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Abstract - This study makes an attempt to open the black box of the mechanism and dynamics involved in the occurrence of 
spillovers by shedding light on their contribution in the process of generating competitiveness in a nation. Following other 
previous studies, this study argues that prosperity and competitiveness is no longer the exclusive privilege for endowed 
countries since it can be created. Borrowing from both NF and the DD models, this study proposes the Double NF and 
Multiple NF models which reflect on the connectivity of the host country’s economy while putting emphasis on the human 
aspect which plays a central role in the deployment and allocation of physical factors to generate competitiveness. In contrast 
to previous studies, this study argues that ACAP does not solely depend on the home base knowledge base or domestic 
diamond, the study uses the multiple NF model frame-work to show how the development of ACAP is influenced by its 
connectivity to other countries. The study makes an attempt to open the black box of spillovers mechanism to explain how 
the self-reinforcing process takes off once ACAP has reached a certain satisfactory level, leading to more FDI flowing in 
with snowball enhancing effects on existing ACAP and competitiveness, thus giving rise to a self-reinforcing process of FDI 
inflow. 
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I. INTRODUCTION 
 
Developing countries are mainly known for 
their comparative advantage in natural resources 
endowment but disadvantaged in capital and 
technology. Therefore, the economy in most of 
developing countries is still based on natural 
resources, making them the main source of revenue 
for their people’s livelihood(OECD, 2009a) and the 
main FDI determinant. For instance33% of the 
increase in FDI in 1987-1990 and 1995-1998 went to 
four oil producing countries in Sub-Saharan African 
(SSA) namely Nigeria, Angola, Republic of the 
Congo and Equatorial Guinea (Ajayi, 2006); in 
2016extractive industries played a prominent role in 
developing economies, accounting for 20 to 30% of 
their FDI stock (UNCTAD, 2017). However, natural 
resources are faced with a number of 
challenges(OECD, 2009b); these include: the finite 
nature of non-renewable resources; the low growth 
potential of natural resources sectors due to their low 
tech activities which slows down the increase in 
productivity and impedes the swing towards higher 
value-added products; vulnerability to volatility of 
commodity prices on international markets which 
may lead to boom and bust and trade shocks in the 
economy; and lastly, a sudden increase in the export 
quantity of a given natural resource may stimulate the 
decrease in competitiveness of other sectors due to a 
substantial change in exchange rate, giving rise to a 
phenomenon known as Dutch disease. Despite all 
these challenges, natural resources still play an 
important role in FDI location choice to developing 
countries(Asiedu & Lien, 2011; Bokpin, Mensah, & 
Asamoah, 2015; Drogendijk & Blomkvist, 2013; 
Kolstad & Wiig, 2011). In today’s economy, where 
knowledge and technology play an increasingly 

important part, diversification of economy is 
becoming imperatively a priority to developing 
countries. More specifically, they have to make a 
shift from natural resource-backed location specific 
advantages (LSAs) to knowledge and technology-
backed LSAs.It is important for this shift to be made 
while the natural resource reservesare still sufficient 
enough to keep FDI flowing into their economies due 
to their spillovers which are highly required in the 
process of enhancing and upgrading their existing 
economic infrastructures while creating the new 
ones(Elmawazini & Nwankwo, 2012), thus boosting 
their attractiveness toward furtherFDI inflows in self-
reinforcing fashion. In fact, to kick-start this process, 
FDI would have to play a crucial role due to their 
attribute as a package of advanced knowledge, 
technology and capital (Blomstrom & Kokko, 1998). 
This makes FDI adequate for developing countries 
which often lack capital and advanced technology 
and knowledge (Farole & Winkler, 2014; Paus & 
Gallagher, 2008). This study seeks to open the black 
box of the interaction between FDI and home base 
diamond, or more precisely location specific 
advantage. By doing so, this studywill attempt to 
establish a starting point of a self-reinforcing process 
for FDI flow to developing countries while 
expounding on resulting impact on the home-base 
diamond. In this process, FDI spillovers will play a 
moderating role. This study borrows from Porter’s 
diamond theory as well as NF model to explain how 
this process is initiated by attracting FDI during the 
early stages of development path; thereafter, the study 
makes use of the so called critics of the Porter’s 
diamond(Chang Moon, Rugman, & Verbeke, 1995; 
John H Dunning, 1993, 2003; Alan M Rugman, 1992) 
to explain how connectivity of the domestic diamond 
to foreign ones brings about enhancement of ACAP 
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and LSAs. Although there has been extensive debate 
and literature on impact of FDI on the host economy; 
however, the role of FDI inflows in enhancing the 
home-based diamond of the host economy has been 
overlooked to this point. This study sets a framework 
in which the Nine Factor Model is extended to reflect 
on the connectivity of the home base diamond while 
putting emphasis on the human aspect which is 
considered central to knowledge acquisition, 
diffusion and exploitation. In this regard, this study 
will present the Double NF and Multiple NF model. 
 
II. LOCATION SPECIFIC ADVANTAGES 
(LSAS) AND THE NEW PARADIGM 
 
Location specific advantages (LSAs) are market 
features and/or factors of production that make a firm 
capable of achieving improved financial outcome 
from the provision of the same product or service 
compared to alternative locations; this includes access 
to skilled labor, incentives, market premiums, access 
to growing markets, superior infrastructure, and cost 
savings (Gonnet, 2011). Factors specific to a country 
such as natural resources endowment, labor resources 
and cultural features, including the quality and 
quantity of the main production factors play a pivotal 
role in location specific advantagesAlan M. Rugman 
(1981). In classical economy, early theory which 
attempted to expoundon location specific advantage 
can be traced back to Smith (1776) with his concept 
of “absolute advantage” which refers to the ability of 
an entity to produce better output than others using 
the same inputs or factors of production. This may in 
fact be influenced by many factors specific to that 
entity or country in this case, such as climate, socio-
economic situation, labor quality, culture, 
infrastructure and son on. This theory was extended 
by Ricardo to explain how a country with absolute 
advantage in everything would still gain from trade; 
according to Ricardo, a country would produce goods 
and services in which it has comparative advantage, 
and import goods and services in which it has 
comparative disadvantage. With the incorporation of 
the concept of opportunity cost, a country is said to 
have a comparative advantage in the production of 
goods and services if such goods and services can be 
produced at a lower opportunity cost (Salvatore, 
2013). However, this theory failed to explain the 
origin of relative costs differences between nations. 
This became the starting point of the neoclassical 
theory also known as factor proportions theory or 
Heckscher-Ohlin’s theory which places emphasis on 
factor abundance or endowments as key determinant 
of comparative advantage (Smit, 2010). Heckscher-
Ohlin’s theory was also used to explain location 
specific advantages; according to this theory, a 
country will export the commodity whose production 
requires the intensive use of the nation’s relatively 
abundant and cheap factor and import the commodity 
whose production requires the intensive use of the 

nation’s relatively scarce and expensive factor 
(Salvatore, 2013). To better understand the 
competitiveness of nations or groups due to certain 
aspects in its economy orits LSAs, Porter (1990)  
developed a framework known as the Porter’s 
Diamond model. A complete system of the Diamond 
model depicts 4 determinants of national advantage 
which mark the playing field of a nation’s industries: 
(1) factor conditions, demand conditions, (3) related 
and supporting industries (4) firm strategy, structure 
and rivalry. The model also depicts two additional 
determinants which influence the four main 
determinants namely governmental policy and the 
role of chance events. Porter (1990) argued that the 
old theories of Adam Smith and David Ricardo which 
are bases on factor endowment are not sufficient to 
explain competitiveness between technology 
advantage in the nations of today. He argued that 
rather than originating from natural endowments, 
labor pool or interest rates, the national prosperity is 
created (Porter, 1990). However, given that Porter’s 
diamond focuses on home-based factors, it would be 
hard for countries with less advanced technology to 
make rapid progress such as that experienced by the 
Asian tigers or more recently China. In fact, 
connectivity of the home-based diamond with foreign 
diamonds has been identified as a source of 
sustainable competitiveness (Chang Moon et al., 1995; 
John H Dunning, 1993, 2003; Alan M Rugman, 
1992). The determinants of the home-based diamond 
can be enhanced and upgraded by tapping in other 
countries ‘diamonds(Alan M Rugman & D'cruz, 
1993). Borrowing from theory of Investment 
Development Path (IDP) John H Dunning (1982), for 
a country to move from one stage to another, 
considering that each stage represents a certain level 
of competitiveness, connectivity with external 
diamonds plays a crucial role, in fact, it can serve as a 
springboard of the home base diamond or LSAs to 
upgraded level. According to IDP theory, the 
economic condition of the home country affects the 
flow of FDI much as FDI inflow affects the condition 
of the home country; there is a dynamic interaction 
between the two; put in the context of OLI 
paradigm(John H Dunning, 1980), there is a dynamic 
interaction between the firm’s O and the country’s L 
with resulting cumulative effects to both the firm and 
the country’s L advantage or its domestic diamond. In 
fact, the improvement of L advantage of the country 
results in further FDI inflow, whereas the 
improvement of the firm’s O advantage leads to 
further improvement of L advantage of the host 
country through externalities. While we acknowledge 
that some countries progress along the IDP may be 
accomplished without necessarily the role of FDI 
(John H Dunning & Lundan, 2008), we posit that the 
progress would be sluggish and would eventually hit 
a dead end prematurely. Referring to the Nine-factor 
model (Cho, 1994; Cho & Moon, 2000), O advantage 
will principally have an impact on the human aspect 
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of the model, and once improved and upgraded, the 
human factor will make deployment and allocation of 
physical factors in a more efficient manner to 
generate competitiveness and prosperity. This study 
appreciates the central role of human capital in 
creating and improving competitiveness of a nation in 
line withthe Nine-Factor (NF) model (Cho, 1994; 
Cho & Moon, 2000). NF model is composed of four 
physical determinants, four human factors and chance 
event which is considered exogenous of the model. 
The physical determinants of international 
competitiveness are: endowed resources, the business 
environment, related and supporting industries and 
domestic demand. The human factors are: workers, 
politicians and bureaucrats, entrepreneurs and 
professional managers and engineers. Moreover, 
consistence with views echoes by a number of studies, 
this study will reflect on the connectivity of the 
domestic NF model to other nations’ diamonds. With 
today’s globalization coupled with breakthrough in 
communication and technology, nations no longer 
rely only on the home base diamond, connectivity to 
other nations diamonds is being regarded as one of 
the main source of competitiveness (John H Dunning, 
2003). In this regard, this study proposes a Double 
NF model and Multiple NF model. A Double NF 
model would be referred to when connectivity is 
between two diamonds or countries, whereas 
Multiple NF model would be referred to when 
connectivity involves multiple diamonds or countries. 
Fig. 1 illustrates a Multiple NF Factor, for simplicity; 
chance event has been left out. NF1 represents the 
host country, while NF2, NF3, NF4, NF5 represent 
other countries which carry out cross-border activities 
with NF1 due to geographic proximity, trade 
agreements, or integration protocols. The outer 
orange layer represents the human factors in NF 
model while the inner blue layer represents the 
physical factors. As in NF model, the human aspect 
(the outer later) plays a central role in identification, 
acquisition, diffusion and exploitation of knowledge. 
In addition, it plays a key role in the deployment and 
allocation of physical factors to generate 
competitiveness and prosperity; this is consistent with 
Porter (1990) who pointed out that prosperity is 
indeed created and no longer the exclusive privilege 
for endowed countries. 

 
Source: Authors 

Figure 1: Illustration of Multiple NF Factor 

III. ABSORPTIVE CAPACITY (ACAP) 
 
Cohen and Levinthal (1990) defined ACAP as the 
ability to acquire, assimilate, modify and exploit 
external knowledge, it constitutes the main source of 
competitive advantage. According to Farole and 
Winkler (2014), ACAP is influenced by 
characteristics of domestic firms such as the 
technology and productivity gap, research and 
development (R&D), human capital, firm size and 
scale, firm location, exporting, sector dynamics, 
competition, and type of ownership. 
 
As pointed out by previous studies, the presence of 
foreign affiliates in the host country generates 
knowledge related spillovers; however, the amount of 
benefits from exposure on external knowledge largely 
depends on their level of ACAP (Cohen & Levinthal, 
1990; Giuliani & Bell, 2005), and the level of ACAP 
is mainly determined by technological abilities 
(Narula & Marin, 2003). For the spillovers to be 
identified and exploited by the host country, 
possession of preliminary capability by the host 
country is essential (Blomstrom & Kokko, 1998). The 
seminal work of Cohen and Levinthal (1989, 1990) 
pointed out that mere exposure to external knowledge 
does not lead to automatic flow of  external 
knowledge benefits since theidentification and 
exploitation of external knowledge requires the 
development of a certain level of ACAP which builds 
on the existing internal knowledge base (Cohen & 
Levinthal, 1989).In contrast to Porter’s diamond 
model, this study argues that this initial knowledge 
base of a nation as well as its sources go beyond its 
borders. As above pointed out, we base our argument 
on theDouble and Multiple NF Factor Model 
illustrated above whereby the human aspect plays a 
central role and either physical or human factors can 
be sourced from other economies to fill the existing 
gaps and weaknesses in the domestic economy 
(Cartwright, 1993; O'Malley & Van Egeraat, 2000; 
Alan M Rugman & Verbeke, 1993).Once ACAP 
reaches a certain threshold, exposure of the host 
country to external knowledge starts yielding benefits; 
in fact, the identification and exploitation of external 
knowledge become possible. Thereafter, further 
upgrading and enhancement of ACAP will be greatly 
influenced by external knowledge mostly brought 
about by the presence of foreign investors in the host 
economy(Stock, Greis, & Fischer, 2001), resulting in 
further inflow of FDI. In other words, the knowledge 
base of a country benefits from the flow of external 
knowledge which can now be identified and exploited 
thanks to the presence graded of ACAP. Several 
factors can influence the knowledge stock of a 
country; this mainly includes human capital, 
experience, environment and culture. This can in turn 
have an impact on the level of ACAP existing in that 
specific country at a given period of time. 
Consequently, we can posit that knowledge base 
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varies over time and across countries. The absence of 
ACAP or external knowledge makes the progress of 
the development for a country’s stock of knowledge 
considerably sluggish. In fact, the presence of 
external knowledge influences the level of ACAP 
(Cohen & Levinthal, 1990) which is in turn 
influenced by existing knowledge base in a country. 
ACAP constitutes the main source of competitiveness 
which ultimately lead to innovativeness (Escribano, 
Fosfuri, & Tribó, 2009). Blomstrom and Kokko 
(1998); John H. Dunning (1988) have identified 
training and external knowledge to be the main 
determinants of ACAP; and these are highly are 
highly influenced by the presence of FDI in the host 
country. 
 
IV. SPILLOVERS 
 
Spillovers consist of intentional or unintentional 
diffusion of technology, explicit and tacit knowledge 
related to production, management and organizational 
from multinational affiliates to local firms including 
integration into the global network (Farole & 
Winkler, 2014). FDI spillovers can also be broadly 
described as the effect of FDI presence on the host 
country’s economy which can take place regardless 
of the intention of MNEs given the nature of 
knowledge and technology as public 
goods(Blomstrom & Kokko, 1998; Laenarts & 
Merlevede, 2011).As mentioned above, the 
occurrence of spillovers requires the presence of 
ACAP in the domestic economy (Borensztein, De 
Gregorio, & Lee, 1998; Chen, Kokko, & Tingvall, 
2011; Crespo & Fontoura, 2007; Narula & Marin, 
2003).Criscuolo and Narula (2008) have pointed out 
that ACAP depends on the level of technological 
development, when the technological gap is too large, 
the host country may not have the capacity to capture 
the spillovers given its relatively low level of ACAP; 
alternatively, if the gap is too small or nonexistent 
then the foreign firm would have not much to offer to 
the host country in terms of knowledge and 
technology(Sawada, 2010). Spillovers can take place 
within the same industry (intra-industry or horizontal 
spillovers) or between different industries (inter-
industry or vertical spillovers). Vertical spillovers are 
said to be backward when they affect local input or 
service suppliers in upstream sectors, while forward 
spillovers are those which affect local customers in 
downstream sectors. 
 
Blomstrom and Kokko (1998) have identified four 
possible channels through which spillovers can be 
transmitted: The demonstration-imitation effect, the 
competition effect, the foreign linkage effect and the 
training effect. The demonstration-imitation effect 
occurs due to indigenous firms exposure to foreign 
affiliate advanced technology and knowledge in 
products and production processes, management and 
marketing strategies; furthermore, firms can imitate 

or copy managerial, organizational innovation as well 
as technology from foreign affiliates (Rojec & Knell, 
2017). The competition effect takes place subsequent 
to entry of foreign affiliate in the host country thus 
inducing indigenous firms to improve their 
productivity and increase their efficiency by 
upgrading their production process and innovating in 
order to survive. Regarding foreign linkage effect, 
foreign affiliates may assist their local suppliers or 
partners to upgrade their technological capabilities by 
helping them to acquire advanced technology or by 
sharing their advanced knowledge in production and 
expertise in management with them. Similarly, their 
expectations of high quality standards my put 
pressure on local suppliers and partners to upgrade 
their production processes and increase their 
efficiency.  
 
As for training effect, this takes place through labor 
movement. In fact, employees who have acquired 
experience and skills from foreign affiliate can be 
employed by domestic firms, thus moving in with 
acquired experience and knowledge (Paus & 
Gallagher, 2008). As mentioned above, this study 
goes beyond domestic diamond to assess the 
dynamics of spillovers on the host country. Therefore, 
both the NF model (Cho, 1994; Cho & Moon, 
2000)and the  Double diamond (John H Dunning, 
2003; Moon, Rugman, & Verbeke, 1998; A.M. 
Rugman & D'Cruz, 1991; Alan M Rugman & D'cruz, 
1993) would be relevant in this context. Even 
thoughNF model was integrated with and DD model 
to become one model under the same framework Cho, 
Moon, and Kim (2009), we believe that the human 
aspect in the DDD model was not given as much 
emphasis as it was in the NF model. To remedy this 
shortfall, this study proposed the Double NF model 
and Multiple NF model to reflect on the 
internalization of the diamond while putting emphasis 
on its human aspect which plays a central role in 
acquisition, transfer and exploitation of knowledge. 
This study argues that to generate competitiveness, a 
nation is not confined to its domestic physical and 
human factors. 
In fact, human and physical factors of another nation 
or multiple other nations could be tapped into to 
boost competitiveness of the host economy. This is 
amplified by today’s increasing globalization and 
breakthrough in communication and technology. For 
instance, if any of the human factors is not 
sufficiently developed to understand and exploit 
external knowledge in a country A and its technology 
is still at rudimentary level,the gap may be filled by 
human factors from country Bwhose human factors 
are relatively developed. In fact, tapping in other 
countries’ economies boosts the ACAP of the host 
economy. This may explain why, despite the widened 
technological gap between the investing firm and the 
host country, spillovers may still take place with 
positive effects in the long run. 
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V. THE MODERATING EFFECT OF 
SPILLOVERS AND THEIR SNOWBALL 
EFFECTS 
 
The presence of FDI in the host economy has been 
linked to externalities which can be identified and 
exploited to stimulate the enhancement and upgrading 
of indigenous knowledge and capabilities(Padilla-
Pérez, 2008). However, for ACAP to be developed, 
the initial knowledge base and capabilities are 
important (Narula & Marin, 2003). In our framework, 
the knowledge base is not confined to host country’s 
physical and human factors. Consistent with John H 
Dunning (1993, 2003), this study posit that the 
knowledge base of a nation is influenced by other 
nations knowledge base contingent on geographic 
proximity, and cross-border transaction such as trade 
and integration agreements, protocolsof free flow of 
goods and people.In this regard, this study argues that 
LSA of a nation is based not only on domestic 
diamond but also other countries’ diamonds. Our 
argument parts ways with previous study in this area 
in that they failed to go beyond the home-base 
diamond;they ignored connectivity of the domestic 
economy to other diamonds. The knowledge base of a 
nation can be boosted by that of another country.This 
can take place through different channels such as 
human capital movement and related industryfrom 
another economy with relatively advance level of 
ACAP which set up their business operations in the 
host economy to fill existing gaps. In a similar way, 
infrastructure in another country can be used to 
enhance the knowledge base or ACAP of the host 
country. This framework sheds light on how a 
country with undeveloped ACAP may still benefit 
from external knowledge due to its connectivity to 
other economies. The empirical test conducted by 
Escribano et al. (2009) found that external knowledge 
flows have a positive and significant impact on 
innovation performance, yet, as the study asserted, 
the amount of benefits from external knowledge 
largely depends on the level of ACAP.The existence 
and significance of spillovers to host economy’s 
firms are influenced by a number of factors such as 
absorptive capacity, technological gap, regional 
effect, domestic firm characteristics and FDI 
characteristics  (Crespo & Fontoura, 2007). However, 
connectivity of the host economy to other economies 
can have a tremendous impact on each of these 
factors. 
 
The recent rapid rise of developing countries such as 
China has reaffirmed how spillovers from foreign 
firms can act as a springboard to economic 
development, this has also contributed to ease long 
held views of the presence of FDI in the host country 
as a threat to domestic investment (Ozawa, 2011). 
One of the main motive of developing countries to 
attract FDI is their potential ability to spread 
knowledge and technology in the domestic economy 

through spillovers (Elmawazini & Nwankwo, 2012; 
Farole & Winkler, 2014;UNCTAD, 2017). 
While we acknowledge the existence of negative 
spillovers in some cases, the present study will only 
be confined to the generation of positive spillovers. 
ACAP is influenced by characteristics of domestic 
firms such as the technology and productivity gap, 
research and development (R&D), human capital, 
firm size and scale, firm location, exporting, sector 
dynamics, competition, and type of ownership Farole 
and Winkler (2014); yet, it has been found that by 
boosting innovativeness of the organization 
(Escribano et al., 2009)FDI spillovers also make a 
significant contribution to the improvement of R&D 
activities, human capital, and industrial performance 
(Elmawazini & Nwankwo, 2012). Different economic 
actors in the host country are affected by FDI 
spillovers, these include local firms, universities, 
research centers and industry associations(Padilla-
Pérez, 2008).This leads us to posit that external 
knowledge inflict an enhancing effect on ACAP of 
the host economy, by first improving its internal 
knowledge base and further boosting its ability to 
recognize, assimilate and exploit external knowledge. 
As a result, there is improvement and upgrading of 
location specific advantages (LSAs). According to 
Rojec and Knell (2017), the presence of a foreign 
subsidiary in an economy can indirectly increase the 
rate of technical change and technological learning in 
the host country through knowledge spillovers to 
indigenous firms. The study conducted by Zhang, Li, 
Li, and Zhou (2010) revealed that the exposure of 
domestic firms to FDIbest practices can greatly 
influence theirACAPby increasing their openness to 
learning and exploring new knowledge (Zhang et al., 
2010). The same study suggested that wider range of 
variety of foreign firm practices can streamline the 
impact of the transmission channels in that they give 
rise to opportunities to learn from observation and 
imitation which result into greater variety of 
knowledge transmission via supply chains and labor 
turnover. Furthermore, as pointed out by Nielsen, 
Asmussen, and Weatherall (2017), the probability of 
a given company conductingFDI in a given foreign 
location is conditioned by the characteristics of: (1) 
the host economy, (2) the parent firm and (2) the 
interaction between the parent firm and the 
destination location. Yet, the literature has shown that 
spillovers have an enhancing effect on these 
characteristics; again, this leads us to argue that 
spillovers can indeed drive the improvement and 
upgrading of LSAs and further flow and success of 
FDI. Once existing LSAs are upgraded and new ones 
are created due to FDI presence through spillovers, 
the domestic economy would be turned intoan 
attractive FDI destination; thus luring further FDI 
into the economy. This process takes place in a self-
reinforcing manner with snowball effects. 
Put in the context of agglomeration, the concentration 
of foreign firms in the same geographic location 
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stimulate the generation of benefits which contribute 
to the enhancement of that location specific 
advantages due mainly to the presence of spillovers. 
As more firms establish themselves in that 
geographic area, they influence the area in a way that 
is beneficial to other prospective investors (Nielsen et 
al., 2017). This may include putting in place all 
necessary infrastructures to facilitate their operations, 
developing and improving of necessary skills and 
knowledge, influencing the host country to put in 
place well-functioning institutions and favorable laws. 
As a result, the location becomes an attractive 
destination of FDI. Consequently, more and more 
foreign firms establish themselves there in a self-
reinforcing manner. In other words, as more foreign 
affiliates establish themselves in a given location, the 
likelihood of more foreign affiliates targeting the 
same location increases. In the study conducted by 
Goerzen, Asmussen, and Nielsen (2013), it was 
revealed that global cities are attractive to FDI due to 
their ability to generate different sources of 
advantages. In fact, apart from products, income and 
employment, FDI generate spillovers that enhance the 
capabilities of domestic firms and human resources, 
therefore leading to capacity-building and rapid 

growth in the host economy as well as structural 
change and industrial upgrading (Blomstrom & 
Kokko, 1998; Laenarts & Merlevede, 2011; Narula & 
Dunning, 2000). As a result, the location becomes 
more attractive for further FDI inflow, this process 
goes on with cumulative enhancing effects on the 
competitiveness of the host country in a self-
reinforcing manner. The occurrence of spillovers 
enhances the existing location advantages and 
induces the creation of new ones by boosting the 
absorptive capacity of that location, this is consistent 
with Marshallian externalities as emphasized by 
Hirschman (1960); Krugman (1999); Schmutzler 
(1999). For illustration, Fig. 2 shows how 
competitiveness is generated by developing ACAP 
from LSA, this result in further attraction of inward 
FDI with further spillovers. As depicted in the Fig. 2, 
this leads to a self-reinforcing process. 
In Fig. 2, path C represents the direct effect of 
knowledge base to competitiveness while Path AB 
represents its indirect effect by developing ACAP. 
Both paths are moderated by the presence of 
spillovers in the economy brought about by the 
presence of FDI and denoted by red arrows. 
 

Figure 2: Spillovers moderating effects 
 
As mentioned above, the economic structural change 
brought about by FDI inflows through spillovers 
contribute to the enhancement of existing location 
specific advantages (LSAs) and creation of the new 
ones; as a result, the economy becomes an attractive 
destination of further FDI, this process would take 
place in a self-reinforcing fashion with cumulative 
effects. In other words, we posit that the presence of 
foreign affiliate in the host economy generates 
externalities which benefit the host country’s 
domestic diamond; subsequently, FDI spillovers are 
exploited much more efficiently leading to improved 
and upgraded LSAs in the domestic diamond. This is 
generated by a dynamic interaction between foreign 
firm’s O advantage and host country’s L advantage. 
This whole process will give rise to enhanced and 
upgradedLSAs in that economy rather than natural 
resources which, as aforementioned, are faced with a 

number of challenges. FDI spillovers play a 
moderating role on the framework by contributing to 
its self-reinforcing feature. 
 
CONCLUSION 
 
In today’s economy, competitiveness is central to any 
country’s development. The era where abundant 
natural resources were considered as a source of 
competitiveness and prosperity of a nation is long 
overdue. As Porter (1990) puts it, prosperity can now 
be created, competitiveness and development is no 
longer the  exclusive privilege of endowed nations. In 
this process, the human capital plays a central role by 
identifying, acquiring, enhancing and exploiting 
knowledge as a source of competitiveness. The main 
source of external knowledge is FDI inflows through 
their spillovers. However, ACAP has been identified 
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as a requirement for spillovers to take place. 
Contrarily to previous studies, this study argues that 
ACAP can be developed not only from the host 
country knowledge base but also from relatively 
advanced countries knowledge base. In this regard, 
the study proposes the Double NF or Multiple NF 
model which reflects on the connectivity of the host 
country’s economy while putting emphasis on the 
human aspect which plays a central role in the 
deployment and allocation of physical factors to 
generate competitiveness. The study makes an 
attempt to open the black box of spillovers 
mechanism to explain how the self-reinforcing 
process takes off once ACAP has reached a certain 
satisfactory level, leading to more FDI flowing inwith 
snowball enhancing effects on existing ACAP and 
thus competitiveness of the country. 
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