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In this study, we examine the impact of inward foreign direct investment on
the management of local firms in the host country, focusing on its impact on the quality of their
products. Employing firm-level data for Indonesia, we show that local firms can acquire the know-how

to produce high-quality goods from multinational enterprises (MNEs). In addition, MNEs indirectly
contribute to the quality upgrading of local firms by enhancing their productivity so that they can
bear the additional costs necessary to upgrade the quality of their products.
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