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What did we learn ?

I Space organization is not homogeneous
I Local unbalances are due to di¤erences in economic
environment that drive their attractiveness

I People and �rm move
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I The sources of the movement of capital follows the same
pattern than that of workers

I Therefore, capital should move from the most aboundant
"areas" versus the less aboundant ones..

I .....but this is not true (no big movements in Sub-Saharian
Africa)...why ?
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Evidence

Evidence
Flows of capital to developing countries as a % of GDP
developed countries
(source: Krugman-Obstfeld)
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Foreign direct investment (FDI)

• Foreign direct investment refers to investment in
which a firm in one country directly controls or owns a
subsidiary in another country.

• If a foreign company invests in at least 10% of the
stock in a subsidiary, the two firms are typically
classified as a multinational corporation.
 10% or more of ownership in stock is deemed to be sufficient

for direct control of business operations.

In addition, international borrowing and lending sometimes
occurs between a parent company and its subsidiary.
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I Why should FDI be preferred to export ???

I When FDI are more convenient than export to enter new
markets ?

I Helpman-Melitz-Yeats (2004) (see graph): productivity
matters. Melitz-Redding (2012): more productive �rms may
export farther.
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1. Location: Why is a good produced in two countries rather
than in one country and then exported to the second country?

2. The company prefers to replicate the production process
elsewhere in the world (horizontal FDI).

3. Internalization: Why is production in di¤erent locations done
by one �rm rather than by separate �rms?

4. Companies prefer to break up the production chain and to
transfer parts of the production processes to the a¢ liate
location (vertical FDI)
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• Why production occurs in separate locations
is often determined by
♦ the location of necessary factors of production:

•mining occurs where minerals are;
• labor intensive production occurs where relatively large

numbers of workers live.

♦ transportation costs and other barriers to trade
may also influence the location of production.

• These factors also influence the pattern of
trade.
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attractive to FDI because they are characterized by

I High productivity

I High market potential
I High density of skill workers ( =)high wages)
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The knowledge-capital model

The model relies on thee important properties:
A. Fragmentation: The location of knowledge-based assets may
be fragmented from production.
B. Skilled-labor intensity: Knowledge-based assets are
skilled-labor-intensive relative to �nal production.
C. Jointness: The services of knowledge-based assets are (at least
partially) joint inputs into multiple production facilities.
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The knowledge-capital model

I General setting of demand-supply very similar to the one
developped by the NEG models

I The model establishes some important assumptions
concerning factor-intensitivity:

I Headquarters activities are more skilled-labor intensive than
production plants.

I A plant alone is more skilled-labor intensive than the
composite good Y sector

I The marginal costs (and trade costs) depend only on factor
prices in the country of production and that they are
independent of �rm type.
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I Type-h(orizontal) multinationals will have higher markup
revenues than type-d(omestic) or type-v(ertical) since the
latter bear transport costs.

I Type-h multinationals will have higher �xed costs than either
type-d or type-v �rm from at least one country.

I Type-h multinationals will tend to dominate when total world
income is high (Mi +Mj ), when trade costs are relatively high
(τ), and when two countries are relatively symmetric in both
incomes (Mi = Mj ) and in factor prices.
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3. Favouring human capital formation

4. Market potential and FDI-export platform
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Market Potential

To settle as close as possible....new concept MARKET
POTENTIAL for any location i

MPi =
n

∑
j=1

Mj

Dij

where Mj is the demand (usually GDP per capita) from location j
to the �rm in i ;Dij is the distance between locations i and j .
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FDI distribution evidence

Lafourcade-Paluzie (2011, RS)
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Employment in foreign-owned �rms in the United States

(source: Krugman-Obstfeld)
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1. Considering FDI in geography framework implies to take into
account heterogeneity.

2. In Ekholm and Forslid (2001); factor prices di¤er across
locations and this favours the creation of vertical/horizontal
FDI; they study how MNE-headquarters (in charge of skill and
R&D activities) may locate in the home country or well move
to other destinations (costs factors and productivity drive this
decision).
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1. Midelfart and Knavirk (2003): empirical approach to identify
the distinguishing features of specialization in European
regions/countries; these specialization patterns are particularly
attractive for agglomeration of native �rms as well as of MNE.

2. Spatial lag in FDI and market potential: FDI tends to clusters;
third country e¤ect and market potential (Head and Mayer,
2004; Neary, 2008; Ekholm, Forslid, Markusen, 2007;
Bloningen and others, 2007).
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Let us focus on the paper by Artige and Nicolini (2010).

I The novelty of this paper is to provide an original framework
to undestand the determinants of FDI in�ows in a sample of
European regions.

I Selected determinants: productivity, market potential among
others

I Regions: Baden Württemberg(G), Catalunya, and
Lombardia(I)

I Selected sample of sectors: Finance (be attentive...); Services;
Manufacturing; Mechanical (including automotives); Electrical
and hight tech; Chemical.
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What are we learning now ?

I Does higher productivity attracts �rms, entails
competitiveness and boost growth?
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I Let us consider a standard Cobb-Douglas function using labor
and capital as inputs.

I Let gY denote the growth rate of output, gK the growth rate
of capital, gL the growth rate of labor, and α the capital share.

I The Solow residual is de�ned as

TFP = gY � αgK � (1� α)gL
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I TFP (growth) is rightly estimated according to the previous
strategy if

I (i) the production function is neoclassical,
I (ii) there is perfect competition in factor markets,
I (iii) the growth rates of the inputs are measured accurately.
I Problem: empirically it is very complicated to get an accurate
measure of the capital. See alternative strategies as those
introduced by Levinsohn and Petrin (2003).
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Labor productivity

Labor productivity measures the capacity of one unit of labor (in
one unit of time) to produce output:

Y
L

when working time varies, we compute the labor productivity
per-hour worked:

Y
L �H
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Fundamentals: labor productivity

Labor productivity

In the growth analysis labor productivity is important because
of the following relationship:

GDP per-capita =
Productivity per hour worked x
Total hours worked x Participation rate x Share of adult
population to be able to work
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Fundamentals: unit labor costs

The unit labor costs are the costs of one unit of production and
their change is inversely proportional to that of productivity.
There are several way to compute them: the most natural one is:

ULC =
Compensation

Y
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and national markets (see Helpman, Melitz, Yeats, 2004 or
Melitz and Redding (2012)

3. What�s happens to Europe ?
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How does productivity changed in the EU and US in time ?
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Evidence: Bloom and van Reenen (2007, QJE)

I Persistent evidence of di¤erences in productivity across
countries (and forms). It is argued it is due to di¤erences in
management.

I They develop a measure on management performance for a
sample of US and European �rms

I They take care details about characteristics of the �rms:
market competition and �rm ownership are important
di¤erences in management practices (here ownership matters
because they are referring to medium size �rms)
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Referring to Caliendo and Rossi-Hansberg (2012, QJE)

I Empirical studies identify that the good management
practices are useful to increase �rms�productivity and sales

I This factor is as much important as we are considering large
�rms

I The capacity to well organize the production within a �rm
may impact on �rms�productivity and trade.
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I They propose an theoretical framework (whose empirical
application is "in-progress" for French data, Manufacturing
�rms 2002-2007)

I Intuition about the basic idea: production is obtained by using
"labour" and "knowledge"

I Here for each unit of output a worker has to solve a problem.
Each worker learns "knowledge" in a given interval.

I There is a ladder of problem solving: higher skill workers solve
more complicated problems.

I Managers specialized in solving problems
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I Equilibrium solutions: it is optimal and incentive compatible a
situation in which each worker solves problems compatible
with his/her learning intervals

I (International) competition pushes a �rm to better its internal
organization matching workers to tasks.

I In an open economy situation: non-exporters looses e¢ ciency
and the quantity they produce decreases
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I The number of management layers decreases in the
non-exporters and increases in exporters

I If changes in quantity are quite important, productivity of
exporters increases.

I Calibration of the model: the task organization grants
productivity but trade option has a double e¤ect (big novelty).

I Selection made not only by the competition e¤ect, but also on
the internal capacity to organize tasks.
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Evidence from the French case (C-M-RH, 2012)
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Results:

I Firms that expand (also increase competitiveness) are those
that add layers and pay lower average wages to existing layers.

I Less performing �rms do not reorganize their production (do
not hire new layers) and pay higher wages to existing layers.
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