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Abstract

We theoretically investigate the relationship between institutional quality, the boundaries of multinational corporations (i.e., their organizational decision between outsourcing vs. FDI) and economic growth in developing countries. We show that while an improvement in the quality of institutions generates a positive effect on TFP, it also affects the choice between FDI and outsourcing in a way that can be dynamically detrimental to growth. This is the case if the initial level of corruption is high, outsourcing increases at the expense of FDI and the technology spillovers from FDI are large enough to dominate the effect of the reduction in the quantity of labor available for the domestic firms.  
