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Resources for Competitiveness in Emerging Economies, 

and Foreign Investors’ Entry  Mode Choice

Abstract

Foreign investor’s choice of entry strategy has to balance the transfer and exploitation of their resources, with the augmentation of resources by development and acquisition of locally held resources. In emerging markets, investors are competing on the basis of different types of resources than in mature markets. Entry strategies, and the choice of entry mode in particular, thus are a function of the resource needs of the foreign investor and the local resource endowment, both of which depend on the specific conditions in the local context. 

We empirically analyze entry mode choice in four emerging markets, Egypt, India, South Africa and Vietnam, and find results to differ from what we would have expected based on the literature on mature market economies. This leads us to reconsider the ways international business scholars theorize and transfer theoretical concepts and their measurements when analyzing non-traditional business context. 

1. Introduction

Multinational corporations (MNCs) compete with unique resources and capabilities, which can be exploited by spreading operations across countries, to access local markets and/or resources. Expansion of operations outside the home country allows firms to exploit its existing resources in wider markets, and to augment their resources by accessing locally held resources. As a MNC expands internationally, it enters new, and hence unfamiliar business environments, and has to reassess each time the costs and benefits associated with alternative modes of entry. 


The choice of the mode of entry is, to a large extent, driven by a MNC’s need for local resources, specifically, by the availability of the sought resources in the local environment (Anand & Delios, 2002, Meyer & Estrin, 2001), and by the regulations governing foreign direct investment (FDI) (Fagre & Wells, 1982; Gomes-Casseres, 1990; Makino & Beamish, 1998). In this paper, we build on the resource-based view (RBV), which treats firms as heterogeneous bundles of resources (Wernerfeld, 1984; Barney, 1991). Applied to entry strategy, RBV studies start from the premise that strategies pertaining to choice of entry mode for foreign markets are driven by the underlying desire to re-deploy existing resources, acquire new resources, or both. An entry mode is chosen so as to best facilitate the use of the combination of resources held by a MNC and its local partners (e.g. Barkema & Vermeulen, 1998). For example, marketing-related assets of a potential local partner may attract an acquisition bid when the cost to a MNC of developing these assets from scratch is high, while technological assets can attract an investor if local firms control more advanced technologies than the acquirer (Anand & Delios, 2002). 

Along with transaction cost economics and the institutional perspective of business strategies, RBV is viewed by researchers as one of the most promising avenues for developing theoretical foundations for analysis of business strategies in emerging markets (Hoskisson, Eden, Lau & Wright, 2000). Indeed, it has been argued that the RBV is particularly suitable for analysis of firms’ behavior in rapidly changing environments, whether in the context of fast growing industries like information technology (Eisenhardt & Martin, 2000; Eisenhardt & Sull, 2001) or emerging markets (Peng, 2001; Luo, 2002; Makhiya, 2003, Uhlenbruck, Meyer & Hitt 2003). In fact, Makhiya (2003) found in an emerging market that firms’ resource endowment provides better predictors of corporate performance than conventional market-structure based variables. 

Yet, as in the literature on the transactions cost view of entry mode choice (Anderson and Gatignon, 1986; Hill, Hwang & Kim, 1990; Hennart & Park, 1993), there have been relatively few empirical studies examining the determinants of the choice of entry mode of MNCs that operate in emerging markets. Recent empirical research of choice of entry modes has analyzed entry in Eastern Europe (e.g. Brouthers & Brouthers, 2000; Meyer, 2001; Meyer & Estrin, 2001) and China (e.g. Tse, Pan & Au, 1997; Pan & Chi, 1999; Pan, Li & Tse, 1999; Pan & Tse, 2000; Luo, 2001; Chen & Hu, 2001). Yet, other emerging markets remain under-researched.  
In consequence, most of the conclusions drawn from empirical studies are based on data on MNC operations in developed countries, and most studies analyzing data from emerging markets apply existing theoretical frameworks, with occasional controls for the local environment (Luo, 2001; Meyer, 2001) but without apparent concern about the applicability of these analytical paradigms to the emerging market context. MNCs’ choice of entry mode has to strike a balance between the transfer and exploitation of their own resources and capabilities, and the acquisition and development of local resources. In emerging economies, MNCs compete with a resource and capabilities mix that is different from that in mature market economies. In particular, competitive advantages may to a large extent be based on context-specific resources rather than globally transferable industry-specific resources. This includes capabilities to operate in the specific institutional context of an emerging market (Koch & Guillén 2000, Khanna & Palepu 2000, Henisz 2003) as well as capabilities to deal the high degree of volatility in the operating environment (Peng & Luo, 2000). Therefore, the types of resources MNCs seek to leverage, and those they need to acquire locally vary between developed and emerging markets (Hitt, Dacin, Levitas, Arregle & Borza, 2000), and the acquisition of country-specific capabilities remains much more a concern of MNCs operating in emerging markets than those operating in developed economies. Hence it is difficult, if not impossible, to understand the logic of the entry mode strategies of MNCs in emerging markets on the basis of generalization of experiences of entry in developed markets. 

Our study addresses the aforementioned lacuna in the literature in two different ways. First, we incorporate in our analysis information about not only the resource needs of the MNCs, but also about the availability and quality of local resources. Second, we test propositions derived from the application of the RBV to the emerging market context using a new and unique firm-level dataset obtained from four emerging economies that have not yet received major attention in the international business literature: Egypt, India, South Africa and Vietnam. These four countries have been selected because, since the early 1990s, they have substantially liberalized their economies, and yet are sufficiently different from each other so as to provide significant variations in both institutional environments and availability and quality of local resources. In this way, we are able to provide an insight into how existing business theories can be adapted to improve their relevance for business operations in emerging economies. 

The remainder of this paper is structured as follows: In the next section, we discuss the application of international business and strategic management theories to emerging economies. In section three, we develop the theoretical arguments concerning the determinants of the choice of mode of entry. Specifically, we focus on the impact of local conditions, especially resource endowment and institutions, on a MNC’s choice between Greenfield and cooperative modes – acquisition and joint venture – of entry. Section four introduces the aforementioned four emerging markets. Section five introduces the empirical methodology. Section six reports and interprets the results. Section seven discusses the results, sometimes falling back on case research that has been a part of our broader research agenda. Finally, section eight concludes. 

2. Theorizing on Business in Emerging Economies: A Resource-based Perspective

As in many other disciplines, the development of theory and testing of the resultant hypotheses in international business and strategy research have been driven primarily by the objective to explain the behavior of firms in mature market economies. However, the institutional arrangements and resource endowments of emerging markets are very different from those in mature industrialized economies. Therefore, when theories developed on the basis of MNCs’ experience in developed economies are applied to emerging market contexts, they do not provide satisfactory explanations of the behavior of MNCs in the latter (White, 2002; Meyer & Peng, 2003).


The problem of applying theories based on experiences of developed economies to emerging markets is twofold. First, the relative importance of certain firm and industry characteristics would be different in different contexts; those that are important determinants of MNCs’ behavior in developed economies may not be as important in the emerging markets, and vice versa. Second, the nature and mechanisms of impact of these variables on the MNCs’ behavior may vary across these two types of markets, as contextual variables may moderate or offset their relationships, or allow for entirely different channels of interaction.


The difference between mature market economies and emerging markets lies in the latter’s indigenous resource endowment and their institutional set-up. Given this difference, researchers take, broadly speaking, two different approaches to analyze business strategies of firms in emerging markets. Some studies take as their basis mainstream theories, and then control for specific aspects of emerging markets using additional control variables (Meyer 2001a, Luo 2001). Others attempt to develop theories on the basis of the experiences of these firms in emerging markets. For example, the theories associated with the organizational learning strand of the RBV (Lane, Salk & Lyles, 2001; Uhlenbruck, Meyer & Hitt, 2003) and the institutions-based view of business strategy (Peng & Heath, 1996, Spicer, McDermott & Kogut, 2000; White & Linden, 2002) have recently been augmented on the basis of the experiences of firms operating in the transition economies.

The RBV provides perhaps the best vehicle for development of a theory of MNCs’ behavior that is mindful of the challenges and operational conditions these organizations face in emerging markets (Peng, 2001; Luo, 2002; Makhiya, 2003, Uhlenbruck, Meyer & Hitt 2003). It focuses on how firms develop and utilize their resources (Wernerfeld, 1984; Barney, 1991). Within this paradigm, competition is seen a process in which firms acquire, develop, modify, transfer and possibly divest their resources with the aim of gaining competitive advantage over other firms in the same industry. In this literature, resources include not only tangible inputs like labor and physical capital, but also intangible capabilities and network capital in form of relationships with other businesses or authorities (Koch & Guillén 2000). These resources may be embedded in individuals and teams, in a firm’s internal and external network relationships, in its business processes and in synergies realized between business units (Dierickx & Cool, 1989; Kogut & Zander, 1993; Teece, Pisano & Shuen, 1997). 

Recent RBV research has also focused on dynamic capabilities, which are defined as “the firm’s processes that use resources … to match and even create market change. Dynamic capabilities thus are the organizational and strategic routines by which firms achieve new resource configurations as markets emerge, collide, split, evolve, and die.” (Eisenhardt & Martin, 2000:1107, also see Teece, Pisano & Shuen, 1997). Such capabilities should be particularly relevant in rapidly changing emerging economies, for several reasons. First, emerging markets are typically characterized by complexity of the business environment, volatility of industrial structures, and specificity of the business culture (Shenkar & von Glinov, 1994; Luo & Peng, 2000). In order to be competitive in these contexts, a firm has to draw on capabilities like strategic flexibility (Uhlenbruck, Meyer & Hitt, 2003) that are different than those required to attain competitive edge in mature market economies. 

Secondly, the types of complementary resources that a MNC seeks to acquire from potential local partners vary with the nature of the local market (Hitt, Dacin, Levitas, Arregle & Borza, 2000). Typically, emerging economies are strong on natural resources and a price-competitive medium-skilled labor force, but not in cutting-edge technology that defines core competence in mature market economies. The competitive edge of a MNC operating in an emerging market, therefore, is determined by its ability to both adapt its technological competence to the needs and capabilities of the local market, and utilize available local resources in the best possible combination with this technological competence. Some MNEs may find that mature capabilities, which are no longer considered a basis for gaining competitive advantages in Western Europe or North America, are more suitable to compete in places like India or Vietnam. Vernon’s (1966) product live cycle model depicts a classic example for such an industry, as the production of mature products is relocated to developing countries to take advantage of their factor endowment. However, since economic reforms in emerging markets often lead to rapid changes in the availability and quality of local resources, sometimes even allowing local industry to technologically leapfrog, a MNC investing in an emerging market may have to have the flexibility to successfully adapt to changing local business conditions. 

Thirdly, unlike in developed market economies, institutional frameworks in emerging markets may impose constraints on the available set of entry (and other business) strategies, e.g., in the form of industry-specific ceilings on the extent of foreign equity ownership (Gomes-Casseres 1990, Beamish and Makino 1998). Moreover, emerging economies typically have weaker market-supporting institutions and a higher overall degree of uncertainty, which influence the optimal strategy for firms in emerging markets (Khanna & Palepu, 2000; Peng, 2001a). For example, if legal institutions such as contract law and enforcement of property rights are weakly developed, businesses rely to a large extent on network-based growth strategies (Peng & Heath, 1996), thereby developing the ability to enforce (often informal) contracts with norms (as opposed to laws and litigation). Similarly, successful marketing of a product developed in mature economies may require adaptation of both the product and marketing processes to suit local consumer behavior and nature of local distribution channels (Dawar & Chattopadhay, 2002). 

In consequence, firms operating in emerging markets require context-specific capabilities to dealing with a highly regulated and instable market, such as contact capabilities (Koch & Guillén, 2000), and knowledge of the specific institutional environment. Relative to globally transferable industry-specific resources, context-specific resources are more important in emerging markets than in mature market economies. Access to these resources is, therefore, a prime consideration in designing an entry strategy with respect to an emerging market. In contrast, in mature markets, firm or industry-specific capabilities are prime drivers of competitiveness. Consequently, empirical research on entry mode strategies in developed market economies, which forms the basis of the mainstream theories concerning such strategies, focuses on firm and industry-specific capabilities as the key determinants of entry mode choice (Hennart & Park 1993, Barkema & Vermeulen 1998).

The RBV considers the diversity of resources providing competitive advantages in different contexts, and thereby offers opportunities for incorporating into the analysis the specifics of business strategies in emerging economies. In the context of entry mode choice, RBV researchers analyze which entry modes best facilitate the exploitation of existing resources, and which of these modes best enhance the resource base of the firm (Anand & Delios, 2002). In other words, the choice of entry mode is a function of the nature of the resources needed to operate the MNC’s affiliate in the host country, as well as that of the resources that are available either locally or by transfer from the parent. Thus entry mode decisions can best be understood by combining project-specific, location-specific, and investor-specific variables (Luo, 2001).

Investors can access locally available resources either by buying them individually and combining them, or – if these resources are organizationally embedded – by acquiring a local firm or entering into a JV with it. An investor would prefer entry by Greenfield, if the overseas expansion is on the basis of some unique embedded resource and organizational practice that require replication in the local affiliate, and complementary resources such as skilled laborers and real estate are available locally (Hennart & Park, 1993, Danis & Parkhe, 2002). If, on the other hand, local firms control crucial local resources, entry by a cooperative mode would be more likely. For any entry, the specific resource requirements of the intended location, the locally available resources, and the means by which these resources can be acquired, moderate the firm’s entry mode choice. 

3. Theoretical Perspectives on Entry Modes for Emerging Markets

3.1. Defining Entry Modes

In emerging markets, foreign investor’s entry mode choice is primarily between Greenfield or entry in cooperation with a local partner.
 Cooperation with a local partner, in turn, may take the form of cross-border acquisitions or joint ventures. From a strategic management perspective, the key difference between these different forms of entry is the origin of the resources employed in the local operation of the MNC. Specifically, a Greenfield project creates a de novo subsidiary bottom up; the MNC obtains resources from various sources – from within itself, from the host country market, and from the home country market – and combines them in the way it deems best. Acquisitions refer to the ‘purchase of stock in an already existing company in an amount sufficient to confer control’ (Kogut & Singh 1988:412), i.e., most, if not all, the resources of the local affiliate is embedded in the acquired local company. Finally, a joint venture is created by one or more MNCs, together with one or more local firms, and with all these partner firms contribute resources to the de novo local company, and jointly share control over its operation. 

The choice between these entry modes is first and foremost a decision about the origins of the resources that shall be employed in the new venture (Anand & Delios 2002, Danis & Parkhe 2002). The preferred entry mode, therefore, depends on the resources needed, which, in turn, depends on the strategic objectives of the project. The choice of entry mode also depends on the resources that are found (i) within the entering multinational enterprise, (ii) in unbundled form on local markets, and (iii) in bundled form in local firms (Meyer & Estrin 2001). The choice of the entry mode reflects the reconciliation of the needs of the MNC and the relative costs of acquiring the resources from the various sources. In the subsequent sub-sections, we develop our analytical paradigm on the basis of this resource based view of entry mode choice. 
3.2. Resource Needs of MNCs

The literature on RBV distinguishes between resource exploiting (e.g. Morck & Yeung, 1991) and resource seeking FDI (Zahra et al. 2000, Chung 2001, Luo 2002). Resource exploiting MNCs seek to maximize the rents from the firm’s embedded resources and capabilities, partly by leveraging the complimentary resources available in overseas markets. Resource seeking MNCs, on the other hand, seek to add to their capabilities by combining them with resources available in other countries. In emerging markets, resource-exploitation primarily associated with market-seeking FDI, whereas resource-seeking is associated with production for exports and, in rare cases, with strategic asset seeking FDI (Makino, Lau & Yeh, 2002). The objectives of the MNC and the specific resources required to attain them are prime determinants of entry strategies. 

FDI motive. For resource seeking investors, the prime objective is access to local resources and capabilities; yet these are often controlled by local firms. FDI is particularly common in technology-intensive sectors with countries or regions creating a “geographical pull” (Anand & Kogut, 1997) for MNCs aiming for technological leadership. Since technology-based assets are generally geographically fungible, they may be acquired and then shared throughout a MNC’s global operations (Anand & Delios, 2002). For the MNCs, the attraction of the host economies lies not only in the factor endowment, factor costs, and the institutional context of the economy, but also in the historical accumulation of capabilities at the firm level (Nelson & Winter, 1982). This is usually the case with FDI flows into mature markets, but, of late, this has also become an important driver of FDI into emerging markets (Narula & Dunning, 2000), as illustrated for instance by FDI in the Indian information technology sector. 

The capabilities that make local firms attractive to MNCs include technology-based assets and human capital that may be organizationally embedded, and not transferable in disembodied form. In other cases, local firms control access to natural resources such as the mining or the oil and gas industry. In emerging market contexts, resource-seeking foreign investors often seek organizationally embedded resources, such as manufacturing capabilities or natural resource licensed to local firms. In such cases, a joint venture with the local firm or acquisition of the firm would be the best way to access the sought resources. We, therefore, hypothesize that resource-seeking MNCs are more likely to choose a co-operative mode of entry, because this would provide the investor with access to resources embedded in and controlled by local firms.

H1:
Foreign investors in emerging markets that are resource seeking, are less likely to choose a Greenfield entry. 

Resources Sought. Foreign investors relying on the combination of their resources with local ones to achieve local competitiveness are more likely to choose a cooperative mode of entry. Yet this propensity would vary with the characteristics of these resources. 

If the resources sought from the host economy are intangible, transactions may have to be internalized as markets for the intangible resources are often are subject to information asymmetry, which pushes up the associated transactions cost and thereby leads to market failure (Buckley & Casson, 1976; Hennart, 1982). Moreover, the need for direct interaction between the transferor and the recipient of intangible resources may require intra-organizational transfer of tacit knowledge (Kogut & Zander, 1996). Further, in an emerging market context, sought after intangible assets include brands and distribution networks (Dawar & Chattopadhay, 2002; Chi, 1994). Marketing assets are location bound such that they cannot normally be transferred across borders (Anand & Delios, 2002), and brand names are usually not geographically fungible, apart from a few global brands (Kessides, 1986; Anand & Delios 2002). Given the time and other costs of building brands and developing distribution networks in local markets, MNCs, which usually seek a first mover advantage after the initiation of reforms in the host economy opt to enter these markets by way of cooperation with local firms that have the necessary resources embedded in them (Hennart & Park, 2002; Danis & Parkhe, 2002). 

The case in favor of a cooperative mode of entry is less obvious if the sought after resources are tangible, e.g., skilled labor. In principle, such resources can be purchased from the market, since they can be separated from local firms that are in possession of them at the time of entry of the MNC. However, the cost associated with searching for these resources and entering into a contractual agreement separately with each individual resource can be high. Further, the key to resources like skilled labor may lie in teams whose members are more productive when they work with each other. Hence, even though tangible resources can be purchased directly from the market, a resource-exploiting MNC that aims for first-mover advantages is likely to enter an emerging market by way of acquisition or joint venture.

Thus, foreign investors that seek to employ local resources are more likely to cooperate with a local firm. However, this relationship is expected to vary with the role of the local resources in the global firm, and with the nature of resources: 

H2:
The more a foreign investors requires local tangible and intangible resources to enhance its competitiveness, the less likely is entry in form of a Greenfield. 

H2a:
The effect of H2 is stronger for resource-seeking investors than for resource-exploiting (market-seeking) investors. 

H2b:
The effect of H2 is stronger if the sought after resources are intangible than if they are tangible.

3.3. Local Firms’ Resource Endowment
Foreign investors entering by an acquisition or JV mode can tap into existing local networks (Jaffe, Trachtenberg & Henderson, 1993), market knowledge and distribution networks (Beamish 1994, Hitt et al., 2000); and they may capture internal routines (Nelson & Winter, 1982) and local ‘organizing principles’ (Kogut, 1991). The Entry mode choice literature often presupposes that local firms exist that possesses the desired resources and are available for acquisition or forming a JV (Meyer & Estrin, 2001). However, cooperative entry needs first and foremost a target firm that possesses assets that are strategically important to the investor. When local firms have nothing to offer, there is no point for foreign investors to consider a cooperative mode of entry. 
Competition in local industry. The market share and associated marketing assets of local firms is, from a foreign investor’s perspective, often a very attractive asset. When contemplating entry, a MNC has to take into consideration the costs of overcoming barriers to entry created by incumbent local firms. The likelihood of retaliatory strategies is likely to be high in the event of a Greenfield entry because it may eat into the market share of local incumbents and/or reduce prices and profit margins by expanding the industry’s production capacity (Yip, 1982; Chatterjee, 1990). If local incumbents anticipate entry by foreign firms, they may lobby to restrict entry into the local market by way of regulations. Incumbents may also benefit from existing regulatory constraints that protect their market power. Hence, acquisition, which does not alter the market shares of incumbent firms and productive capacity of the industry, may be the most reasonable way of entering a competitive industry (Buckley and Casson, 1998). Joint ventures may also be a feasible way of entering a competitive market if an incumbent local firm feels that a tie up with a MNC would give it a competitive edge (Fahy et al., 2000). 

The rationale for cooperative modes notwithstanding, the empirical evidence available in the literature is mixed. Some studies find that highly concentrated local industries are more likely to witness cross-border acquisitions (Caves and Mehra, 1986; Chen and Zeng, 1996), yet this is not confirmed in other studies (Hennart and Park, 1993; Hennart and Reddy, 1997). As the empirical jury is still out on the possible impact of concentration of the local industry, we expect that the existing market power of incumbents attracts entry by cooperative modes, while entry in an industry with many competitors would be more likely entered by Greenfield: 

H3:
If the host country market is crowded with many competing firms, a foreign investor is more likely choose Greenfield entry.

Quality of human resources. Given that the core competences of many MNCs are embedded in their human capital, it is important that these capabilities are optimally accumulated and deployed. As a consequence, skilled or high quality laborers constitute a key resource for these MNCs, and their affiliates in emerging markets. These companies typically train their local staff and thereby transfer their embedded technological and organizational capabilities. However, the effectiveness of such training depends on the local employees’ prior level of education as well as the on the cognitive gap between their past activities and the expected new behavior and performance levels (Newman, 2000). Higher levels of human capital among local employees ease the process of bringing local employees at par with the global standards of the MNC. 

In emerging markets, high quality labor, especially managers, are hard to recruit as labor markets are inhibited long-term employment relationships and information asymmetries between employment-seeking individuals and potential employers (Khanna & Palepu 1998, Koch & Guillén, 2000). Hence, the cost of recruiting skilled laborers from the market may be high, and therefore MNCs may find it easier to access to high quality labor by pursuing cooperative strategies rather than by way of Greenfield entry. Skilled personnel as a resource is more important to resource-seeking MNCs, and so resource-seeking investors would have greater incentive to cooperate with local firms to access high quality employees. Given that skilled human resources in typically organizationally embedded, we thus hypothesize: 

H4:
The better the quality of the local human resources, the less likely foreign investors enter by Greenfield projects.
H4a: 
The effect of H4 is likely to be stronger for resource-seeking FDI.

Quality of the local firms’ resources. A cooperative entry by a MNC, which normally owns technology as well as superior knowledge of production processes and managerial practices, requires that the potential local partners be of high quality. This applies to the local firm’s market position (H3) and human capital (H4), as well as a range of other resources and capabilities. For instance, local partners have to be able to adopt the MNC’s technology, production processes and business practices. This “absorptive capacity” is a function of not only the human capital associated with the local firm but also on its organizational structure and business culture (Lane, Salk & Lyles, 2001; Zahra & George, 2003). Hence, a ‘strong’ local partner firm would facilitate knowledge transfer to the existing organizations, while collaboration with weak local firms may cause significant integration problems, as the partner firm may not be ‘digestible’ (Hennart & Reddy, 1997).

If on the other hand local firms do not possess relevant strong resources, a MNC would be more likely to enter by way of a Greenfield project, and vice versa. As before, the quality of such local resources would be of greater importance to resource-seeking MNCs.
H5: 
The weaker local firms are in terms of their own resource endowment, the more likely foreign investors are entering by Greenfield. 

H5a: 
The effect of H5 is likely to be stronger for resource-seeking MNCs.

3.4. Resources of the Foreign Investor

The choice of entry mode is also influenced by the resource endowment of the MNC:

International business experience. MNCs with operating experience in a specific foreign business environment develop context-specific capabilities, and can therefore reduce the cost associated with subsequent entries into the same market. The process of learning by way of conducting business in the local environment strengthens the MNC-entrant’s capabilities, and thereby provides a basis for further commitments to that market, leading to a gradual deepening of the business ties with the local market over time (Johansen & Vahlne, 1990). Indeed, it has been argued in both the strategy and industrial organization literature that MNCs often enter new emerging markets by way of joint ventures, and once they acquire knowledge about the local market conditions they launch new business operations without the involvement of local partners (Wilson, 1980). Such context specific capabilities are of particular relevance in emerging markets; country-specific experience and familiarity with the local environment in these markets reduces investors’ dependence on local partners and their organizationally embedded intangible resources (Anderson & Svensson, 1994; Barkema & Vermeulen, 1998; Delios & Henisz, 2000, 2003). Further, country-specific experience provides the MNCs the knowledge required to acquire resources like skilled labor without the aid of a local partner. In some cases, operating experience within a country may be substituted with experience in regional markets or other countries with similar characteristics in terms of institutional structure and business culture (Henisz 2003).

The logical link between context-specific experience and Greenfield entry notwithstanding, the empirical evidence about the link between these two variables are inconclusive, even if we distinguish general international business experience and country-specific experience, a la Kogut & Singh (1988). Some studies found that country-specific experience facilitates acquisitions (Anderson and Svensson, 1994; Barkema and Vermeulen, 1998), while others did not find any statistically significant relationship between the two (Kogut & Singh, 1988; Hennart & Park, 1993; Padmanabhan & Cho, 1996). Similarly, early studies found that firms with extensive general international business experience were more likely to pursue acquisitions (Caves & Mehra, 1986; Larimo, 1993; Anderson & Svensson, 1994, Brouthers and Brouthers 2003), while more recent studies found that experienced firms prefer Greenfield entry (Larimo, 1998; Barkema & Vermeulen, 1998; Brouthers & Brouthers, 2000). One possible reason for such divergent results may be that impact of experience on entry mode varies across industries, for instance between manufacturing and services (Brouthers & Brouthers 2003). In view of this inconclusive empirical evidence, we align our hypothesis with the theoretical argument:

H6:
Investors with operating experience in the relevant country or similar emerging markets are better capable of acquiring local resources on their own and therefore prefer Greenfield mode of entry. 

Core competences. The main contribution of the RBV literature to the mode choice discussion has been to explain how the nature of firm-specific resources may relates to the choice of the entry mode (Barkema & Vermeulen, 1998; Anand & Delios 2002). In particular, MNCs that possess resources that are easily transferable across borders but are difficult to transfer across organizational boundaries would prefer the Greenfield mode of entry. Hence, MNCs with significant intangible assets and those that are already established in their respective industries are more likely to enter a new market by way of Greenfield (Hennart & Park, 1993). 

Empirical research provides strong support for the notion that MNCs with unique embedded resources, e.g., R&D intensive firms, prefer Greenfield entry (Kogut & Singh, 1988; Hennart & Park, 1993; Andersson & Svensson, 1994; Padmanabhan & Cho, 1996; Brouthers & Brouthers, 2000). Similarly, firms focusing on one product line, who are likely to possess unique knowledge associated with the production processes and business practices associated with those product lines, prefer the Greenfield mode of entry while, by the same token, diversified firms prefer entry by way of acquisition or joint venture (Caves & Mehra, 1986; Larimo, 1998; Brouthers & Brouthers, 2000; Mudambi & Mudambi, 2002). Finally, MNCs pursuing large investments abroad are less likely to possess all the required resources, and may thus opt for a cooperative mode to access complementary resources and/or to share the risks associated with the new business venture with a partner. Hence, relatively smaller FDI is frequently associated with Greenfield projects, and vice versa (Caves & Mehra, 1986; Kogut & Singh, 1988; Hennart & Park, 1993; Brouthers & Brouthers, 2000). 

H7: The more firms compete on the basis of organizationally embedded unique capabilities, the more likely they would choose Greenfield.

Figure 1 summarizes the theoretical arguments about the link between a MNC’s choice of entry mode, and its characteristics and resource requirements, as well as the characteristics of the local firms and industry. 

***

Figure 1 approximately here

Table 1 approximately here

***

4. The empirical setting 

The above hypotheses are tested using data collected in four emerging markets. The common feature of all these four economies – Egypt, India, South Africa and Vietnam – is that they have pursued economic reforms since the early 1990s, and, in particular, have liberalized the regulations governing foreign direct investment (FDI). In response to the economic reforms, all four countries experienced a surge of inward FDI during the 1990s, in percentage terms (Table 1). However, the FDI flow to these countries did not reach the expected scale, notably in South Africa and India, nor have inflows been stable over time. 

The common characteristic of economic reforms notwithstanding, the four economies are also very different from each other, and they represent a cross-section of emerging markets, ensuring significant variation in the pooled local business environments. For example, South Africa, with a per capita GDP of over 8,000 PPP dollars is not a typical developing country, notwithstanding widespread poverty and a high degree of income inequality. It has, on average, a higher state of development and better infrastructure that Egypt, India and Vietnam. India, on the other hand, has GDP per capita of about 2200 PPP dollars, and underdeveloped infrastructure, but it has a highly developed information technology sector and a large pool of skilled labor force. Further, India’s market, at 2.3 trillion PPP dollars, is much larger than those of Egypt, South Africa and Vietnam. This diversity of countries implies that data pooled from these four economies provide significant variations in terms of the types of MNCs they attract, and the business and entry mode strategies they pursue. 

5. Methods of empirical analysis

5.1. Sample and data collections

The data was collected using a survey instrument. The use of the questionnaire enabled us to collect information about not only the characteristics of the MNCs and their local affiliates, but also about the perception of the MNCs about local conditions at the time of the entry. The literature suggests that knowledge of these perceptions is important for a clear understanding of the drivers of entry mode choice (Agarwal and Ramaswani 1992). Further, the use of the questionnaire allowed us to randomly select MNCs affiliates from the population of MNCs operating in each of the four countries, thereby avoiding a sample selection bias that could have arisen if we used secondary data available in the public domain on some but not all these MNCs. 

Questionnaire. The questionnaire survey instrument was developed in stages by the authors, in cooperation with the field research team leaders. The questionnaire was piloted on about 35 firms in the four countries, during the summer of 2001. Aside from collecting data based on the initial version of the questionnaire, the country teams also interviewed the management of 3 firms in each country to develop case studies (Estrin and Meyer, 2004).
 Thereafter, based on the feedback provided by the field researchers associated with the country teams, and on the insights into the strategic decision-making process of the MNCs by way of the case studies, the questionnaire was reviewed and revised. 

Base population. The base population for the survey was defined as all registered FDI projects that were established in the four countries between 1990 and 2000 that had a minimum employment of 10 persons, and minimum of 10% equity stake by the foreign investor. The time limit ensured that the information relevant to the decisions taken at the time of establishment of these firms was part of the organizational memory at the time of the survey. Similarly, the stipulations concerning size and equity stake of the foreign investor ensured that the firms included in the base population were not trading or sales offices, but rather were fully operational business operations. The base population has been constructed on the basis of locally available databases. In India and Vietnam, comprehensive databases were obtained from the authorities regulating FDI. Inflow. In Egypt and South Africa, the base population was constructed using commercial databases that were supplemented with research by the country research teams. 

Data collection. The questionnaire was administered in the four countries between November 2001 and April 2002 by local research teams. 
 MNC affiliates in these countries were selected for the administration of the questionnaire using stratified random sampling. The stratification was used to ensure that the cross-sector distribution of firms in the sample closely resemble the distribution for the population, at the 2-digit level. Once a firm was selected, its CEO or a high level manager was interviewed by interview teams that were specially trained for the administration of the questionnaire. In some cases, responses were obtained by way of mail/fax. The response rates varied between 10% in Egypt and 31% in South Africa. If less than 150 firms responded in any country, more randomly selected firms in each 2-digit industry level were contacted by the interview teams. a consequence of additional firms having been contacted where appropriate to achieve the target return of 150 companies per country. A total of 613 responses were received, of which 403 were useable for this analysis, after accounting for missing values. This represents about 10% of the estimated base population in each of the four countries. 

5.3. Construction of Variables

As mentioned above, we seek to explore the determinants of the choice between Greenfield entry and cooperative modes of entry by MNCs in the four countries. Our the dependent variable, therefore, is a binary variable that takes the value of 1 for Greenfield entries, and is zero otherwise. The determination of the mode of entry was made on the basis of self response of the firms. Our explanatory variables can broadly be categorized into three categories: resource based variables, characteristics of local firms who were potential partners of the MNCs at the time of their entry, and characteristics of the MNCs themselves.
 Our set of independent variables combines respondents’ assessment on a Likert-type scale and objective measures like data on the parent firm to avert common method bias. The explanatory variables are constructed as follows:

Project specific variables. Resource seeking is a dummy variable taking the value of 1 if the affiliate has exported at least 50% of its output in the first year of operation, and zero otherwise. Here, we assume that the export performance in the initial year reflects the primary objectives of the MNC with respect to the host country. 

We constructed two indices to measure the extent of need of investors for tangible and intangible assets. The survey instrument required the MNC affiliates to respond to two related questions. The first of these questions required the MNCs to identify the three tangible or intangible resources that were important to the success of their business ventures.
 A MNC could choose 0, 1, 2 or 3 tangible resources, and correspondingly 3, 2, 1 and 0 intangible resources. The second question required the MNCs to provide information about the extent to which – in percentage terms – these resources were contributed by the parent MNC, the local affiliate (if any), overseas markets, and the local market. As expected, there were a negligible number of entries for the “other” category. 

We defined the share of key resources sourced from the host country as the sum of the shares sourced from the local partner and the host country market. Given this information, we defined the indices for tangible index and intangible index as follows: Let the percentage of a resource i sourced from the host country be xi. Each resource is assigned a weight corresponding with its ranking by the respondent, which may be 1, 2, 3 or 0 (= not ranked). Let wi be the weight associated with each xi, so that w1=3, w2=2 and w3=1, w0=0. For both types of resources, the index was calculated using the formula ∑i wi xi / ∑i wi. The index thus reflects the relative contribution of local resources to the overall package of resources that the firms considers essential for its competitiveness, giving more weight to the resources ranked more important. 
Local firms. In the absence of reliable industry-level statistics in emerging economies on, for example, concentration indices, or expenditures for R&D and advertising that have been used in earlier research (e.g., Hennart & Park, 1993, Anand & Delios, 2002), we rely on survey-based measures of these constructs. The measures of local conditions used in the regression analysis are as follows: First, the MNC affiliates responding to the survey were asked to report the number of competitors in the host country markets at the time of their entry into those markets, using an ordinal scale ranging from 1 (none) to 5 (over 10 competitors). Competition is a dummy variable that takes the value 1 if a respondent reported 5 on this ordinal scale, indicating that the local market had 10 or more competitors at the time of entry. 

Similarly, the respondents were asked to report their perceptions about the quality of local firms at the time of entry, using a 5-point Likert scale. Specifically, the respondents reported their perceptions about the quality and range of products and services of the competing local firms, their management capabilities, and their marketing capabilities [see appendix 1]. This three-item measure for the quality of local firms has a Crombach’s alpha of 0.79. We created an index for the MNCs’ perception about the quality of the local firms at the time of entry, the index being an arithmetic average of the three ordinal numbers for the different aspects of quality. Similarly, the respondents reported their perceptions about different types of labor – executive management, professionals, operational management, and skilled non-managerial labor – available in the local market, on a 5-point Likert scale [see appendix 1]. The four scores provided by each respondent have a Crombach’s alpha of 0.81. Hence, as for the quality of local firms, an index was created for quality of local labor by way of an arithmetic average of the four different scores.
Characteristics of MNC parent and local affiliate. The foreign investors experience is measured with two complementary dummy variables to take account for different types of experiences influencing international strategies (Barkema & Vermeulen 1998). Experience in country is a dummy variable from the questionnaire, indicating whether or not the investor had prior business operations in the country. Due to the possibly varying effects of such experience across industries, we interact the experience variables with a service industry dummy. Experience in emerging markets is a dummy variable taking the value of 1 if the firm had foreign investment in an emerging market region other than that of the pertinent host country: Africa, Asia (other than Japan), Eastern Europe, Latin America, and zero otherwise (see appendix 1 for the question).

The foreign investor’s unique resources are measured by three variables in line with prior research (Harzing 2003), yet simplified to the possibilities of a questionnaire survey instrument. R&D intensity is the R&D expenditures as a percentage of sales, as reported in the questionnaire on a scale from 1 (0-0.5%) to 7 (over 15%). Relative size is based on a 6-point scale reported in the questionnaire, where 1 stands for 0 to 0.1% and 6 stands for over 20%. A dummy variable has been created taking the value of 1 if the affiliate accounts for more than 5% of global turnover. Conglomerate is a dummy variable that takes the value of 1 if the respondent found that out of three options “Conglomerate diversified into unrelated business sectors” best described the parent firm, with focused and related diversification as alternatives given (see appendix 1).


Control Variables. Aside from the above explanatory variables, we included several control variables in the regression specification. Many studies observed that the national origin of investors impacts the choice of entry mode (e.g. Hennart & Larimo 1998, Brouthers and Brouthers 2001). We, therefore, include two variables that control for the country of origin: the geographic distance
 between the home country of the parent MNC and the host country, in kilometers, and GDP per capita of the parent MNC’s home country, measured in US dollars.
 Further, we control for unobserved characteristics of the host emerging markets using country dummies for the four economies. Finally, in keeping with the literature (Andersson & Svensson, 1994; Barkema & Vermeulen, 1998; Larimo 1998), we control for the time of entry of the MNCs into the emerging markets using a time trend that took the value 1 for 1990 and 11 for 2000. Since this time trend implicitly captures the progress of liberalization and economic reforms over time, and given that the pace of reforms differed across the four countries, we also interacted the time trend with the country dummy variables. 
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Descriptive statistics. Table 2 reports descriptive statistics and the correlation matrix for the dependent and explanatory variables used in the regression analysis. It can be seen that 40% of the MNCs in the sample entered the four host countries with Greenfield projects. Most of the remaining projects, which involved cooperation with local partners, were in the form of joint ventures. Indeed, acquisitions accounted for a significant proportion of entries only in South Africa, which is perhaps not surprising given the existence of superior acquisition targets and a relatively developed capital market in South Africa.

There were clear regional patterns with respect to the origin of the foreign investor. A significant proportion of the foreign investors in Egypt were from the MENA countries, while most of the foreign investors in Vietnam were from Taiwan and other East Asian countries. India and South Africa, on the other hand, attracted investment mostly from MNCs from the Anglo-Saxon world and the European countries with many of which these two countries have had historic links. Finally, Japan, the largest investor outside of North America and Europe has significant investments in both India and Vietnam – Asian countries – but negligible investment in the African nations of Egypt and South Africa.

5.4. Regression specification

Given that Greenfield is a dummy variable taking the value 1 or zero, we estimate the specification using the logit regression technique, which has also been applied in earlier related studies. The regression specification is given by the following equation:

Greenfield = (0 + (1(resource seeking) + (2(tangible resources) + (3(intangible resources) + (4(resource seeking ( tangible resources) + (5(resource seeking ( intangible resources) + (6(competition) + (7(quality of local firms) + (8(quality of local labor) + (9(resource seeking ( quality of local firms) + (10(resource seeking ( quality of local labor) + (11(in-country experience) + (12(in-country experience ( services sector dummy) + (13(experience in emerging markets) + (14(R&D) + (15(relative size) + (16(conglomerate) + (17(geographic distance) + (18(GDP per capita) + (i(i(host countryi) + (19(time trend) +(i(i(time trend ( host countryi) + e 

when e is the randomly distributed error term. The expected coefficients are shown in Table 3.

Before proceeding with the regression analysis, we tested whether the data fulfils the assumption underlying any good empirical analysis, namely, that the sample and the responses used for the construction of the variables are not biased in any way. First, we tested for respondent biases, given that respondents vary in their personal characteristics, which, in turn, influence their perceptions about local resources, local firms etc. We found significant differences between the perceptions of expatriate managers and local managers of the MNC affiliates regarding two variables: the quality of the local firms, and the quality of local labor. We correct for this bias by creating a dummy variable that takes the value 1 if the respondent is an expatriate manager, and then interacting this dummy variable with the two explanatory variables for which the aforementioned bias was detected. These interaction effects were significant in some specifications (see column 4 in table 3), confirming the need for including this control in the specification.

We also tested the hypothesis that observations that had to be dropped on account of missing data are systematically different from those that were retained in the sample. In other words, we took into consideration possible sample selection bias, and attempted to correct for it using the two-step Heckman procedure. While the first stage regression of the procedure, in which a probit model is estimated with the dummy dependent variable taking the value 1 if an observation is included in the sample, was weak, as suggested by the low goodness of fit, the model itself was non-trivial. However, the coefficient of the Inverse Mill’s Ratio in the second stage of the Heckman procedure was not statistically significant, indicating that there is not enough evidence to suggest that a sample selection bias existed in the data used for the regression analysis.
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6. Results

The regression results are reported in Table 3. The table reports the coefficient estimates for four specifications. Columns (4) and (5) report the coefficient estimates of specification [1], while columns (2) and (3) report the coefficient estimates of a truncated specification that does not take into account the possibility that the impact of certain variables is predicted to vary between resource-seeking firms than for resource-exploiting firms. Further, we did not control for the aforementioned respondent bias in the specifications reported in columns (2) and (4), but controlled for this bias in the specifications reported in columns (3) and (5). The results suggest that while most of the hypotheses are supported. However, the results do not support some of the hypotheses, suggesting that the MNCs behave somewhat differently when entering emerging markets than when entering developed/mature markets. 

Hypothesis 1: We find that, as predicted, resource-seeking investors are less likely to choose Greenfield, but that the coefficient is not significant in any specification. This implies that the motive of a MNC at the time of entry does not have any impact on the choice of the entry mode.
 The explanation for the insignificance of the direct effect of resource-seeking behavior on the choice of entry mode may be that resource-exploiting FDI also requires complementary local resources for investors to exploit their firms-specific resources in local markets. On the other hand, some resource-seeking investors look for to utilize differentials in unit labor cost without aiming at particular organizationally embedded know how, a Greenfield may be suitable to establish the operation. Thus, in emerging markets, local firms may not be able to provide those resources that resource-seeking foreign investors would seek. However, we find that the distinction of investment motives moderates several other variables. 

Hypothesis 2: We predicted that firms relying to a larger extent on local tangible and intangible resources are more likely to choose cooperative modes. This proposition receives strong support in all equations, both with and without interaction effects. The interaction effect with resource seeking, hypothesis 2a, is as predicted negative for tangibles, but not for intangible assets. Thus, access to specific resources motivates entry by cooperative modes and this effect is most important for resource-seeking investors seeking tangible resources. This result may be driven by investors need for real estate, which they often cannot acquire without dealing with restrictive or complex legal codes concerning real estate ownership by foreigners. 

However, the interaction effect is significant only for tangible resources, but not for intangible resources, which contradicts hypothesis 2b that suggested that access to intangible resources is a stronger motive for cooperative modes than tangible ones. This is puzzling as normally intangible assets are more crucial as incentives for internalization. 

Apparently, this argument derived from general theory may not apply in emerging markets. Tangible resources are in some cases also organizationally embedded in ways that are not observed in mature market economies, for instance real estate in Vietnam where only local firms were allowed to hold ‘land-use rights’ (Estrin and Meyer, 2004). Hence, market failure may affect not only intangible but also tangible resources – in other words, the basic logic of the theory applies, but the proxies commonly used do not capture the underlying concepts appropriately. Moreover, firms may not be able to leverage intangible resources in developing countries to the same degree as in mature markets, at least not the same resources. This would reinforce the effect that proxies used in studies in developed markets may not apply in emerging markets.

Hypothesis 3: The effect of competition on entry mode is confirmed, as the coefficient is as predicted positive. Hence, as predicted, investors are more likely to enter by Greenfield entry in industries with many competitors, where as in concentrated industries, where barriers to entry are higher, entry is more likely to be by a cooperative mode. This is consistent with the pattern found in mature market economies.

Hypothesis 4: We suggested that local human capital in particular acts to attract cooperative modes. The coefficient is negative as predicted, and significant in most equations. The effect is larger for resource-seeking investors, but the difference between investment motives is not significant. Overall, the results provide support for our hypothesis. Our cases provide several examples of human capital of the local firm being crucial for partner selection. ABN Amro in India took over the retail operations of Bank of America, in part due to their human resources and organizationally embedded internal organizational procedures. EST acquired a South African company, Ziton, which had a globally competitive product developed and marketed by the local entrepreneurial business.

Hypothesis 5: We find, as predicted, that stronger local firms would induce investors to seek cooperative entry strategies, but only if the FDI is market seeking. Hence, firms aiming at local markets would cooperate with local firms if these can provide valuable complementary assets, but enter with Greenfield where they are weak. Our cases illustrate that market seeking investors form JV with local firms to access crucial local assets. For instance, Carlsberg in Vietnam, Heinz in Egypt, and Bacardi-Martini in India all formed JV to facilitate access to local distribution channels and brand names, as well as network relationships with the business community and with authorities (Estrin and Meyer, 2004).

Contrary to expectations, resource-seeking investors are more likely to choose Greenfield entry where local firms are strong. The positive effect on the interaction effect neutralizes the negative direct effect. Apparently, cooperative ventures are pursued to access specific resources otherwise not available, such as access to natural resources or export licenses, rather than to access the entire bundle of resources of the partner firm. To access these specific resources, investors seem willing to cooperate even with firms that are weak in terms of other resources. For example, one of our case firms took over a local firm in view of the political capital that might help gaining access to state-entities as customers but engaged in very deep restructuring of the operation soon after the entry, creating an almost entirely new operation – a phenomenon described as ‘brownfield’ by Meyer and Estrin (2001). 

Hypothesis 6: We predicted that experienced foreign investors would be more likely to choose Greenfield, as they are less in need of complementary local resources. However, in contrast to the received literature (Anderson & Svensson, 1994; Barkema & Vermeulen, 1998), the experience in the country is negative for manufacturing firms. Only for service sector investors, we find the expected positive effect.
 Thus first entries in manufacturing are more likely in form of Greenfield and later entries in form of cooperative modes. Apparently the common logic of the stages models does not hold.
 We address this puzzle in the discussion below. 

Hypothesis 7: The three variables specific to the parent firm, R&D intensity, relative size and the conglomerate dummy are signed as expected, but individually not significant. As the hypothesis relates to influence of the nature of the resources of the MNC as a whole, we conducted F-tests for groups of variables (Table 4). The parent characteristics have a significant impact with comparable explanatory power as the other groups of variables. These results confirm Luo’s (2001) assertion that different levels of analysis complement each other in explaining entry mode choice in emerging economies. 
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7. Discussion

To sum up, our results point to several features of entry mode choice in emerging markets that we would not necessarily have expected based on the literature on mature market economies: 

· Resource-seeking investors are not as such more likely to pursue co-operative entry modes (H1), but the investment motive moderates the impact of investors’ resource needs and local resources on mode choice.

· The specific requirements in terms of local resources add substantially to explaining entry modes (H2), but the types of resources that would be particularly likely to be sought by co-operative modes did not conform with our expectations (H2b), presumably because certain tangible resources also are organizationally embedded. 

· The effect of industry concentration deterring Greenfield entry is similar to what has been observed in mature market economies (H3). 

· The resource endowment of local firms (H5), and local human capital in particular (H4) are confirmed as predictors of entry mode choice. Thus, our study adds an important but previously neglected group of variables to the research on entry strategies: the potential target firms. 

· Prior experience in the same country, surprisingly, makes co-operative entry more likely in manufacturing industries, while in service industries we find the predicted effect of experience favoring Greenfield (H6). 

· The investor firm’s global resources and competences have, at least as a group, significant influence on mode choice (H7), albeit they contribute less than in prior studies in mature market economies.

To understand the puzzle of experience effects (H6), we turn to case evidence to explain the nature of entry dynamics and creation of joint ventures or acquisitions. Local presence permits learning and network building, which in turns enables firms to identify suitable partners for JV, or target for acquisitions. As a considerable body of literature has shown, partner selection and managing the relationship is crucial for the success of joint ventures (Hitt et al. 2000). Hence, it would be sensible for foreign investors to establish a small operation, such as a representative office, before acquiring a local firm or establishing a joint venture. Greenfield may thus better than cooperative modes allow for initial learning experience in emerging markets. Hence, in emerging markets such as Vietnam and India, a typical entry sequence for manufacturers may move from a small but fully owned sales or distribution operation to a jointly owned manufacturing facility, and then to a fully owned manufacturing facility. 

Several of our case firms pursued cooperative strategies subsequent to having gathered local business experience (Estrin and Meyer, 2004). Carlsberg provided turnkey breweries to several Vietnamese companies, and then formed joint ventures with two local brewers that had shown competence in adapting the turnkey technology. ABN Amro had been established in both South Africa and India for many years, and expanded through acquisitions, joint ventures and organic growth when the financial sector was liberalized. GlaxoSmithKline expanded in Egypt through multiple acquisitions of local pharmaceuticals firms.

For most service industries, the geographic interdependence between sales and production makes is less useful to establish of local offices for sales purposes only. This different role of experience in manufacturing and service industries is an interesting result for the literature on experience in international business (Barkema & Vermeulen, 1998) as well as the emergent literature on differences of strategies between service and manufacturing MNCs (Brouthers & Brouthers 2003, 2003); and merits further research.

More generally, our results show that application of the RBV enhances our understanding of business strategies in emerging markets. Foreign investors adopt their strategies to build and control those resources that provide competitive advantages in the specific market context. Entry strategies are designed to optimally combine firm-specific advantages and locally available resources. As the types of resources that induce internalization vary, the tangible–intangible distinction did not yield the expected results. We thus propose that future work uses the concept of “organizational embeddedness” rather than “intangible resources” to analyze internalization. 

Also, the types of local resources that investors may access by cooperation with local firms vary. Less resource-endowed firms may desire to learn new technical and managerial capabilities, whereas more resource-endowed firms want to gain knowledge of markets and build relationships that provide access to those markets (Khanna, Gulati and Nohria 1998). In emerging economies, few firms enter to access general technological or managerial capabilities, as they are weaker than might expect in mature economies. However, local firms possess assets that are valuable in the domestic context offer opportunities for cooperation. 

In other industries, the lack of potential local partners is a major constraint on co-operative strategies, thus favoring Greenfield entry. Partly as consequence of weak local firms, many MNEs appear to first establish a foothold, and then investigate how and with whom to build a cooperative venture. Future research on entry strategies ought to incorporate the “supply” of local firms that are potential partners, in particular their resource endowment, and how foreign investors find out about them, select partners, and build relationships.


In this study, we take a first step in integrating the specificity of resources of emerging economies and in measuring them. Naturally, it has limitations. This includes firstly the natural limitations of a survey instrument. We considered it preferable to collect firm level data, although in emerging markets, these are not available on a consistent and comparable basis across countries other than through survey instruments. While our sample size is sufficient for the present analysis, we would have liked to have more complete observations such that we could have conducted the same analysis for individual countries in the sample. 

The survey has in particular been limited with respect to the assessment of the local business environment. Future studies may refine the questions we used to better capture the relevant aspects of the local resource endowment and the institutional framework. Researchers may moreover analyze in greater detail, which resources and dynamic capabilities are crucial for success in emerging markets, and integrate insights from such research in the entry strategy analysis.

8. Conclusions

This paper makes an important contribution to explaining how multinational enterprises adjust their corporate strategies to specific emerging market contexts, in particular with respect to the entry mode they choose. Investors’ resource needs and the supply of resources in local firms and in the local environment vary between individual emerging markets, as do the environmental conditions that facilitate or inhibit their transfer within and between organizations. Hence, investors’ strategies of resource augmentation and exploitation vary, which in turn influences their preferred modes of entering new markets.

We have shown that project and context specific variables add considerable explanatory power to firm specific features in explaining how firms enter emerging markets, and these project and context specific variables differ from what we would have expected based on mature market environments. We expect that this work will trigger future research that would further explore the adaptation of corporate strategies to emerging economies context. 
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Table 1: Net FDI in Emerging Markets

In million US$
	
	1990
	91
	92
	93
	94
	95
	96
	97
	98
	99
	2000
	2001

	South Africa
	-5
	-8
	-42
	-19
	380
	1241
	818
	3817
	561
	1502
	888
	6653

	India
	236
	155
	233
	574
	973
	2144
	2525
	3619
	2633
	2168
	2319
	3404

	Egypt
	734
	352
	459
	493
	1256
	598
	636
	887
	1065
	2919
	1235
	510

	Vietnam
	16
	32
	385
	523
	1936
	2336
	1803
	2587
	1700
	1484
	1289
	1300


Source: United Nations: World Investment Report annual 1994 to 2002.

Note: we use the latest available revision of the data, i.e. WIR 2002 for data for 1996 onwards. In the case of Vietnam, this involves a considerable downward adjustment of the data from 1996 onwards, compared to the data reported in the WIR 2001. The high value for South Africa in 2001 is due to the unbundling of shareholdings between Anglo-American and DeBeers, which generated ownership changes, but no actual capital transfer.

Table 3: Determinants of Choice of Entry Mode (Logit Regressions)

	
	Expected sign
	1
	2
	3
	4

	Constant
	
	- 1.36

  (1.00)
	- 1.57

  (1.04)
	- 1.16

  (1.12)
	- 1.30

  (1.19)

	Project-specific resource needs 

	Resource seeking 
	H1
	+
	  0.15

  (0.31)
	  0.19

  (0.31)
	- 1.39

  (1.31)
	- 1.79

  (1.34)

	Local tangible resources
	H2
	-
	- 0.01***

  (0.004)
	- 0.01 ***

  (0.004)
	- 0.01**

  (0.004)
	- 0.01**

  (0.004)

	Local intangible resources
	H2
	-
	- 0.01***

  (0.004)
	- 0.01 ***

  (0.004)
	- 0.01***

  (0.004)
	- 0.01**

  (0.004)

	Local tangible resources ( resource seeking 
	H2a
	-
	---
	---
	- 0.02**

  (0.01)
	- 0.02**

  (0.01)

	Local intangible resources ( resource seeking
	H2a
	-
	---
	---
	  0.004

  (0.008)
	  0.004

  (0.008)

	Local resource endowment

	Number of competing firms
	H3
	+
	  0.59**

  (0.30)
	  0.56 *

  (0.29)
	  0.65**

  (0.31)
	  0.61**

  (0.30)

	Quality of human capital 
	H4
	-
	- 0.39***

  (0.15)
	- 0.30 **

  (0.14)
	- 0.33**

  (0.17)
	- 0.23

  (0.17)

	Quality of local firms
	H5
	-
	- 0.16

  (0.14)
	- 0.30 **

  (0.15)
	- 0.32**

  (0.16)
	- 0.51***

  (0.18)

	Quality of human capital ( resource seeking
	H4a
	-
	---
	---
	- 0.16

  (0.39)
	- 0.15

  (0.40)

	Quality of local firms ( resource seeking 
	H5a
	-
	---
	---
	  0.82**

  (0.37)
	  0.96**

  (0.38)

	Resources of the MNE

	Experience in country 
	H6
	+
	- 0.96***

  (0.31)
	- 0.90 ***

  (0.32)
	- 0.92***

  (0.32)
	- 0.86***

  (0.34)

	Experience in country ( services sector 
	n.p.
	  1.97***

  (0.45)
	  1.97***

  (0.46)
	  2.00***

  (0.46)
	  2.00***

  (0.48)

	Experience in other emerging markets
	H6
	+
	- 0.61

  (0.39)
	- 0.66

  (0.41)
	- 0.66*

  (0.40)
	- 0.73*

  (0.41)

	R&D intensity of parent
	H7
	+
	  0.09

  (0.06)
	  0.09

  (0.06)
	  0.08

  (0.06)
	  0.08

  (0.06)

	Relative size of local affiliate 
	H7
	-
	  0.26

  (0.29)
	  0.31

  (0.31)
	  0.39

  (0.31)
	  0.46

  (0.32)

	Conglomerate 
	H7
	-
	  0.21

  (0.36)
	  0.24

  (0.37)
	  0.20

  (0.37)
	  0.24

  (0.39)

	Control variables

	Geographic distance
	n.p.
	  0.0002***

  (0.00004)
	  0.0002***

  (0.00004)
	  0.0002***

  (0.00004)
	  0.0002***     

  (0.00004)

	GDP per capita of home country
	n.p.
	- 0.00001

  (0.00001)
	- 5.2e-06

  (0.00001)
	- 0.00001

  (0.00001)
	- 4.3e-06

  (0.00001)

	Egypt 
	n.p.
	  4.27***

  (1.01)
	  4.34 ***

  (1.04)
	  4.21***

  (1.07)
	  4.26***

  (1.12)

	India 
	n.p.
	- 0.25

  (1.17)
	- 0.13

  (1.17)
	- 0.27

  (1.21)
	- 0.18

  (1.20)

	South Africa 
	n.p.
	  2.34**

  (0.97)
	  2.61 ***

  (1.02)
	  2.22**

  (0.99)
	  2.49**

  (1.05)

	Time trend ( Egypt 
	+
	- 0.16**

  (0.07)
	- 0.17 **

  (0.07)
	- 0.16**

  (0.08)
	- 0.18**

  (0.07)

	Time trend ( India 
	+
	  0.37***

  (0.13)
	  0.34 ***

  (0.12)
	  0.37***

  (0.13)
	  0.34***

  (0.13)

	Time trend ( South Africa 
	+
	- 0.07

  (0.09)
	- 0.12

  (0.09)
	- 0.06

  (0.083)
	- 0.10

  (0.09)

	Time trend ( Vietnam 
	+
	  0.40***

  (0.11)
	  0.38 ***

  (0.11)
	  0.39***

  (0.12)
	  0.36***

  (0.13)

	Industry dummies
	n.p.
	  Yes*
	  Yes*
	  Yes*
	  Yes*

	Respondent bias controls
	n.p.
	  No
	  Yes
	  No
	  Yes**

	

	Log likelihood
	
	- 215.27
	- 209.49
	- 210.23
	- 203.59

	Wald chi-square 

(Prob > chi-square)
	
	  87.65

  (0.00)
	  89.62

  (0.00)
	  81.41

  (0.00)
	  83.09

  (0.00)

	Macfadden’s adjusted R-square
	
	  0.12
	  0.12
	  0.12
	  0.13

	Number of observations
	
	  403
	  398
	  403
	  398


Note:
The values within parentheses are standard errors, n.p. = no prediction. 


*, ** and *** indicate significance at 10%, 5% and 1% levels respectively.

Table 4: F-tests on groups of variables

Wald tests, with Prob() > W in parentheses

	
	Degrees of freedom
	1
	2
	3
	4

	All interactions with resource seeking1
	4
	---
	---
	7.35

(0.118)
	8.84

(0.065)

	All variables with tangible and intangible resources2
	4
	---
	---
	27.41

(0.000)
	28.00

(0.000)

	All local environment specific varibales3
	5
	---
	---
	16.07

(0.007)
	18.68

(0.002)

	All parent firm specific variables4
	6
	25.52

(0.000)
	24.48

(0.000)
	24.64

(0.000)
	23.75

(0.001)

	Sector dummies

	3
	7.66

(0.054)
	7.44

(0.059)
	7.27

(0.064)
	6.91

(0.075)

	Respondent bias control variables

	2
	---
	5.59

(0.610)
	---
	6.73

(0.035)


1 Local tangible resources x Resource seeking, Local tangible resources x Resource seeking, Quality of labor x Resource seeking, Quality of competing firms x Resource seeking

2 Local tangible resources, Local intangible resources, Local tangible resources x Resource seeking, Local tangible resources x Resource seeking

3 Number of competing firms, Quality of competing firms, Quality of labor, Quality of competing firms x Resource seeking, Quality of labor x Resource seeking

4 Experience in country, Experience in country ( Services sector, Experience in other emerging markets, R&D intensity of parent firm, Relative size of affiliate, conglomerate
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Figure 1: Theoretical Model
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� Some studies include non-equity modes when analysing entry modes (e.g. Kim & Hwang 1991, Tse et al. 1991). We follow Pan and Tse (2000) who argue and show empirically that entrants first decide between equity and non-equity modes, and then decide the specific mode of their investment project.


�  In addition, the country teams provided us with background papers reviewing the local business environment and the economic policies in each of the four countries (Estrin and Meyer, 2004).


�  In Vietnam, respondents received the questionnaire in an English and the Vietnamese version, plus in the case of Chinese parent firms a Chinese version. The translations to respectively Vietnamese and Chinese were done with the established translation and independent back-translation procedure. While the Chinese version turned out to be an important instrument to establish contact and trust with the firms, almost all preferred to complete the Vietnamese or English version. In the other three countries, English is established as the major language of business such that we abstained from translation.


�  Our set of independent variables combines respondents’ assessment of quality of local inputs, firms etc on a Likert-type scale and objective measures like size of the parent firm, growth rate of the relevant industry during the 1990s etc to avert common method bias.


�  The choice of tangible resources included in the questionnaire were buildings and real estate, equity, loans, machinery and equipment, patents, sales outlets, and licences. The choice of intangible resources included brands, business network, distribution network, managerial capabilities, innovation capabilities, marketing capabilities, networks with authorities, technological know-how, trade contacts, and the “other” write-in option.


� Experience in the region of the country in question (i.e. either Egypt, or India, or South Africa, or Vietnam) does not count towards a positive value of this dummy.


� The relation between distance of home and host economy and the preferred entry mode has been of special interest to international business scholars. Many studies have incorporated the Kogut-Singh (1988) index to analyse JV versus wholly owned, or acquisition versus Greenfield decision. However, the results of this empirical literature are overall inconclusive, which can be attributed to a variety of methodological problems with measuring the concept of psychic distance (Shenkar 2001). As we include Asian countries in our study, it would also be important to include Hofstede’s fifth dimension ‘Confucian dynamism’. Given the methodological concerns, and the lack of Hofstede data for all five indices for two of the host countries in our empirical work, we use the conceptually simpler measure of geographic distance instead. 


� To calculate the geographic distance we used the website of the US Department of Agriculture � HYPERLINK "http://www.wcrl.ars.usda.gov/cec/java/lat-long.htm" ��http://www.wcrl.ars.usda.gov/cec/java/lat-long.htm�. GDP per capita data were obtained from World Development Indicators (online version).


� From not-reported country specific analysis, we know that the effect is negative in Egypt and India but positive in South Africa, and these opposing effects cancel each other out in the aggregate (cross-country) analysis. From our case studies, we know that at least some acquisitions in South Africa are “strategic asset seeking” from local firms that are competitive in global markets, and this might provides an explanation for this result.


� We also tested for the impact of industry growth, which has frequently been found to be associated with Greenfield entry in mature market economies (Zejan, 1990; Andersson & Svensson, 1994; Brouthers & Brouthers, 2000). Yet it failed to be significant in any of our analyses. We tested for an interaction effect with resource-seeking, but this was not significant either.


� In a separate test, we also interacted experience with resource seeking, but this did not lead to significant results. 


� Our results appear to contradict those of Delios and Henisz (2003). They find that in countries with high political uncertainty (such as those in this study), Japanese investors are more likely to start by establishing a manufacturing JV, while entry in countries with low political uncertainty, (wholly owned) distribution operations precede the establishment of manufacturing JVs. The differences may be due a) Delios and Hensiz focus on Japanese investors only, b) them not controlling for resource seeking as we do, c) their dataset not distinguishing  distribution operations in joint venture or full foreign ownership.
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