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Abstract: Industrial Organization, the Resource-Based View, and the Relational View are some classi-
cal, well-established, and widely accepted theories in the strategic management domain regarding
the understanding, explanation, and prediction of competitive advantage of firms and above-average
firm performance. Recent evidence of economic geography and regional economics added to this
stream of research new perspectives like cluster theory and microeconomic competitiveness. Despite
the high enthusiasm with which companies and policymakers embraced the new advancements, there
is some contradictory evidence regarding the positive effect of local conditions on firm performance.
Thus, in this paper, we aim to empirically test some aspects of a modern regional development
theory, proposed mainly by Michael Porter and collaborators, and the impact of these aspects on
firm performance. External determinants considered at three levels of analysis (local economy, local
clusters, and industry) will be investigated in relation to firm performance. We will analyze empirical
data through detailed correlational analyses and by building multilinear regression models. After
the statistical analysis of the answers provided directly by 67 medium and large manufacturing
companies operating in Romania, we will provide empirical support for some external determinants,
while for other determinants, we will show that the data rejected the proposed associations. The
main conclusion derived from this study is that different combinations of external determinants,
considered at all three levels of analysis, have a positive and significant effect on different measures
of firm performance. The findings in our paper are important for both regional economics and the
strategic management literature, suggesting the importance of creating local or urban conditions
depending on the type of performance that the firms in the local economy are underperforming.

Keywords: economic development; strategic planning; urban economics; urban competitiveness;
strategic management; local economy determinants; Porter’s diamond model; local business
environment; industrial clusters; firm performance

1. Introduction

Sociology, public administration, organizational studies, economics, and business
administration are academic fields in which the relationship among various aspects internal
or external to organizations, nationally or internationally considered, and the implications
for firm performance have been investigated. In relation to the existing theories, there is
a shared understanding in the existing management, international business, marketing,
or strategic management literature that both internal and external determinants drive
firm performance [1–4]. In the management field, for instance, management scholars
addressed the external or internal determinants in relation to firm performance using
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classical theories such as Industrial Organization [5,6], the Resource-Based View [7,8], or
the more recent Relational View of inter-organizational relations [9]. Other perspectives
from regional and urban economics contributed to the discussion regarding the implications
of external determinants for firm performance. For instance, a topic that recently received
increased attention is the study of regional clusters, the participation of companies in
regional clusters, and the implications of agglomeration of economic-related activity for
firm performance [10–14].

Over time, scholars from different academic fields, adhering to different research
methodological traditions, investigated various aspects of firm or organizational perfor-
mance at the firm level, the dyad level, the business unit level, the industry level, and
more [3]. Considering this variety of scholars from a wide range of academic fields, cur-
rently, in academia, there is not a consensus among scholars about what might be called
‘firm performance’ and how researchers measure firm performance [1,15]. Thus, as recent
studies suggest, scholars obtain different results depending on what they consider firm
performance. This variation in measuring firm performance could largely explain why
scholars reported different results while investigating the same phenomena [16].

It might seem that in the existing literature, the influence of external determinants on
firm performance has already been investigated in previous studies. Thus, one question
that might arise is: why conduct another study? As far as we know, there are some gaps in
the existing literature that we will address in this study. First, classical and neo-classical, as
well as modern regional and local economic development theories, focus mainly on top-
down regional economic development and local business environment regulation [17,18].
The existing studies are usually concerned with investigating aspects like the localization
of industries and firms, the explanation and prediction of regional differences in terms of
income, employment, or quality of life, or addressing the assurance of regional equilibrium.
Many local economy studies also include a variable to measure local performance. For
instance, the gross domestic product growth per capita [19].

In this paper, we adopt a modern regional and urban development theory for theoreti-
cal discussion and empirical analysis, which suggests that a location or city is competitive
only in the case that the companies operating in the location can compete successfully in
the national or international markets [20,21]. Thus, we will place the firms as the main
focus of our further discussion. Moreover, we will center our attention not on all firms but
on the companies and firms operating in the traded/exporting economy. Then, we will
discuss the external determinants for superior performance in relation to this theoretical
position. Ref. [22] proposed a model for understanding the local economies and local busi-
ness environment conceptualized as “the diamond model”. As we will discuss later, the
dimensions of the diamond model are different depending on whether researchers consider
the local or exporting economy. In short, in our research, we will analyze the specific
external determinants of firm performance within the four dimensions of the “refined”
diamond model.

Second, there is a shared understanding among business, management, international
business, and marketing academia that both external factors as well as internal factors
contribute to a firm’s superior performance and its competitive advantage [1,3]. To our
knowledge, what is missing from the existing literature is empirical evidence and observa-
tions regarding how much external determinants contribute to firm success compared to
internal factors. However, one exception exists. Ref. [2] found that organizational factors
contributed twice as much as economic factors to firm performance. Thus, relying on the
theoretical position presented above, first, we will analyze the specific external determi-
nants and their effect on specific measures of firm performance. Then, we will analyze to
what extent the external determinants (considered at the local economy, local cluster, and
industry levels) explain the variation among companies in the same industry depending
on firm performance.
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Third, to our knowledge, most studies in the existing literature investigated various
external determinants and their influence on firm performance by relying on secondary
data analysis or through the analysis of statistical reports. For instance, ref. [23] investi-
gated 471 listed EU companies. Ref. [24] considered a database containing data reported
by 314 Taiwanese manufacturing firms. The same observation is true regarding the pres-
ence and development of regional, local, or city clusters and the implications for firm
performance. Almost all studies rely on secondary data or archived data analysis. See, for
example, refs. [12,14,25–29], to name just a few studies. Given the fact that in the existing
literature, the evidence provided from inside the firm is quite scarce [3], we will investigate
the external factors in relation to firm performance, importantly, considering evidence
reported directly by business managers in economic practice.

Fourth, the existing studies in regional or urban economics investigated various as-
pects or dimensions of the local economy and associated them with various performances
at the regional and local levels [21,30,31]. Instead, we will focus our attention on the rela-
tionship between local economy determinants and firm performance rather than regional
or urban performance. In short, we will investigate whether companies derive real benefits
from the existence of appropriate local conditions in their regional or local economy.

Considering the gaps discussed above, in this paper, we will analyze the external
determinants in relation to firm performance in the context of a modern local economic
development theory that is built on the following four main assumptions: (1) the regulation
of the local business environment according to the company needs to be competitive
in the national or international markets; (2) the development of local or urban policies
through a highly collaborative process between public and private sector; (3) support
for the industries and firms operating in the traded/exporting economy; and (4) the
related diversification of local economies and smart specialization on industries in the
traded/exporting economy [19,21,32].

Therefore, we aim to provide answers to the following questions: Do the companies
derive real economic benefits by operating in more favorable local business environments?
What external factors in the local economy, local clusters, and industry levels have a positive
and significant effect on firm performance? What specific measures of firm performance are
influenced by external conditions in the local economy? Why do some companies obtain
superior performances in comparison with other companies in the same industry? To
what extent is the superior performance reported by companies explained by the external
determinants in the local economy, local clusters, or industry levels? We will provide
an answer to these questions using a statistical analysis of empirical data provided from
inside firms directly by business managers of 67 medium and large companies operating in
Romania. We will analyze the empirical data using detailed correlational analyses and by
building various multilinear regression models.

The findings in our paper may be valuable both for regional economics and for
strategic management theory and practice. For regional economics, our results may enrich
the existing literature by providing empirical evidence regarding the specific dimensions
of local economies that positively impact firm performance. The strategy literature may
also benefit from the contributions of our paper. Our research provides empirical evidence
regarding how much the external factors contribute to firm performance in the local
economy and local clusters, as well as the industry in which the firm operates. Our
paper also highlights the importance of firm participation in building local or urban
competitiveness. On the other hand, in this paper, public administration practitioners may
find the specific dimensions—scientifically grounded—of their local or urban economy that
they need to improve in order for companies in their location or city to compete successfully
in the national or international markets.

The remainder of this paper is structured as follows. We start with a short review of
the existing literature in relation to external determinants and firm performance. Then,
we present the Research Methodology Section. The empirical data are analyzed next,
followed by an interpretation of the results. From these results, we develop some practical
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implications for local and urban economies, as well as for companies. This paper ends with
the main conclusions.

2. Literature Review
2.1. External Determinants and Firm Performance

There are numerous factors in the external environment of companies that might
influence firm performance. The shared understanding in the management, marketing, in-
ternational business, and strategic management literature is that in addition to the internal
factors (e.g., an improvement in labor productivity might result in superior performance)
the external factors also contribute to increasing firm performance and its competitiveness
on the market [2,4]. Over time, various aspects have been studied in relation to firm per-
formance. For example, ref. [24] investigated the impact of corporate and family investors
on the innovative performance of firms. The authors reported a positive relationship be-
tween the presence of corporate investors and innovative performance. Ref. [1] found a
negative relationship between the existence of informal competition sectors in the local
economy and firm performance. Moreover, the strategic partnerships developed by firms
in their supply chain were positively associated with firm performance [33]. In addition,
the involvement of the firm in the local economy through CSR initiatives [34] and the
implementation of eco-innovation practices [35] were also associated with superior firm
performance. Recently, ref. [23] found that the inclusion of political actors in the boardroom
of companies was negatively associated with firm performance. However, there are also
some contextual conditions (e.g., highly regulated industries) under which companies with
political directors reported superior performances.

The relationship between external factors and firm performance might have been
studied in other academic disciplines. We will focus our attention on the following two
main academic disciplines that have direct connections with the activities of firms: regional
economics and strategic management. In both academic disciplines, external determinants
have been considered, and the implications for firm performance, to some extent, have
been discussed. In the next sections, we will briefly review the existent theories in these
fields in relation to firm performance.

2.2. Regional and Urban Economics Perspective

Regional economics is a discipline that belongs to regional science. In a broader sense,
since the formal establishment of regional science in 1954 by the American economist Walter
Isard [36], regional scholars have been concerned with the following two main problems:
(1) the localization of industries and firms and (2) understanding, explaining, and predicting
regional differences in terms of income, employment, or quality of life [37–41]. Although
there are differences between regional and urban economics, mainly depending on the unit
of analysis, for the purpose of this paper, we will use regional, local, and urban economics
as interchangeable concepts.

From an evolutionary perspective, the existent theories in the regional economics liter-
ature can be broadly classified into the following three categories [42]: (1) classical regional
development theories, e.g., ref. [43] or ref. [44] on classical location theory; (2) neoclassical
regional development theories, e.g., the demand-driving theory or the Keynesian model
of economic growth of ref. [45]; and (3) modern or recent regional development theories,
e.g., the New Economic Geography of ref. [39].

In general terms, regional and urban economics and their constituent subdisciplines
(e.g., urban development and planning, regional development, local and urban competi-
tiveness) aim to provide an answer to the specific question: Why do some regions develop
better and faster and obtain a better quality of life for their citizens in comparison with
other regions [46]? Most regional or urban development theories also include a variable
to measure performance, such as an output for their proposed causality, for example, the
gross domestic product growth per capita [30,47], the regions’ resistance to shocks [48], or
the regional productivity growth [13].
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Considering the classic emphasis of regional economic development theories on
industrial location or factors of production migration, recently, regional economists started
to approach modern subjects like regional resilience [48–50], regional development and
competitiveness [46,51], urban safety and security [52], or the dynamics between the
innovation happening within firms and the regional innovation system [47]. However,
even now, the location strategies of companies and industries continue to drive the attention
of scholars, as evidenced by the recent works of [53,54].

As far as we know, most theories in the regional and urban economics literature
discuss and analyze various aspects of regional or local economies and associate these
aspects only with regional or local performances. There are a few exceptions. For instance,
recently, ref. [55] associated various regional factors like existing regional knowledge stock,
agglomeration economies, urbanization economies, and regional openness with innovative
capacity building in start-ups, respectively, incumbent firms. The authors reported a
positive relationship between regional factors and innovation capacity development. On
the other hand, ref. [56] investigated the relationship between external innovation spillovers
and firm performance and found no significant effect between these variables.

Recent studies suggest that location also matters for firm and firm performance [20,57].
A group of scholars even argue that competitive advantage and firm performance are deter-
mined outside the company, even outside its industry. It depends on the existing conditions
in the local economy and the appropriateness of the local business context for improving
firm productivity and innovation [58]. Accordingly, in the next sections, we will analyze
the external determinants of the local economies and the implications for firm performance.
For example, do the companies that encounter more favorable conditions for innovation in
their local business environment also report superior innovative performances? Therefore,
we propose the following hypotheses for statistical testing:

H1a: Firms operating in more favorable local business environments for productivity will obtain
superior productivity-related performances.

H1b: Firms operating in more favorable local business environments for innovation will obtain
superior innovation-related performances.

2.3. Strategic Management and Firm Performance

From another perspective, strategy scholars are also concerned with external factors
mainly for competitive reasons. Almost all strategy or management textbooks underline
the importance of the external environment for firm performance. For example, classical
theories such as Industrial Organization (IO) consider the factors outside a company
as industry-related for developing a competitive advantage. According to IO theory, a
company might obtain a competitive advantage in a situation in which it operates in
an industry with above-average potential for profitability [5,6]. Other industry-related
factors [59], industries’ five competitive forces [60], the participation of firms in strategic
groups [61,62], or macroeconomic level factors [2,63] are some examples of the classical
external determinants considered in the explanations of superior firm profitability provided
by scholars.

Beyond the emphasis of strategy scholars on classical external determinants, recent
topics regarding external factors and their impact on firm performance have also received
attention. For example, customers’ expectations [4] or the development of Demand-Related
Business Models [64] represent modern external determinants associated with superior
firm performance. At the same time, the involvement of firms in local communities
through eco-innovation practices [35] or CSR initiatives [34], the development of strategic
partnerships in their supply chain [33], or the inclusion of corporate investors among the
firm’s shareholders [24] were also found to be positively associated with firm performance.
On the other side of the coin, ref. [23] found a negative relationship between the inclusion
of political actors in the boardroom of companies and firm performance. In the same vein,
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ref. [24] reported a negative relationship between the presence of family investors among a
firm’s shareholders and firm performance.

Regarding the external determinants and their influence on firm performance, a partic-
ular topic has recently received increased attention in the strategic management literature.
Namely, the emphasis on the participation of firms in local clusters. Local clusters, imag-
ined as new spatial organization forms [58], represent a specific form of collaboration
similar to any other strategic alliance, strategic partnership, or strategic network. The
main difference is the consideration of geographical location [13,65]. Thus, a local cluster
reflects a geographically bounded collaboration developed among various firms, orga-
nizations, and public institutions pertaining to different industries, both vertically and
horizontally connected and closely collaborating in specific product or service segments
in a specific region. A local cluster might include suppliers, manufacturers, distributors,
and complementors such as universities or financial institutions, and it might even involve
collaboration with local authorities [10,14,19,39,58,65,66].

Researchers in the strategic management domain have investigated various aspects
with respect to the phenomenon of the clustering of companies or the agglomeration
of economic-related activity. For instance, ref. [67] investigated new entrants in local
clusters and the survival of existing firms depending on the industry life cycle. Researchers
found that local clusters attracted new firms only in the industry growth stage. In the
maturity stage, the participation of firms in the local clusters increased their chances
of survival. At the same time, ref. [68] found a positive relationship between cluster
size and alliance governance. Scholars reported that alliance governance moderated the
influence of local clusters on a firm’s innovation-related performances. In the same vein,
recently, ref. [54] reported that MNEs, when internationalized, are located in local or
urban economies with clusters of firms in the same industry to reduce adverse or hostile
institutional environments.

In addition, local clusters were also associated with many dimensions and aspects
of performance, in one form or another, whether we consider the macroeconomic, mesoe-
conomic, or microeconomic levels. From a macroeconomic perspective, clusters are re-
garded as useful tools that governments and public authorities might use to accelerate
economic growth and development. Clusters can also enhance local or regional competitive-
ness [13,19,25,28]. From another perspective, the participation of firms in regional or local
clusters is positively associated with various firm-level outcomes such as the development
of new innovations, productivity growth, or simply cost reduction. This happens since the
firms participating in the local cluster encounter already specialized suppliers in their local
economy, so they can reduce their production costs [10,53,54,69].

Despite the rising interest in studying local clusters and the high enthusiasm with
which business managers and local authorities embraced these new advancements, there
is also some contradictory evidence regarding the positive effect of local clusters on firm
performance. For instance, while some studies reported a positive and strong effect of local
clusters on firm performance [10,68,70], other researchers found only a weak intensity effect
for the same relationship [12,29]. Other studies even reported contradictory evidence [14].
For example, ref. [14] found a strong relationship between local clusters and innovation-
related performance but reported no relationship with financial performance. On the
other hand, it is also important to mention that most studies investigated the clustering
phenomenon and the implications for firm performance relying on archived data and
analysis of statistical reports.

Thus, on the one hand, considering the increase in the contradictory evidence re-
garding the positive effect of local clusters on firm performance and, on the other hand,
considering the limited evidence provided from inside the firm, in this paper, we will
analyze if the presence of related industries and complementors in the local economy influ-
ences firm performance. Importantly, we will investigate this relationship using evidence
provided directly from inside the firm by experienced managers. In addition, we will also
aim to investigate what specific aspects regarding the participation of firms in local clusters
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influence specific measures of firm performance. For example, do the companies that have
developed close collaborations with local partners also report superior firm performances?
Thus, we hypothesize the following:

H2a: Firms that encounter related industries and complementors in their local economies will
obtain superior productivity-related performances.

H2b: Firms that encounter related industries and complementors in their local economies will
obtain superior innovation-related performances.

2.4. Local and Urban Economic Development through Microeconomic Competitiveness Building

A relatively new model for regional economic development has been proposed by
Michael Porter and collaborators at Harvard Business School. This model centers on
productivity and improving the productivity of firms operating in a location. In addition,
the focus of this economic development model is on promoting local exports and supporting
the companies and industries that operate in the traded economy. For a region or location
to improve its performance, the firms operating in the location need to be productive. It is
impossible to achieve, for instance, higher salaries or higher levels of employment in the
case where the firms cannot compete successfully in the national or international markets.
Thus, this model for local or urban development centers on microeconomic competitiveness
building for above-average local or urban performances [27]. The model is built on four
main assumptions.

First, the local or urban economies are composed of the following two main compo-
nents: (1) the local economy and (2) the traded or exporting economy [71]. (We will discuss
this modality to classify the local economies in the next pages). While the local economy
is quite important, the focus of the local authorities in regulating their local business en-
vironment should be placed on the traded economy. Specifically, it should be placed on
developing and supporting the firms and industries that produce and sell their products in
national or international markets. While the more prosperous local or urban economies are
active in more and different sectors than in less advanced locations, the modern paradigm
centers on accelerating the companies and industries that produce and sell products for
export [21].

Second, this theory suggests that local or urban development should be based on
what the regional scholars conceptualized as “related diversification” [32,72]. Accordingly,
local economies develop a competitive advantage in activities related to the activities that
are already present in the local economy. At the same time, entrepreneurial opportunities
and the creation of new companies will also take place within the areas of local or city
specialization [70]. In this contemporary paradigm, each local or urban economy should be
different and should design its own strategy, relying on its strengths and uniqueness, to
obtain and sustain a locational competitive advantage [21].

Third, local economic development through microeconomic competitiveness building
should prioritize economic development mainly through a bottom-up approach, implying
a close collaboration between the public and private sectors [19,73]. Accordingly, com-
panies should actively involve themselves in shaping their local business environment.
Through active involvement in shaping their local economy, companies might contribute
to the regulation of the local economy to facilitate firm competitiveness for national or
international competition.

Fourth, local economic development through microeconomic competitiveness building
centers on firms and companies. As mentioned above, a local or urban economy cannot
improve the quality of life of the median citizen if the companies in the local economy
cannot compete successfully in the national or international markets [21].

The Competitive Advantage of Nations [22] developed a model for understanding the
local business environment and the dynamics among various aspects present in the local
economies from a competition perspective. Although the model was initially developed at
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the national level, the same model can be applied to understand local or urban economies.
The model is composed of the following four main dimensions: (1) the factor (input) condi-
tions; (2) the demand conditions; (3) the presence of related industries and complementors
in the local economy; and (4) the context of firm strategy and rivalry. This model, de-
veloped for understanding the local economy, has been conceptualized as “the diamond
model”. According to the theory of local economic development through microeconomic
competitiveness building, the four dimensions in the diamond model should fit with the
assumptions discussed above and with the following four main concepts of modern local
economic development: (1) emphasis on the traded or exporting economy; (2) the related
diversification of locations; (3) bottom-up local or urban economic growth and regulation;
and (4) company-centric local or urban economic development.

In each of the four dimensions of the diamond model, there are specific elements,
which we will call external determinants, that might influence firm performance. These
external determinants within the four dimensions of the diamond model are at the heart
of our discussion and statistical analysis. In the empirical section, we will investigate the
external determinants within the four dimensions of the diamond model in relation to
firm performance.

2.5. Local vs. Traded Economy in Local and Urban Development

Existing firms operating in the local economy might produce and sell their goods
and services on the local market or they might address their products to serving the
national or international markets. Thus, the firms that produce and sell their products in
the local economy are called “local economy firms”, while the companies that produce
goods and services for the national and international markets are called “traded economy
firms” [25,71]. This methodology for classifying local economies is not new per se, however.
Scholars in the regional and urban economics literature proposed, some decades ago, the
growth of regional economies by accelerating regional exports [19,38,74]. Local economy
firms are quite important as they provide the necessary support and resources for the
companies operating in the national or international competition. According to a recent
study conducted in the U.S. [71], two-thirds of the jobs created in the U.S. economy in the
last decades were generated in the local economy. The problem is that the local economy
does not generate above-average local performance. In the theory of local economic
development through microeconomic competitiveness building, the competitive advantage
of a location is generated when firms active in the location identify a need that can be
served globally, develop a product, and manufacture and sell the product on national or
international markets [21].

2.6. Limitations of the Diamond Model for Traded Economy-Based Urban Development

Considering the theories, models, and theoretical frameworks reviewed above, we
argue that there are some limitations in the existing literature. First, this theory or model of
local economic development places firms operating in the trade economy at the center of
attention for above-average locational performance. A local or urban economy is competi-
tive in a situation where the firms operating in the location can compete successfully in
the national or international competition [27]. Accordingly, proponents suggest that the
companies need to encounter continuously high pressure from local customers in their
local economy to improve their products offered on the market. The problem is that the
companies operating in the traded economy produce their goods locally and sell them
nationally or internationally. Consequently, their customers are located outside the local
economy where these companies might have operations or where they might have oper-
ating manufacturing plants. Thus, the demand dimension in the diamond model is not
determined locally in the case we consider for discussing the traded economy. Accordingly,
for statistical analysis, we will consider the demand dimension in the diamond model at
the industry level. In the light of the above, the following hypotheses are formulated:
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H3a: Firms facing high pressure from their customers for continuous improvement in the firms’
goods and services will obtain superior productivity-related performances.

H3b: Firms facing high pressure from their customers for continuous improvement in the firms’
goods and services will obtain better innovation-related performances.

Second, the same assumption might be true for the local competition dimension in the
diamond model. The companies operating in the location need to encounter vigorous and
intense local competition to improve the quality of their products and their performances.
If the companies do not need to compete in the local economy, they will not improve their
performances [27]. Again, since in the traded economy, the companies produce locally but
sell their products nationally or globally, most firms have no direct competitors in their local
economy where they might have operations or manufacturing plants. This aspect might be
particularly true in the manufacturing sector, which we will present evidence for in this
paper. In most cases, there are no competitors in the local economy for manufacturing
companies. Thus, the competition dimension in the diamond model also needs to be
considered at the industry level for theoretical discussion and statistical analysis. Therefore,
we propose the following hypotheses for statistical testing:

H4a: Firms facing intense competition in their industry will obtain superior productivity-related
performances.

H4b: Firms facing intense competition in their industry will obtain superior innovation-related
performances.

H5a: There is no relationship between local competition and productivity-related performances.

H5b: There is no relationship between local competition and innovation-related performances.

Therefore, in the situation we consider for discussing the traded economy, the com-
petitiveness of a location (local or urban economy) and the performance of companies are
determined at multiple levels of analysis. The factor (input) conditions are a local-economy
variable, the presence of related industries and complementors in the local economy is a
cluster-level variable, while the demand conditions for regional products and the context
for the firm strategy and rivalry dimension are industry-level variables.

Third, as far as we know, the existing theories of regional development as well as
the competitiveness framework reviewed above have not been tested with empirical data
provided from inside the firm, that is, data provided directly by company managers. Most
of the existing theories and models proposed for economic development rely only on data
collected from statistical reports or existing archives. For example, ref. [57] used a database
of 17 OECD countries over a period of 20 years, ranging from 1973 to 1996. Ref. [27] used
a database covering 130 countries over the 2001–2008 period. In this paper, we aim to
investigate how the managers of companies actually see their local business environment
in relation to firm performance.

Fourth, most regional development theories as well as the competitiveness framework
investigated various aspects of the regional economy in relation to regional and/or local
performance. While it seems clear that the local business environment, the presence and
development of local clusters, and the existence of performing firms drive regional or local
performance [21,25,27,66], a subject that has received less attention is the influence of these
dimensions on firm performance. For example, do firms extract real value from the existence
of proper factor (input) conditions in the local economy? Do firms extract real value from
the presence of related industries and complementors in the local economy? Consequently,
next, we will investigate if there is an association between the dimensions of the local
business environment proposed in the refined diamond model and firm performance.
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2.7. Why Take a Firm Perspective?

Thus far, considering the main limitations of this model for local economic develop-
ment, the following related question might be derived from the aspects discussed above:
why take a company perspective? There are at least four reasons why evaluating the local
business environment from a company perspective by company managers is important.
First, it is important to understand the relationship between local business conditions and
firm performance for competitive reasons. While a strength in the local business environ-
ment might amplify or improve firm performance, a weakness can stifle it. For example,
the strategic collaborations developed by companies with local partners might contribute
to increasing firm innovativeness, but the local regulatory policies might hamper the de-
velopment of new innovative products and services. This phenomenon happened already
in France. A strong infrastructure supporting scientific education and technical training
was present, but the national regulatory policies toward pharmaceuticals seriously limited
innovation in the French pharmaceutical clusters throughout the 1970s and 1980s [57]. It is
important to consider business managers’ perspective since, unless the critical drivers of
competitiveness are present at home, companies will not be able to sustain their competitive
advantage in the long run [22]. Thus, local policymakers should consider involving compa-
nies in the local economic development for long-term local economic development [19,66].
In the case that the companies cannot sustain their competitive advantage in the long run,
the local economies and the quality of life of the average citizen might deteriorate. As
mentioned earlier, the quality of life of the average citizen in the location directly depends
on the existence of successful companies in the national or international markets.

Second, it is quite difficult to obtain data regarding the collaborations, strategic al-
liances, and networks developed by local firms, respectively, and the quality of these
relationships developed between companies and local partners. This type of data, to an
important extent, can be obtained only from inside the firm. For example, ref. [57] mea-
sured the common innovation structure objectively using available data but faced various
challenges in finding the data for evaluating the cluster-specific environment for innovation
and productivity. Researchers faced the same challenge in evaluating the quality of the
linkages between the common innovation structure and innovation in local clusters.

Third, according to the literature reviewed above, in both regional economics as well
as in the strategic management field, there is a need for supplementary bottom-up data
and industry-specific analysis to better understand, explain, and predict endogenous local
economic growth and development [19,47,52,73]. As ref. [52] argued: “Urban development
policy cannot be based on speculative insights but needs to be anchored in empirical
evidence [. . .]. Providing urban policymakers with solid information for good governance
and access to reliable and up to date information is a sine qua non (p. 592)”.

Modern theories of local economic development call for a close collaboration between
the public and private sectors, rather than imposing legal conditions and regulations for
businesses from top to bottom [19,52]. Modern local or urban competitiveness supposes a
close collaboration for regulating the local business environment in order for the companies
to have access to the proper conditions for their operations and to be competitive in the
national or international markets. Therefore, it is important for the local authorities to
understand how the companies see their local business environment for better regulation
of their local economy.

Fourth, considering the company perspective by consulting company managers might
help to identify the elements in the local economy that are barriers to productivity and/or
innovation. It is quite important for the local authorities to identify and eliminate the
existing barriers in their local economy to improve their local or urban microeconomic
competitiveness. According to ref. [27], microeconomic competitiveness factors are those
factors that have a direct impact on company productivity and innovation. Therefore,
the local authorities need to understand how the companies view their local economy
and what resources they need to be competitive in the national or international economy.
Consequently, we hypothesize the following:
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H6a: Firms operating in local business environments that are better regulated by local authorities
will obtain better productivity-related performances.

H6b: Firms operating in local business environments that are better regulated by local authorities
will obtain better innovation-related performances.

In Figure 1, we depict a conceptual model in which readers can visualize all the
relationships among the variables considered in our study.
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In addition to the aspects discussed above, this paper is important and useful for
both the theory and practice of urban economics because the aspects discussed in this
paper will complement the existing theories. For instance, the diamond model proposed
in The Competitive Advantage of Nations [22] has not been tested in a systematic way with
quantitative data nor in the developing Eastern European economies. In addition, while
other dimensions in the diamond model might not influence innovation or productivity
differently, the factor (input) conditions in the diamond model (e.g., local infrastructure) are
quite different for the different measures of firm performance [20]. As far as we know, this
facet of the local economies has not been tested for innovation or productivity separately.
Moreover, the four dimensions of the diamond model have not been tested in a systematic
way for the traded economy in comparison with the local economy, which we perform in
this paper. Finally, the four dimensions of the diamond model have not been investigated
in relation to firm performance using different measures of firm performance.

Considering all the aspects discussed above, next, we aim to investigate if the four
dimensions in the diamond model, which are refined and adopted for local economic de-
velopment through microeconomic competitiveness building, influence firm performance.
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Specifically, we aim to investigate which elements in each of the diamond model’s dimen-
sions influence a specific measure of firm performance. In addition, we aim to investigate
to what extent the various external determinants within the diamond model’s dimensions
can explain the differences among companies in terms of their performances.

3. Research Methodology
3.1. Research Strategy

To find the answers to our research questions, we employed a research strategy based
on conducting a social survey with explanatory and predictive purposes. For data col-
lection, we developed a research questionnaire that we administered to companies at a
national level. Compared with other research methods, such as the analysis of secondary
data, conducting a social survey allowed us to investigate managers’ perspectives on their
local business environment [75]. We collected empirical data in three waves, between
15 April and 15 September 2023. We contacted 1025 medium and large firms in the manu-
facturing industry. We contacted each firm by email at least three times, accompanied by a
letter of intent and the research questionnaire. After five months of data collection activities,
we received 67 questionnaires completed by managers. In our study, 52 medium-sized
companies and 15 large companies participated, resulting in a participation rate of 6.53%.
The 67 participating companies operate in 17 industries, respectively, and in 29 industry seg-
ments, all operating in Section C—manufacturing sector. Of the 67 participating companies,
19 companies are listed/public companies and 48 are Limited Liability Companies (LLC).

Most managers in our study are quite experienced managers. The average managerial
experience reported by managers in our study is 16 years (minimum 2 years and maximum
40 years). We analyzed the answers provided by 36 top managers/executives (e.g., business
owners, administrators, CEOs, general managers), 19 middle managers (e.g., marketing
directors, production directors), 7 operations managers (e.g., team leaders, chief accoun-
tants), and of 3 non-managerial personnel (e.g., engineers, accountants). Furthermore,
we analyzed the answers provided by 41 Romanian companies and 26 subsidiaries of
international companies in Romania.

In the National Economic Activity Classification [76], there are 21 sections, with a
total of 614 four-digit CAEN codes. The focus of our research is on the exporting economy.
Therefore, we focused our effort on Section C—Manufacturing, for the following reasons.
The backward industries such as those in Section A (Agriculture, Forestry, and Fishing) are,
in many cases, supplier industries of raw materials and components for the manufacturing
companies. Then, industries in Section B (Mining and Quarrying) extensively use natural
resources for their operations, while many other sections contain industries and firms that
operate in the local economy. In Section C, there are in total 23 industries, each one with its
own industry segments. We analyzed each industry segment individually and we extracted
from each segment the total number of firms and companies to identify the industries and
industry segments without intense economic activity. Based on our theoretical position,
local or urban economies develop a competitive advantage in activities related to the
activities that are already present in the region. In the regional and urban economics
literature, this concept is called related diversification [32] or smart specialization [42].
Entrepreneurial opportunities and the creation of new companies will also take place
within the areas of local specialization, and the development of new products for export
will be related to those already present in the local economy [32,70].

Thus, in Section C and its constituent 23 industries, there are 228 industry segments
within which 65,524 firms operate [76]. Following our analysis, we excluded 3 indus-
tries/NACE 4-digit codes, summing a total of 130 industry segments but only 4805 firms.
We kept for further analysis 20 industries and 98 industry segments, summing a total
of 60,719 manufacturing firms. Next, we randomly chose wave by wave the industry
segments, and we contacted by email all the medium and large companies in each segment
for which we obtained a valid email address. We stopped collecting data when we obtained
a representative number of questionnaires to allow us to generalize the specific population
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or at least extract some valid conclusions from the point of view of statistics. The sampling
procedure is depicted in Figure 2.
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Figure 2. Sampling procedure.

In this context, it is also important to mention that although there are differences,
sometimes huge differences, between the industries and industry segments we considered
for empirical analysis, the main objective of this paper is to identify the common factors
from the external environment of firms that impact firm performance, regardless of the
industry in which the firm activates. In more specific terms, we looked for common
patterns that could be generalized across industries. For example, although there are huge
differences between the operations of firms in the public alimentation and energy sector,
the presence of related industries and complementors in the local economy will positively
impact the performance of firms in both industries. We controlled industry differences
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through the design of the research questionnaire, with managers reporting their perspective
only in relation to other firms in their industry.

3.2. Variables

The empirical analysis consists of two main parts. First, at the general level, we aim to
investigate the relationship between the external determinants at the local economy level,
cluster level, and industry level and firm performance. Thus, the independent variables
considered at the local economy level are “local business environment for productivity”
(LBE_PROD), “local business environment for innovation” (LBE_INNOV), “local compe-
tition” (LOC_COMPE), and “local business environment regulation by local authorities”
(LOC_AUTR). At the cluster level, the independent variable is “the presence of related
industries and complementors in the local economy” (CLUSTER). At the industry level, we
consider the following independent variables: “industry competition” (IND_COMPE) and
“customer high pressure for continuous product improvement” (IND_CLIENT). (See also
Table 1).

Table 1. Variable measurement I.

Variable Type Number of
Items Measurement Cronbach Alpha References

LBE_PROD IV 6 7-point Likert 0.839

[20–22,27,57,58,66]

LBE_INNOV IV 7 7-point Likert 0.896
CLUSTER IV 10 7-point Likert 0.884
IND_CLIENT IV 11 7-point Likert 0.801
IND_COMPE IV 5 7-point Likert 0.429
LOC_COMPE IV 9 7-point Likert 0.814
LOC_AUTR IV 12 7-point Likert 0.973
PRP_RO DV 6 7-point Likert 0.868
IRP_RO DV 6 7-point Likert 0.822
PRP_UE DV 6 7-point Likert 0.909
IRP_UE DV 9 7-point Likert 0.891

Note. IV—independent variable; DV—dependent variable. We exclude IND_COMPE from further analysis
(Cronbach Alpha = 0.429).

Next, at the detailed level, we created more specific independent variables of external
determinants. For example, initially, we used six items to measure the independent variable
LBE_PROD. For the detailed analysis, we created two new independent variables including
INFRA_PROD (four items) and HR_PROD (two items). The results of our methodological
approach can be observed in Table 2. We measured all the independent variables on a
7-point Likert scale ranging from 1 to 7 with the following meanings: “1 = Total/strong dis-
agreement and 7 = Total/strong agreement”. We kindly asked the managers to appreciate
the extent to which the statement in the questionnaire fits the situation in their company,
according to the scale mentioned above.

On the other hand, we considered the following dependent variables. For the general-
level analysis, we considered “productivity-related performances” (PRPs) and “innovation-
related performances” (IRPs), while for the detailed analysis, we considered “firm tra-
ditional performance” (FTP), “profits” (Pr), “labor productivity” (Wl), “organizational
growth” (ORG_GROWTH) and, respectively, “pure innovation” (INNOV), “diversification”
(DIVERSIF), and “expansion” (EXPANSION). We kindly asked the managers to appreciate
the competitive position of their company, for the various measures of firm performance,
compared to other (1) national firms and (2) international firms (from Central and Eastern
Europe) in the same industry on a 7-point Likert scale ranging from 1 to 7 with the following
meanings “1 = Strong competitive disadvantage to 7 = Strong competitive advantage”.
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Table 2. Variable measurement II.

Variable Definition Type Number of Items Measurement Cronbach Alpha

INFRA_PROD Appropriateness of local
infrastructure for productivity IV 4 7-point Likert 0.752

HR_PROD
Presence of highly qualified
human resources in the local
economy for productivity

IV 2 7-point Likert 0.851

INFRA_INNOV Appropriateness of local
infrastructure for innovation IV 4 7-point Likert 0.853

HR_INNOV
Presence of highly qualified
human resources in the local
economy for innovation

IV 1 7-point Likert Not applicable

UNI_INNOV
Presence of a local university
infrastructure specialized for
our industry needs

IV 3 7-point Likert 0.868

FP_ACCESS
Presence and access to
specialized factors of
production in the local economy

IV 4 7-point Likert 0.921

COLLABORATION Close collaboration with local
partners IV 5 7-point Likert 0.767

COMMITMENT Commitment to the
development of local partners IV 1 7-point Likert Not applicable

CLIENT_PRES_INNOV
Customer pressure for
continuous improvement in the
firm’s goods/services

IV 4 7-point Likert 0.710

CLIENT_NPD Firm’s customer-driven new
product development IV 3 7-point Likert 0.736

CLIENT_INT Existence of international
customers in the firm’s portfolio IV 1 7-point Likert Not applicable

CLIENT_ETICHS Firm’s customers’ concerns
regarding ethical behavior IV 1 7-point Likert Not applicable

SCALING
Operating in industrial
segments that can be served
globally

IV 1 7-point Likert Not applicable

BENEFITS
Firm’s expectation regarding
the benefits it will obtain after
introducing innovation

IV 1 7-point Likert Not applicable

NEW_START-UP Ease of starting a new business
in our industry IV 1 7-point Likert Not applicable

IND_COMPET Competition intensity in our
industry IV 1 7-point Likert Not applicable

LOC_COMPET Competition intensity in our
local economy IV 3 7-point Likert 0.805

COMPET_REGUL Competition regulation by local
public authorities IV 3 7-point Likert 0.863

LOC_STIMUL
Existence of incentives for
productivity and innovation in
the local economy

IV 2 7-point Likert 0.847

BOTTOM_UP Bottom-up local business
environment regulation IV 3 7-point Likert 0.948

REGUL_EXPORT
Regulation of the local business
environment to promote the
export of local products

IV 3 7-point Likert 0.954

REGUL_SPECI
Regulation of the local business
environment to support or
prioritize exporting industries

IV 7 7-point Likert 0.950
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Table 2. Cont.

Variable Definition Type Number of Items Measurement Cronbach Alpha

FTP_RO Firm traditional performance DV 3 7-point Likert 0.696
Pr_RO Profits DV 1 7-point Likert Not applicable
WL_RO Labor productivity DV 1 7-point Likert Not applicable
ORG_GROW_RO Organizational growth DV 2 7-point Likert 0.708
INNOV_RO Pure innovation DV 3 7-point Likert 0.882
DIVERSIF_RO Diversification DV 1 7-point Likert Not applicable
EXPANSION_RO Expansion DV 2 7-point Likert 0.626

Note. IV—independent variable; DV—dependent variable.

To implement the analysis depicted above, first, we analyzed the empirical data at a
correlational level to identify the significant associations among our variables of interest. In
this context, the Pearson coefficient is quite appropriate for our methodological approach
since we used scales with a different number of items in each one. According to ref. [77],
this coefficient transforms values into z-scores and establishes the relationships between
two variables that contain z-scores. Thus, after we conduct the correlational analysis, we
can make predictions, but these results will not explain the causality beyond the significant
association [75]. For example, companies operating in local economies in which the local
infrastructure facilitates productivity might also report better scores for productivity-
related performances. However, this initial relationship does not provide information on
why some companies obtain superior productivity-related performances. To be able to
provide an explanation regarding the differences among the companies depending on
their performances, our analysis required us to consider developing multilinear regression
models. Similar to any hierarchical regression, our regression supposes the comparison
between the explanatory power of at least two hierarchical models. In the case that the
differences between the two equations are high enough, we can affirm that the differences
between the performances of companies are due to our considered external factors [77].

4. Data Analysis and Results

We start the data analysis section by providing descriptive statistics (see Table 3) and
correlational results for our variables of interest (see Table 4). One can observe that a few
external determinants from the local economy level, local cluster level, and industry level
have a positive and significant effect on firm performance. First, regarding the productivity-
related performances (PRP_RO), one can observe that only LBE_PROD (r = 0.237, p < 0.05),
CLUSTER (r = 0.248, p < 0.05), and IND_CLIENT (r = 0.465, p < 0.01) have a positive
and significant effect on PRP_RO. Importantly, one should notice that the relationships
are relatively weak in intensity but are still significant. On the other hand, according to
the evidence reported directly by business managers, it seems that only the continuous
pressure exerted by customers to improve a firm’s goods and services (IND_CLIENT) has
a significant and positive effect on innovation-related performances (IRP_RO) (r = 0.284,
p < 0.05). One can observe that neither the local competition (LOC_COMPE) nor the
regulation of the local business environment by local authorities (LOC_AUTR) has a
significant effect on achieving superior productivity or innovation-related performances.
Therefore, the empirical data support hypotheses H1a, H2a, H3a, H3b, H5a, and H5b and
reject hypotheses H1b, H2b, H6a, and H6b. Regarding the variable that measures industry
competition (IND_COMPE), we found a positive effect of industry competition on firm
performance, but since we obtained a low score for the reliability analysis, we excluded
this variable from our discussion.
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Table 3. Descriptive statistics.

Variable N Number of
Items Minimum Maximum Mean Std. Deviation

LBE_PROD—local business environment for
productivity 64 6 8 38 23.45 7530

LBE_INNOV—local business environment
for innovation 67 7 7 44 23.85 9500

CLUSTER—presence of related industries
and complementors in the local economy 64 10 10 61 38.11 12,162

IND_CLIENT—customer high pressure for
continuous improvement in a firm’s goods
and services

65 11 33 77 59.06 9806

IND_COMPE—industry competition 66 5 11 30 21.45 4855
LOC_COMPE—local competition 65 9 14 54 32.71 10,562
LOC_AUTR—local business environment
regulation by local authorities 63 12 12 77 30.32 16,905

PRP_RO—productivity-related performances
in Romania 66 6 15 42 28.00 6226

IRP_RO—innovation-related performances in
Romania 66 6 12 40 28.29 7088

PRP_UE—productivity-related performances
in Central and Eastern Europe 56 6 6 37 25.38 7677

IRP_UE—innovation-related performances in
Central and Eastern Europe 58 6 6 42 26.72 8165

Table 4. Correlation matrix.

Local Economy,
Cluster, and Industry
Factors

Productivity-Related
Performances in
Romania (PRP_RO)

Innovation-Related
Performances in
Romania (IRP_RO)

Productivity-Related
Performances in
Central and Eastern
Europe
(PRP_UE)

Innovation-Related
Performances in
Central and Eastern
Europe
(IRP_UE)

LBE_PROD 0.237 * 0.043 0.091 −0.008
LBE_INNOV 0.159 0.000 0.025 −0.146
CLUSTER 0.248 * 0.086 0.244 * 0.080
IND_CLIENT 0.465 ** 0.284 * 0.378 ** 0.320 **
IND_COMPE 0.309 ** 0.050 0.216 + −0.038
LOC_COMPE −0.061 −0.007 −0.051 0.041
LOC_AUTR 0.114 0.074 0.116 0.033

+ Correlation is significant at the 0.1 level (1-tailed). * Correlation is significant at the 0.05 level (1-tailed).
** Correlation is significant at the 0.01 level (1-tailed).

Compared to other companies in the same industry, but operating in Central and
Eastern Europe, according to the evidence provided by managers, the results are mostly
similar. There exists only one exception: LBE_PROD does not have a significant effect on
PRP_UE. The other significant relationships obtained for Romania also received empirical
support when investigated in comparison with other companies operating in Central and
Eastern Europe.

These results provide relatively weak support for the impact of factor (input) condi-
tions regarding the presence of local clusters on achieving superior productivity-related
performances. At the same time, it seems that local competition and the regulation of
the local business environment by local authorities do not influence productivity-related
performance. In addition, our initial results strongly support the industry-related variables
and the refined theoretical framework presented above. The same is true regarding local
competition. There is no relationship between the intensity or nature of local competition
and firm performance when we consider the traded economy for local economic develop-
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ment. From the external determinants, the industry-related variables have the strongest,
positive, and most significant effect on superior productivity performance.

On the other hand, perhaps these initial results provide some contradicting evidence
regarding the positive effect of external determinants on superior innovation performance,
as suggested by the existing literature. According to the data provided directly by managers,
only the pressure exerted by the firm’s customers for continuous improvement has a
positive and significant effect on achieving superior innovation performance. Neither the
existing factor (input) conditions in the local economy, the presence of related industries
and complementors in the local economy, nor industry competition have a significant effect
on superior innovation performances, in comparison with other companies in the same
industry in Romania and in Central and Eastern Europe.

From another perspective, our initial results provide support for company-centric
business development and firm performance. In more specific terms, a firm’s superior
performance, whether regarding productivity or innovation, depends mainly on what
the firm does, its strategy, its organic growth, and so on. According to our data, some
companies reported superior performances in comparison with other companies in the
same industry even if they did not encounter adequate conditions in their local business
environment. Thus, our results provide support for the existing studies, e.g., [2,3], which
found that achieving superior performances is mainly due to firm characteristics and also
depends on appropriate positioning within a strategic group and its industry.

Based on these general-level results, we next aimed to investigate in detail the speci-
ficity of the proposed relationships. We did so since we observed that some items might
influence the different measures of firm performance differently. For example, both vari-
ables INFRA_PROD and HR_PROD measure the same initial variable Local Business
Environment for Productivity (LBE_PROD). As one can observe in Table 5, these variables
have different patterns of influence depending on the specific dependent variable. IN-
FRA_PROD, for example, does not influence organizational growth (ORG_GROW) nor
pure innovation (INNOV), but HR_PROD does influence the same variables. Therefore,
next, we conducted a detailed correlational analysis to identify the significant specific
patterns in the interactions for further analysis. The results of our investigation are shown
in Table 5. The relevance and pertinence of this methodological approach are supported by
the increased number of significant associations identified and perhaps the increase in the
intensity of the significant relationships as well.

We can notice in Table 5 that a different set or mix of local, cluster, and industry
conditions have a positive and significant effect on different specific measures of firm
performance. Therefore, we grouped all the statistically significant external determinants
from all three levels of the analysis depending on the dependent variable they influence.
Next, we analyzed in detail which specific local conditions significantly impacted a specific
type of firm performance.

Firstly, firm traditional performance (FTP), in the sense of revenue growth, productivity
growth, customer satisfaction growth, etc., is positively and significantly impacted by the
existence of an adequate local infrastructure (e.g., administrative, logistical) and by the
existence of highly qualified human resources in the location or city. On the cluster side, it
seems that only the close strategic collaborations developed by firms with local partners
influence this type of performance. Neither the access to specialized factors of production
in the local economy nor the support of local partners influence FTP. On the industry side,
all the specific industry-related indicators have a positive and significant effect on FTP.
The most significant effect on FTP is exerted by the NPD driven by the existing customers
(e.g., initial signals regarding new customer needs, such as the first customers requiring a
new product) and the development of products that can be sold on international markets.
In addition, no variable referring to the local authorities has a positive impact on FTP.
Finally, in contrast to the existent studies, e.g., [21], local competition significantly but
negatively influences this type of performance. The higher the scores reported by firms for
local competition, the lower the performances reported by business managers.
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Table 5. Specific local economy, cluster, and industry determinants and their impact on specific
measures of firm performance.

Variable FTP_RO Pr_RO WL_RO ORG_GROW_RO INNOV_RO DIVERSIF_RO EXPANSION_RO

INFRA_PROD 0.252 * 0.094 0.325 ** 0.156 0.067 0.107 −0.088
HR_PROD 0.280 * 0.171 + 0.329 ** 0.195 + 0.194 + 0.086 −0.069
INFRA_INNOV 0.180 + 0.012 0.295 * 0.110 −0.009 0.033 −0.143
HR_INNOV 0.288 ** 0.156 0.363 ** 0.267 * 0.120 0.016 −0.101
UNI_INNOV 0.068 0.007 0.147 0.045 0.079 −0.006 −0.083
FP_ACCESS 0.136 0.133 0.203 + 0.252 * −0.041 0.134 −0.107
COLLABORATION 0.201 + 0.130 0.153 0.318** 0.173 + 0.276 * 0.128
COMMITMENT 0.079 0.016 0.029 0.205 * 0.014 −0.118 0.016
CLIENT_PRES_INNOV 0.247 * 0.236 * 0.142 0.199 + 0.220 * 0.052 0.068
CLIENT_NPD 0.429 ** 0.476 ** 0.310 ** 0.401 ** 0.248 * 0.066 0.156
CLIENT_INT 0.294 ** 0.105 0.271 * 0.094 0.070 0.003 0.399 **
CLIENT_ETICHS 0.317 ** 0.317 ** 0.277 * 0.184 + 0.044 0.024 −0.002
SCALING 0.462 ** 0.324 ** 0.364 ** 0.263 * 0.338 ** 0.234 * 0.383 **
BENEFITS 0.296 ** 0.415 ** 0.397 ** 0.432 ** 0.128 0.216 * 0.138
NEW_START-UP −0.055 0.099 −0.147 0.135 0.001 0.058 −0.092
IND_COMPET −0.088 0.054 −0.032 −0.074 0.174 + 0.062 −0.013
LOC_COMPET −0.196 + −0.167 + −0.089 −0.056 −0.030 0.039 −0.140
COMPET_REGL 0.100 −0.091 0.255 * 0.023 0.066 0.023 −0.071
LOC_STIMUL 0.024 0.030 0.105 0.042 0.071 0.188 + −0.075
BOTTOM-UP 0.052 −0.058 0.135 0.078 0.067 0.234 * 0.025
REGUL_EXPORT 0.062 −0.037 0.152 0.061 0.044 0.213 * −0.062
REGUL_SPECI 0.153 0.067 0.228 * 0.158 0.033 0.246 * −0.003

+ Correlation is significant at the 0.1 level (1-tailed). * Correlation is significant at the 0.05 level (1-tailed).
** Correlation is significant at the 0.01 level (1-tailed).

Secondly, in contrast to the discussion above, no variable related to the local business
environment nor the cluster conditions impact firm profitability (Pr). The data in our study
suggest that only the existence of highly qualified personnel in the local economy positively
and significantly impacts firm profitability. On the other hand, business managers reported
better profitability when all the industry-related conditions were present (e.g., the firm’s
customer-driven NPD, serving international and ethical customers, activating in industries
or industry segments that can be served globally). Interestingly, the exception is the
presence of international customers in the firm’s portfolio. It seems that this variable does
not influence firm profitability. This result might be simple to explain if we consider that
one firm might efficiently serve international customers but have quite high production
costs at home. Regarding local competition, the local competitive conditions negatively
and significantly influence firm profitability. No variable measuring the local authorities’
regulation of the local business environment influences this type of performance.

Thirdly, regarding labor productivity (WL), firms reported superior productivity
growth when they encountered both adequate local infrastructure conditions and highly
qualified personnel in the local economy. In addition, compared with the other types
of performance, firms increased their labor productivity when they encountered special-
ized factors of production in the local economy. On the other hand, the close strategic
alliances and partnerships developed with local partners as well as the support devoted
to the growth of local partners do not impact productivity growth. One firm might have
well-developed partnerships but if within the company, the employees do not follow the
rules or if the machinery is outdated, well-developed partnerships cannot result in pro-
ductivity growth. Regarding the industry-related variables, except for customers’ pressure
for continuous improvement, all the industry-related factors positively and significantly
influence productivity growth. On the competition side, compared with the performance
types discussed above, firms reported superior productivity growth when they activate
in local economies that are properly regulated and when the local authorities regulate the
local economies specialized for the development of export industries.
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Fourthly, for the variable measuring organizational growth (ORG_GROW) in the
sense of hiring new employees as well as the growth of the median salary, we observed
that this type of performance was not influenced by the existence of an adequate local
infrastructure but by the existence of highly qualified human resources in the local economy.
The higher the scores reported for the existence of qualified personnel in the location or city,
the better the scores reported for hiring new employees or the growth in the median salary.
On the cluster side, in contrast to the other types of firm performance, all cluster-related
variables (access to specialized factors of production, close collaborations, and support
for the growth of local partners) positively and significantly impacted a firm’s growth.
Regarding the industry-related variables, except for the presence of international customers,
all the industry-related variables positively and significantly impacted a firm’s growth.
Regarding the local competition dimension, as well as the regulation of the local business
environment by local authorities, no variable influences the growth in the median salary or
the hiring of new employees.

Fifthly, “pure” innovative performance (INNOV), in the sense of new or improved
goods and services or organizational processes, was positively and significantly impacted
only by the existence of highly qualified personnel in the local economy. No external factors
from the existing local business environment determine the superior incremental or radical
innovations of firms. On the cluster side, superior innovative performance was influenced
only by the close strategic alliances and partnerships developed by firms with local partners.
The higher the scores reported by managers for the development of strategic alliances in the
local economy, the better the innovative performance. It seems that the other cluster-related
factors did not impact the pure innovative performance. Regarding the industry-related
factors, better innovations were reported by business managers of companies facing high
pressure from their customers for continuous improvement, firms developing customer-
driven new products, and firms developing a portfolio of products with potential for
scaling. In addition, no variable measuring local competition or the regulation of the local
business environment by local authorities impacted this type of performance.

Sixthly, firms reported superior diversification (DIVERSIF) with new business lines
only when they developed close strategic alliances and partnerships with local partners.
No other variable measuring the local business environment or cluster conditions impacted
this type of performance. On the industry side, only the potential for scaling and selling
the product on international markets and the participation in industries with potential for
real benefits positively and significantly impacted the addition of new business lines. In
this context, it is interesting to mention that for this type of performance, all the variables
measuring the regulation of the local business environment by local authorities positively
and significantly influenced the addition of new business lines by firms. These variables
only influenced this type of performance. The same is true regarding the existence of incen-
tives for productivity and innovation in the local economy. This variable only influenced
the diversification with new business lines. Firms reported higher diversification when
there were incentives for productivity and innovation in the local economy.

Seventhly, regarding national or international expansion (EXPANSION), the firms
reported higher scores for expansion when they served international customers and when
they operated in industries and industrial segments with potential for scaling. It seems that
no other variable influenced the national or international expansion of the firms.

As one can observe from the detailed analysis above, it is neither useful nor sufficient
to approach the local economies only at a general level of analysis since different aspects of
the local economy influence different types of firm performance. We needed this granular
view to understand the complex relationship between the local economy factors and
firm performance.

Next, we aimed to understand not only which specific set of local, cluster, and industry
determinants influence a specific measure of firm performance but also how much of the
dispersion/variation in firm performance can be explained by the set of independent vari-
ables. In more specific terms, we aimed to investigate why some companies obtain better



Systems 2024, 12, 82 21 of 29

performances compared with other companies in the same industry. To do so, we designed
and implemented various multilinear regression models. For example, in Table 5, we can
notice that INFRA_PROD, HR_PROD, INFRA_INNOV, HR_INNOV, COLLABORATION,
CLIENT_PRES_INNOV, CLIENT_NPD, CLIENT_INT, CLIENT_ETICHS, SCALING, and
BENEFITS positively and statistically significant impact superior firm traditional perfor-
mance (FTP). In Table 6, we present how much of the variation in the dependent variable
(FTP) can be explained by this set or mix of local economy, local cluster, and industry
determinants identified, proposed, and tested by us in our research.

Table 6. Regression analysis (FTP).

Dependent Variable: Firm Traditional Performance—FTP

Independent Variable Model 1 Model 2
Beta Coefficient t Beta Coefficient t

(Constant) 12.476 ** 3.118 **
FIRM SIZE (FS) 0.114 0.850 0.002 0.014
CAPITAL −0.019 −0.145 −0.129 −0.956
INFRA_PROD - - −0.060 −0.289
HR_PROD - - 0.056 0.242
INFRA_INNOV - - 0.082 0.365
HR_INNOV - - 0.127 0.506
COLLABORATION - - −0.010 −0.059
CLIENT_PRES_INNOV - - −0.053 −0.337
CLIENT_NPD - - 0.283 1.718 +

CLIENT_INT - - 0.123 0.813
CLIENT_ETHICS - - 0.071 0.491
SCALING - - 0.267 1.707 +

BENEFITS - - 0.102 0.676
R2 0.013 0.372 *

+ p < 0.10; * p < 0.05; ** p < 0.01. Note: Coefficients are standardized Beta (β).

In Table 6, one can observe that Model 1 (the control model) is not statistically sig-
nificant and explains only 1.3% of the differences depending on firm traditional perfor-
mance (R2 = 0.013; Sig. > 0.1). Then, in Model 2, after adding our significant variables of
interest (INFRA_PROD, HR_PROD, INFRA_INNOV, HR_INNOV, COLLABORATION,
CLIENT_PRES_INNOV, CLIENT_NPD, CLIENT_INT, CLIENT_ETICHS, SCALING, and
BENEFITS), we can observe that the model is statistically significant, where all the variables
explain no less than 37.2% of the dispersion in the dependent variable (FTP) (R2 = 0.372;
Sig. < 0.05). The growth in the explanatory power of Model 2, compared with Model
1, is given by the difference in the R2 values. Thus, we observe that no less than 35.9%
(∆R2 = 35.9) of the dispersion in the FTP is explained exclusively by the set or mix of
external determinants from the local, cluster, and industry contexts. In other words, if we
want to explain why some companies obtain better FTP compared with other companies
in the same industry, no less than 35.9% of the differences are explained by the exter-
nal determinants considered in our model (INFRA_PROD, HR_PROD, INFRA_INNOV,
HR_INNOV, COLLABORATION, CLIENT_PRES_INNOV, CLIENT_NPD, CLIENT_INT,
CLIENT_ETICHS, SCALING, and BENEFITS). The differences regarding FTP from 35.9%
to 100% are due to other factors we did not consider in our investigation. For instance, the
differences might be attributed to internal factors such as team leadership, organizational
culture, firm strategies, etc. In this context, it is also important to mention that 35.9% is
quite significant in social sciences, where variation typically ranges from 10% to 50% [77].
We conducted the same analysis for all the regression models. Due to editorial constraints,
and lack of space, we do not report a detailed analysis for all the models. However, we
present the synthesized results in Table 7.
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Table 7. Results of regression analysis.

Set of External Determinants from the Local
Economy, Cluster, and Industry Levels and
Their Impact on Superior firm Performances

Performance Type

Differences among Firms in
Terms of Their Performances
Explained by the Set of
External Determinants

Significance

INFRA_PROD, HR_PROD, INFRA_INNOV,
HR_INNOV, COLLABORATION,
CLIENT_PRES_INNOV, CLIENT_NPD,
CLIENT_INT, CLIENT_ETICHS, SCALING,
BENEFITS

FTP—firm traditional
performance 35.9% Sig < 0.05

HR_PROD, CLIENT_PRES_INNOV,
CLIENT_NPD, CLIENT_INT, CLIENT_ETICHS,
SCALING, BENEFITS

Pr—profits 36.1% Sig < 0.01

INFRA_PROD, HR_PROD, INFRA_INNOV,
HR_INNOV, FP_ACCESS, CLIENT_NPD,
CLIENT_INT, CLIENT_ETICHS, SCALING,
BENEFITS, COMPE_REGUL, REGUL_SPECI

WL—labor productivity 37.7% Sig < 0.1

HR_PROD, HR_INNOV, FP_ACCESS,
COLLABORATION, COMMITMENT,
CLIENT_PRES_INOV, CLIENT_NPD,
CLIENT_ETICHS, SCALING, BENEFITS

ORG_GRO—
organizational growth 30.6% Sig < 0.05

HR_PROD, COLLABORATION,
CLIENT_PRES_INNOV, CLIENT_NPD,
SCALING, IND_COMPET

INNOV—pure innovation 21.2% Sig < 0.05

COLLABORATION, SCALING, BENEFITS,
LOC_STIMUL, BOTTOM_UP, REGUL_EXPORT,
REGUL_SPECI

DIVERSIF—
diversification (new
domains of activities)

28.8% Sig < 0.05

CLIENT_INT, SCALING EXPANSION—national or
international expansion 22.4% Sig < 0.01

Finally, we conclude that we conducted this analysis only for the dependent variables
measuring the firm performance of manufacturing companies in Romania. As mentioned
above, the results are largely similar for performance measurement in comparison to other
companies in the same industry in Central and Eastern Europe. It is also important to
mention that Romania is a developing country, and the results might be influenced by the
specific set of local conditions. As ref. [58] explicitly stated, the current stage of economic
development of a country also matters for understanding the local business environment
and the implications of local conditions for firm performance. Industrial traded clusters are
more likely to develop in more advanced economies compared with developing economies.
In developing countries, even if there are operating exporting industries and firms in the
local economy, they will be rather isolated, and related industries and complementors will
be scattered across regions. Therefore, the generalizability of the results presented above
might be limited to local economies like those encountered in Central and Eastern Europe.
On the other hand, our results might not apply to the situation of more advanced local
economies such as Silicon Valley or Greater Pittsburgh in the U.S.

5. Discussion and Policy Implications

The findings from our paper have several implications for the regional or local
economies and for the companies operating in the local economy. First, we found that
firm performance is determined by existing conditions outside a company, in addition
to internal factors. This fact, however, is not new per se. For decades, scholars have
understood that firm performance is determined by both internal and external factors. Our
current data supporting the stream of research focusing on external factors brings to the
attention of managers the important role the company plays in building modern local or
urban competitiveness. The involvement of the company in the development of the local
economy is not only good but necessary for its competitiveness in terms of national and
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international competition. Thus, the data supporting the stream of research that focuses on
external determinants has some direct implications for the public administration domain
and for local authorities.

The new local or urban development theory—which centers on microeconomic com-
petitiveness building—should involve a close collaboration between public authorities and
private companies. Consequently, local or urban economic development should prioritize
a bottom-up approach, with the local authorities regulating the local business environ-
ment according to the companies’ needs for national or international competition. Local
policymakers should develop regulations that facilitate building and developing the com-
petitiveness of companies operating in the location for national or international competition.
Local policymakers should understand that their local economies cannot function well and
achieve above-average performances in terms of the quality of life of their citizens in the
case that the companies operating in the location or city cannot compete successfully in
national or international markets [27,78].

According to this emerging need to regulate the local business environment according
to the companies’ needs for national or international competition, the contribution of our
paper is quite important. The main implication for the local or urban economic practice
is that the local authorities may understand that the performance and competitiveness
of companies operating in the traded/exporting economy are determined by a different
set or mix of local conditions, pertaining to the local business environment, local clusters,
and industries that are present in the local economy. More importantly, local authorities
should understand that they need to create proper conditions depending on the type of
performance the companies operating in the location are underperforming, in comparison
with other companies in the same industry from other locations.

For example, in the case where the companies are underperforming regarding in-
novation, perhaps the problem might be with the regulation of the local economy. This
phenomenon already happened in other countries (e.g., France) as mentioned earlier. The
data in our study support these practical implications. As an example, the companies in our
sample reported superior diversification when they encountered the presence of incentives
in the local economy that encouraged innovation and when they anticipated obtaining real
benefits after introducing innovation. These two determinants are outside of firm control
and mainly have to do with the existing conditions in the local economy.

The existing theories of local and urban economic development suggest that local
authorities need to improve the local business environment overall. Typically, local au-
thorities develop different aspects of their local economy depending on the determinants
that generate success in other regions. For example, creating industrial parks, attracting
new companies and foreign direct investments, reducing the cost of doing business, and so
on [78]. What the results from our research suggest is that improving the local business
environment overall is a necessary but not sufficient condition. The existing literature in
the economic development field suggests that improving the local business environment
overall will lead to “table stakes” or to a “zero-sum competition” in which no location or
city can develop a competitive advantage [78]. We argue that a threshold improvement
in the local economies overall should take place in each location, but the local authorities
should prioritize regulating the local economy according to the needs of the companies
to be competitive in the national or international markets. Along this line of thinking,
the data in our study suggest that the performances of traded-economy companies are
determined by different external factors and conditions present in each local economy.
Local authorities should increase their attention devoted to improving the specific aspects
of their local economy depending on the type of performance the traded-economy firms
are underperforming.

Second, from a company perspective, companies and firms need to understand that
their performance is determined by external factors, in addition to internal factors. We
have seen that different determinants from the external environment (local economy, local
cluster, or industry) impact different measures of firm performance. Thus, companies could



Systems 2024, 12, 82 24 of 29

monitor external factors depending on the type of performance they are underperforming.
The main idea or the main implication derived from this study is that companies should be
actively involved in local economies to create a local economy to support their superior
performances and improve their competitiveness in the national and international markets.
The active involvement of companies in the development of the local business environment
is not only good for the company’s competitiveness but also necessary. The new local or
urban economic development theory places in the center the firms operating in the traded
or exporting economy. It implies a close collaboration between the public and private
sectors. If the companies are not involved in building the competitiveness of their local
economy, they will leave the entire local economy to be regulated at national, regional, or
local levels and according to what the local authorities think is good and effective without
considering the company’s perspective.

6. Limitations and Future Avenues for Research

There are also some limitations of this paper, both methodological and theoretical.
First, from the methodology point of view, the most important limitation is that we analyzed
the empirical data provided by 67 medium and large companies operating in Romania.
The sample size may seem relatively small, but it is important to consider that we obtained
empirical data from inside the firm directly from business managers. For this reason, our
sample is, perhaps, smaller than in other studies. Executives and business managers are
quite busy social actors. Therefore, we argue that obtaining empirical evidence from inside
the firm is more difficult than analyzing already-collected data. At this point, the readers
may consider that although our conclusions are well supported by empirical evidence our
results might not be representative of the entire population of medium and large companies.

On the other hand, understanding complex social systems like local or urban economies
from an interdisciplinary perspective helped us to provide policymakers with evidence-
based solutions depending on the type of performance the firms operating in the location
are underperforming. These solutions may also find support across various local or urban
economies like Romania. As mentioned above, the main impediment to generalization
could be the sample size (67 companies), which is relatively small.

The second limitation results from the fact that for some specific dependent variables,
we used a single item (e.g., Pr_RO for profits, WL_RO for labor productivity), which can
limit their reliability and ability to accurately measure complex concepts (e.g., DIVER-
SIF_RO for portfolio diversification). In this context, it is important to mention that profits
and labor productivity are simple and clear concepts that can be accurately measured with a
single item. In contrast, for productivity-related performances (PRPs), we used a multi-item
variable (six items) since this concept is more complex than profits or labor productivity.

The third limitation is in the variable measuring the industry competition, for which we
obtained a low score (Cronbach Alpha = 0.429) in the reliability analysis. Thus, we excluded
this variable from further analyses and interpretation. Beyond these main limitations,
it is also important to mention that we investigated the relationship between external
determinants and firm performance by relying on a survey designed and implemented
at the national level. Other similar studies might investigate the same relation using,
for instance, case studies to investigate the same phenomenon in detail and in-depth.
Other variables from the external environment that may also influence firm performance
may be included and discussed in the case study. At the same time, we considered the
perspective of medium and large companies operating in the manufacturing sector in
Romania. Similar studies may consider the perspective of small and entrepreneurial firms
regarding their local economy. Empirical evidence from other industries or geographical
locations may also contribute to our increased understanding of the relationship between
external determinants and firm performance.

From the theory point of view, it is important to mention the fact that in this paper, we
did not consider other industry-specific dimensions that may also influence firm perfor-
mance, for example, the bargaining power of suppliers, the bargaining power of customers,
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or the threat of substitute products, as represented in the theory of competitive advan-
tage [60]. National-level determinants such as political, socioeconomic, or demographic
factors, as well as national regulations, could also influence firm performance. At the same
time, at the center of our discussion and argument, we placed the theory of local economic
development and microeconomic competitiveness through regional exports. For theoretical
discussion, other research may consider other regional development theories existent in
the regional or urban economics literature.

7. Conclusions

In this paper, we refined and tested some aspects of the regional economic devel-
opment theory proposed mainly by Michael Porter and collaborators. Particularly, we
investigated the relationship between external determinants and firm performance. As
detailed in the Literature Review Section, the main idea we developed in this paper is
that the microeconomic competitiveness of a location is determined at multiple levels
of analysis. The local economy-, local cluster-, and industry-level aspects influence the
competitiveness of the local economy and firms operating in the local economy. For our
theoretical elaboration of the refined model for local microeconomic competitiveness, we
placed the main attention on the traded or exporting economy. The four dimensions of the
classic diamond model proposed by Michael Porter are different depending on whether
one considers the local or traded economy. Thus, for theoretical discussion and empirical
analysis, we considered external determinants at all three levels of analysis. Various aspects
of the local business environment and the presence and participation of companies in local
clusters, as well as industry-related aspects, were discussed and statistically tested in the
empirical part of this paper in relation to various measures of firm performance.

Next, we summarize the main findings obtained after data analysis. First, despite our
initial expectations, we found that the existing factor (input) conditions in the local economy
influence productivity-related performances to a lesser extent and have no significant
impact on innovation-related performances. Second, we also found that the presence of
related industries and complementors in the local economy (local clusters) positively and
significantly impacts only productivity-related performances but not innovation-related
performances. In both situations, the relationships are quite weak but are still significant.
The most important finding derived at this level of analysis is that the most significant
impact on firm performance was exerted by the industry-related variables. According to
our data, the industry variables have a more significant and stronger intensity effect on
firm performance than the conditions existing in the local economies or the presence and
participation of firms in local clusters. Particularly, we found that the clients’ pressure for
continuous improvement in a firm’s products is a good predictor of superior productivity
or innovation-related performances. Fourth, we also found that local conditions such as
the nature and intensity of local competition as well as the regulation of the local business
environment do not impact a firm’s performance.

After this initial analysis, we found relatively weak support for the impact of the
external determinants on firm performance. Secondly, following this initial or general-level
analysis, we conducted a detailed analysis to identify some specific patterns regarding
the influence of specific external determinants on specific measures of firm performance.
Compared with the initial analysis, when we investigated the associations among specific
external factors and various measures of firm performance, we found an increased number
of significant correlations and an increase in the intensity of the significant associations.

Thirdly, after we identified several significant associations among various external
determinants and various measures of firm performance, we grouped the external determi-
nants, considered at all three levels of analysis, into sets depending on which measure of
firm performance they influence. Specifically, at this stage, we aimed to understand which
set of external determinants significantly impacts which type of firm performance.

Fourthly, we also aimed to investigate to what extent the set or mix of significant
external determinants explains the differences in companies depending on firm perfor-
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mance. Concretely, we asked why some companies report superior performances compared
with other companies in the same industry and what percentage of these differences can
be explained by the set or mix of external determinants. At this stage, we found em-
pirical support for all sets of specific external determinants. Concretely, we found that
all sets of external factors significantly explained the differences among companies in
firm performance.

The main conclusion derived from our study is that the external determinants iden-
tified by us and tested in the empirical part of this paper significantly explain (most sets
of determinants to a large extent) the differences among companies depending on their
performance, considering that there are clear differences depending on how we measure
firm performance. Different external determinants in the local economy, local clusters,
and industry impact different measures of firm performance. We argue that it is neither
useful nor sufficient to approach local economies only at a general level of analysis because
different aspects of the local economy influence different measures of firm performance.
Thus, in this paper, we provided this granular view to understand the complex relationship
between local economy factors and firm performance. The fact that there could be other
external factors or other different combinations of external factors that may also explain the
differences in firm performance is likely. In this paper, we aimed to take a step forward in
explaining the relationship between external factors and firm performance because in most
cases, the sets of external determinants considered by us largely explain the differences
among firms in terms of their performances.

In addition, the support for the industry-related variables as well as the insignificant
effect of the intensity or nature of local competition on firm performance, when approach-
ing traded economy-based local development, may also support the refined theoretical
framework introduced in this paper. In more specific terms, when the traded economy is at
the center of the discussion, the demand and competitive conditions of the diamond model
should be considered at the industry level.

With respect to the existing literature in both regional and urban economics as well as
in strategic management, the contributions of our paper are two-fold. First, given the theory
of local and urban economic development, the findings of our paper are quite important.
Mainly, our findings have implications for the local authorities who aim to improve their
local business environment to build or improve their local or urban competitiveness. In this
paper, local authorities may find the specific dimensions of their local economy, scientifically
grounded, that they should improve to facilitate building or improving the competitiveness
of their local economy. The modern local competitiveness framework supposes that the
competitiveness of a location or a city is achieved only when the companies operating
in the location can compete successfully in the national and international markets. To
achieve this, local policymakers need to improve the specific dimensions of their local
economy depending on the type of performance that existing firms lack for national and
international competition.

Second, our paper contributes empirical evidence regarding the specific external
determinants in the local economy, local clusters, and industry and the impact of these
specific determinants on various measures of firm performance. The specific patterns are
presented as individual relationships and as a set or mix of external determinants. In
addition, this paper not only contributes to the existing literature with direct evidence
regarding what external determinants influence what measure of firm performance but
also provides an empirical explanation regarding how much the external determinants
contribute to superior firm performance in the same industry.
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