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ABSTRACT In this paper , we theoretically and emp irica lly investigate [actors that
cont rib ute to prod uct innovation by firms in emerging markets, Co mbining the
innovation literatu re with the latecomer literatu re on 'catch-up' strategies of firm s in
new ly indust ria lized economies, we pos it that access to foreign knowledge is essentia l [or
fostering product innovation. In particu lar, we investigate how innovation clusters
formed by inwa rd foreign direct investmen ts in an emerging market and export activities
of a firm are effect ive cha nnels for acquiring foreign knowledge. We also suggest firms
that invest in research and development and market ing activities benefit furt her from
access to fore ign knowledge due to increased absorp tive capacity. Empirically, we
employ informa tion on over J60,000 indigen ous manufactu ring firms in Ch ina in
2005-2006. vVe find strong empirical support for our theoretical framework and
conclude by discussing the implications for bot h theory ancl manageria l practice.
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INTRODUCTION

Innovative activity is a cr itica l determinant of competitive advantage (Porter,

1990). Since mos t inn ovative act ivity occurs or has occurred in developed cou n­

tries, it is no t surp rising that most of our understanding of the determinants and

effects of innovative activity comes from studies of firms in those markets (e.g.,

C ohen & Levinthal, 1990; Dosi, 1988). Although firms in emerging economies are
commonly regarded as laggards in in novation, especially in cutting-edge innova­

tions (Altenburg, Schmitz, & Stamm, 2008), recent evide nce, der ived mainly from
case studies, suggests that firms in emerging markets do in fact innova te (Lu, 2000).

Computing companies in China and pharmaceutical companies in India are ab le

to develop new products either by adding significant value to imported foreign

products or technologies or by developing new products to sat isfyspecific domestic
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