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 Presented are the results from a conducted survey for analysis and 
evaluation of horizontal and vertical spillovers from foreign direct 
investment (FDI) in automobile parts production. Foreign-owned 
companies can hardly manage to protect all knowledge of the use of 
modern technologies and practices so part of those are being absorbed 
by local firms. The research goal is to determine the impact of 
transnational corporations’ affiliates in sector C 29.3 “Production of 
automobile parts and accessories” on the enterprises from the local 
economy. The most significant horizontal spillover effects result from 
the new practices and technologies, which can be copied through the 
methods of demonstration and imitation. As the most serious threat for 
Bulgarian firms within the sector is rated the possible labour mobility 
towards foreign-owned companies. The most significant vertical 
spillover effects to Bulgarian suppliers are realized through the degree 
of cooperation support, staff trainings, economies of scale and the set 
requirements for joined efforts. Due to the lack of market relations 
with Bulgarian clients and distributors “forward” vertical spillovers 
could not be identified. 

 

 

Introduction 

Over the last decade Bulgaria has become an attractive territory for investment 

through realization of foreign projects in the automobile production sector. The main 

incentives for transnational corporations are qualified and cheap labour, low taxes and 

favorable location towards their markets. A young and fast growing sector of the 

Bulgarian economy is being formed, striving at turning the country into “a regional 

and strategic center for production of parts and accessories for the automobile 

industry” (Plevneliev, 2013). The lack of realistic evaluation and notion of the effects 

of foreign-owned companies’ activities in the sector, renders it necessary to measure 

the above mentioned phenomena, in order to create a relevant policy about their 

future stimulation and maximizing the ensuing benefits. 
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A foreign direct investment creates many direct effects for the host country 

through creation of jobs, higher wages, tax incomes, increased exports, technology 

transfer, capital, etc. Foreign-owned companies can hardly manage to keep all 

knowledge on the use of modern technologies and practices and part of those are 

being absorbed by local firms. This represents the spillover effect of dissemination, 

which in certain sectors can outdo the direct effect of the initial foreign investment. 

Although direct effects are of utmost significance, especially for specific sectors and 

countries, a group of researchers (Blomstrom, Kokko, Zejan, 2000) state, that an even 

higher influence can be created through these spillover effects in a long-term plan.  

The research goal is to determine the impact of transnational corporations’ 

affiliates in sector C 29.3 “Production of automobile parts and accessories” on the 

enterprises from the local economy.  

A methodology is formed for measuring the spillover effects, taking into consid-

eration and evaluating the specific channels through which they arise. Prepared are 

different questionnaires, aimed at surveying the relationships with local suppliers, 

distributors, clients and firms of local ownership from the same sector, which 

determine the level of influence from foreign direct investment by themselves. 

Research methods also include induction and deduction, comparative analysis, 

statistical methods including specialized software for analyzing of received data, 

personal meetings and interviews with representatives of foreign investors, 

observation of research objects, etc.  

1. Theoretical aspects of spillover effects from FDI  

There are many publications about FDI, treating the ensuing spillover effects. 

Driffield (2001) points out that incoming investment flows per se are not enough for 

realizing indirect benefits to the host country. Their scale and scope depend on the 

activities (motives) of the transnational corporation and from the abilities of the local 

economy to assimilate this new knowledge. According to Fisher (2004) whether 

countries will get advantage of TNC’s technologies depends on their ability to 

inculcate them and on the material, intellectual and financial resources available. 

Meyer (2004) shows them from the perspective of the foreign investor (forms, 

motives for realization of FDI, type of activity) and the host country (absorption 

capacity, level of entrepreneurship, existence of clusters). Dunning (2008) adds the 

local economy’s condition, technology gap and the specific advantages of TNC. It is 

appropriate to bring together the separate opinions, and present them in three groups 

(see figure 1): those of the local economy; those of the foreign investor and common 

ones. At this step the following clarification has to be made that separate factors and 



Izvestiya 

2016  •  Volume 60  •  №4 

440 

groups of factors do not influence formation of FDI spillover effects the same way. 

The main prerequisite is the existence of sectoral differrentiation – listed factors have 

different weight depending on the specific sector. 

Factors “from the side of the local economy” can be determined as the 

possibilities of the host economy to acquire and assimilate new knowledge from 

production, market, technology, financial and other matter. Factors “from the side of 

the foreign investor” can be determined as the intentional willingness or 

unwillingness of transnational corporations to develop the potential of the local 

economy. The main motives for TNC are formation of strong business partners and 

publicly stated social responsibility, which can indirectly increase their 

competitiveness. Preconditions for realizing spillover effects on the basis of the 

“common” factors can be determined as the mutual interfaces between an investor 

and host economy. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Author’s research.
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Figure 1. Factors, determining the formation of positive spillover effects 

According to the type of linkages which foreign owned companies form, there 

can be differentiated intrasectoral horizontal spillover effects with local 

competitors and other firms from the same sector and intersectoral vertical 

spillovers with suppliers, distributors and clients. This is a classification, used by 

Factors for formation of spillover effects 

From the side of the 
local economy 

Common factors 
From the side of the 

foreign investor 

1. Technology gap 
between host and home 
countries. 
2. Absorption capacity; 
3. Existence of other 
foreign companies. 

1. Regional proximity 
to local companies; 
2. Geographical 
proximity between host 
and home countries; 
3. Common history, 
culture, language. 

1. Motives for 
realization; 
2. Initial form of 
penetration; 
3. Existence of 
international network of 
suppliers, distributors 
and clients; 
4. Share of ownership. 
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all authors studying those effects. (Nicolini and Resmini, 2010; Aitken and Harrison, 

1999; Djankov and Hoekman, 2000; Javorchik, Saggi and Spatareanu, 2004) 

 

 

Figure 2. Possible linkages for formation 

of horizontal and vertical spillover effects 

There has to be made the clarification, that unlike the direct effects, which have 

a direct impact, the spillover effects are revealed in a slightly different way. Their 

character is rather that of a potential – there exist many possibilities for influence, but 

not all are realized. In order to explain the ways that spillover effects arise, we have to 

reveal the channels for their appearance. The perceived approach for their review is 

expressed through the following scheme:  

 

 

 

Figure 3. Scheme for detecting the spillover effects from FDI 

 

 

Potential of the channels 
for formation 

Detecting of spillover 
effects 
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In the science literature we can observe certain differences in the views of 

separate authors regarding the potential channels for transfer of horizontal spillover 

effects. In recent publications (Castellani and Zanfei, 2006; Sinani and Meyer, 2004) 

the most popular view is that those effects can arise through: increased competition, 

labour mobility, imitation and demonstration of practices and technologies. 

Apart from these classic ways, on which consensus is found, different authors add 

others. Blomstrom and Kokko (1998) describe the market access (exports), which 

the foreign-owned company can indirectly reveal to its local competitors, from which 

those can benefit. Hu and Zhao (2012) describe the participation in local trade 

organizations and clusters and the occurring informal contacts, which can also lead 

to indirect influence on other member companies. The level of wages in the sector is 

another potential channel for indirect influence towards local companies. 

On this basis an attempt I made to summarize and enrich the classification of 

horizontal spillover effects and channels through which they can arise. It is necessary 

to formulate an additional channel – cooperation between competitors, through 

intentional exchange of information. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 4. Possible channels for formation of horizontal spillover effects 

Vertical spillover effects are based on a much more objective rationale than the 

horizontal ones (Meyer, 2004). He reveals the following groups of mechanisms for 

creation of vertical spillover effects “backward” (for increasing of productivity, for 

setting a higher requirements regarding quality and from increasing the demand for 

intermediate products) and vertical spillover effects “forward” (as “similar”). 

Horizontal spillover 
effects 

Cooperation through 
info exchange 

Increased 
competition 

Demonstration and 
imitation 

Labour mobility 

Market access 
(exports) 

Sector wages 
Participation in 

clusters 
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In examination of the practices, occurring between transnational corporations 

and their suppliers, in Indian economy Lall (1980) reveals 10 basic areas of influence: 

cooperation in creation, location, procurement, management, pricing, distribution, 

finance, differentiation, information and technical assistance. Although for the time it 

is a very exhaustive classification, the author admits that the list might not be 

completely full, as it is based on the linkages formed in a single counry. Chen, Chen 

and Ku (2004) in turn focus on 6 areas of mutual cooperation with local suppliers: 

supply, marketing, human resources, research & development, finance and 

succontracting. According to Belderbos, Kapennelli and Fukao (2001) if backward 

vertical liankages are formed through delivery of materials and components from 

local suppliers, this can lead to a significant transfer of know-how and development 

of the local supplying sector. If these connections are further developed the labour 

potential is increased, new jobs are created, economic development is accomplished. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Figure 5. Vertical spillover effects according to linkage type 

We suggest considering the common vertical spilover effects for all local 

partners of a foreign-owned company and the specific ones along the chain of local 

suppliers, distributors and clients (see figure 5). A distinctive feature of these linkages 

is that they tend to deepen with time. On the other hand strong linkages with local 

economy are a kind of commitment of the foreign-owned companies, which makes 

the investment much more sustainable and prevents its eventual withdrawal. Through 

Vertical spillover 
effects according to 

linkage type 

Generally applicable to 
all vertically integrated 

local companies 
Specific 

Vertical spillover 
effects “backward” 

Vertical spillover 
effects “forward” 

Towards local 
suppliers 

Towards local clients 
Towards local 

distributors 
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such influence, the benefitting local firms can fully upgrade their work methods, 

which will be reflected in their operations towards all their business partners on a 

national and intenational level.  

2. Methodical basis for analysis and evaluation of FDI effects 

Because of its specific character, the empirical measurement of spillover effects 

of foreign direct investment is an extremely complex topic, and no straightforward 

solution seems to be found. Rodrik (1999) mentions that the science literature on this 

matter is full of unreasonable statements for positive spillover effects from foreign 

direct investment, but the proof found is questionable. Krugman (1991) confirms the 

statement for the difficulty of their measurement, because “knowledge flows don’t 

leave paper marks, through which they can be followed and found”. Driffield, 

Munday and Roberts (2002) define the need of research in this field as extremely 

necessary in order to be justified the significant expenditures made by governments to 

attract foreign investment.  

There can be presented the following conclusions and comments regarding the 

used methods for measurement of the existence of FDi spillover effects: 

• The usage of econometric indirect indicators doesn’t reveal the reason behind 

the arising of relevant change in local firms productivity. The change in the levels of 

productivity can be due to the desirable transfer of technologies from the TNC’s 

affiliates, as well as from the increased efficiency of used technologies on the basis of 

increased competition. 

• The usage of questionnaires and interviews is typical for the inclusion of a 

single case or a single investment project. In most cases this kind of surveys are con-

ducted unilaterally – the respondent is a representative of just one side, most often the 

manager of the given foreign affiliate. The results of those surveys cannot be general-

ized, but give just a general notion and a good starting point for formation of an all-

embracing methodology. 

The adopted econometric approach in the empirical surveys largely avoids the 

question of how exactly the spillover effects are formed. Generally speaking, what is 

measured is the existence of higher productivity, wages or export capabilities in 

sectors with a higher degree of foreign-owned companies.  

For this purpose a methodology is formed for measuring the spillover effects 

that accounts for and evaluates the specific channels, through which they arise. A 

restriction here is the lack of statistical information, on the basis of which can be 

formed a methodology for conducting the empirical survey. In this case what is most 

appropriate for the measurement of the spillover effects is using the method of 
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questionnaires. We have prepared different questionnaires, aimed at surveying the 

linkages with local suppliers, distributors, clients and firms with local ownership from 

the same sector, which determine the level of influence from foreign direct 

investment by themselves. All questionnaires, the results of which are presented and 

analyzed in this paper are conducted within the period 01.11.2015 – 15.02.2016.  

The developed methodology is based on the following principles and 

restrictions: 

• Local firm respondents determine by themselves whether their enterprise is 

influenced through the mentioned channels and to what degree, when there is a signif-

icant impact. We used a modified five-degree scales and a sixth one “zero” for evalu-

ation of the existence of spillover effects. They measure the degree of influence, 

whereby through the transformation from five to six degrees we seek an effect of the 

lack of an average answer option. 

• Most of the mentioned channels for formation of spillover effects mark a pos-

itive trend, however there are also questions of a negative character . 

• For evaluation of the channels for achieving spillover effects closed questions 

are used. 

• The chosen research object, all companies from sector C 29.3 “Production of 

automobile parts and accessories” by “NACE.BG-2008” does not exhaust all possible 

producers of automobile parts and accessories in Bulgaria. There are other existing 

enterprises with partially similar activity, which are formally reported to other groups 

and sectors according to “NACE.BG-2008” and for this reason cannot be included in 

the research object. 

• The focus of the spillover survey is only on the directly connected local com-

panies. Spillover effects are also possible upon other indirectly connected firms in the 

Bulgarian economy, which however can hardly be traced and respectively measured. 

• Measured are only the effects, realized at a company level, with spillovers to 

other type of organizations being ignored. 

The final rating for the indicator “level of horizontal spillover effects from 

foreign direct investment” (HSfdi), is determined as an arithmetic mean of the 

calculated ratings for the different indexes, as the value is within the interval between 

-1,43 to +4,29 (see table 1): 

HSfdi = 0,143*(Comp+DemImi+Mob+Export+Cluster+InfoExchange+Wage);   (1) 
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Table 1 

Degree of influence of foreign- owned companies upon local firms 

from the same sector 

Value of HSfdi Degree of influence 

From -1,43 to 0 Negative influence 

From 0 to 0,5 Insignificant influence 

From 0,5 to 1,5 Weak positive influence 

From 1,5 to 3 Significant positive influence 

From 3 to 4,29 Strong positive influence 

The final rating for the indicator “level of vertical spillover effects on local 

suppliers” (VSSfdi), is determined as an arithmetic mean of the calculated ratings for 

the different indexes, as the value is within the interval between -2,00 to +5,00 (see 

table 2): 

VSSfdi = 0,20*(Ssupport+Straining+Stransfer+Sdeliveries+Srequirements); (2) 

Table 2 

Degree of influence of foreign owned companies upon local suppliers 

Value of VSSfdi Degree of influence 

From -2 to 0 Negative influence 

From 0 to 0,5 Insignificant influence 

From 0,5 to 2 Weak positive influence 

From 2 to 3,5 Significant positive influence 

From 3,5 to 5 Strong positive influence 

3. Rezults from the conducted empirical study 

3.1. Horizontal spillover effects 

The rating of the indicator “level of horizontal spillover effects from foreign 

direct investment” is based on a conducted survey among 20 enterprises. Respondents 

who evaluate this rating, are representatives of Bulgarian-owned companies with 

main economic activity from sector C 29.3 “Production of automobile parts and 

accessories” according to “NACE.BG-2008”. As of April 2015 in sector C 29.3 there 

are actually 47 Bulgarian –ownership production enterprises functioning. The 

percentage of correctly filled in questionnaires, compared with the total number of 

possible respondents reaches 42,55%. The interviewed enterprises form 72,99% of 

their revenues from operating activity, which ensures a highly representative  survey.  
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The value of horizontal spillover effects from incoming foreign direct 

investment in production of automobile parts is equal to 0,625. Such level of the 

indicator corresponds to „weak positive influence” upon the companies producing 

automobile parts with wholly Bulgarian ownership. 

The included group indexes are characterized by a radically different degree of 

ratings. This reveals the specific channels of influence of foreign direct investment 

upon producers of auto components of wholly Bulgarian ownership. As most positive 

and significant are evaluated the new practices and technologies, which can be copied 

through the methods of demonstration and imitation (DemImi=1,775). As a biggest 

threat is rated the possible mobility of human resourses from and to foreign-owned 

companies within the sector (Mobility= -0,875).  

Table 3 

System of indexes for evaluation of indicator “level of horizontal 

spillover effects from foreign direct investment” (HSfdi) 

Evaluation indexes 

Abbreviation 

and effect 

direction 

Weigth 
Intermediate 

rating 

Final 

rating 

1. Increased competition; 

1.1. Pushing local firms out of the 

market;  

1.2. More effective usage of existing 

technologies; 

1.3. Modernization of technologies. 

Comp; (-)/(+) 

CompOut; (-) 

CompEff; (+) 

CompMod; (+) 

0,143 

-0,50 

0,25 

0,25 

 

2,05 

2,90 

2,50 

0,325 

-1,025 

0,725 

0,625 

2. Demonstration and imitation of new 

practices and technologies; 

2.1. Copying  new production technol-

ogies and practices; 

2.2. Copying effective management 

and organizational practices;  

DemImi; (+) 

 

DemTeh; (+) 

 

ImiP; (+) 

0,143 

 

0,50 

 

0,50 

 

 

1,75 

 

1,80 

1,775 

 

0,875 

 

0,90 

3. Mobility of human resources; 

3.1. Mobility of “foreign” experts and 

managers;  

3.2. Mobility of “local” experts and 

managers; 

Mobility; (+)/(-) 

Foreign; (+) 

Local; (-) 

0,143 

0,50 

-0,50 

 

0,30 

2,05 

-0,875 

0,15 

-1,025 

4. Export capability. Export; (+) 0,143 0,75 0,75 

5. Participation in clusters, organiza-

tions, public  initiatives. 

Cluster; (+) 0,143 0,80 0,80 

6. Exchange of information. InfoExchange; 

(+) 

0,143 0,75 0,75 
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7. Wage amendment in the sector: 

7.1. Reduced wages in the sector; 

7.2. Increased wages in the sector. 

Wage; (+)/(-) 

WageNeg; (-) 

WagePos; (+) 

0,143 

-1 

1 

 

0,6 

1,45 

0,85 

-0,6 

1,45 

Total horizontal spillover effect HSfdi   0,625 

Consideration of the included sub indexes provides a starting point for 

identification of the most significant positive and negative channels for influencing 

the local companies. To the utmost degree the incoming foreign direct investment in 

automobile industry forces local firms to increase their efficiency through using of 

existing technologies (CompEff=2,90). Another option for them is to modernize their 

activity, and thus increase their position on local and international markets 

(CompMod=2,50). Those positive results however are accompanied by increased 

competition (CompOut= -2,05), which is leading to a loss of market share and push-

ing out local firms from the sector. Positively rated is the opportunity for copying and 

implementation of production technologies and practices, managerial and 

organizational know-how (DemTeh=1,75; ImiP=1,80). At the same time respondents 

point out that wages in the sector increase because of the incoming flows of foreign 

direct investment (WagePos=1,45). 

The most significant negative impact channel is rated with Local= -2,05, which 

represents the threat of valuable experts leaking to the foreign-owned companies in 

the sector. Half of the medium and large enterprises with Bulgarian ownership rate 

this threat with the highest degree of influence. This fact confirms the difficulties in 

retaining key personnel among all types of interviewed enterprises no matter their 

size. On the other hand, the possibility for hiring experts and engineers, trained in 

innovative and efficient practices within the transnational corporations is rated as 

insignificant (Foreign=0,30). Relatively low ratings are given to channels for 

increased exports (Export=0,75), benefits from participating in clusters 

(Cluster=0,80) and active exchange of information (InfoExchange=0,75). 

Analyzing the received questionnaires we notice, that 25% of the interviewed 

companies state, that on no occasion is their activity influenced by the incoming 

flows of foreign direct investment in the sector. They chose a rating equal to “zero”, 

which responds to “lack of influence” for all the proposed options. A specific feature 

of these enterprises is that they are micro and small when referring to the staff hired. 

We can definitely state that such firms are more limited towards forming such 

relationships and function in a more isolated environment compared to the ongoing 

globalization tendencies of the automobile sector.  
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3.2. Vertical spillover effects 

In order to determine the level of backward vertical spillover effects we have 

surveyed 10 Bulgarian companies suppliers to the foreign-owned automobile parts 

producers, representing 66.67% of the total number of known respondents.  

The resulting value for the influence of foreign-owned companies on their 

Bulgarian suppliers is +2,668, with such a level of the indicator corresponding to 

“significant positive influence”. Given the presented averages, all index groups have 

a positive impacts on the interviewed respondents. Differences in received ratings 

reveal the specific channels of influence of foreign direct investment towards 

Bulgarian supplier companies.  

As most positive and significant are evaluated the economies of scale  achieved 

(Sdeliveries=3,30), because of the increased volume of deliveries to the foreign-

owned companies. Significantly favourable ratings are also given to the degree of 

cooperation support (Ssupport=2,70), the staff trainings carried out (Straining= 2,73) 

and the set requirements for mutual business (Srequirements=2,78). The poorest 

evaluation rating is received by the product technologies transfer (Stransfer=1,83), as 

such result can be due to TNC’s unwillingness to risk the potential leakage of key 

assets and/or the low absorptive capacity of local enterprises.  

Table 4  

System of indexes for evaluation of indicator “level of vertical 

spillover effects to local suppliers” (VSSfdi) 

Evaluation indexes 
Abbreviation and 

effect direction 
Weigth 

Intermediate 

rating 

Final 

rating 

1. Degree of cooperation support Ssupport 0,20  2,70 

1.1. Expert financial consultations  

1.2. Intense information exchange 

1.3. Cooperation with localization of a 

new enterpise 

1.4. Provision of technical information 

1.5. Pricing cooperation 

1.6. R&D cooperation 

1.7. Stimulating innovations 

1.8. Provision of international contacts 

for partnership creation 

1.9. Assisting with resource provision 

1.10. Feedback 

Finance; (+) 

Info; (+) 

Localize; (+) 

TehInfo; (+) 

Pricing; (+) 

R&D; (+) 

Innovation; (+) 

IntContact; (+) 

 

Resourse; (+) 

Feedback; (+) 

0,10 

0,10 

0,10 

0,10 

0,10 

0,10 

0,10 

0,10 

 

0,10 

0,10 

1,60 

3,70 

1,50 

3,60 

3,00 

1,60 

2,90 

2,60 

 

2,10 

4,40 

0,16 

0,37 

0,15 

0,36 

0,30 

0,16 

0,29 

0,26 

 

0,21 

0,44 
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2. Degree of influence of staff train-

ing achieved 

Straining 0,20  2,73 

2.1. Increasing of product quality 

2.2. Meeting standards 

2.3. Innovative management and 

organization techniques  

2.4. Effective foreign production 

practices 

Quality; (+) 

Standards; (+) 

ManOrgTeh; (+) 

ProdPractice; (+) 

0,25 

0,25 

0,25 

0,25 

3,00 

3,00 

2,40 

2,50 

0,75 

0,75 

0,60 

0,63 

3. Degree of influence of product 

technologies transfer 

Stransfer 0,20  1,83 

3.1. Transfer of production technolo-

gies and know-how 

3.2. Transfer of production design and 

specifications 

3.3. Conducting of technical consulta-

tions 

KnowHow; (+) 

Design; (+) 

Consult; (+) 

0,33 

0,33 

0,33 

1,70 

1,60 

2,20 

0,57 

0,53 

0,73 

4. Degree of influence from delivery 

volumes 

Sdeliveries 0,20  3,30 

4.1.Economies of scale 

4.2. Diseconomies of scale 

ScalePos; (+) 

ScaleNeg; (-) 

1 

-1 

3,40 

0,10 

3,40 

-0,10 

5. Degree of influence of specific 

requierements  

Srequirements 0,20  2,78 

5.1. Quality standards  

5.1.1. Quality standards - positives 

5.1.2. Quality standards - negatives 

5.2. Enviromental systems  

5.2.1. Enviromental systems – posi-

tives 

5.2.2. Enviromental systems – nega-

tives 

5.3. Standards on working conditions  

5.3.1. Standards on working conditions 

– positives 

5.3.2. Standards on working conditions 

– negatives 

5.4. Deliveries “just in time” 

5.4.1. Deliveries “just in time”– posi-

tives 

5.4.2. Deliveries “just in time” – 

negatives 

5.5. Quality of products and processes 

5.5.1. Quality of products and process-

es – positives 

 

StQuality; (+)/(-) 

StQualityPos; (+) 

StQualityNeg; (-) 

StEnv; (+)/(-) 

StEnvPos; (+) 

StEnvNeg; (-) 

StCond; (+)/(-) 

StCondPos; (+) 

StCondNeg; (-) 

JiTime; (+)/(-) 

JiTimePos; (+) 

JiTimeNeg; (-) 

PPQuality; (+)/(-) 

PPQualityPos; 

(+) 

PPQualityNeg; (-

) 

ModernTeh; 

(+)/(-) 

ModernTehPos; 

(+) 

 

0,167 

1 

-1 

0,167 

1 

-1 

0,167 

1 

-1 

0,167 

1 

-1 

0,167 

1 

-1 

0,167 

1 

-1 

 

4,00 

0,70 

 

2,90 

0,80 

 

3,10 

0,70 

 

3,90 

1,30 

 

4,00 

0,70 

 

4,00 

1,00 

3,30 

 

 

2,10 

 

 

2,40 

 

 

2,60 

 

 

3,30 

 

 

3,00 
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5.5.2. Quality of products and process-

es – negatives 

5.6. Technology modernization 

5.6.1. Technology modernization – 

positives 

5.6.2. Technology modernization – 

negatives 

ModernTehNeg; 

(-) 

Vertical spillover effects to local 

suppliers 

VSSfdi   2,668 

 

As most significant sub indexes from the degree of cooperation support with 

foreign-owned companies are evaluated the channels for information exchange such 

as: providing feedback (Feedback=4,40), intense information exchange (Info=3,70) 

and technical information (TehInfo=3,60). Such high ratings can be explained with 

their key function for realizing of normal market connections. We notice the presence 

of lower ratings for activities like cooperation in the area of innovations, reseach and 

development projects and assistance for international partnerships. Performing such 

activities can be classified as a key factor for increasing the capacity of Bulgarian 

enterpirses; however, they are connected with deeper level of linkages beyond purely 

market ones. Foreign-owned companies should be motivated to transfer such type of 

key knowledge to their local suppliers. 

Regarding the degree of staff training, most significant are the channels for 

increasing the personnel qualification concerning quality of products (Quality=3,00) 

and meeting the set standards (Standards=3,00). More intensive cooperation with 

foreign owned companies in such fields is understandable, as they are directly 

interested in quality and timely deliveries. At the same time increased provision of 

foreign management, organization and production practices can further multiply the 

favourable effects towards increased qualification of the Bulgarian economy’s work 

force.  

Witihin the transfer of product technologies the most significant is the channel 

for providing technical consultations (Consult=2,20), because of the necessity of such 

information for supplying specific components, materials or services. On the other 

hand, transfer of technologies and know-how (KnowHow= 1,7) and product design 

and specifications (Design=1,6) receive lower evaluation ratings. Such values can be 

explained with the presence of a different type of suppliers within the respondent 

sample and the more specific direction of the questions involved. 100% of the 

significant evaluation ratings regarding transfer of techonolies, know-how and design 

are given by suppliers of components. An entirely different situation is observed with 
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suppliers of materilas and services, who perceive these channels as “lack of 

influence”. 

When determining the degree of influence of delivery volumes, respondents 

show unanimity regarding the opinion, that incoming flows of FDI make a positive 

impact through increased value of supplies. Realized economies of scale themselves 

provide an opportunity for Bulgarian suppliers to expand production capacity, to 

create new jobs, to increase their productivity and competitiveness.  

In order to evaluate the specific requirements of foreign- owned companies there 

are two options - one positive and one negative statement for each of the channels, 

and the positive answers clearly outnumber the negative ones. The most significant 

evaluation ratings are given to the set quality standards, necessary investment for 

modernization of technologies, the “just in time”delivery principle, requirements for 

maintaining a high level of product and process quality. The lower values regarding 

applying standards for environmental protection and safe working conditions are most 

probably due to their optional character in the context of the imposed requirements 

for mutual work. This assumption is supported by the large number of ratings of the 

“lack of influence”type for those two channels. 

Vertical spillover effects “forward” upon Bulgarian companies which are 

distributors and clients of TNC’s affiliates in Bulgaria, producing automobile parts 

were not identified. As respondent enterprises of this type were not found, at this 

stage we accept that such spillover effects are not realized in the Bulgarian economy 

and accordingly their rating is equivalent to zero. 

Conclusion 

Foreign direct investments in Bulgarian automobile industry contain a 

significant potential for extraction of spillover effects to other companies and sectors 

of Bulgarian economy, but they also pose the threat of a serious sector decline, should 

foreign companies withdraw from our market. The presented results are indicative of 

the insufficiently developed linkages which TNC’s affiliates establish with local 

companies. Nevertheless, there are also revealed many channels through which are 

realized positive spillover effects from incoming foreign-owned companies in the 

sector. If applying a relevant policy for development of the automobile industry and 

promotion of investments, there are possibilities for extraction of significantly more 

beneficial effects on the Bulgarian economy. Therefore actions should be taken 

towards priority attraction of “higher quality” of FDI and upgrading the overall 

investment environment in Bulgarian. Such measures have to be combined with 

promotion of deepening the linkages between foreign and locally owned companies. 
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This way Bulgarian economy can more fully take advantage of globalized production 

systems and guarantee long term engagement of TNCs’ affiliates.  

End Notes 

1  The following tables and figures in this publication are based on author’s own 

research 
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