Adva

Canadian Journal of Economics/Revue canadienne d'économique / Volume 45, Issue 1/ pp. 1-15

Physical capital, knowledge capital, and the choice between FDI and outsourcing

Capital physique, capital de connaissance, et le choix entre I’investissement
direct a I’étranger et la sous-traitance.

Yongmin Chen, Ignatius J. Horstmann, James R. Markusen

First published: 22 February 2012
https://doi.org/10.1111/j.1540-5982.2011.01684.x

Markusen is also affiliated with the School of Economics, University College Dublin, NBER, and CEPR. We thank two
referees and participants at a number of seminars and conferences for helpful comments and suggestions.
Presentations were at the NBER ITO Working Group Meeting in Cambridge, the ERWIT conference in Appenzell, the
ETSG conference in Warsaw, and the Norface conference in Munich, all held in 2008, and the Swiss Federal Institute
of Technology and Hitosubashi University, Japan, held in 2009. Email: yongmin.chen@colorado.edu;
Ihorstmann@Rotman.utoronto.ca; james.markusen@Colorado.edu

%= PDF

Abstract

Abstract There exist two approaches in the literature concerning the multinational firm’s mode
choice for foreign production between an owned subsidiary and a licensing contract. One
approach considers environments where the firm transfers primarily knowledge-based assets and
assumes that knowledge is non-excludable. A more recent approach takes the property-right view
of the firm and assumes that physical capital is fully excludable. This paper combines both forms of
capital assets in a single model. There are subtleties, and added structure is needed to establish
what ex ante seems a straightforward testable hypothesis: relatively physical-capital-intensive
firms choose outsourcing while relatively knowledge-capital-intensive firms choose FDI.
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choisissent la sous-traitance pendant que les firmes a forte intensité de capital de connaissance
choisissent I'investissement direct a I'étranger.
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