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Keywords: This study takes a fresh approach to explore the mechanisms of foreign direct investment (FDI)
FDI spillovers in the context of emerging economy firms, specifically focusing on the Turkish auto-
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Productivity

Legitimacy gap
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motive industry. Given emerging economy firms' inherent constraints in R&D and resources, FDI
serves as a critical avenue for them to acquire technological and managerial knowledge. While
previous literature has extensively analyzed spillovers from an economic perspective, our
research introduces a neoinstitutional perspective in organizational sociology to understand how
these spillovers manifest and influence productivity and innovation. Importantly, we examine the
role of international buyer-supplier relationships, a key aspect in shaping spillover outcomes. In
so doing, we draw on rich qualitative data from 7 Turkish direct and sub-suppliers of large
automotive multinational enterprises (MNEs). Our findings underscore the significant influence of
the institutional context and relational mechanisms on the effectiveness of FDI spillovers,
revealing why anticipated positive effects may not always materialize. This study contributes to
the existing literature by addressing the limitations of prior research and provides practical in-
sights for policymakers in emerging economies, empowering them to leverage FDI for economic
growth and organizational success.

1. Introduction

The generation and diffusion of technological and managerial knowledge, which is often vital for organizational success and
economic growth, has been extensively explored (Audretsch and Belitski, 2020; Grossman and Helpman, 1991). Knowledge spillovers
across organizations are particularly important for emerging economy firms typically constrained in R&D activities, resources, and
ownership advantage. Foreign direct investment (FDI) from developed to emerging economies (EEs) has been among the major sources
of such spillover (Demena and van Bergeijk, 2019; Moralles and Moreno, 2020; Wang and Kafouros, 2020), as FDI can be a valuable
means for local firms to acquire the knowledge they find challenging to generate independently. Moreover, the instrumental value of
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such knowledge spillovers is likely higher than that of spillovers between organizations located in the same context, due to knowledge
and resource asymmetries and complementarities.

However, the existing literature on the spillover effects of FDI (e.g., Wang and Kafouros, 2020) primarily focuses on the direction
and magnitude of these effects using econometric models. These studies generally adopt a positivist approach, adopting a functionalist
paradigm that attempts to explain objective reality through causal models (Burrell and Morgan, 1979), while largely ignoring the
subjective, institutional, and relational dimensions of these processes. The predominant focus on efficiency and cost structures
overlooks the complex interplay of institutional and socio-political factors that shape interorganizational behaviors and outcomes
(Audretsch and Belitski, 2020; Demena and van Bergeijk, 2019; Ilhan-Nas et al., 2021). This oversight has contributed to long-standing
contradictory findings in the field. Some studies attribute these contradictions to methodological limitations (Altomonte and Pennings,
2009), while others highlight the moderating effects of variables such as ownership structure (Javorcik and Spatareanu, 2008),
technological gaps (Meyer and Sinani, 2009), and absorptive capacity (Moralles and Moreno, 2020). These studies are groundbreaking
in terms of advancing our understanding of the subject, but they remain limited in addressing the underlying mechanisms that drive
positive or negative spillovers. Because FDI spillovers are defined as externalities that do not typically rely on formal contracts, they are
often susceptible to informal interactions such as local business circles, labor flows, common suppliers, and sectoral networks (Eapen,
2012). Therefore, the existing literature is open to further development, particularly through subjective studies that focus on the social
context in which horizontal and vertical linkages are established.

Furthermore, a significant gap in the literature is the predominance of studies that emphasize multinational enterprises (MNEs) as
the primary sources of knowledge, with insufficient attention paid to the role of local firms in the spillover process (Javorcik and
Spatareanu, 2008). While spillovers are often portrayed as unintended knowledge externalities opposed to transfer, the absorptive
capacity of local firms plays a critical role in determining the extent of spillover benefits. However, current research tends to reduce
absorptive capacity to tangible factors, such as R&D capacity and technological gaps (Grimpe and Sofka, 2009). Studies addressing the
impact of contextual conditions, including institutional environments, are needed.

Moreover, the role of the institutional context in shaping buyer-supplier relationships, particularly in vertical spillovers, remains
underexplored (Krammer, 2015). Although a few studies adopt an institutional perspective (e.g., Du et al., 2011), they typically focus
on regulatory institutions, overlooking the impact of normative and cognitive pillars, which can be more difficult to measure but
equally influential (Munir, 2002). Additionally, buyer-supplier relationships centered at vertical spillovers are often analyzed using
economic indicators such as input-output tables (e.g., Lenger and Taymaz, 2006). Although those studies use appropriate method-
ologies based on their paradigmatic standpoints, there is a need to focus on the informal dimension of buyer-supplier relationships
embedded in the institutional context.

Finally, the literature has yet to thoroughly investigate how social factors, such as perceived legitimacy and mutual trust between
firms, influence the success of spillovers. These relational mechanisms are central to vertical spillovers, as local firms engage with
foreign counterparts at varying levels based on their position in the supply chain (Pérez and Sanchez, 2001; Wasti et al., 2009).
Although FDI spillovers are defined as externalities that do not rely on formal contracts, these effects do not occur among completely
unconnected firms; they often occur among actors who are socially, spatially, or sectorally close to each other (Javorcik, 2004), for
example, buyers, suppliers, and regional competitors. Especially in EEs, information flows can be achieved without formal alliances
between firms through factors such as trust-based, repeated interactions, local business networks, and spatial proximity. Thus, what we
mean by “relational mechanisms” here is not formal agreements, but rather informal relations, social ties, or shared institutional
environments. Furthermore, the isomorphic efforts of local firms—driven by a desire to emulate foreign counterparts—are shaped by
their knowledge and legitimacy gaps. DiMaggio and Powell's (1983) proposition that the increasing number of role models weakens
the isomorphic mechanism presents an important avenue for understanding the contradictory spillover findings. In conclusion, a more
nuanced examination of the relational and institutional mechanisms in FDI spillovers is necessary to address existing gaps and explain
why spillovers sometimes fail to yield positive outcomes (Liao, 2015).

Against this background, we aim to unravel the underlying mechanisms of FDI spillovers and the ensuing productivity and
innovation outcomes for local firms, considering the institutional context and international buyer-supplier relationships in which they
are embedded. We focus on local suppliers in the Turkish automotive industry when explaining vertical spillovers. We use detailed
qualitative data from 7 Turkish direct and sub-suppliers to large MNEs. Our study responds to calls to break the economic perspective
limits of the FDI spillover literature (Wang and Kafouros, 2020) and unravel the role of buyer-supplier relationships in spillovers from a
neoinstitutional perspective in organizational sociology (Hoque and Rana, 2020). By responding to these calls, we aim to contribute to
expanding the existing literature (Eapen, 2012; Fershtman & Gandal, 2011), which is characterized by an insufficiently socialized view
of spillovers. Qualitative research methods are suitable for emphasizing the context, as they are context-sensitive and offer significant
benefits for understanding phenomena from the perspective of individuals who experience them.

The Turkish context presents a unique research setting for studying FDI-based knowledge spillovers. As a country characterized by
late industrialization and relatively low R&D expenditures compared to OECD countries and the global average, Turkey relies heavily
on FDI as a key source of knowledge. This is particularly evident in the Turkish automotive industry, which hosts numerous MNEs and
offers ample spillover opportunities. Due to institutional weaknesses, these MNEs, as knowledge-owning parties of FDI spillovers, do
not suffer from “liability of foreignness” and can function as regulatory institutions for their business environment and supply net-
works. Thus, in the Turkish automotive industry, multiple institutional fields emerge where the local institutional context and each
firm's home country-specific institutional mechanisms interact. Despite this, the institutional mechanisms that shape the nature and
success of these spillovers remain underexplored.

Our study contributes to the literature by elucidating the often-overlooked institutional and relational mechanisms that underlie
spillovers. We illuminate the reasons for unexpected or contradictory spillover effects in EEs, particularly highlighting the role of
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institutional frameworks and buyer-supplier relational mechanisms. Furthermore, our findings carry significant implications for
policymakers in EEs, where there is an expectation that inward FDI will result in productivity gains and innovation. Understanding the
institutional conditions and buyer-supplier relationships that facilitate or obstruct these outcomes can help shape more effective
policies to maximize the benefits of FDI.

2. Theoretical background
2.1. Channels of knowledge spillovers from FDI

FDI is a significant conduit for transferring knowledge and technology from MNEs to local firms. The concept of FDI spillovers,
which is included in the international business literature as a form of external knowledge spillover (Wang and Kafouros, 2020), refers
to the spread of MNEs' knowledge to local firms through FDI. They denote the unintended and involuntary transfer of knowledge,
skills, technologies, and other intangible assets from FDI firms to local firms in the host country. These spillovers are considered
externalities because they occur without being explicitly contracted for or agreed upon by foreign and local firms. However, these
externalities do not only occur between unrelated firms. Informal relationships established between competitors, buyers, and suppliers
are among the most important channels of spillovers.

While the overall positive effects of inward FDI on economic development of EEs are widely acknowledged (Demena and van
Bergeijk, 2019; Moralles and Moreno, 2020; Wang and Kafouros, 2020), there remains ongoing debate regarding its specific impact on
local firms (Demena and van Bergeijk, 2019; Ilhan-Nas et al., 2021). Some studies highlight the positive spillovers of FDI on pro-
ductivity and innovation (Liu et al., 2009; Tian, 2007), while others report negative spillovers due to competitive pressures, market
theft, and exclusion (Aitken and Harrison, 1999).

The mixed results in the literature are often attributed to methodological limitations (Altomonte and Pennings, 2009) and the
nature of the spillover channels being studied. Spillovers may occur through horizontal (intra-industry) linkages, where local firms
compete directly with MNEs within the same industry (Javorcik, 2004; Liu et al., 2009), or through vertical (inter-industry) linkages,
arising from buyer-supplier relationships between MNEs and local firms (Lenger and Taymaz, 2006; Liu et al., 2009). Understanding
the specific channels through which spillovers occur is crucial to explaining the divergent outcomes reported in the literature.

Incorporating the relational view to horizontal and vertical spillovers can provide a nuanced understanding of how knowledge
spillovers occur through FDI (Shi et al., 2022). With horizontal linkages, local firms can adopt relational mechanisms to pursue
strategies such as copying MNE competitors' products through activities like developing mimetic isomorphism in their managerial
practices (DiMaggio and Powell, 1983) or transferring labor (Lenger and Taymaz, 2006). These spillovers are more effective when
collaborative relationships among competitors are characterized by mutual trust and shared norms. Moreover, local firms competing in
the same industry as MNEs are compelled to utilize their resources and invest in R&D by developing more innovative products and
processes to survive (Liu et al., 2009). Additionally, horizontal linkages can also have negative effects by creating various pressure
mechanisms (reverse labor flow, market theft) on locals caused by MNEs (Aitken and Harrison, 1999; Javorcik, 2004).

Vertical spillovers happen between firms at different supply chain stages, typically between MNEs and their local suppliers from
EEs (Lenger and Taymaz, 2006; Liu et al., 2009). Robust, trust-based long-term buyer-supplier relationships can enhance the likelihood
of vertical knowledge spillovers (Shi et al., 2022). Local firms with extensive networks, including ties with foreign firms, can more
effectively leverage these connections to acquire valuable knowledge (Borgatti and Foster, 2003). Concurrently, network embedd-
edness and deeper relationships ensure that local firms can reciprocate and adapt the acquired knowledge to their specific contexts,
enhancing the overall impact of spillovers (Borgatti and Foster, 2003). Such studies, which emphasize the social context by examining
the role of social networks in spillovers (Eapen, 2012), provide important insights into overcoming the econometric limitations
mentioned earlier. However, research that explores the guiding effect of institutional contexts beyond social networks and in-
corporates different theoretical perspectives is also necessary for a better understanding of the social background of spillovers.

2.2. Spillover mechanisms and vertical knowledge spillovers from FDI

The dominant view of knowledge spillovers from FDI is that vertical linkages lead to more positive spillover effects than horizontal
linkages due to the absence of exclusion and competition effects in vertical linkages (Lenger and Taymaz, 2006; Javorcik, 2004; Meyer
and Sinani, 2009). MNEs can also utilize their technological and managerial knowledge to benefit local suppliers (Ilhan-Nas et al.,
2021; Javorcik, 2004). Additionally, MNEs seeking to maximize their own interests may tend to partially share their connections with
local suppliers.

Although vertical spillovers are more likely to have positive impacts, these are not guaranteed. Even if MNEs are willing to share
knowledge, local organizations need to have the necessary absorptive capacity to create positive spillover effects (Marin and Bell,
2006). Additionally, in knowledge flows, local organizations must be aware of the opportunities offered by MNEs, as well as their
motivations and resources (Meyer and Sinani, 2009). Similarly, the fact that some MNEs also relocate their own suppliers to host
countries may reduce the potential for vertical spillovers by creating a weak level of relationships with local suppliers. The closeness of
the relationships between organizations and the institutional environment that regulates these relationships can also significantly
guide spillovers (Lenger and Taymaz, 2006). Thus, we draw on neoinstitutional theory to explain the problem and aim to contribute to
the existing literature that focuses on vertical spillovers solely in terms of the economic value of investments and relationships.
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2.3. Institutional context and vertical knowledge spillovers from FDI

The neoinstitutional theory (DiMaggio and Powell, 1983; Meyer and Rowan, 1977; Scott, 1995) links organizations to the social
context in which they exist. According to the theory, institutions create spheres of influence that define the activities of organizations
and the conditions under which they gain legitimacy by applying different pressure mechanisms (Meyer and Rowan, 1977; Scott,
1995). These institutional pressures may encourage firms to adopt common norms, routines, and strategies (DiMaggio and Powell,
1983). According to institutional theory, actors exerting these pressures include key buyers, suppliers, competitors, and government
agencies (Ke et al., 2009; Scott, 1995). Therefore, vertical spillovers from buyer-supplier relationships can be sensitive to the type and
level of pressures created by the institutional environment and the degree of legitimacy emanating from these pressures. Moreover, we
argue that the institutional environment plays a key role in understanding spillovers by shaping the patterns of competition and
cooperation between organizations.

However, the FDI spillover literature has paid insufficient attention to the institutional environment from an organizational
perspective, focusing more on formal institutions, such as regulatory frameworks, intellectual property rights, and foreign trade re-
gimes, often from an institutional economics perspective (e.g., Du et al., 2011; Meyer and Sinani, 2009). These studies typically
examine the relationship between the quality of formal institutions and the direction of spillovers using econometric models. While
valuable, this focus on formal institutions overlooks the broader, more complex institutional environment that includes normative and
cognitive dimensions (Kostova and Roth, 2002; Kostova and Zaheer, 1999).

Although their effects are less obvious and difficult to measure (Munir, 2002), the normative and cognitive dimensions of in-
stitutions are important in shaping the context in which organizations are embedded. These dimensions create the underlying social
and cultural frameworks that influence organizational behavior. We argue that these less explored dimensions, alongside the mech-
anisms of institutional pressure and isomorphism as defined by DiMaggio and Powell (1983), provide a useful framework for un-
derstanding FDI spillovers. Mechanisms such as imitation, observation, and mimicking, which are fundamental to spillovers, align
closely with institutional isomorphism. Given the diversity of existing institutional environments worldwide (Kostova and Roth, 2002;
Munir, 2002), exploring how the institutional environment affects spillovers could provide additional insights.

The normative dimension of institutions may play a crucial role in the context of aligning management and organizational
structures among the parties involved, as normative pressures from the dominant party in the buyer-supplier relationship can
encourage spillovers by promoting isomorphic business norms (Ke et al., 2009). Additionally, the business norms within the host
country can shape local organizations' perceived trust and legitimacy, which in turn influences the proximity of buyer-supplier re-
lationships and the extent of spillovers. When legitimacy gaps -the asymmetry between organizations' perceived legitimacy stemming
from international business norms, trust, and identity- favor MNEs, foreign buyers may perceive local suppliers as less trustworthy,
reducing the likelihood of productivity and innovation spillovers. As an essential normative institution, trust fosters knowledge sharing
within buyer-supplier relationships (Hoque and Rana, 2020).

The cognitive dimension of institutions is related to how buyer preferences and expectations are perceived. In buyer-supplier
relationships, local suppliers may engage in mimetic isomorphism, believing that aligning with the expectations of foreign buyers
will ensure their success. Thus, mimetic isomorphism provides a theoretical foundation for understanding spillover mechanisms, as
local suppliers may imitate MNE practices to enhance their own outcomes. The extent to which local suppliers view MNEs as models to
emulate can significantly shape how spillovers occur.

Our study builds on these theoretical insights by focusing on the local institutional context and the role of local actors within it,
aiming to address unresolved issues in the spillover literature. Furthermore, we aim to contribute to the ongoing expansion of insti-
tutional theory, which has increasingly shifted from focusing on public institutions, such as schools and hospitals, to exploring its
relevance in the private sector and technological activities.

3. Method

Due to the exploratory nature and in-depth examination goals of our research, we employed a qualitative multiple-case research
design, based on in-depth interviews with senior managers who had directly experienced FDI spillovers (see Table 1). The multiple-
case method enables theories to be formed or extended through an abductive approach by continually juxtaposing data against theory,
facts, and cases (Dubois and Gadde, 2002). Additionally, institutional theory is part of the interpretive paradigm (Burrell and Morgan,
1979), which suggests an anti-positivist methodology suitable for qualitative research methods. The structure of the qualitative
method we use, which is compatible with the ontological, epistemological, and methodological assumptions of institutional theory
(Burrell and Morgan, 1979, p. 3), is an important motivation for our methodological choice. The procedure Yin (2009) recommended
was followed in the research design and reporting of the findings.

3.1. Research context

The automotive industry is among the most technologically and R&D-intensive industries due to the heavy worldwide pressures of
competition and buyer expectations. To respond to these pressures, MNE automakers shift their production to low-cost EEs, such as
Turkey, while performing more strategic and knowledge-intensive activities, such as R&D, in their home countries (Pavlinek, 2015).
The fact that developed economy MNEs prefer to remain conservative in internationalizing their R&D activities, despite numerous
incentives, due to intense competitive pressure (Reger, 2004), and the industry's distinct supply chain configuration, causes the in-
dustry to have a unique structure. All these dynamics make EEs essential research sites for studying vertical FDI spillovers.



Table 1

Characteristics of sampled firms and data collection.

Firms

Alpha

Beta

Gamma

Delta*

Epsilon

Zeta™

Kappa

Firm demographics
Supply chain position

Product range
Main buyer MNCs

Years of operation
Years of export
Number of employees
R&D intensity
Export intensity
Ownership type

Interview details
Number of interviews
First interview
The role of the
interviewee
Time of interview
Pages of interview
Second interview
The role of the
interviewee
Time of interview
Pages of interview

Secondary data details
Company documents
Online media

Product brochures

Tier-2 (sub-supplier)
Diverse components

Ford, Renault, Toyota, Delphi,
Federal Mogul

57

30

658

1%

80%

Family

2
Project manager

47 min
7 pages

R&D manager

88 min
18 pages

16 pages
9 news

Tier-2 (sub-supplier)

Electrical and electronic
equipment
VDL, Arobus, Siemens

55

39

100
0%
65%
Family

2
Founder

115 min
16 pages

Tech. manager

150 min
24 pages

65 pages

24 pages

Tier-1 (direct-
supplier)
Chemical matter

Volkswagen,
Mercedes, Audi
28

10

98

6%

15%

Private

2
Vice president

45 min
6 pages

R&D manager

110 min
24 pages

180 pages
36 news

Tier-2 (sub-supplier)
Aluminum parts

Mahle, Valeo, Bosch,
Rexroth

35

15

290

1%

80%

Public

2
Product manager

60 min
10 pages

Product manager

120 min
24 pages

950 pages
76 news

After market (sub-
supplier)
Diverse components

56

22

140
5%
25%
Family

Export director

45 min
6 pages

R&D manager

60 min
12 Pages

7 pages

OEM and Tier-1 (direct-
supplier)

Electric vehicle and
battery systems

Iveco, Mercedes Benz

57

30

200
4%
60%
Family

Project manager

57 min
12 pages

Project manager

85 min
27 pages

10 pages

40 pages

OEM and Tier-1 (direct-
supplier)

Body structure and plastic
body

Volkswagen, BMW,
Mercedes, Tesla

52

25

5000

21%

90%

Private

Export director

40 min
8 pages

R&D manager

75 min
22 pages

45 pages
72 news
25 pages

" Companies where interviews were held with the same managers in different periods.
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Today, the automotive industry has significantly increased its R&D activities, leading to developments in the Turkish automotive
industry. Especially with Law No. 5746 on Supporting R&D Activities enacted in 2008, innovative activities are supported by the
government. Additionally, MNEs operating in this industry are often highly skilled in terms of R&D activities, technology, and in-
ternational experience. 16 of 21 automakers are MNEs, while only 25% of 460 enterprises are foreign-owned in the supply industry. In
this respect, our context is well-suited for studying the phenomenon of vertical spillovers, where local organizations act as suppliers
and foreign organizations act as buyers.

3.2. Sampling strategy

Due to the nature of our research methodology, we adopted the purposive sampling strategy that emerged from the interpretivist
research tradition. In this study, we aim to explain the vertical FDI spillover phenomenon from the perspective of local suppliers, a
perspective that is currently neglected in the existing literature. Therefore, we selected our cases among local suppliers operating in the
Turkish automotive industry. In this way, we aimed to find an opportunity to conduct a post-hoc institutional analysis of the spillover
phenomenon. Additionally, given the specific dynamics of the automotive industry, we ensured that local firms at various points in the
supply chain are represented in the cases.

Another important issue in multiple case studies is the number of cases. According to Eisenhardt (1989), the optimal number of
cases ranges from 4 to 10. Fewer cases may lead to inadequacy in generating and developing theory (Eisenhardt, 1989), while too
many cases could result in a loss of depth (Miles and Huberman, 1994). Another issue to consider is data saturation. We found that data
reached saturation after the seventh case. Accordingly, the seven supplier cases presented in this study represent our sample (Table 1).
Past research suggests that several well-defined and carefully selected cases are sufficient for exploratory research (Yin, 2009). To
enhance the reliability of our findings, we conducted two interviews with each case at different times. In other words, our primary data
consists of 14 face-to-face interviews. Both the sample selection criteria and the inclusion of eligible cases were guided by the fieldwork
of the large-scale project (Ilhan-Nas et al., 2021) from which this study was derived. This project was supported by the Scientific and
Technological Research Council of Turkey (TUBITAK).

3.3. Data collection

Using data from multiple sources in multiple case studies is recommended to increase credibility and obtain in-depth information
(Yin, 2009). Two face-to-face interviews were conducted with each case at different times. In some cases, interviews were repeated
with the same manager, while in other cases, interviews were conducted with different managers (Table 1). We obtained data from
different sources, including interviews, observations, and documents. The average 90-min face-to-face interviews with each case
constituted our primary data source.' The interviews were voice-recorded and then transcribed. As additional data sources, we utilized
our fieldwork observations to interpret abstract and implicit themes. Finally, various secondary data sources (corporate websites,
industry magazines, local and national newspapers, etc.) were also included in the research to verify the accuracy of the participants'
claims and statements.

3.4. Data analysis

The primary unit of analysis of this study is local supplier organizations. We conducted content analysis to systematically transform
the collected data into codes and themes and to draw abductive inferences (Dubois and Gadde, 2002; Strauss and Corbin, 1998). Each
case was first analyzed individually, and statements were verified using additional data (observations and secondary data). The coders
read the documents six times consecutively. Instead of using a predetermined list of codes, we allowed codes to emerge from the data
(Strauss and Corbin, 1998), thus preserving the exploratory nature of our study. The data were coded separately by two different
coders. The agreement between the coders was measured as 78%. It is generally accepted in the literature that this rate is sufficient for
coding to be considered reliable (Miles and Huberman, 1994). The 22% inconsistency between the coders was eliminated by repeating
the coding process together.

4. Findings

The automotive industry's supply chain structure is quite hierarchical compared to other industries. Therefore, we expect the level
of linkages established to differ according to the position in the SC. For this reason, we included organizations from each position of the
supply chain while determining the cases. We classified our cases as “Direct” and “Sub” suppliers according to this initially determined
theme (Fig. 2). Sub-suppliers are Tier-2 and after-market with limited direct communication and connections with foreign buyers. We
labeled OEM and Tier-1 organizations that have the opportunity to realize this communication and connections more directly and in
interaction as “direct.” Fig. 1 presents the codes and main themes that emerged from the content analysis. Furthermore, the detailed
coding and analysis of interviews, observations, and secondary data are reported in Appendix 1. We analyzed the participants'
statements using the meaning coding method. After each statement was coded, similar codes were grouped under three different main

1 Prior to data collection, ethical committee approval was obtained, and informed consent was obtained from the participants before the
interviews.
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1st Order Concepts 2nd Order Themes Main Themes
Corresponding Spillover Mechanisms

Effort to be seen like MNEs by following them Building trust and approval

Creating trust by making their structure and strategies | :'
1

L

N

4

Technical and managerial support 1
Mimicking :
Relationship building 1

isomorphic
Identifying with the identity of their buyers

Talented workforce preferring foreign firms due to low
reputation of locals

Supplier reputation

Labor transfer 1

Identity and

L . . } Legitimacy of
Prejudices against Turkish suppliers Generalized biases Lo
prejudices Relationship continuity Suppliers

Obtaining simple tasks due to a lack of trust

I
Relationship building :
Leveraging links |

The challenges of finding new customers due to jl
1
1
1
1
1

Dilemma between local and international labor standards Identity conflict

Multiple institutional pressures

The inability of transferred foreign labor to adapt to local Mimicking :
norms Labour transfer 1

MNEs leveraging their links

| Role model buyer
International buyers setting technological trends [j

1

1

1

Mimicking !
Leveraging links :
Technical and managerial support |

Mimicking MNEs management practices for benefits

Training from MNEs for managerial and technical Trainer buyer

p.rac.ti.ces' | Technical and managerial support

Significant R&D support from buyers f Buyer
Strengthening normative isomorphism through support : Support Style

Compliance with international and MNE’s standards | Formative buyer
MNE’s normative isomorphic pressures regarding
standards

Detail-oriented standards constraining originality

Technical and managerial support 1
Building relationship :
1 Leveraging links |

g

The restrictive impact of license agreements in BSR [_}\I Captive buyer

Innovation-inhibiting agreements v, Technical and managerial support. 1

Expectation of complying with long-term contracts Trust and stability
Expectation and pressure for JIT production )

. o ' Relationship continuity 1
The necessity of gaining buyers' trust : Leveraging links |

Being a low-cost local alternative N Cost oriented expectations
Cost expectations constraining R&D activities
Expectations arising from the supply chain position 1

Relationship continuity 1

\  Technical and managerial support Expectation
. . i i from
Being seen as a solution partner Innovation oriented . .
: . S relationships
Expectations supportive of original ideas . .
. . . Mimicking 1
Being part of a large organization and adapting . . |
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themes. Fig. 1 and Appendix 1 also illustrate the mechanisms of vertical FDI spillover to which each statement and code relates, as well
as the concepts of institutional theory used to explain this relationship.

4.1. Identity and legitimacy of local suppliers

Both direct and sub-suppliers made statements that heavily emphasized the theme of “identity and legitimacy of local suppliers”.
Both types of suppliers stated developing strategies and undertaking activities that focused on the need to “build trust and approval”.
However, there was a difference in their perceptions. The statements of the sub-suppliers indicated that they had a trust and approval
problem. To overcome this problem, sub-suppliers used a normative isomorphism mechanism to engage more with MNEs and benefit
from technical and managerial support and carried out several activities beyond their technical requirements (1aipha, 2Deltas 3Epsilon)-2
As the R&D manager of Alpha notes:

We are working with Honda company. They do 5-min exercises every morning before they start working. All employees and
management gather in front of the production facility and do the exercises. We started to implement this to say, “Look, we are
following you; we want to be like you.” Now, we start working every morning with 5 min of collective exercises. After all, to do
business with them, especially with companies of Far Eastern origin, you need to somehow show that you are like them.

Direct suppliers, on the other hand, did not see “building trust and approval” as a problem. They observed and followed the buyers'
managerial practices through a mimetic isomorphism (4Gamma, Szeta)- Their statements revealed that they pursued a strategy of
building trust and approval by identifying their identities with those of the buyers.

Another element of this theme was related to the perceived supplier reputation. Accordingly, in the interviews with all sub-
suppliers, we got the impression that they face several difficulties due to their low perceived reputation. Two suppliers (6aipha,
7pelta) Stated that they even have difficulties transferring skilled labor for this reason. Sub-suppliers also expressed a problem of bias
(9Beta, 10Beta), Which puts Turkish suppliers facing extra efforts and difficulties that are not expected from foreign suppliers. Moreover,
we found that these biases, stemming from a legitimacy gap between them and their foreign competitors, were not firm-specific but
were generalized against all other suppliers (8aipha, 11Beta). This problem created an institutional barrier for local suppliers to develop
and sustain relationships with MNEs. This identity-based bias problem observed in sub-suppliers appeared as a kind of “Identity
Conflict” in directs (Fig. 1). Direct suppliers did not express any prejudice issues due to their ability to develop long-term and trust-
based buyer-supplier relationships. However, we found that they were subject to multiple institutional pressures (12gamma, 13zeta,
14gappa) between business norms rooted in their local identities and international norms that they were trying to develop normative
isomorphism. Kappa's R&D manager's statement highlights how conflicting institutional pressures significantly influenced the success
of labor transfer and mimicking:

We have collaborated with German and Japanese engineers for some projects in the past. Their way of doing business is very
different from ours. We are much more flexible and able to think creatively on the spot. While they prefer to specialize deeply in one
area, in our case, engineers are expected to provide solutions to a variety of different problems. So why should I make the transfer?

4.2. Buyer support style

Our analysis revealed that another endemic factor to which the vertical FDI Spillover in the Turkish automotive industry is sensitive
relates to the knowledge deficit between the parties in favor of the buyer and, correspondingly, the way buyers support suppliers. Our
findings reveal that the buyer support style of its suppliers depends on the level of knowledge deficit between it and its suppliers. The
way suppliers provide support created a quadruple typology (see Fig. 1). First, some suppliers internalized their buyers, whose
managerial and technological know-how was significantly greater than their own, through a mimetic mechanism of isomorphism and
identified them as “role model buyers” (15z¢ta, 16Gamma)- The statements of the Zeta project manager support this inference:

The Japanese, or more specifically Toyota, have various management practices. We often follow these. There are multiple reasons
why we mimic Toyota. After all, it is Toyota! Following its practices and implementing them in your own factory is beneficial. When
you produce for foreign customers, you can benefit from their connections. For example, we produce for Daimler. We had a foreign
customer who had previously examined us, and we could not reach an agreement. When we learned about the business with Daimler,
that customer gave us work.

These cases also reported that in some instances, they received direct technical and managerial training from their buyers, whom
we labeled “trainer buyers,” and were even provided with knowledge on R&D support (17zeta, 18Gamma)- As evident from the state-
ments of Kappa's R&D manager, such buyers can cause turning points for organizations' long-term horizons:

If today we can invest so much in R&D and have improved ourselves, the most important reason for this is the expectations and
support of our buyers. Normally, investing in R&D in Turkey is not easy. Convincing the bosses is difficult. But our buyers supported
and trained us in various ways so much that we have begun to reap the rewards of the investments made today. Let me tell you, today,
we are no longer the ones receiving education but rather the ones providing education in the field of R&D.

Both cases saw their buyers as role models and trainers as direct suppliers. Regarding how sub-suppliers defined their buyers, we
identified two different types of buyers, the first of which was the “formative buyer”. Formative buyers offer their suppliers the
technical and managerial support they need but tend to control the structure and strategy of their suppliers through detailed standards

2 Detailed information about the expressions coded in parentheses can be found in Appendix 1.
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and their own business norms (19geta; 20peita). As expressed by the founder of Beta, conforming to these standards and business norms
appears to require quite intense effort and time:

In the automotive industry, surrendering yourself can make you much more efficient. Because there are very detailed standards
involved. They provide you with a lot of technical and managerial support in this regard. But conforming to these standards is not as
easy as it may seem from the outside. Thousands of pages of manuals, continuous training, and audits can be quite exhausting and time-
consuming... They conduct an audit, and you feel like you're losing your mind! Are the employees satisfied? What's your financial
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situation? Have you done the maintenance of the machines? They scrutinize everything. But at the end of the day, when you consider it
as managerial and technical support, you can become much more efficient.

Our last buyer type shows characteristics of limited managerial and technical support to local organizations for their own benefit
maximization and limiting them, especially in their innovative activities. We labeled this buyer type as “captive buyer” (21aipha). As
Delta's project manager stated, the innovation limitations of this customer type can reach very high levels:

Some buyers are such that when you do business with them, they even hinder you from obtaining patents. Because they want you to
exist solely for them and do not want you to improve yourself. I've seen a foreign company warning a manager transferring to another
company, saying, ‘You cannot use the knowledge and experience you gained while working with us!’.

We found that these two types of buyers exert more normative pressures on sub-suppliers, attempting to transform them into
suppliers that conform to their norms and expectations rather than improving them.

4.3. Expectations from relationships

Another theme that emerged from our findings was related to buyers' expectations. Analysis showed that these expectations also
form a quadruple typology (see Fig. 1). The two sub-supplier cases reported that trust and stability are the most important expectations
of buyers (22peta, 23a1pha)- These expectations required local suppliers to be isomorphic to their buyers regarding business norms and
were important for the continuity of established relationships and mechanisms for benefiting from linkages. Sub-suppliers' statements
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showed that buyers' other expectations were “cost-oriented expectations,” which puts innovation in the background (see Fig. 3). Delta
project manager's statement proves the existence of these expectations that restrict innovation:

But we never had the chance and expectation of investing in a machine and saying, “Let's find a job for it!”. Such a way would
not be the right way anyway because we are not trendmakers. We only work as subcontractors in this sector. We are valuable to
them to the extent that we can be productive. This pushes us very hard both in terms of creativity and innovation. That's why
buyers want us to be extremely competitive in terms of both price and quality.

These expectations, which we have found to stem from the “legitimacy gap” between local suppliers and buyers, led to maintaining the
current state of relations and providing technical and managerial support limited by productivity. Direct suppliers, on the other hand,
had different expectations arising from their relatively positive legitimacy. Such suppliers faced “innovation-oriented” expectations in
parallel with being seen as solution partners. These expectations activated many spillover mechanisms, such as the establishment and
development of buyer-supplier relationships and technical and managerial support, which had the potential to trigger not only pro-
ductivity but also innovation outcomes through mimetic and normative isomorphism (28Gamma, 29kappas 30kappa> 31Kappa)- As the R&D
manager of the Kappa noted:

Now, you may wonder whether being too integrated or completely dependent on the buyer can be an obstacle to some issues.
Well, Daimler is doing it, Volkswagen is doing it, and BMW has started to do it; these are examples I can give you right now.
They call you once a year and ask for an innovation presentation. In other words, what kind of work have you done for a year to
develop and improve that work, that process, that piece, whatever it is. What is new and creative about you? So, even if you are
not going to do anything, the main industry pushes you to do so. So you can't go and say [ haven't done anything. I'm not going to
do anything.

The statements of one sub and two direct suppliers about buyers' expectations revealed a different type of expectation (32gpsiion,
33Gammas 34zeta)- According to these statements, local organizations that were suppliers to more than one automaker buyer faced
diverging expectations that were sensitive to both their buyers' work norms and countries of origin and the level of supplier they were
for their buyers. Meeting these diverging and conflicting expectations created multiple institutional pressures.

5. Toward an empirically-grounded conceptual framework of institutional underpinnings of vertical FDI spillovers in
buyer-supplier relationships

Our findings reveal that, via vertical linkages, local suppliers can internalize foreign buyers' managerial and technical practices by
mimicking, receiving technical and managerial support, transferring skilled labor, and leveraging their linkages (see Table 1). In analyzing the
vertical spillovers that tend to be positive through these mechanisms, we discuss our findings through an institutional theory lens by
focusing on these mechanisms. Our study discovered that vertical linkages do not unconditionally lead to positive FDI spillovers. Our
results suggest that when FDI spillovers from vertical linkage have positive effects, as summarized in Fig. 1, these effects are condi-
tioned by factors such as the “identity and legitimacy of local suppliers,” “buyer support style,” and “expectations from relationships.”
However, we found clear differences between direct and sub-suppliers in these determinants (see Figs. 2 and 3). We also found that
productivity and innovation spillovers emerge through distinctly different mechanisms.

In our context, the most important concept embedded in the context and associated with the spillover process was “legitimacy,” as
defined by neoinstitutional theory (DiMaggio and Powell, 1983). Their perceived low legitimacy in the eyes of buyers drove local
suppliers toward strategies primarily aimed at building trust and approval. Consistent with the view that MNEs tend to develop trusting
relationships with a small number of suppliers (Wasti et al., 2009), this prompted sub-suppliers to adopt normative isomorphic
strategies to maintain existing relationships and build new ones by fostering trust and approval. In doing so, we found that they
adopted a strategy of “decoupling” between their technical requirements and their search for legitimacy, which encourages the
mimicking mechanism of vertical spillovers, but only in terms of productivity spillovers. Since all sub-suppliers stated that they
compete on price and quality, they have developed buyer-supplier relationships based on short-term contracts. Additionally, the fact
that technical and managerial support applies to technical standards and does not encompass R&D supports our conclusion. Our results
extend the findings of Wasti et al. (2006) that the trust problem for local organizations leads to a style of buyer-supplier relationship
based on detailed contracts, where suppliers compete primarily on price. While the sub-suppliers tried to show that they were “like
them” or “one of them” by copying the practices of their powerful foreign buyers through mimicking, the direct suppliers' view was to
mimic and internalize the practices of foreign buyers through mimicking (Fig. 2), which they thought it was the right way of doing
business and being successful.

Another important consequence of the legitimacy problem faced by local suppliers was the perceived damage to their reputation,
which hindered the “labor transfer” mechanism of spillovers. Employees, who were seen as important agents of knowledge spillovers,
faced a legitimacy gap when they had to choose between sub-suppliers and their former firms, which was important for their careers.
However, although they did not explicitly mention a reputation problem, we also observed that direct suppliers were not active enough
in transferring labor from their foreign buyers and did not see themselves as attractive businesses in this regard.

Faced with identity and legitimacy issues compared to their international competitors, Turkish suppliers encounter several
negative biases regarding spillover mechanisms, including developing relationships, leveraging buyers' connections, and maintaining
existing relationships. Underlying these biases is the issue of establishing trust associated with the identities of Turkish organizations
(see Fig. 1). The statements of our participants suggest that competence and goodwill alone are insufficient for establishing trust in
Turkish organizations. This contextual factor, which leads to a preference for international suppliers over local suppliers, constrains
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both productivity and innovation spillovers because local organizations are unable to develop buyer-supplier relationships to the same
extent as they can strengthen spillover outputs. Those relationships that are developed are preferred to be lower down the SC, which
limits the spillover of technological and managerial knowledge. This pattern, which we generally observe in the discourse of sub-
suppliers, was not detected in the discourse of direct suppliers. At this point, it is worth mentioning that two of the three organiza-
tions, in our case, have international experience as direct suppliers. In this way, we can say that the relatively high legitimacy of direct
suppliers, resulting from their existing knowledge and international experience, enables them to overcome these problems. This
finding is consistent with the work of Eapen (2012), who argues that existing capabilities are important for local organizations to use
spillover mechanisms effectively.

Identity and legitimacy issues that cause sub-suppliers to benefit only to a limited extent from productivity spillovers are not
entirely invalid for direct suppliers. In other words, being a direct supplier does not guarantee the benefits of innovation spillovers. Our
results show that although direct suppliers have higher legitimacy than sub-suppliers, they are constrained by an identity conflict
regarding labor transfer mimicking mechanisms. While trying to be isomorphic to IB norms to maintain their legitimacy, direct
suppliers face constraints imposed by Turkish identity and business norms (see Fig. 3). For example, due to non-compliance with
business norms, these organizations choose not to use the skilled workforce of foreign buyers enough to have a positive spillover
experience. As Zeta's project manager said, “the project is already over until we adapt the foreign employee to our organizational culture.”

Our result corroborates Van Wijk et al. (2008) argument that for the labor flow mechanism of spillovers to be effective, the parties
in buyer-supplier relationships should have similar management and organizational structures. Moreover, due to the identity conflict,
organizations cannot effectively carry out strategic R&D activities that would strengthen their absorptive capacity and benefit from
innovation spillovers, thereby maintaining their position and becoming international players. As the Gamma R&D manager said, “our
logic and facts say invest in R&D, but our Turkish mind says focus on getting your investment back in the short term.” Thus:

P1a. . When the legitimacy gap between buyers and suppliers is high in favor of buyers, the resulting decline in perceived trust and
supplier reputation hinders productivity and impedes innovation spillovers.

While the challenges associated with Turkish identity regarding legitimacy are commonly acknowledged among local suppliers, it
would be erroneous to universally apply this notion to all organizations. Evidence suggests that entities successfully surmounting this
trust deficit and legitimacy challenge over time may attain a favorable position within the automotive industry. Insights from their
narratives suggest that suppliers such as Kappa and Zeta, initially struggling to establish rapport with foreign entities during their
formative years, have since strengthened their legitimacy and cultivated business relationships conducive to productivity and inno-
vation (see Table 1). Moreover, it is apparent that Kappa, once relegated to lower positions within the supply chain due to legitimacy
concerns in the 1990s, now boasts overseas R&D centers (as stated on its corporate website) and maintains a consistent track record of
international patent applications (as listed on epo.org). In fact, some direct suppliers declare that they are no longer the recipients of
support but the providers of technical support to other suppliers of MNEs. In this way, we can say that the relatively high legitimacy of
direct suppliers, resulting from their existing knowledge and international experience, enables them to overcome these problems. This
finding is consistent with the work of Eapen (2012), who argues that existing capabilities are crucial for local organizations to leverage
spillover mechanisms more effectively. Accordingly, we put forward the following proposition:

P1p. . When the legitimacy gap between buyers and suppliers is low in favor of buyers, the resulting increase in perceived trust and
supplier reputation amplifies both productivity and innovation spillovers.

Our results also revealed that apart from suppliers' identities, MNEs' support styles for suppliers and the varying isomorphic
pressures that these styles put on suppliers are also important determinants of vertical FDI spillover (see Fig. 1 and Fig. 3). Sub-
suppliers, typically with a higher knowledge deficit vis-a-vis their buyers, emphasized strict controls and specifications, stating that
buyers shape their production activities and processes to guarantee their product quality and productivity (not innovation).

This clearly enabled local organizations to benefit from the productivity spillovers by contributing to the standardization of their
processes. Moreover, these suppliers interpreted the support style of buyers as short-term and limited, focusing only on securing
established relationships. They even stated that their buyers blocked innovative activities. For example, “We produce for projects that we
are completely involved in. However, when we try to get a patent for these works, the main industry prevents us. They say, you produce for my
project, I support you, you cannot get a patent” (Delta). Unlike direct suppliers, sub-suppliers were disadvantaged in terms of the
absorptive capacity that local organizations should possess for knowledge spillovers, despite the long-standing buyer-supplier re-
lationships they had established. The direct suppliers, in our cases, had independent R&D activities and various patent applications.
However, we found that sub-suppliers lack these resources and are disadvantaged in terms of international experience and managerial
knowledge. Based on this, we found a significant knowledge deficit and low absorption capacity against sub-suppliers (see Fig. 3).
Therefore, we can conclude that our existing understanding, which suggests that MNEs in EEs often learn from their local suppliers,
does not apply to sub-suppliers in our context. Moreover, the absence of any patent applications from Alpha after redirecting its ac-
tivities to the automotive industry, despite consistently filing patent applications every year while operating in different industries,
supports this inference. Thus:

Poa. . When the knowledge deficit between buyers and suppliers is high in favor of buyers, they tend to adopt support styles as
formative and captive, which obstruct innovation spillovers and constrain productivity spillovers.

On the other hand, according to the support style typology, when interpreting the support their buyers provide, direct suppliers
sometimes describe them as role models and trainers, especially when the knowledge deficit between buyers and suppliers is low (see
Fig. 2). We found that the knowledge deficit between buyers and direct suppliers was typically lower than that of between buyers and
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sub-suppliers. When interpreting our results regarding spillovers, we find that local suppliers who view buyers as role models and
mimic them are enabled to expand their business networks in the automotive industry and benefit from positive spillover effects. Also,
the statements of the direct suppliers revealed that they identified their buyers as highly knowledge-laden organizations. For instance,
the project manager of Zeta and the R&D manager of Gamma emphasize the significant benefits of the training and innovation support
they receive from foreign buyers, particularly highlighting the buyers' high legitimacy, knowledge, and experience (17 zeta, 18Gamma)-

Moreover, thanks to their absorptive capacity and R&D awareness, these suppliers could transform the technical and managerial
support they received. Because these suppliers generally had the resources to strengthen their absorptive capacity, such as interna-
tional experience and R&D centers. In this way, they could carry out activities isomorphic to buyers' business norms and, therefore,
benefit from productivity and innovation spillovers. Thus, we suggest:

Pop. . When the knowledge deficit between buyers and suppliers is low in favor of buyers, they tend to adopt support styles as role
models and trainers, which enhance both productivity and innovation spillovers.

Particularly in the automotive industry, powerful MNEs are known to set business norms and can even act as a source of regulatory
pressure (Meyer and Rowan, 1977). Our study found that the type and extent of MNEs' expectations from local suppliers determine
which mechanisms and types of spillovers they encourage (see Fig. 1). First, we found that expectations from sub-suppliers are shaped
by a cost-oriented and stability-seeking framework that is far from innovation. One participant's statement exemplifies this inference:

The first factor that hinders R&D activities is time. We don't have much time; we don't have time to develop things with an
innovative mind. Because there is a lot of pressure from buyers to deliver on time and reduce costs. In fact, when we respond to
these pressures, we no longer need to be innovative (Delta).

These expectations that limit innovation spillovers become more understandable when combined with the strategic choices of local
organizations that accept these expectations, as is clearly understood from the last sentence of the Delta manager's statement. This
situation can enable local organizations to achieve positive productivity spillovers by activating mechanisms such as establishing and
developing relationships, as well as benefiting from technical and managerial support in terms of cost. Such expectations constrain
innovation spillovers, which are driven by sub-suppliers' trust issues, as well as the legitimacy gap resulting from their lack of in-
ternational experience and recognition. This is because local suppliers who can meet cost-oriented expectations tend to maintain their
current status and continue to meet these expectations when they feel the positive effects of productivity spillovers. Thus, a complete
fit emerges between suppliers' strategic choices and buyers' expectations of them. Local suppliers seem to be attracted by short-term
productivity outcomes rather than the long-term perspective and structural reform challenges of innovative activities. As the Beta
technical manager said,

I spend most of my daily, monthly, and annual work hours examining the standards imposed on me and keeping up with them.
When I achieve this, I can be involved in enough projects and earn very good money. To be frank, why bother trying to be
innovative when I do this?”

The statement above from Beta's technical manager indicates that cost-oriented expectations and time pressure hinder innovative
activities, and local organizations do not express concern about this situation. Based on these findings, we propose the following
proposition:

P3,. . When the legitimacy gap between buyers and suppliers is high in favor of buyers, buyers' expectations are stability and cost
oriented, which enhance productivity spillovers and obstructs innovation spillovers.

Expectations from direct suppliers were more focused on innovation. Due to their position in the supply chain, these suppliers were
more experienced than others and had been developing relationships with different foreign buyers for many years. The learning effect
and the experience they gained from these long-lasting relationships enabled them to position themselves more as solution partners in
their current relationships. These strategic choices necessitated them to become more innovative to maintain their relationships with
foreign buyers. One participant stated, “Although we saw it as a burden at first, we saw the gains of innovation over time and understood that
innovation is an indispensable structure for growth in this sector” (Kappa). These strategic choices, combined with normative and imitative
isomorphism pressures, especially in R&D, show that direct suppliers can benefit from the innovation spillover of the expansions in
addition to the efficiency spillover (see Fig. 2). As Gamma, Zeta, and Kappa managers clearly stated, the primary motivation for these
suppliers to establish R&D centers was to meet the innovation-oriented expectations of foreign buyers. Therefore, the buyer-supplier
relationships they develop are seen as strengthening the innovation and efficiency dimensions of spillovers by encouraging R&D in-
vestments. Moreover, the fact that Epsilon, which is not yet a direct supplier, explains its motivation for establishing an R&D center on
its corporate website as “to be a supplier to the global main industry organizations of the automotive industry” supports our
conclusion. As a result, we put forth the following proposition:

Pgp. . When the legitimacy gap between buyers and suppliers is low in favor of buyers, buyers' expectations are innovation-oriented,
which enhance both productivity and innovation spillovers.

One of our interesting findings was that local suppliers had to respond to different expectations from multiple sources. For both
direct and sub-suppliers, these expectations stemmed from the fact that they were working with multiple foreign buyers from different
origins. For example, Alpha indirectly supplies 7 leading automotive industry organizations. Not only for our sample, but many local
suppliers in the Turkish automotive industry are also suppliers for dozens of buyer firms from different countries and, therefore, have
different working norms. However, the nature of the relationships between these buyers and local suppliers, which are numerous in the
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cases we examined, is striking. We did not detect close relationships between these buyers and suppliers in our cases. This is also
consistent with DiMaggio and Powell's (1983) argument that the greater the number of role models to imitate, the weaker the
isomorphism mechanism will be. This role of different expectations in limiting spillovers can be explained by one of the central debates
in institutional theory: the liability of foreignness. We found that these multiple institutional pressures, which the traditional literature
(e.g., Kostova and Zaheer, 1999) defines as a problem for MNEs, evolved into a liability of localness (Un, 2016) in the Turkish
automotive industry due to the legitimacy problem faced by local organizations. Unlike organizations operating in environments
dominated by institutional pressures from a single organizational field or society, organizations that have to respond to multiple
institutional environments, which often contain incompatible demands (Meyer and Rowan, 1977), can be expected to experience
isomorphism processes that are much more painful (Pache and Santos, 2010). In our context, it is quite clear that MNEs that do not face
the liability of foreignness do not feel obliged to adapt to the business norms of the local context. The divergent norms of the local
context and MNEs seem to hinder spillover by weakening the isomorphism mechanism on the one hand and reducing the likelihood of
success of critical spillover mechanisms, such as labor transfer, on the other. This difficulty weakens the isomorphism mechanism and
creates an institutional barrier for spillovers. Hence, we put forward the following proposition:

P4a. . When suppliers have relationships with many buyers, multiple normative pressures increase, which hinder productivity and
innovation spillovers.

The findings presented above suggest that developing relationships with buyers from multiple and different countries of origin
weakens spillovers by giving rise to multiple normative pressures. In the context under consideration, we believe that closer re-
lationships should be developed with a few buyers to achieve both efficiency and innovation outcomes in deployments. Because it is an
emulation story based on emanations, the small number of models that can be emulated will also strengthen the isomorphism
mechanism. In addition, as some suppliers clearly state, developing buyer-supplier relationships with buyers who are competitors also
causes some disadvantages for local organizations. In such cases, foreign buyers may view local suppliers as a means for their unique
technology and knowledge to be acquired by competitors, and may be hesitant to share their critical technologies. More precisely,
information protective policies can be activated, and dissemination is restricted in these contexts. However, developing close re-
lationships with a small number of buyers will prevent such disadvantages from arising and strengthen their expansion. Therefore, our
final proposition suggests:

P4p. . When suppliers have relationships with fewer buyers, isomorphism is strengthened, which enhances both productivity and
innovation spillovers.

Overall, interpreting our results, we argue that vertical FDI spillovers in the Turkish automotive industry exhibit different patterns
for direct and sub-suppliers due to variations in relational mechanisms across these two types of suppliers. Moreover, although not
explicitly addressed in the prior literature, we claim that innovation and productivity spillovers emerge differently due to the insti-
tutional determinants discussed above. Based on these findings, we have developed the following conceptual framework (Fig. 2),
which has the potential to contribute to the existing literature.

6. Discussion and conclusions

The management of FDI spillovers in buyer-supplier relationships is crucial for local upgrading and competitiveness (Audretsch and
Belitski, 2020; Krammer, 2015). Our research addresses the strategic management of these spillovers, focusing on their relational and
institutional foundations. We examine FDI-based vertical spillovers' effects on local productivity and innovation within the Turkish
automotive industry, using in-depth interviews with seven local suppliers. Our findings suggest that the factors driving vertical FDI
spillovers are rooted in the local institutional context, making institutional theory a vital tool for understanding these mechanisms.
This study is the first to explore knowledge spillovers from this perspective, offering significant theoretical and practical insights.

6.1. Theoretical implications

Our study enhances theoretical and methodological perspectives by integrating neoinstitutional theory into the qualitative analysis
of buyer-supplier relationships in the Turkish automotive industry. This approach offers a deeper understanding of FDI-based spillover
mechanisms and clarifies the diverse outcomes noted in the spillover literature.

First, we address the legitimacy gap and its role in supplier trust and reputation. Our findings reveal that when local suppliers face a
high legitimacy gap, their perceived trust and reputation diminish. This decline restricts productivity spillovers and creates barriers to
innovation spillovers. This insight contributes to institutional theory by highlighting how legitimacy perceptions shape the dynamics
and effectiveness of knowledge and productivity spillovers within buyer-supplier relationships. Contrary to the prior literature, which
suggests that spillovers affect internationalization, our findings reveal that international experience and legitimacy are necessary to
benefit from spillovers in the Turkish automotive industry. Nonetheless, our results also align with previous research arguing that
positive spillover effects cannot occur in contexts where local organizations are constrained in their absorptive capacity (Lane et al.,
2006). However, unlike the technology gap suggested by the econometric studies, we extend the existing literature by showing that our
proposed legitimacy gap may condition productivity and innovation spillovers across different directions and magnitudes. In short,
while the spillover literature includes studies discussing the effects of a capacity and technology gap between MNEs and local orga-
nizations (Meyer and Sinani, 2009), to the best of our knowledge, this is the first study discussing the role of the legitimacy gap in
spillovers.
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Second, we explore the role of buyer support styles vis-a-vis the knowledge deficit between buyers and suppliers. Our study shows
that a low knowledge deficit leads buyers to adopt role model and trainer support styles, fostering productivity and innovation
spillovers. Conversely, a high knowledge deficit results in formative and captive support styles, obstructing innovation spillovers and
only minimally supporting productivity spillovers (see Fig. 3). Our findings go beyond existing econometric models that measure
buyer-supplier relationships as central to vertical spillovers with input-output tables, revealing the social background of actors and
context and broadening our understanding of the reasons for conflicting spillover findings from different institutional contexts.

Third, we analyze how buyers' expectations affect spillovers. A high legitimacy gap leads buyers to prioritize stability and cost,
promoting productivity spillovers but hindering innovation. Conversely, a low legitimacy gap encourages innovation-oriented ex-
pectations, fostering both types of spillovers. Multiple buyer-supplier relationships can further impede these outcomes, highlighting
the role of institutional pressures in shaping spillover variability (see Fig. 3). On the other hand, according to preliminary literature
(Kostova and Zaheer, 1999), to overcome the liability of foreignness faced in host countries, MNEs are compelled to become
isomorphic with the business norms and various institutional mechanisms of the local context, in addition to those of the home
country. However, unlike what the literature puts forth, in our context, the pressures on MNEs do not emerge in this direction. On the
contrary, local organizations feel such multiple normative pressures due to the legitimacy asymmetry that emerges in favor of the
mentioned MNEs. At this point, we found that these organizations face the liability of locality (Un, 2016). As a result, organizations
with sufficient institutional capacity to cope with such multiple normative pressures can benefit more from the positive effects of
spillovers. We claim that these findings emerged from our methodological approach, which was carried out from an interpretive
perspective, unlike the dominant methodological approach in the existing literature.

Finally, our findings highlight the impact of selectivity versus inclusivity in buyer-supplier relationships on institutional pressures,
which in turn affect productivity and innovation spillovers. Multiple buyer-supplier relationships expose suppliers to diverse and often
conflicting norms, leading to confusion and inefficiencies as they struggle to meet varying expectations. This complexity can hinder
their focus on productivity and innovation. While multiple pressures can occasionally benefit organizations, they require a minimum
level of “institutional capacity” to manage these complexities effectively (Stenholm and Hytti, 2014). These findings challenge the
conventional view that conformity norms always benefit organizational performance, as it hints that an overload of normative ex-
pectations can be counterproductive. Our paper contributes to institutional theory by demonstrating that the effectiveness of
normative pressures is context-dependent and can, under certain conditions, hinder rather than enhance organizational outcomes,
thereby adding complexity to the understanding of institutional conformity. Our findings align with Pérez and Sanchez (2001), who
suggest that suppliers with fewer buyer-supplier relationships achieve positive knowledge flows at the strategic partnership level. This
reduction allows suppliers to align more easily with a smaller set of expectations, promoting streamlined operations and clearer
strategic directions. Consequently, this fosters an environment conducive to productivity improvements and innovation. This supports
DiMaggio and Powell's (1983) concept of isomorphism, indicating that fewer relationships can create a homogeneous set of norms
leading to positive productivity and innovation outcomes.

Overall, our study's integration of institutional theory into the analysis of FDI spillovers provides a richer, multi-faceted under-
standing of the factors influencing productivity and innovation spillovers. Our abductive approach allows us to explore new
explanatory concepts and juxtapose them against concepts derived from institutional theory when addressing FDI spillovers. This
approach not only explains the heterogeneous results observed in existing literature but also introduces new concepts that can be
explored in future research. For example, we introduce the concept of “legitimacy gap” to the literature. The legitimacy gap represents
a concept sensitive to social context. It has a higher explanatory power for the differential findings between productivity and inno-
vation spillovers, serving as an alternative to the concept of the technology gap used in measuring absorptive capacity in econometric
studies. Furthermore, we found that the “supply chain position” and the number of buyer-supplier relationships that local suppliers
engage in simultaneously are critical concepts that have not yet been addressed in the existing literature. These concepts are likely to
enhance the explanatory power of spillover models as boundary conditions in future studies. Another contribution we believe we make
beyond the current econometric perspectives relates to our finding that MNESs' expectations from local organizations influence the
recipient typology, resulting in significant differences in productivity and innovation spillovers. This finding expands our under-
standing of spillovers when considered alongside recent criticisms that, although the existing literature conceptually represents the FDI
spillover phenomenon better, the neglect of innovation stems from the methodological shortcomings of the findings in reflecting the
desired relationship patterns (Rojec and Knell, 2018).

6.2. Practical and policy implications

From a practitioner's perspective, our study offers several actionable insights for enhancing the productivity and innovation effects
of spillovers, which are vital for local firms. The different spillover patterns of “direct” and “sub” local suppliers are particularly
noteworthy and are elaborated upon further below. These implications can guide policymakers, MNEs, and local suppliers in fostering
more effective and beneficial buyer-supplier relationships. Fig. 3 illustrates the comparative analysis of vertical spillover patterns
among “direct” and “sub” local suppliers, highlighting the practical relevance of our study.

First, EE governments should not only focus on attracting FDI but also on facilitating robust and close buyer-supplier relationships
between MNEs and local suppliers. Policies that promote collaborative engagements and long-term partnerships can be particularly
effective. As identified in our study, encouraging frequent interactions and knowledge-sharing activities, such as joint training pro-
grams and collaborative innovation projects, can help bridge the knowledge deficit between buyers and suppliers, thereby promoting
both productivity and innovation spillovers, as is the case with “direct” local suppliers.

Second, enhancing the legitimacy of local suppliers is crucial. Policymakers should implement measures that help local suppliers
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build and maintain a reputable and trusted image in the eyes of their foreign buyers. This can include certification programs and
compliance with international standards. Establishing local supplier development programs that support achieving these certifications
can significantly reduce the legitimacy gap, foster productivity spillovers, and reduce barriers to innovation spillovers. Also, main-
taining fewer but deeper, more focused, and strategically aligned buyer relationships may enhance suppliers' ability to innovate and
improve productivity.

Third, policymakers should be mindful of the expectations set by MNEs regarding their local suppliers. When MNEs have high
legitimacy expectations and focus on innovation, local suppliers are more likely to engage in activities that promote productivity and
innovation spillovers. Governments can influence these expectations through policies that incentivize innovation-oriented goals, such
as tax breaks for R&D activities, grants for technological upgrades, and support for participation in international trade fairs and expos.

Finally, managing the multiple normative pressures that arise from local suppliers' relationships with numerous buyers is essential.
Suppliers often face conflicting demands from different buyers, hindering productivity and innovation spillovers (see Fig. 3). Gov-
ernments and industry associations can play a role in harmonizing these pressures by developing standardized industry norms and
practices. Creating platforms for dialogue among stakeholders to align expectations and share best practices can help mitigate the
adverse effects of these pressures.

6.3. Limitations and future research avenues

While our study contributes significantly to understanding the role of the institutional context in FDI-based vertical productivity
and innovation spillovers, it also has several limitations that open avenues for future research. First, our focus was primarily on the
perspective of local suppliers. This single-sided view, while insightful, may not fully capture the complexity of spillover processes.
Future research could benefit from adopting a bilateral perspective, examining the mechanisms from both the suppliers' and buyers'
viewpoints. Researchers can gain a more holistic understanding of how spillovers occur and how they can be optimized by incor-
porating the experiences and strategies of MNEs. Such studies could explore how MNEs perceive their roles in facilitating or hindering
spillovers and how their strategies align or conflict with the capabilities and expectations of local suppliers.

Second, our study employed an institutional theory framework to explore the spillover phenomenon. While this perspective
highlighted the importance of institutional contexts, it limited our ability to explore other potentially influential factors. Future
research could adopt a multi-theoretical approach to provide a richer and more nuanced analysis. For instance, incorporating resource
dependence theory could shed light on how power dynamics and resource allocation between suppliers and buyers affect spillovers.
Similarly, applying social network theory (Borgatti and Foster, 2003) could help understand the role of inter-organizational re-
lationships and network structures in facilitating knowledge spillovers and innovation.

Third, our research was context-specific, focusing on the Turkish automotive industry. While this provided depth in understanding
the local institutional mechanisms, it may limit the generalizability of our findings. Future studies could expand the scope to include
different industries and geographic regions to compare and contrast how institutional contexts influence spillovers across diverse
settings. Such comparative studies could identify common patterns and unique challenges, providing broader insights into how various
institutional environments shape the spillover effects of FDI.

Furthermore, our methodological approach was qualitative, relying on in-depth interviews and content analysis. While this allowed
for a detailed exploration of the themes and mechanisms at play, future research could complement this with quantitative methods to
validate and extend our findings. Large-scale surveys, scenario-based experiments, or econometric analyses could quantify the re-
lationships between institutional factors and spillover outcomes, providing statistical robustness to the observed patterns.

Lastly, the rapidly evolving global business environment, particularly following the COVID-19 pandemic, suggests that institutional
contexts and spillover dynamics are likely to change over time. Longitudinal studies that track these changes could offer valuable
insights into how shifts in the global economy, technological advancements, and evolving institutional frameworks impact the
spillover process. This temporal perspective could help policymakers and practitioners continuously adapt their strategies to optimize
the benefits of FDI for local economies.
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