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Promoting Backward Linkages from Foreign Affiliates of
Transnational Corporations to Domestic Firms

With the growing importance of Foreign Direct Investment in economic life host countries seek
not just more such investment, but are also increasingly interested in its quality, in terms of benefits
for sustainable economic development. Perhaps the most important way to tap these benefits is
through production linkages between foreign affiliates and domestic firms. Such linkages can take
several forms: backward, forward or horizontal. Backward linkages exist when foreign affiliates
acquire goods or services from domestic firms, and forward linkages when foreign affiliates sell
goods or services to domestic firms. Horizontal linkages involve interactions with domestic firms
engaged in competing activities. Linkages, broadly defined, can also involve non-business entities
like universities, training centers, research and technology institutes, export promotion agencies and
other official or private institutions.

The focus of this article is on the backward linkages of foreign affiliates with domestic firms in
host developing countries.
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