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Abstract

The rising role of developing country MNEs in international markets is one of the most recent
aspects of the globalization process. Recent data on the outward expansion of firms from
developing countries have induced many scholars to analyze in depth this phenomenon, both
theoretically and empirically. This study is a aimed at systematically and critically review the
literature on this relatively new topic.

At a theoretical level, the paper is an attempt to shed some light into the current debate on the
adequateness of the ‘old’ theories of internationalization to explain this ongoing process. A strand of
‘new’ theories is in fact emerging focusing on the unique features of the internationalization process
of developing country MNEs.

Moreover, by means of an analysis of a very recent strand of empirical and descriptive literature,
the final objective of this work is to focus on the distinctive features of developing country MNEs
in order to suggest additional directions for future research and more detailed analyses on the topic

under exam.
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1. Introduction

A recent effect of the globalization process is the growing number of Multinational Enterprises
(MNEs) from developing countries.' These companies are relatively small compared to the world’s
largest MNEs, owned by nationals of developing countries, in some cases with important shares of
capital hold by public governments, which take global approaches to their operations through
subsidiaries, outsourcing and the integration in Global Value Chains (GVCs) or in Global
Production Networks (GPNs) (UNIDO, 2006).

According to UNCTAD (2007 and 2008), outflows of foreign direct investment (OFDI) from
developing and transition economies have reached in 2006 a record level of 17.8% of the world
total, then decreasing to 15.2% in 2007. With regard to the regions involved, Asia is the most
important origin of FDI outflows, although the trend is growing in all the regions. In terms of
stocks, developing countries now account for more than 15% of the global stock. Among them, Asia
accounts for 54% of the total stock of FDI from developing and transition economies, followed by
Latin America (25.6%), by the transition economies (11%) and by Africa (9%). Within regions, a
few countries play a leading role: South Africa in Africa; Mexico and Brazil in Latin America;
China, India and the ASEAN countries in Asia and Russia among transition economies. With regard
to the sectors involved, there is strong evidence of a high concentration of investments in services
and, more recently, in natural resources.

The typology of investments also varies widely across countries and sectors. Emerging countries
MNEs usually invest through mergers and acquisitions in industrialized countries in order to get
access to technologies, know-how, skilled human capital, globally recognized brands as well as
market opportunities. Greenfield investments are frequent in other developing countries, with the
notable exception of a great number of direct investments in the natural resource sector where joint
ventures with local players and acquisitions are more common (UNCTAD, 2007).

The fast rise of these MNEs has attracted a lot of attention among international organizations as
well as in the business and economic literature with a rapidly increasing number of contributions
such the 2006 edition of the UNCTAD World Investment Report and a few special issues of
journals such as the Journal of International Business Studies (2007), the Journal of International
Management (2007), the International Journal of Technology and Globalization (2008) and
Industrial and Corporate Change (2009) .

This paper is aimed at reviewing this literature, addressing some of the main questions arisen so far.

In particular, the paper focuses on three main issues related to the emergence of MNEs from

' Although most of these multinationals originate from emerging economies, throughout the paper the terms
“developing” and “emerging” country MNEs are used interchangeably.



developing countries: 1) the existence and the nature of their competitive advantages; 2) the nature
of their motivations to invest abroad and 3) the modalities of their investments. The paper is
organized as follows. Section 2 briefly summarizes the theoretical background: the mainstream
theories on MNEs and the main criticisms based on the observation of developing country MNE:s.
Section 3 analyzes the empirical literature available on MNEs from emerging countries on the basis
of the major questions emerging from the theoretical debate. Section 4 concludes providing some

directions for future research.

2. The theoretical background

The literature on the international activities of firms is based on the observation of MNEs from the
so-called triad (i.e. US, EU and Japan). Historically, the theories of MNEs have addressed questions
such as why firms internationalize (Vernon, 1966), why they do it through FDI (intra-firm) rather
than through other inter-firms modalities such as trade or licence agreements (Hymer, 1976), why
they internalize their assets in order to reduce transaction costs of operating abroad (Buckley and
Casson, 1976) and, with specific regards to the behaviour of firms, which modalities do they follow
along their internationalization process (Johanson and Vahlne, 1977).

No ad-hoc theories have been developed to investigate the first MNEs from developing countries
(mostly from Latin America and Asia) appeared in the international markets between the end of the
seventies and the beginning of the nineties (Lall, 1983; Tolentino, 1992; Wells, 1983). Only
recently, following a rise in OFDI activity by developing and transition economies, a growing
strand of literature has begun to questioning about the necessity to elaborate ad-hoc theories (Li,
2003).

In the rest of this section, first we briefly introduce the eclectic paradigm developed by John

Dunning and then we review some of the recent contributions on MNEs from emerging countries.

2.1 The eclectic paradigm

The most influential approach to study the international activities of MNEs is represented by the
‘eclectic paradigm’ originally proposed by John Dunning (1981a). According to Dunning (2000),
the eclectic paradigm can be considered as an ‘envelope’ for the existing theories of
internationalization, with the addition of a new attention to the location choice of investments
(Pitelis, 2007). Moreover, according to Dunning (2006a) the eclectic paradigm can be also easily
adapted to include new features emerging from the observation of the recent evolutions in

globalized markets.



Putting it very simply, according to the eclectic paradigm the decision of firms to expand their
activities abroad via FDI depends on three different advantages:
* O (ownership) advantage, representing the ownership of firms specific resources to be
exploited externally;
* L (location) advantage, depending on the characteristics of the host country in terms, for
instance, of natural resource endowments;
* [ (internalization) advantage, that depend on the opportunity to internalize firms specific
advantages rather than to exploit them on the markets through arms’ length transactions.
The combination of these three advantages is the so-called OLI (Ownership-Location-
Internalization) framework, which with its successive refinements can be considered as the
mainstream in the theory of internationalization of firms.
Dunning (1993) has also introduced a widely utilised typology of motivations drawing outward FDI
based on four categories:
* market- seeking investments aimed at penetrating into third markets;
* efficiency- seeking investments pursuing an efficient specialization of firms;
* resources-seeking investments aimed at searching for unique resources specific to foreign
locations (e.g. natural resources);
* strategic asset-seeking investments aimed at augmenting the set of proprietary resources of
firms.
All these different categories of investments need the same prerequisite: firms, prior to engage in
foreign investments must possess some unique competitive advantage. Rugman (2007) calls this
advantage as firm specific defining it as a unique capability proprietary to the organization, which
may be built upon product or process technology, marketing or distributional skills. In addition to
firm specific advantage (FSA), Rugman also identifies country specific factors (CSA) unique to
each context, such as the natural resources endowment, the existence of cheap factors of production
or some cultural factors.?
In his successive works, Dunning has extended his framework in order to take into account for the
main changes observed in international markets. This is the case of the rise in the alliance
capitalism and the proliferation of firm networks during the nineties (Dunning, 1995). Thus, under
the influence of the knowledge based theories and the Resource Based View (Barney, 1991), the
concept of O-advantage has been widened to include the benefits accruing to firms through the
interactions and the share of knowledge with other firms. Moreover, with regard to the I-advantage,

Dunning has affirmed that alliances and networks of firms can be considered as a distinctive

2 FSAs and CSAs are the equivalent of the O and the L advantages in the OLI framework.



organizational mode, complementary to the hierarchical mode proper of the internalization view
based on the transaction-cost theories. These last considerations have strengthened the importance
of the strategic asset-seeking motivation (Dunning, 1998). More recently, Dunning (2006b) has also
recognized the importance of institutions as an essential component in the internationalization
process of firms and, consequently, has incorporated some institutionally related variables into the

three initial components of the eclectic paradigm (Dunning and Lundan, 2008).

2.2 Theories on developing country MNEs

The OLI framework does not contain any specific provision to explain the pattern of
internationalization of developing country MNEs and this has been criticized on two different
aspects. Fist, because firms from developing countries might not possess the same competitive
advantages of those from developed countries and, thus: “If they invest abroad, it is not on the basis
of “O”, and the parameters that determine the degree of “I” in their foreign operations are
different” (Goldstein, 2007: 81). According to this ‘asset exploration’ view, firms internationalize in
order to get access to the strategic resources they need being motivated by “...learning objectives
that allow these firms to overcome the initial resource hurdles arising due to technological gaps
and late mover disadvantages in international markets” (Aulakh, 2007: 237). These are what Moon
and Roehl (2001) call ‘unconventional’ FDI, that is strategic investments to strengthen rather than
to exploit the set of resources owned by firms. Thus, internationalization becomes a strategy aimed
at strengthening the firms themselves thanks to the accumulation of resources previously not
available.’

Second, the OLI framework has been considered as a (comparative) static paradigm taking into
account only the advantages pre-existing to the FDI decision and leaving unexplained the
opportunities for the development and the evolution of firms’ capabilities throughout time and
thanks to the accumulation of experience in the international markets. With regard to this issue, the
main criticisms have mainly drawn on the dynamic capabilities approach (Teece et al., 1997), which
is an extension of the Resource Based View. The dynamic capabilities approach can be viewed as a
way to add an endogenous (mainly in the form of knowledge generation at the firm-level)
dimension into an evolutionary context, in contrast to the comparative ‘static’ mainstream approach
(Mathews, 2002a).

Mathews (2002a) has proposed an ad-hoc theoretical framework entirely based on the observation
of a group of dynamic firms originating in the Asia-Pacific region, named “Dragon Multinationals”,

which has received wide recognition by international organizations (UNIDO, 2003 and 2006;

3 This point has been widely stressed in the literature. See among others, Chen and Chen, 1998; Child and Rodrigues,
2005; Li, 2007; Luo and Tung, 2007; Makino et al., 2002; Mathews, 2006; Yiu ef al., 2007.



OECD, 2006). In a number of successive works Mathews (2002a and b; 2006a,b,c and d; 2007) has
focused on the adoption of a resource based analysis on what - in his opinion - has remained
unexplained by the existing theories (and mainly by the eclectic paradigm).

Mathews’ main criticism is that in most of the cases MNEs from emerging countries do not possess
overwhelming domestic assets which can be exploited abroad, as it has been common with
conventional MNEs. “Rather their international expansion has been undertaken as much for the
search for new resources to underpin new strategic options, as it has been to exploit existing
resources. This is why they have to expand quickly, to consolidate gains that are fleetingly won.
This is why they tend to rely on partnerships and joint ventures, to reduce the high level of risk
involved in their leveraged strategies” (Mathews, 2006b: 17).

In order to conceptualize these unexplained aspect, Mathews (2002a) has proposed an alternative
framework: the so-called Linkage, Leverage and Learning (LLL) framework. Linkages, such as
joint ventures and other forms of collaboration into global value chains, with foreign companies
(the incumbents) represent a fast way to access new resources that emerging MNEs lack internally.
Once linked, ‘latecomer’ firms use their global linkages to leverage their resources and particularly
their cost advantages, learning about new sources of competitive advantage and how to operate
internationally.

Within this framework, the global economy is described as a set of resources available to firms and
internationalization is defined in a broader sense, as: “the process of the firm's becoming integrated
in international economic activities” (Mathews, 2006b: 16). Differently from the provisions of the
OLI framework, the first phase of MNEs formation is most likely to begin with asset-exploring
motives rather than with asset-exploiting ones.

Moreover in an early stage, this process is often interlinked with inward FDI activity at home (Li,
2007; Luo and Tung, 2007), which provides local firms with the unique chance to enter into
established foreign production networks and to enhance their capabilities. Accordingly, Luo and
Tung (2007) outline the capacities of emerging country MNEs to take advantages from inward FDI
(via original equipment manufacture, joint ventures or participation to GVCs) that, in turn, allow
firms to develop their own capabilities and to become more competitive abroad through experiential
learning. This depends on the capacity of firms to leverage external resources that is, in turn,
dependent on the extent to which foreign firms are willing to share their resources, as well as on the
domestic ‘absorptive capacity’, defined as the ability of a firm to identify, assimilate and exploit
external knowledge (Cohen and Levinthal, 1990).

The innovative contribution of the LLL framework for the analysis of emerging country MNEs has

been debated in the literature. The main criticism is that the focus is almost exclusively on firms



originating from the fast growing countries in the Asia Pacific region (Narula, 2006). Moreover,
taking into account the growing empirical evidence available, it emerges that some latecomer firms
might indeed possess certain unique competitive advantages explaining their internationalization
strategies (Dunning, 2006b). Recently, Dunning et al. (2008) have acknowledged a relative lack of
firm specific O-advantages in developing country firms, but they have also highlighted the
importance of country specific ownership advantages in determining these outward FDI activities.
Along these lines, Mathews has also pointed out how the same condition of being latecomer in the
international markets may represent an advantage itself for firms engaged in the internationalization
processes. This has to do, for instance, with the opportunity to access advanced technologies and
innovations (through imitation) and, thus, to catch-up as fast as possible (Mathews, 2006d and
2007). This implies that latecomer firms might possess at least some advantages such as the early
awareness of the need to plan their activities having in mind global competitive and collaborative
concerns, pushing them to rapidly connect into global production networks and to leverage the
resources made available through these linkages (Aykut and Goldstein, 2006; Mathews, 2002b;
OECD, 2007).

3. The empirical evidence

As discussed in the previous section, two issues are at the core of the academic debate on MNEs
from emerging countries. The first one concerns the degree of similarity between developed and
developing country MNEs with regard to the existence and the nature of their O-advantages. The
second issue concerns the motivations behind the international investments of developing country
MNEs. In addition, another relevant issue regards the modalities followed by developing country
firms in their internationalization strategies.

To systematically assess how these issues are empirically explored in the existing literature, this
section presents a review of the main recent contributions available on OFDIs from emerging and
transitions economies distinguishing among the different categories of competitive advantages
which MNEs may hold, the motivations drawing them and the forms of their internationalization

strategies.

3.1 The nature of competitive advantages
In the literature there is a large consent about a significant difference between the endowments of
competitive advantages of MNEs from developing countries and those of MNEs from developed

countries. According to UNCTAD (2006), MNEs from developed countries are most likely to



possess advantages based on ownership of key assets, such as technologies, brands and other
intellectual properties, while developing country MNEs rely much more on advantages related to
production capabilities, networks and relationships and their organizational structure. In addition,
country specific factors that, in turn, give rise to idiosyncratic competitive advantages do play a role
in the internationalization strategies of these firms.

Table 1 reports the breakdown of all the studies considered on the basis of the nature of the

competitive advantages investigated and the country (or the group of countries) they focus on.

3.1.1 Home country advantages

A number of studies emphasizes the characteristics of the domestic environment as an important
advantage, including the low cost of factors (Barnard, 2008; Boston Consulting Group, 2006;
Chittoor and Ray, 2007; Cuervo-Cazurra, 2007); the size and the vitality of domestic markets
(Boston Consulting Group, 2006; Luo and Tung, 2007) and the degree of monopolistic power at
home (Klein and Wocke, 2007; Pananond, 2007; Andreft, 2002).

With regard to the first factor, in a report by the Boston Consulting Group (2006) on 100 MNEs
from 12 emerging economies®, the low cost of factors is considered as an important source of
competitive advantage for MNEs from emerging economies. The lower factor costs enjoyed by
emerging and developing economies goes far beyond labour costs, which are noticeably one of the
main competitive advantages for countries with a relative abundance of labour, as already stressed
by Lall (1983). Also other factors, such as capital, can be a source of competitive advantage; in
fact, as emphasized by the report above, MNEs from emerging countries often operate in imperfect
capital markets at home and therefore can also count on easier and cheaper access to capital and in
some cases on low cost access to natural resources (e.g. Brazil and Russia).

Cuervo-Cazurra (2007) in a study on twenty Latin American MNEs finds that firms with strong
location advantages are most likely to keep their production activities at home and establishing
marketing subsidiaries abroad. More specifically, with location advantages the author refers to both
the possession of a cost advantage in some factors of production (natural resources, labor and
capital) and the possession of a “country of origin” advantage, defined as “...the advantage that
their products are perceived as truly coming from the country of origin” (Cuervo-Cazurra, 2007:
271). This is the case, for instance, of what Ramamurti (2008) calls ‘local optimizer’, i.e. a firm that
pursues an internationalization strategy based on making the most of products and production
processes that are made for their home markets, especially in other developing countries sharing

similar characteristics. Along the same lines, studying Indian MNEs Kumar (2008) stresses their

* The countries are: Brazil, China (and Hong Kong), Czech Republic, Egypt , Hungary, India, Indonesia, Malaysia,
Mexico, Poland, Russia, Thailand and Turkey.



capabilities in ‘frugal engineering’, in other words their ability to manufacture low cost version of

goods for mass markets as well as their skills in operating in regions that are very heterogeneous in

their ethnic, linguistic and cultural characteristics.

Table 1 — Competitive advantages of developing country MNEs
COMPETITIVE ADVANTAGES

Home country advantages

Network Advantages

Institutional
Advantages

Country

Study

low cost of

factors and
location

advantages

home country
markets and
monopolistic

power at home

Organizational
advantages and
strategic
linkages

Absorptive
capacities and
technological

efforts

Home country
network ties

China

Yiu et al (2007)

Buckely et al (2007)

Liu & Tian (2008)

Cross and Voss
(2007)

Li (2007)

Taiwan

Chen & Chen (1998)

Filatotchev et al.
(2007)

Makino et al. (2002)

India

Elango and Pattnaik
(2007)

Kumar (2008)

Chittoor&Ray (2007)

Athreye&Godley
(2009)

Pradhan (2008)

Goldstein (2008)

Singapore

Goldstein&Pananond
(2007)

Thailand

Pananond (2007)

Korea

Lee and Slater (2007)

Malaysia

Ariff and Pio Lopez
(2007)

Mexico, Brazil,
Argentina

Cuervo-Cazurrra
(2007)

South Africa

Klein & Wocke
(2007)

Economies in transition

Andreff (2003)

Svetlicic (2004)

Group of countries

Boston Consulting
Group ( 2006)

Barnard (2008)

Bartlett & Ghoshal
(2000)

Kumar and Chadha
(2009)

Bonaglia et al. (2006)

Duysters et al. (2009)

Hitt et al. (2000)




Another relevant source of competitive advantage is represented by the characteristics of the home
country market and the relative market power of firms at home. As highlighted by the Boston
Consulting Group (2006), some of the emerging economies’ markets are among the largest and the
fastest growing worldwide. This provides domestic firms with the opportunity to build competitive
advantages since the beginning as well as to face international competitors in their home markets
Andreff (2003) in his analysis on OFDIs from transition economies finds that the monopolistic or
oligopolistic position of firms at home acts as a ‘springboard’ to the investments abroad,
particularly towards countries at similar stages of development.® The reason for this, as discussed by
Andreff (2003) with reference to MNEs from Russia, is the accumulation of financial resources that
allow financing new investment projects abroad. Moreover, as shown in Barnard (2008) developing
country MNEs have concentrated their M&A activities in low-tech traditional industries in which
they have accumulated capabilities along time and in which — compared to firms from developed
countries — they enjoy competitive advantages such as capital-intensive production, scale economies
and assembly-based mass production.

The concentration of investments in countries at similar stages of development is another issue
widely stressed in the literature (Sim and Pandian, 2007; Svetlicic, 2004a), substantiated by the
intra-regional nature of a large part of these investments (UNCTAD, 2006) and also confirming the

provisions of mainstream theories (Dunning, 1981a and 1993).

3.1.2 Network advantages

Latecomer companies from developing countries have adopted innovative strategies to enter
international markets which have helped them to internationalize fast (Mathews, 2006a). This is
considered as an advantage in itself to the extent that many firms from developing countries,
including the so-called ‘born global’ (BCG, 2006), started their operation with a geocentric
perspective since the beginning (Li, 2003). This, in turn, has allowed them to catch-up fast on
technologies and best practices.®

Their ‘ownership’ assets do not arise solely from their home country and region, but they derive as
well from their position in the global and regional networks. More specifically, organizational
advantages consist in the adoption of innovative organizational forms as well as in firms’ strategies
aimed at leveraging resources from the strengths of other companies by means of international
connections (Mathews, 2006a). For example, the group of so-called “Dragon Multinationals”

analyzed by Mathews (2002a and 2006a) has been able to internationalize fast and successfully

> Similar consideration can be found in Li (2007) on China, Klein and Wocke (2007) on South Africa and Pananond
(2007) on Thailand.

¢ Ramamurti (2008) argues that catch-up has been faster in medium technology sectors that are mature and declining in
developed countries but increasing fast in developing economies.
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thanks to the adoption of superior organizational forms, proper of companies from more advanced
countries.” Bonaglia et al. (2006) describe in detail some of the organizational innovations adopted
by three developing country MNEs in the white goods sector. They notice that, rather than adopting
an organic pattern of development, these firms have focused their efforts on investing in strategic
functions such as top level human resources and R&D in order to be able of leveraging new
competitive advantages on the strategic partnerships they were able to set up with global players
either in their home markets and abroad.

Similar conclusions come from the study of Duysters et al. (2009) on two among the most
successful emerging MNEs: Haier and Tata. Duysters et al. (2009) underline that the possession of
dynamic capabilities at the entrepreneurship level, innovative management practices and the ability
to enter into new markets and sectors via strategic partnerships and acquisitions have allowed both
companies to grow very large and to be very successful.

Some studies point out that the participation to networks is a crucial means to complement the
existing resources (Chen and Chen, 1998; Elango and Pattnaik, 2007; Makino et al., 2002). In
particular, the experience of the Asian tigers shows that through their participation in networks
firms improve their capabilities and learn how to enter into the international markets (OECD,
2007). In a study on a sample of almost 800 Indian firms, Elango and Pattnaik (2007) conclude that
firms more easily create their capabilities through learning within established networks rather than
building them following a sequential process as it was envisaged by the Uppsala model of
internationalization (Johanson and Valhne, 1977).

The participation in global production networks and in global value chains is indicated as a unique
way for some emerging country MNEs to accumulate their own advantages (Chen and Chen, 1998;
Hitt et al., 2000; Makino et al., 2002). As explained by Luo and Tung (2007), “...emerging
countries economy enterprises have tremendously benefited from inward FDI at home by
cooperating (via original equipment manufacturing (OEM) and joint venture in particular) with
global players who have transferred technological and organizational skills, allowing emerging
market enterprises to undertake outward internationalization later in some unconventional way”
(481). Mathews (2002a) has reinforced this view, suggesting that emerging country firms are often
able to enter into production networks thanks to their organizational advantages, being able to
complement the incumbents’ strategies by providing specific services and products. On the basis of
their capacities, then, firms are able to leverage the resources needed to begin their active

internationalization process. A significant example of this is that of Asian subcontractors in the IT

7 On this respect, Mathews (2006a: 14) reports the case of Acer, which was able to create an integrated cluster of “semi-
autonomous business, interacting with each other through multiple connections, as well as with suppliers and
consumers”, reducing the risk of subsidiary-headquarter problems of moral hazard.

11



and the electronics sectors, which “...have prospered as contract manufacturers, most visibly in the
fields of information technology and consumer electronics. In the process, through their own
learning and innovation efforts, many of them are becoming original design manufacturers (ODMs)

and original brand manufacturers (OBMs), in a pattern of development and internationalization”

(UNIDO, 2006: 18).

3.1.3 Institutions related advantages

The competitive advantage acquired by formally or informally connecting with domestic
institutions is an issue widely investigated in the literature (Child and Rodrigues, 2005; Goldstein
and Pananond, 2007; Peng, 2002; Peng et al., 2008; Tan and Meyer, 2007). Some authors focus on
the role of the home country institutions and in particular on the role of the central Government in
shaping the process of internationalization of domestic firms (Tan and Meyer, 2007; Ramamurti,
2008). In the case of China, the role played by the central Government is obviously stressed in the
literature since many Chinese MNEs are State Owned Enterprises (SOE) and the Government also
supports some selected internationally competitive private firms through several instruments such
as preferential loans, selection of international partners for joint ventures to facilitate technology
transfer at home and favorable tax regimes (Child and Rodrigues, 2005; Buckley et al., 2007;
Athreye and Kapur, 2009).

Yiu et al. (2007) empirically assess the rise in international ventures activities of a sample of
Chinese firms including in their analysis institutional variables such the linkages with domestic
institutions (i.e. central and local governments, financial institutions, trade associations, research
centers) as well as the participation in business networks. These variables play a statistically
significant role in the internationalization process. On the basis of their empirical findings, they
conclude that the presence of institutional network ties represents for firms of countries at a
preliminary stage of development an outstanding ownership advantage to set up their international
activities. The support from the central Government and the strong institutional ties are found as
significant explanations of the recent rise of Chinese MNEs on the international scene also in other
empirical studies (Buckley ef al., 2007; Li, 2007; Liu and Tian, 2008)

State support and formal and informal institutional network ties represent a competitive resource for
the international activities of domestic companies in a number of other countries as highlighted by
Goldstein and Pananond (2007) on Singapore and Ariff and Pio Lopez (2007) on Malaysia. On
Thailand, Pananond (2007) finds that two major MNEs have strongly relied on institutional ties and
strong network relations with domestic and international financial institutions, home and host

country governments, foreign technological partners and social relations based on ethnic ties
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(particularly with China) at least until the financial crisis in 1997. Afterwards, as the two MNEs
have moved up in their value chains, there has been a shift towards more transparent and formal
relations with institutions and a focus on more advanced firms’ specific advantages. Finally on the
Indian pharmaceutical sector, Athrey and Godley (2009), Chittoor and Ray (2007) and Pradhan
(2008) have all stressed the relevant role played by the Indian Government in promoting the
establishment of many MNEs in the high technology sectors through investment efforts and

regulatory activities.

3.2 Motivations

It is generally recognized that the internationalization process of firms (especially via outward
FDIs) can be affected by a series of domestic push factors such as internal policies, inadequateness
of domestic market and taught competition at home and external pull factors such as market
attractiveness (Dunning, 1993). To this regard comparing the case of developing countries MNEs to
that of incumbents from the triad, Svetlicic argues that “...driving forces behind
internationalization seem the same, although relative weight of push and pull factors as sequencing
of the process is changing” (2004b: 1). Differences with the traditional investors from developed
countries are thus recorded on the process that drives MNEs from developing and transition
economies to actively participate to the globalization of markets. A number of studies have
investigated the relative relevance of push and pull factors and there is a general agreement that
domestic push factors are for different reasons key to explain the OFDIs from developing countries
(Aykut and Ratha, 2004; UNCTAD, 2006). In large countries such as China, outward investments
have been pushed in many ways by the government while in smaller countries, the main push factor
is represented by the small size of the domestic market.

The degree and nature of competition at home and abroad does also influence the decision to invest
abroad. As firstly elaborated by Hymer (1976) and recently recalled by Athreye and Kapur (2009),
firms often decide to venture abroad to increase their competitiveness vis-a-vis domestic rivals,
such as in the case of Indian business houses. Moreover, the degree and nature of competition
abroad is also a crucial determinant of the decision of where and how to internationalize. For
example, in sectors where both developed and developing country multinationals are active, such as
chemicals and pharmaceuticals, oil and petroleum, and telecommunications, some developing
country MNEs have decided to acquire or enter into joint ventures with existing firms from
industrialized countries to be able to compete with established MNEs (Fortanier and van Tulder,

2009). Moving on to ‘pull’ factors, there are some studies stressing the increasingly important role
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played by market globalization which offers opportunities to many new players (Aykut and
Goldstein, 2006; Athreye and Kapur, 2009).

With reference to the classical Dunning’s typology of motivations, the 2006 World Investment
Report (UNCTAD, 2006) identify resource-seeking, market-seeking and efficiency-seeking factors
as the main reasons for OFDI into other developing countries. Conversely, strategic asset seeking
motivations are dominant for OFDI from developing countries to developed countries.

These motivations have been widely analysed in many studies in different countries. In Table 2, we
present a classification of some of the studies available by countries and by the motivations which
are considered as relevant. In what follows, we investigate the different motivations referring to
some of the studies quoted in Table 2.

On Taiwanese firms, Chen and Chen (1998) have highlighted the role played by OFDIs for
establishing linkages with foreign networks of firms through tapping into strategic resources key for
their successive strategies of international expansion. Similar conclusions are reached by Makino et
al. (2002) in their investigation on the location strategies of Taiwanese firms expanding abroad. On
Mexico, Poland and Romania, Hitt et al. (2000) also conclude that firms from emerging countries
search for technical capabilities and managerial know how in signing strategic alliances with firms
from developed countries.

Some recent studies on Chinese firms also emphasize the importance of the strategic asset-seeking
motivation together with the market-seeking reason (Buckley at al., 2007; Cross and Voss, 2007,
Liu and Tan, 2008). With a focus on the UK, Cross and Voss (2007) and Liu and Tian (2008) stress
the evolution of market-seeking motivations from defensive early entrance in order to sustain
competition, get close to customers and gain access to the EU market to offensive late entrance for
raising company profile and improving knowledge about advanced markets. On Indian MNEs,
Pradhan (2008) also agrees on the evolution of motivations, being in the pre-liberalization phase
mainly market-seeking and directed to other developing countries while more recently resource-
seeking and increasingly aimed at the acquisition of strategic assets, such as technologies,

marketing knowledge and brands, in developed countries.
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Table 2 — Motivations of developing country MNEs
MOTIVATIONS
Asset exploitation

Asset exploration

Country Study resource- | efficiency- | market-| strategic asset-
seeking seeking | seeking seeking
Yiu et al (2007) ° °
Buckely et al 2007)]  ® ®
China Liu & Tian (2008) L L
Cross and Voss
(2007) ® °
Li (2007) °
Chen & Chen (1998) ®
Taiwan Filatotchev et al.
(2007)
Makino et al. (2002) ®
Elango and Pattnaik .
(2007)
Kumar (2008)
Chittoor&Ray . .
India (2007)
Athreye&Godley
(2009) ® * *
Pradhan (2008) ° ° °
Goldstein (2008) ° ° ° °
. Goldstein&Pananon
Singapore d (2007)
Thailand Pananond (2007) [ [ °
Lee and Slater
Korea (2007) . °
Malaysia Ariff a?zd 0I(’)170) Lopez ° ° °
Mexico, Brazil, Cuervo-Cazurrra
Argentina (2007) ® ® °
South Africa Kle“(lz‘go‘o\;;o"ke . .
- ... Andreff (2003)
Economies in transition Svetlicic (2004) o
Boston Consulting . .
Group ( 2006)
Barnard (2008)
Bartlett & Ghoshal .
(2000)
Group of countries Kumar and Chadha ° ° °
(2009)
Bonaglia et al. . .
(2006)
Duysters et al. . .
(2009)
Hitt et al. (2000) °
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Many other studies also underline the resource- seeking as a key motivation of emerging country
MNEs for investing abroad (Makino et al., 2002; Cuervo-Cazurra, 2007; Ariff and Pio Lopez,
2007). In their empirical analysis, Buckley et al. (2007) find that resource-seeking is a relevant
motivation of Chinese OFDI, especially towards other developing countries. With a focus on the
steel industry, Kumar and Chadha (2009) find that much of the OFDIs of the main Chinese and
Indian MNEs is motivated by the need to secure the supply of raw materials necessary to produce in
the home market. Similarly, Goldstein (2008) documents how much of the FDI activities of some of
the divisions of the Indian conglomerate Tata (such as Tata Chemicals and Tata Power) have been
motivated by the access to key natural resources for their productive process.

Finally with regard to the efficiency-seeking motivation, there are a few empirical analyses on
countries such as Malaysia (Ariff and Pio Lopez, 2007), Taiwan (Sim and Pandian, 2007) and
Thailand (Pananond, 2007) explaining OFDIs as motivated by the search for lower production costs

due to the increasing cost of factors in the home countries.

3.3 Modality of internationalization
With regard to the process of internationalization of developing country MNEs, there are two
different main strands of literature: the studies considering this process as path dependent and based

on sequential stages and those envisaging a more rapid process based on leapfrogging.

3.3.1 The Investment Development Path

The Investment Development Path (IDP) theory has been developed within the framework of the
OLI paradigm and predicts that the net outward investment position of a country is strictly and
positively related to the level of its economic development, measured as per capita GDP (Dunning,
1981b). The basic assumption is that as a country grows, it becomes more attractive for inward
foreign investments initially by strengthening its L-advantages and then gradually developing its
own O-advantages through learning-by-doing as a result of the interactions occurring between
domestic companies and foreign MNEs. Therefore in successive stages of development, the country
may exploit its O-advantages undertaking outward FDIs.

The IDP theory has been tested on some developing and transition countries but its predictive
capacity remains uncertain (UNCTAD, 2006). One of the most criticized element of the IDP theory
is the use of per capita GDP as the only measure of the level of development of a country.
Revisiting the IDP, Dunning and Narula (1996) stress the importance of including also human
capital as one of the determinant of the economic development of a country. At the same time they

stress that the IDP of each country is path dependent and idiosyncratic.
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The heterogeneity of the internationalization strategies has been confirmed by some empirical
analysis, as for instance by Andreff (2003) on 176 countries, who finds that the investment position
of transition economies (measured by their OFDI stock) is strictly dependent on GDP per capita, on
the sectoral distribution of GDP and on the technological level of the country. On Chinese OFDlIs,
Liu et al. (2005) combine the basic IDP hypothesis with three additional determinants: human
capital (as suggested by Dunning and Narula, 1996), exports and inward FDIs, finding for all them

a positive and statistically significant relation.

3.3.2 Sequential internationalization or leapfrogging?

According to the “Uppsala school” (Johanson and Vahlne, 1977), the process of firm
internationalization is a step by step learning process, based on the sequential knowledge
accumulation about foreign markets and about modes of operation collected by firms over time. As
outlined by Goldstein (2007), an interesting aspect stressed by this theory is the concept of ‘psychic
distance’, in other words the idea that following a sequential internationalization process, firms start
to invest in the culturally and institutionally closest markets. In the case of developing countries, the
existence of ethnic ties and the diaspora linkages can therefore play a significant role in the MNEs
decisions to invest abroad.

On China, Buckley et al. (2007) find that cultural proximity, proxied by the share of Chinese people
on the host country population, positively affect the decision to invest abroad of MNEs. On South-
East Asia, other studies find that business and personal relations facilitate strategic linkages with
foreign firms (Chen and Chen, 1998) and influence the location of foreign activities, at least during
the first phase of internationalization (Pananond, 2007; Sim and Pandian, 2007). Along the same
lines, on the internationalization process of Haier and Tata, Duysters ef al. (2009) argue that their
pattern of internationalization started with acquisitions and joint ventures in developing countries
and only more lately they entered in countries with higher psychic distance.

With a focus on the service sector, Aykut and Goldstein (2006) find that MNEs from developing
countries have successfully acquired companies in their home region when they could rely on
cultural and ethnic affinities. This has been confirmed by Barnard (2008) on a large sample of
developing countries, showing that in knowledge intensive services (e.g. telecommunications)
cultural and geographical proximity matter as a source of advantage over developed country MNEs,
especially for intra-regional FDIs.

The sequential internationalization process has been criticised in a number of studies stressing that
MNEs from emerging countries entering into advanced networks of firms may reduce the time of

entry into global markets and fast catch-up with developed country MNEs (Mathews, 2002a,b,2006
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a,d and 2007; Li, 2007; Svetlicic, 2004a). These studies envisage a ‘leapfrogging’ process
characterised by the acquisition of resources through the internationalization process rather than
before it, taking advantage of the condition of latecomer in international markets. This is the case of
some well known MNEs such as Acer from Taiwan, Cemex from Mexico, Tata from India
(Goldstein, 2008) and of three Chinese “global champions” in the electronic industry such as Haier,
Lenovo and TLC (Li, 2007), reaching therefore different conclusions from Duysters et al. (2009)
who are stressing more the sequential nature of the internationalization process for two of the most
successful in this group of MNEs (i.e. Tata and Haier). The same conclusions are reached by
Bonaglia et al. (2006) on three MNEs in the white goods sector from China, Mexico and Turkey.
Finally, Athreye and Godley (2009) in their study on the Indian pharmaceutical sector identify four
pre-requisites for successful leapfrogging the incumbents: (1) the development of absorptive
capacity; (2) the access to know-how and equipment; (3) the possession of complementary
capabilities and (4) the achievement of downstream integration capabilities such as design,

marketing and branding.

4. Conclusions

The significant increase of internationalization of firms from developing economies has recently
attracted a lot of attention among business scholars and international economists. The literature is
rapidly growing but it is still in its infancy and it has not yet reached definite and sharp conclusions.
At the theoretical level, the recent elaborations on developing country MNEs are biased by being
mainly based on the observation of this phenomenon in a limited group of rapidly growing
developing countries. Similarly although providing a lot of very interesting insights, the
considerations drawn from the existing empirical evidence are also biased by being mainly centered
on selected case studies of successful companies from a limited number of countries and a limited
number of sectors. Recently, more robust empirical evidence has begun to appear in the academic
literature, but appropriate data are not easily available and further research in that direction is
strongly needed.

Among the aspects to delve into, the issue of competitive advantages is key for two main reasons:
first, the nature of competitive advantages of latecomer multinational companies is often different
from the typical O advantages studied in the literature and second, in many cases international
strategies are pursued to build ownership advantages rather than being an outcome of already

existing advantages. These are new and key issues to address on which the literature on
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international business needs to be cross-fertilized by those on global value chains, dynamic
capabilities and institutional theory.

Concerning the specific capabilities of developing country firms, there is a need for more robust and
systematic empirical evidence to understand differences and commonalities of MNEs from different
home and destination countries and regions as well as sectoral patterns.

To understand how internationalization may contribute to the building of ownership advantages it is
useful to investigate how companies from different countries and sectors are able to build
technological, production, market and organizational capabilities. It is likely that the choice of the
modes of internationalization depends on whether the decision to invest is driven by the will to
learn from other firms’ technological or market knowledge (in which case joint ventures and
participation in global networks are more suitable) or instead by the need to acquire other firms’
assets, such as technological capabilities or other strategic assets, either material or immaterial such
as brands (in which case acquisitions might be the best mode). A further aspect to investigate is how
the increasing stringency of Intellectual Property Rights (IPR) regimes might influence the form of
international investments.

To conclude with an area of key interest for the recipient countries, there is a need of investigating
the economic impact of the international expansion of emerging multinationals. There are probably
threats as well as opportunities which can be envisaged in the labor market, in potential technology
spillovers as well as effects on the degree of market competition. A better understanding of these

issues is a main concern of scholars as well as policy makers.
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APPENDIX

Papers reviewed

Paper Type of analysis Sector
Chen&Chen (1998) Empirical analysis on FDI from 146 Taiwanese firms surveyed /
Hitt et al. (2000) Firms' lével data for developled and em.ergmg coluntrles (89 from develqped ,
countries, 113 from emerging countries- Mexico, Poland and Romania)
Bartlett and Ghoshal (2000) 12 Emerging MNEs from developing countries- case study methodology /
Makino et al. (2002) Analysis of the location choices of FDI fr0fn NIEs (based on a survey on 328 Manufacturing
firms from Taiwan)
Andreff (2003) Assessment of transition economies OFPI. Empirical test on the IDP of 176 )
countries
Overview of transition economies from central Europe (Czech Republic,
Svetlicic (2004) Estonia, Hungary, Poland and Slovenia) in a comparative perspective with /

developing countries MNEs

Bonaglia et al. (2006)

Case studies (3 MNEs - Haier (China); Mabe (Mexico) and Arcelik (Turkey) in
one sector (white goods)

White goods

Boston Consulting Group (2006)

Descriptive analysis of the top 100 Companies from Rapidly Developing
Economies

Industrial goods (32); Consumer durables (Home
appliances&consumer electronics- 18); Resource extraction
(15); Food and cosmetics (11); Technology equipment (6);

Telecommunications (6); IT (4)

Ariff and Pio Lopez (2007)

Descriptive Analysis on Malaysian OFDI (1990-2005)

Services, Natural Resources and Manufacturing

Buckley et al. (2007)

Empirical analysis on the determinants of Chinese OFDI over the period 1981-
2001

/

Yiu et al. (2007)

Firms' level data (274 Chinese firms)

Manufacturing

Sim and Pandian (2007)

Case studies (4 firms from Taiwan and Malaysia in two sectors: textile and

Textile and electronics

electronics
Li (2007) Case studies (3 latecomers from China): Haier, Lenovo, TCL Electronics
Lee and Slater (2007) Case study (Samsung) Electronics
Chittoor and Ray (2007) Strategic group analysis (cluster z'mal)./sis) of 40 Indian firms in the Pharmaceutical
pharmaceutical industry
Filantochev et al. (2007) Empirical analysis on Taiwanese FDI in China /

Klein and Wocke (2007)

Case studies (3 MNEs from South Africa)- Sappi, SAB Miller and Barloworld

Pulp and paper; brewing; diversified business (equipment;
industrial distribution; motor; cement; coatings and steel tube)

Goldstein and Pananond (2007)

Comparative study on the pattern of OFDI from Singapore and Thailand

/

Pananond (2007)

Case studies (2 MNEs from Thailand- Charoen Pokpand and Siam Cement)

Animal feed (main business); Cement (plus high
diversification)

Cuervo-Cazurra (2007)

Case studies (20 private MNEs from Latin America: 13 from Mexico, 6 from
Brazil, 1 from Argentina)

Diversified; food; cement; mining; airplanes; beverage; steel;
retail; steel; media

Elango and Pattnaik (2007)

Empirical analysis on a sample of 794 Indian firms

Electronics; food; primary manufacturing; process; secondary
manufacturing

Descriptive analysis based on data on FDI and M&A from Unctad for 30

Barnard (2008) . . /
developing countries
Pradhan (2008) Descriptive analysis on Indian OFDI over the period 1975-2001 /
Empirical analysis on home country determinants of OFDI from 4270 Indian
Kumar (2008) manufacturing firms (1989-2001) /
Transport, storage and communication; Wholesale and retail
Cross and Voss (2008) Survey of 21 Chinese MNEs investing in UK trade; real estate and business services; manufacturing;

hotel&rest.; financial services; fishing; construction

Liu and Tian (2008)

Survey of 20 Chinese MNEs investing in UK

Finance/insurance; hi-tech/ICT; Food-beverage; trade; textiles;
logistic; energy/oil/gas; mechancicals/electrics; chemicals; auto

Goldstein (2008)

Case study on Tata Group (India)

Diversified business group

Athreye and Godley (2009)

Comparative analysis of the internationalization strategies of American firms
('30s and '40s) and Indian firms (post '90s) in the pharmaceutical sector

Pharmaceutical

Duysters et al. (2009)

Case study on Haier (China) and Tata (India)

Diversified business groups

Kumar and Chadha (2009)

Descriptive analysis on two Indian and two Chinese global players in the steel
industry

Steel
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