1 
Tested using T-test for independent samples, and Mann-Whitney test for two group comparisons 
% 4,5: percentage of firms reporting high (4) to very high (5) problem  
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 There were very few significant differences along country and firm specificity. Spanish firms, both 

domestic and multinational reported higher problems on average, with significant differences over 

lack of internal skills and lack of top management commitment4. There we no further differences 

along country and ownership.  

To conclude, an important inference to be drawn from the results in this section is that there 

are few statistically significant differences between firms. Overall, Portuguese and Spanish firms 

did not find significant problems in implementing innovations induced by foreign firms. 

Notwithstanding, these results must be taken with caution. An important methodological 

explanation for the low values might be the fact that companies have been asked to evaluate their 

past experiences without making a division per type of foreign firm, or per type of management 

innovation. Otherwise, innovating firms may be driven to report the problems at a low level.  

,QQRYDWLRQV�DQG�)RUHLJQ�)LUPV¶�,PSDFW�

In line with the arguments of Nelson (1995) and vonHippel (1988), linkages to external firms 

represent opportunities for learning and for the diffusion of innovation. Some firms are better 

connected then others. We would expect the degree of connectedeness with such external sources 

partly to explain the scale of adoption of management innovations.  

Next, we investigate the overall correlation between the number of innovations and linkages to 

foreign firms. Total impact of foreign firms per area of innovation and per mechanism was 

calculated by adding the reported values of impact on different areas of innovation5 and reported 

values of impact per mechanism respectively. Total impact from international linkages resulted 

from adding total impact per area of innovation and total impact per type of mechanism of 

interaction.  

 

 
                                                 
4 No significant differences were found along sector of activity and few in terms of ownership and size. Larger firms reported, however, higher 
problems emerging from internal resistance to change (correlation significant at ρ<0.1). 
5 Individual results not reported here. For details see Amorim, 2002. 
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7DEOH�����&RUUHODWLRQ��QXPEHU�RI�LQQRYDWLRQV�DQG�IRUHLJQ�ILUPV¶�LPSDFW��E\�FRXQWU\�
 Total Portugal   Spain 
Foreign firms’  impact per area 0.16 a 0.15 0.15 
Foreign firms’  impact per mechanism 0.10 0.05 0.04 
Total impact 0.37 a 0.43a 0.35 b 

Note: significant at a ρ< 0.01, b ρ< 0.05, c ρ<0.1  
 
7DEOH�����&RUUHODWLRQ��QXPEHU�RI�LQQRYDWLRQV�DQG�IRUHLJQ�ILUPV¶�LPSDFW���E\�RZQHUVKLS�

 Total  Domestic Foreign 
Foreign firms’  impact per area 0.16 a 0.15 0.12 
Foreign firms’  impact per mechanism 0.10 0.04 0.11 
Total impact 0.37 a 0.35b 0.38b 

Note: significant at a ρ< 0.01, b ρ< 0.05, c ρ<0.1  
 
7DEOH�����&RUUHODWLRQ��LQQRYDWLRQ�DQG�IRUHLJQ�ILUPV¶�LPSDFW���E\�FRXQWU\�DQG�RZQHUVKLS�

 Portugal Spain 
 Domestic Foreign Domestic Foreign 
Foreign firms’  impact per area 0.10 0.14 0.28 0.19 
Foreign firms’  impact per mechanism -0.05 0.06 0.32 0.22 
Total impact 0.52 a 0.22 0.26 0.59 a 

Note: significant at a ρ< 0.01, b ρ< 0.05, c ρ<0.1  

As shown in Table 14-16, the total impact from foreign firms is significantly positive correlated 

to the number of management innovations in total, by country and by ownership. Concerning the 

impact of ownership, there is country specificity. In Portugal total impact is positive related to 

innovation for domestic firms but not for domestic. The opposite is registered in Spain.  

In order to analyse more deeply the relationship between innovativeness, ownership and 

international linkages, we run a regression model having as dependent variable total number of 

innovations and as independent the impact from foreign competitors, clients and costumers, partners 

and own group, total impact from international linkages, country, ownership and size.  

The result in Table 17 resembles those from Kelley and Brooks (1991) and Harianto and 

Pennings (1994) on the diffusion of new technologies. Country is significantly negative related to 

the number of innovations, meaning that Portuguese located firms reported significantly lower 

number of innovation. The results for the overall sample support the argument that international 

linkages, and not foreign ownership per se, spur innovation. Exposure to foreign competitors, 

linkages to foreign clients and competitors are significantly positive related to the number of 
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innovations. The variable total impact from international linkages is also significantly positive 

related to the number of innovations. 

 

7DEOH�����5HJUHVVLRQ��QXPEHU�RI�LQQRYDWLRQV�DQG�LQWHUQDWLRQDO�OLQNDJHV��WRWDO 9 ���������������
 Unstandardized Standardized   

 Coefficients Coefficients t Sig 

  B S.E. Beta     
Constant 6,303 1,064  5,924 ,000 
Country of Origin† †  -1,838 ,604 -,382 -3,044 ,004 
Ownership†  -,018 ,871 -,004 -,021 ,984 
Sales ,000 ,000 -,076 -,595 ,555 
Impact from foreign competitor -,362 ,278 -,192 -1,300 ,199 
Impact from foreign supplier / client ,452 ,259 ,270 1,747 ,087 
Impact from Foreign partner / ally ,429 ,221 ,250 1,943 ,057 
Impact from own group (foreign firm) -,242 ,272 -,172 -,891 ,377 
Total impact from international linkages ,045 ,022 ,302 2,063 ,044 

Dependent Variable: Total number of innovations.  
†  Firm ownership: domestic (0), MNE (1), † † Country of origin: Spain (0), Portugal (1)  

 

$129$  Sum of Squares df Mean Square F Sig. 
Regression 97,887 8 12,236 2,593 ,019(a) 
Residual 240,696 51 4,720   
Total 338,583 59    

  

& :	;�<�=*>	?A@B:�;1C�;�D ' @B?E<�>	?F?A@�:�; �

Ever since innovation was identified as an important driver of economic growth, policy 

makers have had a keen interest in understanding how the process of developing and integrating 

new knowledge in the innovation process leads to successful innovation. ). Technological 

innovation has been widely covered in the literature and cared by policy-makers. By contrast, 

managerial innovation has been for long a neglected field. Coriat (1995) argued that management 

and organisational innovations are ‘the missing link in European competitiveness’ - we advance that 

it is a ‘missing link in Spanish and Portuguese competitiveness’ . Hence, this paper applied the 

                                                 
6 We run the regression for each country in separate and there were no significant variable. For the regression for foreign and domestic firms in 
separate, country was the only significant variable, negative correlated to the number of innovations. Tables of results not reported here. 
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theories developed on the basis of studies of technological innovation to the adoption of managerial 

innovations in Portugal and Spain. 

The results reveal that by the late 1990s Portugal and Spain may have initiated a second 

stage of their catching-up process with ‘soft’  aspects such as managerial solutions becoming 

indispensable. Several of the internationally popular management innovations also found their way 

into Portugal and Spain. This should be taken as a sign that Portuguese and Spanish firms 

understood that ‘hard’  technology is but one aspect of their restructuring process.  

However, there is evidence that adoption of management innovations is contingent upon 

national context and firm specificity. Concerning the national context, and despite host country 

being non significant in the overall model, Portuguese domestic firms do show significant lower 

levels of adoption of innovations overall. This relates to when they are compared to both MNEs 

operating in Portugal and to their Spanish counterparts. By contrast, we did not find significant 

differences between domestic firms and MNEs in Spain.  

Despite significant differences between domestic firms, we did not find significant cross-

country differences between MNEs. MNEs were able to overcome country specificity to some 

extent.  

Size appears particularly correlated to the average number of innovations. Hence, it is a 

significant variable to explain large-scale management innovation. Size is probably such a general 

measure related to several dimensions, such as total resources, organisational slack, greater 

likelihood of employing professional ‘gatekeepers’  who can import the latest ideas on management 

innovation and solve problems of control, that favour large scale management innovation. 

Furthermore, most of the management innovations emphasise large-scale organisational redesign, 

hence are also geared more heavily towards large organisations. It is not that smaller firms do not 

innovate, but that they embark in narrower change programmes, involving, for instance, 

management innovations in a reduced number of areas, and/or narrower quality-initiatives.  
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Innovation is expected to rise with the ability to access available new knowledge which is 

relevant for the innovation process. It is important to investigate channels through which external 

knowledge flows. Hence, the paper goes further than the existing literature by explicitly analyzing 

different channels through which the host economy acquires ’knowledge’ from foreign firms. Aside 

from internal transfers between headquarters and affiliates, it also looks at the role of other 

international links. 

Three important results emerge. First foreign firms’  impact has been limited but, even so, 

visible. Firms overall reported a low level of impact from foreign firms. Portuguese firms show 

higher impact from foreign firms overall. This result emerges probably from the degree of openness 

of the economy, as well as from differences in terms of MNEs positioning between economies. 

Concerning the smaller size of the Portuguese economy and its high degree of international 

integration, firms established in this economy are much more affected by international 

developments.  

MNEs reported higher impact from other foreign firms. Overall, domestically-owned firms 

are still much more affected by the practices of other domestic firms. Nevertheless, the ownership 

effect must be analysed at country level. Portuguese MNEs show a significantly higher impact from 

foreign firms, hence contributing to the higher impact of their role in Portugal. In Spain there seems 

to be a two-way impact, i.e. from MNEs on domestic firms’  practices and from the latter on the 

former. MNEs established in Spain are much more aware of what their domestic owned 

counterparts are doing. 

Second, international linkages are weak. The mechanisms of impact are mainly through 

mimetic behaviour, while the role of the foreign firms on the effective implementation of 

innovations is very low. Effective implementation of the innovations continues to rely mainly on 

firms’  absorptive capacity. The latter depends partly on the capacities that firms’  already hold, or on 

their capacity to develop them internally. The costs of developing these capabilities internally may 

be unsustainable, especially for smaller firms (Kelley and Brooks, 1991). Ownership has been 
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found a significant differentiating variable, with MNEs reflecting higher impact from foreign firms 

through diverse mechanisms.  

Third, the study investigated the main problems in implementing the innovations induced by 

MNEs. The evidence supports the idea that Portuguese and Spanish firms have not found significant 

problems in implementing the innovations induced by MNEs. Yet, one must consider that there is a 

tendency for the organisations’  members to underestimate the problems faced. Hence, and in spite 

of the low values reported, the problems may have been more significant.  

Finally, as shown in the overall model, innovation appears significantly related to impact 

from foreign clients/ customers, partners, and to total impact from foreign firms. Hence, it is 

important to stimulate these channels through which external knowledge flows. The focus should 

also be on the quality of the interactions. Spain and Portugal as open economies are benefiting from 

openness because of innovation stimulus. It is not so much the international character of the firms, 

but rather their access to international know-how through international linkages that is important for 

explaining a more innovative behavior regarding managerial practices.  
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$SSHQGL[�)RUHLJQ�ILUPV·�LPSDFW��E\�FRXQWU\�DQG�RZQHUVKLS�
Other firm impact  Domestic MNEs  Portugal       Spain 
 Country Mean Mean Ownership Mean Mean 
National competitors 0 2.40 2.42 0 3.00 2.40 
 1 3.00 2.09 1 2.09 2.42 
National supplier/ clients 0 2.62b 2.68b 0 3.53 2.62 
 1 3.53b 2.71b 1 2.71 2.68 
National partner/ ally 0 1.65b 2.04b 0 2.37 1.65 
 1 2.37b 1.83b 1 1.83 2.04 
Own group (national firm) 0 2.19 3.42 0 2.72 2.19 
 1 2.72 2.53 1 2.53 3.42 
Foreign competitor 0 2.05 3.16 0 3.41 2.05 
 1 3.41 3.00 1 3.00 3.16 
Foreign supplier/ client 0 2.50c 2.64c 0 3.06 2.50 
 1 3.06c 3.29c 1 3.29 2.64 
Foreign partner/ ally 0 1.58b 2.17b 0 2.13 1.58 
 1 2.13b 3.04b 1 3.04 2.17 
Own group (foreign firm) 0 1.28a 3.91a 0 1.83 1.28 
 1 1.83a 4.09a 1 4.09 3.91 
Observation of their practices 0 1.36 1.70 0 2.03 1.36 
 1 2.03 2.81 1 2.81 1.70 
Suggested changes 0 1.80 2.88 0 1.78 1.80 
 1 1.78 2.50 1 2.50 2.88 
Pressure for change 0 1.36 1.89 0 1.48 1.36 
 1 1.48 2.73 1 2.73 1.89 

0 1.20 2.88 0 1.07a 1.20 Participated on the decision  
 
 

1 1.07 2.25 1 2.25a 2.88 
0 1.70 2.63 0 1.78 1.70 Participated on the 

implementation 1 1.78 2.63 1 2.63 2.63 
0 2.00 2.35 0 1.56 2.00 As training institutions 

1 1.56 2.29 1 2.29 2.35 
0 1.14b 1.44b 0 0.95b 1.14 Auditing and revision  
1 0.95b 2.35b 1 2.35b 1.44 
0 2.50 2.71 0 2.59 2.50 Internal resistance to implement  

1 2.59 2.48 1 2.48 2.71 
0 2.88 2.79 0 2.22c 2.88b Lack of internal skills to 

implement 1 2.22 2.35 1 2.35c 2.79b 
0 1.88 2.53 0 1.94 1.88 Lack of involvement from 

managers 1 1.94 1.80 1 1.80 2.53 
0 2.63 2.20 0 2.17 2.63 Lack of adaptation of innovation 

1 2.17 2.43 1 2.43 2.20 
Country: Spain (0), Portugal (1), Ownership: Domestic owned (0), MNE (1)   


