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Abstract

This paper examines outward foreign direct investment (OFDI) institutional
formation and entrepreneurship in China and Russia since the start of market-
oriented economic reform. We study the impact of change on regularity and
continuity in the OFDI institutional development, its stages and the role of
institutional entrepreneurs. The OFDI institutional system in the two countries
is found to be dominated by the state and its agencies as the principal
institutional entrepreneurs. We posit that the formation of an OFDI
institutional system and its regularity and continuity requires alignment of
state policy with cultural-cognitive behavior. The paper ends with theoretical
discussion and addresses managerial implications concerning the role of
institutions in supporting the international expansion of firms from China and
Russia via OFDI.
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Introduction
The outward foreign direct investment (OFDI) from the big emerging market
countries of Brazil, Russia, India, and China (BRIC) has risen prominently

over the past few years. It represents the ascent and evolution of a new set of



corporate players (Aykut & Ratha, 2004; Goldstein, 2007; Kumar, 2008).
Among the BRICs, Russia tops the ranking with an OFDI stock of US$160
billion in 2006, China followed with US$78 billion (Deutsche Bank Research
2008). Russian OFDI has been dominated by companies owned or supported
by the government (Prihodko et al., 2008), and the bulk of China’s OFDI is
made by the country’s large companies administered by Central Government
ministries and agencies.

In contrast to past practice, governments have become more engaged in
regulating and supporting OFDI. An UNCTAD survey conducted in 2006
found out that OFDI regulation was strengthening in many emerging market
countries, including China and Russia. Government OFDI policies reflect a
country’s stage of development, its comparative advantages, geopolitical
position, industrial structure and overall development objectives (WIR, 2006).
Institutional arrangements in an emerging economy have become to play an
important role in determining the OFDI of domestic firms (Peng, 2002; Wright
et al., 2005). As suggested by Aggarwal and Agmon (1990) and Buckley et al.
(2007), while firms have to face strict administrative processes and procedures
laid down by governments for OFDI approval, home institutions also support
emerging market firms to compensate for ownership and locational
disadvantages when investing overseas. Thus the OFDI strategy of emerging
market firms is embedded in their home country institutional setting and

regulated, enforced and controlled by the home government (Scott, 2002).



China and Russia have undergone considerable moves beyond and
away from their socialist institutional arrangements. The high degree of state
control of the Chinese economy (Luo et al., 2010) accounts for the decisive
role played by the Chinese government in defining firm OFDI engagement.
While in the 1990s the Russian government chose not to be involved in the
OFDI process, since 2000 state control has become stringent and exercised via
direct asset ownership and regulation (Karavaev, 2002; Prihodko et al., 2008).
This paper examines the economic transformation of China and Russia in view
of the challenges it posed to governments in their effort to create institutional
systems for OFDI and the role of regularity and continuity in reducing
uncertainty (Williamson, 1975). Regularity here is used in the sense of
providing an adequate regulatory structure for OFDI. The paper explores the
role of the process and result of change in the formation of a new OFDI
institutional system (DiMaggio, 1991; Scott & Christensen, 1995). Moreover,
we associate OFDI institution building with institutional entrepreneurship,
which incorporates individuals or organizations that introduce, establish and
develop new institutional norms and rules (DiMaggio, 1988; North, 1990)
redefining OFDI behavior.

The present research contributes towards filling a gap in the existing
literature through a study of the role of change and institutional
entrepreneurship in the formation and evolution of the OFDI institutions in
Russia and China. The paper proceeds with an analysis of the theoretical

perspectives that inform its conceptualization and the research questions it



addresses. This is followed by an examination of the impact of changes in the
wider environment on OFDI institutional building and the role of institutional
entrepreneurship. Theoretical contributions based on the analysis of the
development of emerging market OFDI institutional systems in China and

Russia are subsequently discussed.

Theoretical Perspectives

An organizational field, hereafter used interchangeably with the term
institutional field (Lawrence at al., 2002), comprises institutions that are
formed on the basis of issues shared by its constituents (Hoffman, 1999).
Critical events bring about change in the institutional field undermining
existing institutional systems and challenging ‘the validity of a long-standing
tradition or established activity’ (Oliver, 1992:567). Change is driven by
institutional entrepreneurs (DiMaggio, 1988) who are individual and
organizational strategic actors that either design institutions (Hoffman, 1999;
Streeck & Thelen, 2005) or are required to comply with the laws and
regulations installed within the field. These actors interact with and influence
each other to develop and enact institutional rules, mechanisms and practices
(Child et al., 2007). Consequently, the formation of an institutional system
with its individual and organizational actors instigates the emergence of forces

that emphasize regularity and continuity in the development of the field.

The Role of Change in the Formation and Development of Institutions



While institutional theorists agree on the importance and role of an
institutional system, the new institutional paradigms seem to differ in their
understanding of institutions (Campbell, 2004). Some institutional theories
emphasize strategic equilibrium (Bates et al., 1998), others view institutions as
formal and informal rules and procedures that define behavior (North, 1990;
Thelen & Steinmo, 1992), whereas a third group in recognizing formal rules
also emphasizes the informal cognitive frameworks which conjointly generate
regularity of behavior by enabling, guiding and motivating it (Jepperson,
1991; Greif, 2004). Despite any differences, all of them reinforce regularity
and continuity as common attributes or the raison d’étre of the existence of
institutions.

Nevertheless, institutional theorists argue that stability, regularity and
continuity pre-suppose change, which can be incremental and evolutionary, or
disruptive and revolutionary. Evolutionary changes are ongoing, non-
disruptive and accumulating over extended periods of time. These changes are
based on social learning in the process of which “self-reflective actors
gradually adjust their institutions in ways that are constrained by already given
institutional practices, rules, routines, and cognitive schema” (Campbell,
2004:34). Revolutionary changes are often defined as a punctuated
equilibrium, or a punctuated evolution that is preceded by long periods of
stability, or incremental evolution which is then cut short by a crisis. A
disruptive crisis brings existing institutional frameworks into disarray that can

be brought back to regularity and stability only if a new set of institutional



arrangements emerges and becomes a source of stability (Blyth, 2002). Crises
are often associated with unsettled and unclear situations in which decision
makers find it difficult to develop clear programs for institutional change
based on their interests because the latter are difficult to define considering the
widespread uncertainties (Marcussen, 2000). At such times, institutional
entrepreneurs have to generate new ideas in order to drive forward change
processes and institutional building. Thus crises are perceived as triggers of
institutional shifts in economic governance (Campbell et al., 1991).
Institutional change is easy to delineate from institutional stability but often it
is difficult to distinguish evolutionary from disruptive change. Institutional
regularity and continuity is disrupted by change which subsequently tends to
bring stability in the long run. However, this drive towards stability does not
always pre-suppose continuity. For example, after a disruptive change such as
that at the beginning of the 1990s in Russia, building new political and
economic institutions has become a major challenge as it has not ensured
continuity concerning old and new institutional structures and processes
(Elster et al., 1998).

While general perspectives on the role of change in institutional
development have been studied in organization theory and mostly in
developed economy contexts, little is known about the role change plays in the
development of the OFDI institutional field in transformation economies. This

gives rise to the following research question:



Q1 How has change in the wider environment impacted the development of the

OFDI institutional field in Russia and China?

Development of an Institutional System

The process of institutional definition or structuration exhibits contextual
variations, generally associated with stages of institutional development. In a
study of professional accounting services in Canada, Greenwood et al. (2002)
identified six stages of institutional formation, i.e., (1) precipitating jolts,
which destabilize established practices; (2) deinstitutionalization that is
characterized with entry of new actors who disturb the socially constructed
consensus by introducing new ideas and thus the possibility of change
(Thornton 1995); (3) preinstitutionalization, associated with the development
of new rules and practices; (4) theorization, which includes the development
of abstract categories simplifying the new practices; (5) diffusion that creates
social consensus in organizational communities; and (5) re-institutionalization
when the rules and ideas become taken-for-granted. By comparison, Child et
al. (2007) when examining the formation of the organizational field of
environmental protection in China categorized four stages, i.e., enlightenment,
when authorities experienced pressures to move beyond the institutional status
quo; regulatory endorsement, professionalization, and social responsibility.
The common ground between the different stage models is the existence of
critical events such as 1989 (Tiananmen) in China and both 1991 and 1998 in

Russia that undermine the status-quo and lead to the appearance of



institutional entrepreneurs initiating new institutions. This in turn leads to the
creation of new laws and regulations that are gradually translated into
practices and norms of behavior, which are subsequently diffused within
organizational communities.

The major task of institutional entrepreneurs is to construct the key
elements of the institutional system, comprising of regulative, normative and
cultural-cognitive pillars (Scott, 1995). A regulative pillar is built by policies,
laws and regulations that define the rules that must be followed by
organizations. A normative pillar creates a code for organizational behavior
based on procedures, standards, conventions, and training and education
programs. A cultural-cognitive pillar embodies elements that define “the
frameworks through which meaning is made” (Scott, 1995:40). Thus
institutional entrepreneurs build a three pillar institutional system that may
vary across countries as it involves and affects different interest groups,
including government agencies and communities. Hence, the development of
the OFDI institutional system is likely to differ between countries also because
(1) the three pillars are not necessarily constructed at the same time and (2) the
time order of their development may vary between countries. This leads to the
following question:

Q2 How have the OFDI institutional systems of Russia and China developed

and how do they differ?

Importance of Institutional Entrepreneurs



Institutional entrepreneurs are the variety of actors, also referred to as field
makers, rule makers, strategic actors, powerful agents and institutional
designers (Hoffman, 1999; Scott, 1995; Streeck & Thelen, 2005), who initiate
the emergence of an issue and facilitate the development of an institutional
system. They can be associated with government agencies, industry and
professional associations, organizations and communities. For example,
Greenwood et al. (2002) note the importance of regulatory agencies and
professional associations in the transformation of accounting as an
institutionalized field. Institutional entrepreneurs are united by a common
issue, but Hoffman (1999) suggests that their purpose may differ. The
composition and role of these actors may also change as issues that bring them
together evolve over time.

Institutional theory has viewed the role of the government as a key
rule- maker. The significance of government policies has been emphasized
since the government secures the framework of regularity and continuity on
which the economy is built. Thus Lewis (1955) suggests that countries cannot
make economic progress without the positive stimulus from governments
because they create an explicit regulatory system that enables and governs
exchange behavior. Moreover, institutional political economists argue that the
government acts as a rule-maker who sets the imperatives and limitations
determining the behavior of organizations (Boddewyn, 1988; Boddewyn &
Brewer, 1994), whereas the latter inform and impact government decision-

making. Streeck (1992) suggests that the understanding of these relations



necessitates that organizations play the role of political actors who participate
in the creation of institutions. The range of institutional entrepreneurs and the
role of the government in the development of an institutional system are likely
to depend on the specific institutional arrangements and the strength of the
government as a rule-maker. For instance, Child et al. (2007) suggest that in
many emerging economies, institutional change is government-driven.
Similarly, governments can define the regulations for OFDI, thus motivating
or impeding OFDI activities based on the asymmetric distribution of wealth.
These reflections inform the following research question:

Q3 Who are the institutional entrepreneurs in the evolution of the OFDI

institutions in Russia and China and what is their role?

Role of Change in the Formation of OFDI Institutional System

The role of change in the development of an OFDI institutional system has to
be analyzed within the context of change in the wider environment of China
and Russia. This is necessary as institutional theorists argue that all major
changes could be seen as exogenously generated and generally, an institutional
field is initiated by changes in the wider environment. Political economists
argue that such a change is predominantly associated with a critical juncture of
political rather than cognitive or normative forces, thus a major institutional
change emanates from a shift in the political balance of power (Collier &
Collier, 1991). In line with Streeck & Thelen (2005), we classify the change

processes as incremental or abrupt and the results of change as leading either

10



to continuity or discontinuity (see Figure 1). An abrupt change process results
in discontinuity when it is characterized by a breakdown and replacement of
institutions. In other words, it leads to a displacement in which previous forms,
models and schemas are replaced by new ones. By comparison, the process
following an abrupt change may be characterized by trajectory activities aimed
at survival and return to stability that lead to regularity and continuity. The
process of incremental change that represents reproduction by adaptation
brings about regularity and continuity, whereas incremental change, which is
associated with activities enabling gradual transformation, leads to
discontinuity.
[Figure 1 in here]

Prior to the Cultural Revolution in China (1966-1976), institutional
development was an incremental process, the results of which ensured
regularity and continuity, i.e. reproduction by adaptation (see Figure 2). The
critical juncture that led to the Cultural Revolution was a fight for power based
on different platforms of ideas for economic development where some
incumbent party leaders and government officials were ousted whereas the
institutional system was preserved. The activities in this institutional
transformation process undermined the normative and cultural-cognitive
pillars of institutions. They brought about the collapse of the national economy
and crippled the cultural and educational system. This process disrupted the
status-quo and led to a crisis, a critical juncture that initiated a change process

representing survival and return. The latter reinstated the normative and
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cultural-cognitive pillars of institutions and strengthened the regulative pillar
giving exclusive prerogatives to the Communist Party. Thus official
assessment of the impact of the Cultural Revolution stipulated that China had
to be governed by a strong party institution, in which decisions were made
collectively and according to the rule of law, and in which the public had
limited input. Subsequently, this gave rise to an incremental change process
that ensured reproduction by adaptation and resulted in regularity and
continuity.

The formation of an institutional field takes place within the limitations
of the change processes in the wider environment. The return to power of
Deng Xiaoping and the announcement of the “Open Door” policy precipitated
the start of OFDI from China in 1982. The initiation of the OFDI institutional
field in China started in the change period of survival and return (1976-1992).
The latter ensured regularity and continuity when the normative and cultural-
cognitive pillars of institutions were reinstated and the Chinese Communist
Party and government strengthened their position as the most powerful
institutional regulators. The initiation of the OFDI institutional field began as a
top-down process with stringent regulations and strict limitations directly
imposed by the government. The initiation of the regulative framework for
OFDI was of evolutionary nature in the context of the changes in the wider
environment. In the period after 1992, China experienced incremental change
that ensured regularity and continuity by the implementation of liberal policies

prevailing over bureaucracy. The incremental change led to further
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development of the regulative, normative and cultural-cognitive pillars of
OFDI institutions, although the major emphasis was on the regulative pillar.
The building of institutions was under state-led economic restructuring, when
new institutions were formed to serve the OFDI of companies with different
ownership structure. The government-ensured stability in the wider
environment expanded the activities in the OFDI change process resulting in
the evolution of OFDI institutions. Thus in 1995, OFDI officially became part
of China’s economic development policy. The incremental change in the wider
environment and the shift from “Open Door” to “Go Abroad” (later “Go
Global”) policy has enabled the diffusion of rules, norms and practices.
[Figure 2 in here]

Before the Perestroika period (1987-1991) in Russia, institutional
development was incremental and it led to continuity, i.e. reproduction by
adaptation (see Figure 3). A continuous economic slowdown coupled with
exogenous political pressure acted as a critical juncture, which disrupted the
status quo of political, economic and social ideas and triggered the Perestroika
process. Perestroika was a change process introduced as a way to revive the
ailing Soviet economy based on major political and economic reforms. The
activities in this period represented gradual transformation that undermined all
three pillars of institutions in Russia. Thus the process was incremental
through gradual transformation leading to discontinuity. Most importantly, the
regulative institutional pillar was severely undermined and the whole

institutional structure became unstable. Consequently, the process of change
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eventually caused instability, which led to the critical juncture of the
unsuccessful coup-d’état (“putch’) in August 1991. As a result, a new period
of abrupt change was instigated, representing breakdown and replacement.
This change process that was based on a new set of ideas radically undermined
the three pillars of institutions and stripped the existing institutions of their
functions, which meant that the institutional structure continued to exist de
jure but de facto institutions did not perform their functions. In effect, anarchy
and chaos in the political, economic and social spheres came to rule causing
discontinuity. The trajectory activities gave birth to omnipotent oligarchs who
functioned outside the regulative, normative and cultural-cognitive
institutional pillars. Subsequently, the chaos led to a new critical juncture that
was expressed in the economic collapse of 1998. It was accompanied by a
major political crisis bringing about a new political leader. A new process of
change was initiated that reinstated the normative and cultural-cognitive pillars
of institutions, followed by the strengthening of the regulative pillar. The
process of change was abrupt. It was characterized by survival and return
ensuring regularity and continuity. In the course of the change, a critical
juncture was marked by the government’s decision on a new economic and
geopolitical strategy. Trajectory activities for its implementation have led to
incremental change representing reproduction by adaptation reinforcing
regularity and continuity.

The process of OFDI from the former USSR was government directed

and executed within the economic interests of the former Council for Mutual
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Economic Assistance (CMEA). OFDI was based on the principles of the
international division of labor and specialization, and took the form of
government investment in the creation of productive assets in CMEA
countries. The incremental change process of reproduction by adaptation
supported the growth of this investment mostly in the 1970s and 1980s.
However, an institutional field of OFDI did not develop as the investments
were made solely and exclusively by the government. The process of gradual
transformation started by Perestroika led to the emergence of entities based on
some participation of private capital. This required the initiation of an OFDI
organizational field, which began in 1989 with the Decree of the Council of
Ministers on the Development of Economic Activities by Soviet Organizations
Abroad. The uncertainty caused by the gradual transformation and the
weakening of the regulatory institutional pillar created irregularity and
discontinuity that led to continuously weakening control of OFDI activities.
Consequently, a large amount of capital escaped overseas but statistics failed
to produce reliable evidence. The capital flight intensified with the process of
radical and systemic undermining of the three institutional pillars. As
institutions were stripped of their functions, the regulatory pillar could no
longer enforce OFDI regulation. Thus the chaos in the wider environment at
the time of abrupt change hindered the functioning and further development of
the OFDI institutional field. The survival and return change from the
beginning of 2000 had a positive effect on the emerging OFDI institutional

field. By re-examining the ownership structure of the economy and identifying
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key strategic economic priorities, the government re-instated its position as a
key regulator bringing greater stability, regularity, and continuity. The
strengthening of the regulative pillar in the wider environment led to an
incremental development of institutions defining the rules, norms and cultural-
cognitive aspects of OFDI. The evolution has been facilitated by the
incremental changes of reproduction and adaptation that create regularity and
continuity.

[Figure 3 in here]

OFDI Institutional System Formation

Following the method for the study of institutional formation and evolution
suggested by Lieberman (2001) the data was organized in a historical
chronology in order to identify analytically useful periods. Subsequently, the
critical events and trajectory activities that enabled the evolution of OFDI
institutional systems in China and Russia were distinguished. Critical events
are major newsworthy developments, such as new legislation or new policy
(Hoffman, 1999), that drive institutional formation to move from one stage to
another. Publicly available sources of information were used to spot the
critical events. Trajectory activities were identified following the method
applied by Child et al. (2007). They include subsequent activities of
institutional entrepreneurs that support institutional development within the
boundary of each stage. These encompass drafting and revising relevant laws,

regulations and policies, training, and public campaigns on OFDI. Using a
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number of official sources and publications listed in the Appendix, 856 and
574 activities concerning OFDI were identified in China and Russia
respectively. They consist of official elaboration of laws, rules and policies,
official decisions, educational programs, research and publication activities,
and public announcements. Content analysis was applied to all indentified
activities using Neuendorf (2002), based on separate coding by two of the
authors who are bilingual in English and Russian and two independent
researchers who are bilingual in English and Mandarin, with an initial
agreement of 92.8% and 87.9% respectively. The classification and coding of
the Chinese data were also discussed in detail between the two independent
researchers and the two authors. The coding classification used the six
categories of trajectory activities suggested by Child et al. (2007) (see Tables
1A and 1B). Category 1 was taken to concern the building of a regulative
pillar, categories 2—5 the building of a normative pillar, and category 6 the
cognitive pillar of institutional building in the respective countries.
[Table 1A in here]
[Table 1 B in here]

Three stages in OFDI institutional development were indentified in China by
examining the occurrence of critical events and were labeled as follows: (1)
Pre-institutionalization (2), Regulatory Endorsement, (3) Theorization and
Diffusion. In Russia, we delineated only the first two of these stages. T-tests
were applied to see whether the incidence of activities to build the three

institutional pillars listed in Tables 1A and 1B differed between each adjacent
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stage. Stage 1 in both China (1984-1990) and Russia (1987-2002), was found
to be significantly different in comparison with Stage 2, which in China was
1991-2000 and in Russia 2003-present for both the number of laws, rules and
regulations, and the number of activities in category 1 associated with building
a regulative pillar system (p<.001, one-tail test). Similarly, the value of t for
the differences between Stages 1 and 2 in the two countries was also
significant for the sum of categories 2-5, indicating construction of a
normative pillar (p<.05). Differences in the incidence of activities between
Stages 2 and 3 in China were statistically significant.

The analysis points out that although similar stages in the formation of
institutions concerning OFDI in the two countries have been identified, the
major difference lies in the intensity and extent of development of the three
institutional pillars in terms of breadth and depth. For example, the regulative
pillar in the Regulatory Endorsement stage in Russia includes fewer laws and
regulations with a limited scope that are also scarce in details clarifying their
implementation. Moreover, the regulatory pillar in China embraces a more
varied range of state institutions that contribute to the interpretation and
translation of the regulations. The scale of the normative pillar building is
much greater and with a richer content for the same stage in China compared
to Russia. The broader scope and scale of regulatory endorsement in China has
gradually created conditions for diffusing OFDI rules, norms and procedures
thus increasing the scope of the field and initiating decentralization in policy

implementation. Consequently, in 2006 the first regulation for OFDI of
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privately owned enterprises was drafted and later approved; measures for
capital support of small and medium-sized enterprises to encourage their
OFDI were introduced; Foreign Economic Relation and Trade offices in each
province or municipality have been included into the approval process of small
OFDI projects (for investment of up to US$30 million). Thus, as suggested by
Bach et al. (2006) since 2001 the Chinese Central Government finalized the
shift from direct intervention into OFDI decision-making to a role that controls
and impacts OFDI through policy and a broad network of organizational
bodies and structures.

By contrast, the OFDI process in Russia has been driven by companies
(Bulatov, 2001) while the Russian Federal Government gives approval based
on regulations and procedures, which have been in place since the 1990s when
the government opposed OFDI. There is no overall government policy for
OFDI for the range of state-owned and private firms. Nevertheless, strategic
national priorities for OFDI have emerged post-2003. OFDI activities of
national institutions are selective, giving preferential treatment to individual
companies identified as national champions. For instance, in 2007 Lukoil
signed an individual contract with the Ministry of Economic Development of
Russia that could enable it get access to new OFDI business projects
(Prihodko et al.,, 2008). Moreover, the government provides indirect
guarantees for OFDI of companies operating in strategic economic sectors that

are defined by the state.
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Thus the OFDI institutional development has been directed and
managed by the government in the two countries. However, the process of
OFDI institutional formation is more advanced and thorough in China
allowing greater diffusion of rules, norms and practices. By contrast, Russia is
still in need of a better developed regulatory, normative and cognitive

institutional system providing for more encompassing activities.

Role of Institutional Entrepreneurs

Institutional entrepreneurs initiate, establish and legitimize an institutional
field. Hereafter, we examine the role of the individuals and organizations that
have set up, developed and legitimized the institutional field of OFDI in China
and Russia.

Jowitt suggests that the post-communist societies should be viewed as
turbulent environments in which existing institutional boundaries and
identities are challenged. He notes that “leaders will matter more than
institutions” (Jowitt, 1991:15) as they will decide the distribution of political
power and define directions and forms of innovative institutional building. He
also points out that the contextual specifics play an important role in
determining leaders’ role in the course of change. Moreover, he proposes that
Chinese leaders of reform have had “confidence in their political and
ideological purpose” (p. 14) which was not a feature of Russian leadership.
The policy foundations for the OFDI institutional field in China were laid

down by Deng Xiaoping who instigated the “Open Door” policy. He initiated
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the beginning of an innovative institutional structure needed for the
implementation of the Chinese new economic policy. His ideas were translated
into meaningful institutional solutions by the government and its regulatory
agencies. The critical role of regulatory agencies in enabling the formation and
reproduction of shared meanings at the ‘theorization’ stage of institutional
field formation has been recognized by Greenwood et al. (2002). Thus the
OFDI institutional field has emerged as an essential component of the new
institutional framework. The main OFDI institutional entrepreneurs have been
the Chinese Communist Party and the Chinese government, although the
specific field-makers outside the government system varied in the different
stages of field formation. The major field-maker has been the State Council
that regulates, develops policies, and plans the overall OFDI in the long run. It
has been supported by branch ministries promoting and managing OFDI (e.g.,
Ministry of Commerce, Ministry of Finance). The Ministry of Commerce
drafts OFDI policy and regulations, develops large OFDI projects in non-
financial sectors, conducts negotiations for securing OFDI projects, guarantees
alignment of economic and trade laws impacting all FDI activities. Other
institutional entrepreneurs also play part in developing shared meanings. The
People’s Bank of China regulates OFDI through monetary and foreign
exchange policies. The State Administration of Foreign Exchange reviews the
certification of investors, foreign exchange risk and source of investment
funds; develops guidance for granting credit for overseas processing and

assembly. The State Development and Reform Commission sets China’s
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economic and industrial policies and defines the role of OFDI in its
realization. The State-Owned Assets Supervision and Administration
Commission determine the OFDI activities of the country’s state-owned
enterprises. The OFDI rule-makers have gradually evolved with the increasing
role of OFDI in the overall economic development policies. Following the
announcement of the “Go Abroad” policy, the State Development Planning
Commission became responsible for state development and reform;
Departments of Foreign Economic Cooperation, Policy Research
Development, Foreign Economic Relations and Trade, International Trade and
Economic Affairs emerged as new institutional entrepreneurs. Professional
organizations, sector associations (e.g., All China Federation of Industry and
Commerce, China Entrepreneur Association) and firms, mostly those who
belong to the group of National Champions, have started to inform
government policies on OFDI and translate the details of OFDI institutional
rules and norms of behavior.

The OFDI institutional field formation in Russia has also been using a
top-down approach. It has been driven by individual entrepreneurs with
political power dominating the presidential institution. In line with Jowitt’s
(1991) analysis, the Russian presidents have acted as key rule-makers. They
have the power to rule by decrees and to approve or overturn laws developed
by the state legislative bodies. For example, the Presidential Decree of
President Gorbachev of November 15, 1991 liberalized the international

economic activities, including OFDI, of firms on the territory of Russia.
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Another example is the Presidential Decree that was later adopted as Russian
Federal Law on July 9, 1999. This Law regulates foreign investment in and
from the Russian Federation. Presidents have also defined new norms and
cognitive attitudes towards OFDI. Thus, President Putin used his political
influence in targeted meetings with European counterparts to secure OFDI
transactions for Russian firms. Among the OFDI institutional entrepreneurs,
the Russian government is the key one. In the period 1987-2003, it considered
OFDI to be an undesirable or even harmful activity for the economy (Prihodko
et al., 2008). Since 2003 the government has changed its attitude and started
assisting and facilitating OFDI by large Russian firms, mainly through
mergers and acquisitions. From 2005, the government has provided political
and diplomatic assistance and lobbying activities for the implementation of
OFDI projects by Russian firms. Other major OFDI institutional entrepreneurs
include the Ministry of Economic Development, which coordinates OFDI
activities and has initiated the development of a new OFDI regulatory system;
Ministry of Natural Resources regulates and facilitates OFDI of companies
from this economic sector; Russian Central Bank regulates OFDI through
monetary and fiscal policies. The OFDI institutional field in Russia has been
dominated by federal government institutions. Some professional
organizations have recently emerged as OFDI institutional entrepreneurs. The
Russian Union of Industrialists and Entrepreneurs has taken an active position
in facilitating and encouraging OFDI. Similarly, the International Council on

Collaboration and Investment offers support for the realization of OFDI
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projects. The Russian International Centre has started to provide information
to firms on OFDI opportunities and processes. The National Centre for
Government-Private Business Relationships facilitates the government in

directing and regulating OFDI by private Russian firms.

Discussion

Institutional theorists note the importance of regularity and continuity for
institutional development. They presuppose evolutionary change causing
gradual institutional transformation (Campbell, 2004). Evolutionary change in
institutional development arises from social learning which is embedded in the
existing institutional practices, norms, rules and cognitive schema. Our
analysis shows that in the case of China the initiation and development of the
regulative, normative and cultural-cognitive pillars of the OFDI institutional
system stem from the regularity and continuity in the wider environment.
Change in the wider environment in Russia in the process of transition towards
and implementation of Perestroika and then throughout the period of Yeltsin’s
presidency was associated with discontinuity. The latter disrupted the
regularity and continuity in the wider environment and henceforth hampered
the development of the OFDI institutional system, most seriously affecting its
regulative pillar. These considerations suggest:

Proposition 1 Regularity and continuity in the wider political environment
warrant continuity in the development of the institutional system of OFDI

whereas discontinuity undermines OFDI institutional building.
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In both China and Russia the formation of the OFDI regulative pillar has been
initiated and implemented top-down with the government and its agencies
being the major institutional entrepreneurs. The evolution and recent changes
in China’s economic restructuring policy have led to decentralization of the
process of OFDI approval and implementation via the inclusion of provincial
government authorities and local State Administration of Foreign Exchange
(SAFE) institutions in the decision-making processes. However, OFDI
direction and control still remain in the hands of the Central Government
whereas policy implementation relies heavily upon administrative regulations
(Blanchard & Shleifer, 2000). In Russia the central regulation of the OFDI
process has been consistent since 2003 continuously strengthening and
expanding the regulative pillar of OFDI (Prihodko et al., 2008). Moreover,
rules and norms of behavior have been gradually tightened up concentrating
more institutional building power in the Federal Government. Hence, we
suggest:

Proposition 2 Direction, control and assistance of OFDI in post-socialist
economies remain with the state government as a major OFDI institutional
entrepreneur, irrespective of the degree of decentralization of the process of
OFDI approval and implementation.

The evolution of OFDI institutions in China and Russia displays common
characteristics that could be relevant to other emerging market countries. In
such contexts institutional formation tends to materialize as a top-down

process initiated, guided and controlled by the state. The primary role of the
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state is embedded in the political heritage of these countries. In large
countries, the strong centripetal forces tend to slow down institutional
formation and policy endorsement at the local level. In the case of China the
uninterrupted top-down process aligned with state policy has enabled the
systematic and consistent adoption of OFDI laws and regulations as well as
their ongoing clarification. The top-down process of OFDI institutional
development in China instigated slow but steady emergence of the normative
and cultural-cognitive institutional pillars. By comparison the institutional
arrangements in Russia have also been top-down. The formation of the
regulative pillar was initiated by the Federal Government, but in the first stage
of OFDI institutional development it was undermined by a clash between the
state OFDI policy enforcement and the dominant cultural-cognitive behavioral
patterns that led to flight of capital in spite of existing regulations (Witt &
Lewin, 2007). It was only in the second stage that the regulative pillar was
significantly strengthened, which boosted the formation of the normative pillar
leading to gradual alignment of OFDI cultural-cognitive behavior with the
state policy. Ultimately the centripetal forces enabled the OFDI regulatory
endorsement in Russia. Following the above analysis we suggest:

Proposition 3 The formation of an OFDI institutional system requires
alignment of state policy with cultural-cognitive behavior.

A major task of institutional entrepreneurs is to create the basic institutional
components of the regulative and normative institutional pillars through which

the new order is respectively normalized and enforced (Greenwood et al.,
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2002). Construction of the regulative and normative pillars of OFDI has
gradually involved a wider range of institutional entrepreneurs. In China,
field-makers expanded to include not only the State Council and ministries,
which were the established policy-making authorities, but also newly formed
government agencies and industry associations. The regulation of OFDI
through rules concerning foreign exchange has intensified since 2003 when
the existing regulation was expanded to include a number of regulations
concerning foreign exchange administration rating, foreign exchange
administration stimulation, measures for the usage of foreign exchange, and a
set of rules regulating the source and application of foreign exchange for
OFDI activities (Luo et al. 2010). The newly formed OFDI government
agencies have recently initiated a set of regulations to oversee the performance
of OFDI projects by developing rules, standards and procedures for annual
assessment, and incorporating rules and procedures for an OFDI statistical and
information system. The process of change of the Central Government role to
a more directive and controlling role has resulted in a series of regulations
involving more local government institutional entrepreneurs. The diffusion of
OFDI concepts has attracted more participants as the awareness of OFDI
opportunities and challenges increased strengthening the cognitive pillar. In
addition, Chinese companies involved in OFDI started to participate in
institutional entrepreneurship offering technical expertise to governmental
agencies. Thus the scope and dynamics of OFDI regulative and normative

pillar development have increased. In Russia, the government has recently
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placed a key priority on the development of the regulative system of OFDI in
line with the current state strategy for economic development. Thus in 2007,
the Ministry of Economic Development drafted a system of laws including
mechanisms for OFDI involvement of Russian firms and their relationships
with the banking system. The technical expertise of Russian firms and the
banks involved in financing OFDI activities has informed the drafting of the
rules. In 2008, the State Duma approved a new law for the strategic role of
Russian OFDI drawing on the input of government agencies, the Russian
Central Bank, the Union of Industrialists and Entrepreneurs, the National
Centre for Government-Private Business Relationships, and respective
academic institutions. Moreover, the Ministry of Economic Development has
begun to put together and coordinate a set of laws and measures for the
development of the OFDI regulative system informed and supported by eighty
inter-governmental commissions that define priorities and principles for OFDI
collaboration. Consequently, we suggest:

Proposition 4. The wider the range of institutional entrepreneurs, the stronger

the development of the OFDI regulative and normative pillars.

Conclusion

The present study has explored the development of the OFDI institutional
system in China and Russia drawing upon political economy theory and
institutional theory strengthening the notion that institutions play a key role in

the process of OFDI from emerging countries assisting firms from such

28



economies in compensating for their initial disadvantages (Child & Rodrigues,
2005). Following Streeck and Thelen’s classification of change processes and
results (Streeck & Thelen, 2005), we studied the impact of changes in the
wider environment on the continuity or discontinuity of the OFDI institutional
building process in the two countries. Subsequently, using critical events and
trajectory activities the analysis identified the stages in the formation of the
OFDI institutional system in view of the regulative, normative and cultural-
cognitive pillars. Thereafter, the research focused on the nature and role of the
key institutional entrepreneurs in developing the OFDI institutional field. The
combined attention to changes in the wider environment, critical events and
stages, and institutional entrepreneurs offers a more complete analysis of
OFDI institutional field formation processes and outcomes in emerging market
economies. By the same token, the limitations of this study offer avenues for
future research. For example, further studies can not only identify the critical
events that have led to the transition from one stage to the next, but it may
explore in a greater detail the cycles of events and trajectory activities within
each stage and identify the roles of various institutional entrepreneurs in
initiating and developing different institutional components. In the two
countries the joint impacts of government policy and institutional support
structures have boosted the development of OFDI activities by home firms.
The development of institutional structure in both China and Russia
has assisted the expansion of OFDI activities of firms in both counties. In

China where the institutional structure supporting OFDI is more advanced
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than in Russia the government provides companies with financial support, risk
safeguarding and simplification of approval processes among others (Luo et
al., 2010). By comparison in Russia there is a process of intensive further
development of OFDI supporting institutions and the process is less advanced.
The Russian government does not provide financial help to companies
attempting OFDI rather it facilitates the process of financially strong Russian
firms to succeed abroad.

As the international business literature acknowledges that the
relationships between home government and multinational firms are largely
neglected this study has attempted to fill-in the existing gap.

Further research can encompass in-depth interviews with rule-makers
and rule-takers who could shed more light on the specifics of institutional
entrepreneurship in the two countries, which would extend the understanding
beyond the information offered by the documentary data. This may prove a
useful and exciting study thread to follow due to the intricacy of the
relationships between rule-makers and rule-takers in the two studied contexts.
Our study also calls attention to the question whether China and Russia are
unique cases among the emerging market countries in view of the top-down
government-led OFDI institutional system formation and the nature of
institutional entrepreneurs involved in the process. Thus including into the
research other large emerging economies in which OFDI plays a significant
role in the internationalization of their businesses will be of interest because

institutional structures vary among these economies it can be expected that the
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government policies and institutional specifics impact OFDI activities
differently. Such a research will enrich the understanding of the
internationalization of firms from emerging economies based on deeper
understanding of the role of government and institutions in emerging

economies.
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PUA Hosoctru 18/09/2008: Bremnue nasectunnn Poccnu u Kuras: IIareiii

POCCHIICKO-KUTaHCKUI nHBeCTUIIMOHHBIN (popym B Ilekune, full record of the
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meeting, www.visualrian.ru; PHUA Hooctn YactHo - TOCymapcTBeHHas
akcmaHcus 3a  pybex, 08/02/2008; IlentpampHbii OaHk Poccuiickoit
®denepammm, www.cbr.ru; UncTsIii BBO3/BBIBO3 KaluTaia YaCTHEIM CEKTOPOM B
2009 romy um I xBaprame 2010 roma, LI6P®D; “bromneren OaHKOBCKOWMA
cratuctukn” 2010, II6P®; MuHHCTEPCTBO SKOHOMHUYECKOTO Pa3BUTHS
Poccwuiickoit ®denepanun, www.economy.gov.ru/minec; OCHOBHBIE MepBI IO
YAYUYIICHUI0O UWHBECTUIMOHHOrO KkiauMata B Poccuiickoit ®Depaepaiuu,
ompezeneHHble Ha coBemanuu IIpesunenta Poccuiickoit @enepauuu . A.
Mensenesa, 2 (heBpans 2010 r.,
WWW.economy.gov.ru/minec/activity/sections/investmentPolicy/doc20100210
1210; Munnpupoasr Poccum, www.mnr.gov.ru/part/?pid=15; Poccuiickuii
COI03 MPOMBIIIJICHHUKOB u npeArnprUHAMATENeH, WWW.ISpp.TU;
www.rian.ru/analytics/20080208/98715870.html;  www.interfaks.ru;  Ouer
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08/02/2008; HW3Bectusi, www.izvestia.ru; MHCTHTYT TrocyjgapcTBa W TpaBa
Poccuiickoit akanemun Hayk, Jlyako M. Ilpsimbie nHOCTpaHHBIE MHBECTHUIINU:
IBWKeHWe W 3HaueHwe. OxoHomuct, 2003, Ne 3.; Bemgomocty,
www.vedomosti.ru; Ministry of Commerce, the People’s Republic of China,
www.mofcom.gov.cn; Investment Service Platform China,
www.fdi.com.cn/app?page=IndexLawEn&service=page;

www.china.org.cn/?&ext_id=; China Daily, www.chinadaily.com.cn, National

Development and Reform Commission of China, www.ndrc.gov.cn.
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Figure 1 Types of Institutional Change Processes and Results
Source: Streeck & Thelen (2005:9)

Process of
Change

Result of Change

Continuity

Discontinuity

Incremental

Reproduction by adaptation

Gradual transformation

1 Prior the Cultural Revolution
(before 1966)

—r

2 During the Cultural Revolution
(1966-1976)

4 After Deng Xiaoping’s journey|
to the South

(1992-present)

Abrupt

Survival and return

3 After the Cultural Revolution
(1976-1992)

Breakdown and replacement

Figure 2 Types of Institutional Change Processes and Results in China

Process of
Change

Result of Change

Continuity

Discontinuity

Reproduction by adaptation

Gradual transformation

Incremental 1 Prior the Perestroika »| 2 During the Perestroika

(before 1987) (1987-1991

5 Adoption of the new economic
and geopolitical strategy
(end 2006-present)
Survival and return Breakdown and replacement
\ 4

Abrupt 4 Initial change introduced by Putin 3 Yeltsin period

(2000-2006)

(1991-1999)

Figure 3 Types of Institutional Change Processes and Results in Russia

38




Table 1 A. Institutional Entrepreneurial Activities in China’s OFDI Field
Formation

Stage 1 Stage 2 Stage 3
1984-1990 1991-2000 2001-2009
Number Annual Number Annual Number Annual
Mean Mean Mean
(SD) (SD) (SD)
Number of new laws, 32 3.21 63 5.34 119 11.33
rules and regulations (4.51) (3.28) (2.97)
Activities coded into six
categories of institutional
pillar building:
Regulative . 16 1.62 37 3.36 96 6.67
L.~ Supporting the (1.08) (2.48) (3.36)
formulation of  laws,
regulations and standards*
Norm?ftlive dicial val 12 1.02 45 3.29 69 11.28
2. Diffusing official values
and beliefs on OFDI (1.26) (2.67) (3.08)
3. Representing  official 10 1.02 25 3.31 82 5.12
commitment and allocation
of resources to OFDI (1.18) (3.89) (3-21)
projects
4. Communicating  and 23 2.71 72 6.12 112 10.91
exchanging expertise and (4.26) (3.28) (6.18)
knowledge between
organizations involved in
OFDI.
5. Participation in 18 291 27 4.19 93 19.07
investment treaties (3.73) (3_27) (9.36)
Cognitive . 6 0.39 26 3.97 87 9.97
6. Building social (0.69) (3.16) (5.48)

awareness, appreciation and
aspiration towards greater
involvement in OFDL

*The number of laws, rules and regulations differs from the number of activities in category 1 (supporting the making
of laws, etc.) because one activity could lead to the promulgation or revision of a number of laws, rules and
regulations at the same time, or because some activities did not result in new laws, rules or regulations.

NB Stage 3 in China continues presently.
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Table 1 B Institutional Entrepreneurial Activities in Russia’s OFDI Field
Formation

Stage 1 Stage 2
1987-2003 2003-2009
Number  Annual Number  Annual
Mean Mean
(SD) (SD)
Number of new laws, rules and regulations 26 217 53 4.74
(1.98) (5.29)
Activities coded into six categories of
institutional pillar building:
Regulative 31 2.98 138 12.96
1. Supporting the formulation of laws, (2.17) (6.97)
regulations and standards*
Normative 11 1.03 29 4.97
2. Diffusing official values and beliefs on OFDI (1.32) (1.96)
3. Representing official commitment and 15 1.39 97 9.67
allocation of resources to OFDI projects (2.68) (5.98)
4. Communicating and exchanging expertise 7 0.67 39 3.71
and knowledge between organizations involved (0.92) (2.68)
in OFDL ] ]
5. Participation in investment treaties 28 3.26 89 8.31
(10.19) (5.12)
Cognitive 12 1.08 78 8.68
6. Building social awareness, appreciation and (2.11) (4.31)
aspiration towards greater involvement in ' '
OFDI.

*The number of laws, rules and regulations differs from the number of activities in category 1 (supporting the making
of laws, etc.) because one activity could lead to the promulgation or revision of a number of laws, rules and
regulations at the same time, or because some activities did not result in new laws, rules or regulations.

NB Stage 2 in Russia continues presently.
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