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Abstract

Upstream and downstream vertical integration has become a general approach for
firms facing growth and competitive pressures. However, as businesses expand, firms
need to be able to adjust their technological capabilities and innovation accordingly. In
addition, a firm’s R&D capabilities may interfere with the adjustment of technological
capabilities and innovation required in firms pursuing vertical integration strategies.
Therefore, this study aims to understand the influence of vertical integration strategies on
a firm’s technological capabilities and innovation performance, and to examine the
interactions between R&D capabilities and vertical integration strategies. We selected a
sample of 207 listed companies from the top 500 manufacturing companies in Taiwan.
We observed the business behavior of each firm from 2005 to 2018. From the annual
reports, we compiled the direction of internal vertical integration, the scale and
organizational form, the R&D intensity, the company’s characteristics, and the product
innovation performance. From the firm’s patent filings in Taiwan, we measure the
development of the firm’s technological exploitative and explorative capabilities. We
combine the data into a panel dataset and use panel regressions for analysis. The study
results show that firms with low R&D capability have increased exploitative
technological ability and reduced exploratory ability when they pursue a downstream
internal vertical integration strategy. The opposite effect is observed for upstream vertical
integration strategies. Firms with high R&D capability have a reverse effect with the
firms with low R&D capability. Moreover, the firm’s upstream and downstream vertical
integration strategy will increase product innovation. However, product innovation will
be reduced for firms with a high level of R&D capability that engage in internal upstream
integration or for firms with a low level of R&D capability that engage in downstream
integration. Overall, the difference in R&D capability affects the impact of different
forms of vertical integration strategies on technological capabilities and innovation.
Firms employing vertical integration may have different strategic intentions, affecting

technological capability and innovation adjustment.
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