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Effects of Geographical Proximity on Firm Innovation Performance .

A Perspective from Firm Capacity
WANG Tao, WANG Hui
(School of Economics and Management, Wuhan University, Wuhan 430072, China)

Abstract: Geographical proximity promotes knowledge flow of firms in industrial cluster by face-to-face communication, and
knowledge is a necessary factor in firm innovation activities. However, geographical proximity does mnot always promote firm
innovation and some geographically isolated firms can also produce good innovation performance. These phenomena are related to the
capacity of firms. In this study, a questionnaire survey is performed using 134 high-tech firms as samples and analyzed from the
perspective of enterprise capacity. The results suggest that the geographically adjacent firms need more absorptive capacity to manage
large amount of local knowledge spillover but firms in geographically isolated locates need to develop their network competence with
other organizations to obtain new knowledge sources and promote firm innovation. This study provides feasibility suggestions in firm
innovation for both geographically isolated firms and geographically adjacent firms in industrial cluster.
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