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Abstract: I study the relationship between pro-market reforms and the expansion of emerging market multinational companies (EMNCs). Extending institutional economics, I propose a coevolutionary process, whereby pro-market reforms in emerging markets induce the transformation of domestic firms into EMNCs and the global expansion of EMNCs, in turn, facilitates the deepening of pro-market reforms in the home country. Specifically, I first explain how pro-market reforms lead to the emergence of EMNCs via international competitiveness, upgrading needs and escape, and then explain how the global expansion of EMNCs leads to a deepening of pro-market reforms at home via learning, spillovers and lobbying. I complement these explanations with a discussion of contingencies at the firm (private vs. state, domestic vs. foreign firms), industry (global vs. local industries) and country (developing vs. transition countries) levels. 
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INTRODUCTION
Emerging market multinationals (EMNCs) have become an important phenomenon in the 21st century. Although there have been EMNCs for over a century, it was not until the 2000s that significant flows of outward foreign direct investment (OFDI) originated from emerging markets. By 2013, the share of OFDI flows from emerging countries reached over one quarter of the world total and the share of OFDI stocks reached over one tenth; these are significant numbers in comparison with the numbers from as recent as 2000, when both were about five percent (UNCTAD, 2014). 
A puzzle about these firms is what drove them to emerge now, and not before or later. One traditional explanation is that as countries develop, their companies generate increasingly advanced products and technologies to satisfy their more sophisticated consumers, enabling the firms to expand abroad to sell to other sophisticated consumers (Dunning, 1981; Vernon, 1966). However, we now witness many emerging countries spawning multinationals at low levels of development. Hence, I argue that one important driver of the emergence of EMNCs in the 2000s has been the implementation of pro-market reforms in emerging economies in the 1980s and 1990s. I explain how these pro-market reforms dramatically altered the competitive conditions in emerging economies, leading domestic firms to become EMNCs via three mechanisms: (1) international competitiveness, in which the liberalization of actions brought by pro-market reforms enables firms to move toward levels of international competitiveness and compete abroad as EMNCs; (2) upgrading needs, in which increased competition brought by the reforms induces domestic firms to invest abroad and obtain sophisticated resources needed to face the increased competition at home; and (3) escape, in which the reduction of constraints on outward foreign direct investment that follow pro-market reforms enables domestic firms to become MNCs and escape weaknesses of the home country.
I also argue that the transformation of domestic firms into EMNCs and their global expansion results in a deepening of pro-market reforms in the home country. This is done via three mechanisms: (1) learning, in which EMNCs learn more sophisticated rules and governance practices abroad, which they then apply in their relationships with customers, distribution channels and suppliers at home, improving rules and norms of behavior in the home country; (2) spillovers, in which EMNCs become sources of spillover of better governance capabilities to home-country competitors via demonstration, employee mobility and training of common suppliers and distribution channels; and (3) lobbying, in which EMNCs lobby their home governments to deepen the pro-market reforms from which they benefit. 
These two processes, the influence of pro-market reforms on the creation of EMNCs and the influence of EMNCs on the deepening of pro-market reforms, generate what a co-evolution of pro-market reforms and EMNCs. This co-evolutionary process linking the environment in which the firm operates with the actions of the firm (Baum & Singh, 1994; Madhok & Liu, 2006) provides a nuanced extension to institutional economics (North, 1990). It complements the top-down approach that has commonly argued that pro-market reforms alter the institutional environment of firms and firms modify their behavior as a result, with a bottom-up approach in which firm behavior results in changes in institutions in the home country. These two processes result in a reinforcing cycle or co-evolution. 
The rest of the paper is organized as follows. In the next section I briefly review the concepts and literature. I then explain how pro-market reforms lead to the creation of EMNCs, and how the global expansion of EMNCs leads to the deepening of pro-market reforms. After this I explain contingencies that modify the relationships, and conclude the paper.
CONCEPTS AND RELATED LITERATURE
Pro-Market Reforms
Pro-market reforms are the transformation in the norms, rules and regulations that influence the behavior of economic actors toward supporting market interactions. Pro-market reforms have been discussed in the literature under different names, such as structural reforms, institutional change or the Washington consensus (Williamson, 1990, 2004). I use the term pro-market reforms to denote both the objective and directionality of changes in institutions. The term includes not only economic liberalization that enables market interactions, but also improvements in national governance that facilitate market interactions (Cuervo-Cazurra & Dau, 2009a). 
Pro-market reforms spread throughout the world in the 1980s and 1990s and have taken different forms depending on the type of country that undertook them. I distinguish three broad types. First, in advanced economies, pro-market reforms resulted in a movement from mixed economies, in which the government took an active role after the economic crisis of 1929 and especially during reconstruction after the Second World War, toward free-market economies with limited government intervention. The government retrenched from the economy, privatizing state-owned companies, deregulating industries and liberalizing prices (Yergin & Stanislav, 1998. Second, in developing countries pro-market reforms replaced the import substitution models of economic development (Bruton, 1998), which had been implemented in the 1940s, with export-led models. Governments stopped being the main drivers of economic development and instead let private investors and markets operate freely, opening the countries to imports and foreign investors. In addition to retrenching from the economy, privatizing state-owned companies, deregulating industries and liberalizing prices, governments implemented sound macroeconomic policies that reduced inflation and leverage (Kuczynski & Williamson, 2003). Third, in transition economies pro-market reforms replaced a communist economic system with a capitalistic one. The government changed from being the only driver of the economy, deciding production levels and setting prices, to being one driver in collaboration with a newly emerging private sector. Pro-market reforms included not only the privatization of state-owned companies, deregulation of industries and liberalization of prices, but also much deeper transformations of the economic system, for example allowing private ownership of means of production, establishing commercial and contract laws and creating financial markets (Blanchard, 1997; Kornai, 1992).  
The analysis of pro-market reforms in management studies has generated a growing literature[footnoteRef:1]. For example, some studies have analyzed the impact of pro-market reforms on profitability (Banalieva, 2014; Chari & David, 2011; Cuervo-Cazurra & Dau, 2009a; del Sol & Kogan, 2007; Park, Li, & Tse, 2006), internationalization (Cuervo-Cazurra & Dau, 2009b) or competitiveness upgrading (Kumaraswamy et al., 2012). Here I integrate ideas from these studies to analyze the impact on EMNCs.  [1:  	There is a large literature on the determinants and impact of pro-market reforms at the country level (e.g., Henisz, Zelner & Guillen, 2005; Kuczynski & Williamson, 1993; Williamson, 1990) that I will not review. Instead, I focus on the relationship between pro-market reforms and firms. ] 

Emerging Market Multinationals
EMNCs are multinationals, firms with value added activities abroad, from emerging countries, which in this paper I consider to be the countries not classified as advanced by the IMF[footnoteRef:2]. What sets EMNCs apart from the experiences of advanced economy MNCs, which underlay most theories of the MNC, is the influence of their country of origin (Cuervo-Cazurra, 2012). Emerging economies are characterized by underdeveloped economic and institutional conditions that affect firm behavior (Khanna & Palepu, 2010).  [2:  	Countries classified as advanced by the IMF are the following (IMF, 2014): Australia, Austria, Belgium, Canada, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hong Kong SAR, Iceland, Ireland, Israel, Italy, Japan, Korea, Latvia, Luxembourg, Malta, Netherlands, New Zealand, Norway, Portugal, San Marino, Singapore, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, Taiwan Province of China, United Kingdom and United States. ] 

The literature on EMNCs started in the 1970s, analyzing the expansion of mostly state-owned companies in natural resources and light industries (Lall, 1983; Wells, 1983). In the 2000s, a new wave of EMNCs and related literature emerged, analyzing the expansion of private companies in high-tech industries, as well as state-owned firms (see for example papers in the special issues edited by Aulakh, 2007; Cuervo-Cazurra, 2012; Gammeltoft, Barnard, & Madhok, 2010; Luo & Tung, 2007). Much of this literature focused on the factors and processes that enabled these companies to achieve levels of international competitiveness and, in some cases, become leaders in their industries (Awate, Larsen, & Mudambi, 2012; Kumaraswamy et al., 2012; Luo & Tung, 2007; Mathews, 2006). Other literature has focused on the determinants of internationalization (Guillen & Garcia-Canal, 2009; Luo and Wang, 2012).  
The analysis of EMNCs can serve as the basis for extending theory and solving the goldilocks debate (Cuervo-Cazurra, 2012), in which some studies argue that existing theories can be used to explain the behavior of EMNCs (Rugman, 2009, Rugman and Nguyen, 2014), other studies argue that new theories are needed to explain their behavior (Luo & Tung, 2007; Mathews, 2006), and yet other studies propose that EMNCs can be used as a laboratory for extending existing theories (Ramamurti, 2009, 2012). I follow the third route and extend institutional economics by looking at how changes in institutions in emerging markets via pro-market reforms affect EMNCs and how these, in turn, affect pro-market reforms, resulting in a coevolution. 
THE COEVOLUTION OF PRO-MARKET REFORMS AND EMNCS
I build the arguments on institutional economics (North, 1990) and its view of institutions as constraints on human behavior. Individuals and firms are free to operate within the institutional framework of the country. Institutions establish both limitations on the freedom of action as well as incentives on behavior. 
I extend the theory by proposing a co-evolutionary explanation of the relationship between institutions and firm behavior. Most of the work on institutional economics and pro-market reforms follows a top-down approach, arguing that pro-market reforms implemented by the government alter the institutional and operational environment of firms and as a result modify their behavior (e.g., Banalieva, 2014; Chari & David, 2011; Park, Li, & Tse, 2006); in our case this is the transformation of domestic firms into EMNCs. I complement this top-down approach with a bottom-up approach, in which the global expansion of EMNCs becomes the drivers of a deepening of pro-market reforms in the home country. These two processes result in a reinforcing cycle or co-evolution. Figure 1 illustrates the co-evolution between pro-market reforms and EMNCs and the contingencies that modify this process.
*** Insert Figure 1 about here ***
Pro-Market Reforms’ Influence on EMNCs
I first analyze the top-down approach, in which country level institutions, in our case pro-market reforms, affect firm-level behavior, in our case OFDI by emerging market firms which leads to the transformation of domestic firms into EMNC. I explain how pro-market reforms lead to the emergence and growth of EMNCs via three mechanisms: international competitiveness, upgrading need and escape. The influence of these three mechanisms combined can be summarized in the following proposition:
Proposition 1. Pro-market reforms have a positive impact on the emergence and growth of EMNCs. 
The first mechanism is international competitiveness, in which the liberalization of actions brought by pro-market reforms enable firms to upgrade their competitiveness toward the international frontier, which helps them becomes EMNCs and serve customers in foreign countries in competition with local firms. This causality chain is enabled by the reduction of regulatory constraints, the liberalization of prices and the privatization of state-owned companies (see a review in Armstrong & Sappington, 2006). First, the deregulation of the industry leads to an increase in competition, as entrepreneurs are free to enter the industry and foreign products and companies are allowed to enter the country and compete (Edwards, 1993; Tirole, 1988). In response to the increase in competition, incumbent companies undertake the upgrading of their capabilities (Kumaraswamy et al, 2012), helped in part by the deregulation of the industry that allows them to undertake the strategic actions they deem best rather than those allowed by the regulatory framework. This upgrading of capabilities toward the international frontier can be useful not only to face domestic and foreign competitors, but also to compete in other countries as companies reach the international frontier and internationalize (Cuervo-Cazurra & Dau, 2009b). Second, the liberalization of prices provides companies with incentives to upgrade capabilities and innovate products and services that consumers demand and for which they can be paid a premium price. Companies that create new products can demand and obtain premium pricing now that they are free to set their own prices and no longer are constrained by government price controls. This creation of innovative products can help the firm not only serve domestic customers better, but also serve customers abroad (Vernon, 1966). Third, the privatization of state-owned companies provides companies with new assets they can use to compete (Ramamurti, 2000; Vickers & Yarrow, 1995). Private firms can obtain complementary assets that were formerly in the hands of the state and increase the efficiency of these assets, improving their overall competitiveness (Cuervo & Villalonga, 2000; Meggison & Netter, 2001). Moreover, the privatization of state-owned firms leads to the creation of new private competitors that can move abroad to serve new customers instead of being constrained to achieving social objectives in the home country. These mechanisms result in a set of domestic companies with higher levels of competitiveness than before the reforms; those that are unable to upgrade their capabilities disappear (Kumaraswamy et al., 2012), while the reduction of constraints on actions enables companies to select actions they deem best to upgrade capabilities. As domestic companies arrive at international levels of competitiveness, they can use their sophisticated capabilities and innovative products to serve customers in new markets, increasing their profitability. I summarize these arguments in the following proposition: 
Proposition 1a. The deregulation of actions that follows pro-market reforms has a positive impact on capability upgrading and subsequent OFDI to serve customers abroad.
The second mechanism is upgrading needs, in which the increased competition brought by the reforms induces domestic firms to become EMNCs to obtain sophisticated resources abroad to face increased competition at home. As we discussed before, pro-market reforms lead to an increase in competitive pressures from new domestic entrants in the industry and from foreign products and firms that force domestic firms to upgrade their capabilities. However, emerging economies have weaker innovation systems than those prevalent in advanced economies, with lower levels of investment in R&D, fewer patents, less innovative universities and less sophisticated education systems (OECD, 2014). These weaker innovation systems constrain the ability of domestic firms to upgrade capabilities, as they cannot rely as much on the environment for sophisticated employees, collaborators or inputs (Khanna & Palepu, 2010). Thus, while emerging market firms can and do improve their capabilities to international levels, they still suffer some weaknesses such as in product innovation (Awate, Larsen, & Mudambi, 2012). A solution to the limitations of the home country in the provision of sophisticated technology to the firm is foreign expansion and the acquisition of such sophisticated technology from abroad. Thus, emerging market firms become EMNCs and acquire companies in advanced economies to obtain sophisticated technological, managerial and organizational capabilities they lack at home (Madhok & Keyhani, 2012). After the acquisition of the advanced economy firm, they can then transfer these sophisticated capabilities back to the home country to upgrade operations there and face the higher levels of competition brought by pro-market reforms. Hence, I propose that:  
Proposition 1b. The increased competition that follows pro-market reforms has a positive impact on OFDI in search of sophisticated capabilities and subsequent upgrading of capabilities at home.
The third mechanism is escape, in which the reduction of constraints on OFDI that follow pro-market reforms enable domestic firms to become EMNCs and escape unfavorable institutional conditions in the home country. Some emerging market firms undertake escape investments that are facilitated by the reduction of constraints on foreign investment. Governments in emerging economies constrain the foreign exchange available to firms because investments abroad deplete foreign reserves in the country (Luo, Xue, & Han, 2010). For example, as recently as 2013 the Indian government restricted the foreign exchange that individuals and companies could take out of India to limit the depreciation of the Rupee (BBCNews, 2013). As pro-market reforms liberalize the exchange rate and firms are able to transfer money abroad, they engage in foreign direct investment. Although many do so to invest in the development of facilities to serve new markets and to acquire new capabilities, some companies may choose to invest abroad to escape the liabilities that companies suffer because they come from emerging markets. Escape investments can take several forms (Cuervo-Cazurra & Ramamurti, 2014). First, institutional escape, in which the company establishes operations in countries with stronger institutions and a better rule of law to protect assets and contracts (Witt & Lewin, 2007). Second, transparency escape, in which the company invests in countries with higher privacy laws and less intrusive governments that enable the firm to disguise its identify. Some of these investments later become round tripping FDI (Xiao, 2004), when the firm invests back in the home country and obtains benefits reserved for foreign investors. Third, discriminatory escape, in which the company seeks to reduce the connection with the country of origin by relocating its headquarters to advanced countries that have a better country-of-origin image (Barnard, 2014). Finally, the traditional tax escape, in which the company invests in offshore financial centers, not only other emerging countries like the Cayman Islands or Bahamas, but also advanced economies like Ireland or the Netherlands, to reduce the tax burden the firm has to pay at home (Desai, Foley, & Hines, 2006). All these are facilitated by the reduction in restrictions on OFDI. I summarize these arguments in the following proposition: 
Proposition 1c. The reduction of restrictions on OFDI that follow pro-market reforms has a positive impact on escape OFDI.
EMNCs’ Influence on Pro-Market Reforms
I now analyze the bottom-up approach, in which firm-level actions, in our case the existence of EMNCs operating abroad, affect country-level actions, in our case pro-market reforms in the home country. I propose that the transformation of domestic companies into EMNCs and their presence abroad has a positive impact on the diffusion and deepening of pro-market reforms at home. This is done via three channels: a learning mechanism, a lobbying mechanism and a spillover mechanism. The combined influence of these three mechanisms can be summarized in the following proposition: 
Proposition 2. EMNCs have a positive impact on the deepening of pro-market reforms in the home country.
The first mechanism is learning, in which EMNCs learn more sophisticated rules and governance practices abroad, which they then apply in their relationships with customers, distribution channels and suppliers at home, improving rules and norms of behavior in the domestic environment. EMNCs are exposed to a variety of pro-market conditions in their foreign operations (del Sol & Kogan, 2007). In the particular case of EMNCs with operations in countries with higher levels of pro-market reforms, they have to learn and improve their institutional resources to be able to operate in those countries. This is challenging for many, as the institutional practices learned at home are difficult to unlearn abroad. For example, diplomats working in New York City who come from high corruption countries have more parking tickets, as parking tickets cannot be enforced thanks to diplomatic immunity (Fisman & Miguel, 2007). Nevertheless, managers do not enjoy such diplomatic immunity and thus need to behave accordingly to the higher institutional standards or face penalties in countries with better institutions. EMNCs that want to operate in countries with stronger pro-market institutions have to adopt many of these pro-market institutions, including higher and stronger governance standards. For example, companies that list in advanced capital markets need to follow those stronger institutions, and adopt higher standards of conduct (Coffee, 2002), which apply not only to the reporting and transparency in foreign operations but also to the whole company. These higher standards of conduct can be implemented not only within the company, but also in its relationships with suppliers, distributors and customers in the home country. For example, companies that issue financial instruments in US capital markets are subject to the Foreign Corrupt Practices Act (FCPA) and become subject to criminal penalties if they bribe abroad (Cuervo-Cazurra, 2006), providing them with an incentive to reduce corruption in the home country.
Alternatively, the desire to achieve efficiency in global operations induces companies to adopt similar superior practices across countries (Prahalad & Doz, 1987). Thus, even if the EMNC operates in other emerging markets where it is not exposed to higher levels of pro-market reforms, the exposure to a variety of levels of reforms across countries induces the EMNC to develop superior practices to manage efficiently across borders. The practices not only help other subsidiaries but also can be implemented in operations in the home country (Yang, Mudambi, & Meyer, 2008). Thus, for example, the process used by the Mexican Cement firm Cemex for improving efficiency in foreign operations, in which practices of a target firm were analyzed and the best ones retained and diffused to other subsidiaries, was later implemented in the home operation, resulting in significant savings (Lessard & Reavis, 2009). In this way, the EMNC becomes an actor promoting pro-market reforms in its home country by implementing higher standards of rules and regulations within itself and in its relationships with customers, distributors and suppliers. It has learned these standards from its exposure to countries with deeper pro-market reforms, and from its development of practices to manage efficiently across borders, even if it only operates in other emerging countries. I summarize these ideas in this proposition: 
Proposition 2a. The advanced capabilities and governance practices that EMNCs learn abroad have a positive impact on the deepening of pro-market reforms in the home-country.
The second mechanism is spillovers, in which EMNCs become sources of better governance capabilities to home-country competitors. EMNCs can have a positive impact on the reforms at home via spillovers on their competitors; this is similar to the spillover that foreign MNCs have on domestic firms, but in our case among firms from the same country. This is done via three mechanisms (Blomstrom & Kokko, 1998): demonstration, training of joint suppliers and employee mobility. First, in the demonstration effect, not only competitive capabilities, but also more advanced institutional capabilities developed from the exposure to higher pro-market reforms abroad may diffuse among domestic companies via the direct copying by competitors of the practices. Competitors keep track of the practices and policies implemented by other companies to prevent them from gaining a first-mover advantage (Lieberman & Montgomery, 1988). EMNCs that bring more advanced governance techniques from their exposure to other countries may witness the diffusion of such techniques among competitors, which become exposed to the practices developed to deal with pro-market reforms in other countries indirectly via imitation of the EMNC. Second, in the training effect, pro-market reforms in other countries become diffused among home country competitors via the training of joint suppliers and distribution channels by the EMNC. The EMNC implements better practices in its home operations and in the manner in which it collaborates with suppliers and distribution channels to improve its own efficiency and advantage (Kotabe, Martin, & Domoto, 2003). These better practices that suppliers and distribution channels receive from the EMNC help them not only provide better products and services to the EMNC, but also to other competitors served by them. As a result, competitors indirectly obtain advanced governance practices from the EMNC. Third, employee mobility is another channel by which the EMNC transfers pro-market reforms to competitors in the home operation. As the EMNC trains its employees in the more advanced pro-market practices that it has learned abroad, some of those employees can be poached by competitors or can decide to leave the firm to create their own entrepreneurial ventures. These employees bring the practices learned in the EMNC with them and diffuse them to competitors (Somaya, Williamson, & Lorinkova, 2008). As the practices of the EMNC are implemented by competitors, they become embedded in the interactions among competitors, becoming institutions that deepen the pro-market reforms. In sum, I propose that:  
Proposition 2b. Spillovers of advanced institutional capabilities from the global exposure of EMNCs to domestic competitors via the demonstration, training of joint suppliers and distributors and employee mobility mechanisms have a positive impact on the deepening of pro-market reforms in the home country.
The third mechanism is lobbying, in which EMNCs lobby their home governments to deepen pro-market reforms that benefit them. Some EMNCs can take an active stance and lobby the government for the deepening of pro-market reforms directly. This is in contrast to learning and spillovers, in which the deepening of pro-market practices is done indirectly as they become embedded in the norms of interactions among economic actors. As EMNCs realize the benefits of operating in countries with higher levels of pro-market reforms and create superior practices from their exposure to a variety of pro-market reforms, managers may realize that better pro-market institutions in the home country can further the efficiency of their firms. Thus, managers of EMNCs can decide to speed up the deepening of pro-market reforms at home by lobbying the home country government for the implementation of additional reforms. Since EMNCs tend to be the better companies in the country, additional pro-market reforms can help them push ahead of domestic competitors that are not prepared for deeper reforms. Even if the lobbying is biased towards their particular interests, the reduction of controls over firm behavior in areas such as regulation of action and price controls can lead to higher pro-market reforms for all firms. As MNCs, EMNCs have a credible threat of leaving the country or investing more abroad if the government does not provide a supporting environment (Vernon, 1977; Stopford & Strange, 1992), which can include deeper pro-market reforms. This flexibility in investment enables EMNCs to lobby hard for the deepening of pro-market reforms at home. I summarize these arguments in the following proposition: 
Proposition 2c. As EMNCs improve their capabilities from the improve conditions of operation at home, they are more likely to lobby the government for the deepening of pro-market reforms in the home country.
CONTINGENCIES ON THE CO-EVOLUTION OF PRO-MARKET REFORMS AND EMNCS
The co-evolution of pro-market reforms and EMNCs that I propose is subject to several contingencies that can explain the particular co-evolutionary processes of countries and companies. The start of pro-market reforms by politicians does not mean that a co-evolutionary process will automatically follow. There are incentives within companies and the government to limit the co-evolutionary process. Whereas the benefits of pro-market reforms and the internationalization of companies are uncertain and may take some time to realize, the costs of these reforms and internationalization are more certain and much more likely to be immediate. Hence, companies that are unable to upgrade capabilities to face increased competition will likely oppose pro-market reforms and lobby for protection, while government officials that have strong ties with protected incompetent incumbent firms will likely limit pro-market reforms (Grossman & Helpman, 1994; Hillman, 1989). I discuss potential contingencies that can explain differences in the co-evolutionary process at three levels of analysis: firm, industry and country. 
Private vs. State-Owned Firms
 At the firm level, there are likely to be differences between private and state-owned companies both in their internationalization as well as in how these companies influence pro-market reforms. First, private companies are more likely to react more positively to the influence of pro-market reforms and internationalize than state-owned firms. The former can upgrade their capabilities more easily, because they are free to focus on serving customers better and do not have to take into account social objectives in their decision making, something that state-owned firms must do. Additionally, state-owned companies may be constrained in their ability to become MNCs because investments abroad may be perceived as substitutes for investments in the home country and may be opposed by some citizens and politicians (Stevens & Lipsey, 1992). Hence, I propose that: 
Proposition 3a. Private companies are more likely to become EMNCs with pro-market reforms than state-owned companies.
Second, in terms of the influence of EMNCs on pro-market reforms, private EMNCs are more likely to influence pro-market reforms at home via learning and spillovers than state-owned EMNCs, because they have more to gain from the expanded opportunity set that follows governmental retrenchment from the economy. State-owned EMNCs benefit from their connections to the government and their privileges as state-owned firms (Cuervo-Cazurra, Inkpen, Musacchio, & Ramaswamy, 2014), and thus have more to lose from promoting pro-market reforms at home (Chari & Gupta, 2008). Managers of state-owned firms may at most push to achieve autonomy from the government in their decision-making (Aharoni, 1982; Musacchio & Lazzarini, 2014), while keeping the benefits that come from connections to the government in the form of a soft budget and favorable regulation (Kornai, 1980), thus being less likely to promote additional pro-market reforms. I summarize these arguments in the following proposition:
Proposition 3b. Private EMNCs are more likely to push for a deepening of pro-market reforms than state-owned EMNCs. 
Domestic vs. Foreign Firms
At the firm level, there are also likely to be differences between domestic and foreign-owned firms in how they push for pro-market reforms. However, in this contingency I can only analyze the impact of being a multinational on pro-market reforms. I cannot analyze the differential impact of pro-market reforms on the internationalization of these two types of firms because foreign owned firms, by definition, are already multinationals. Foreign firms, especially those coming from countries with more sophisticated and stable institution, are more likely to have a higher impact on the deepening of pro-market reforms than domestic EMNCs. Foreign firms are at a disadvantage over domestic firms as they suffer liabilities of foreignness (Zaheer, 1995) and outsidership (Johanson & Valhne, 2009). These can be partially solved when they operate in an institutional framework that is more market friendly because in such conditions competition tends to be on the basis of the competitive capabilities of the firms, rather than on the basis of the institutional capabilities and connections with the government and companies have to respond to these new conditions (Ghemawat and Khanna, 1998). Thus, foreign firms have a larger incentive to lobby the government to deepen the pro-market reforms in the host country and move it towards a more level playing field. Additionally, foreign firms are subject to higher scrutiny in their global operations, especially advanced economy multinationals that operate in emerging countries, with non-governmental organizations (NGOs) keeping track of their environmental, labor or development behavior (Vachani, Doh, & Teegen, 2009), and announcing the breach of norms in the home country, even when such norms may be acceptable in the emerging country. This can include, for example, implementing lower pollution controls in emerging markets or employing underage workers, which although legal in many emerging countries are not acceptable practices in advanced societies. Thus, foreign firms from advanced economies have a stronger incentive than domestic firms to deepen the pro-market reforms and establish better governance practices. These ideas can be summarized in the following proposition:
Proposition 4b. Foreign-owned EMNCs are more likely to push for a deepening of pro-market reforms than domestic firms.
Global vs. Local Industries
At the industry level, there are likely to be large differences among industries that are more globalized or more locally responsive. In terms of pro-market reforms leading to the creation of EMNCs, firms in industries that are more globalized are more likely to become EMNCs to be able to face the entry of foreign companies that accompany pro-market reforms. In a global industry, capabilities can not only be transferred but also applied successfully across countries, while firms with a presence in multiple countries benefit from the efficiency and learning across countries (Prahalad & Doz, 1987; Doz, Santos, & Williamson, 2001). Domestic firms may need to become EMNCs to be able to achieve efficiency levels that enable them to compete in their home country against incoming foreign products and firms. In contrast, companies operating in local industries do not have as many pressures to expand abroad even if they upgrade their capabilities to international levels after pro-market reforms. They can become strong incumbents in their home country and fend off foreign competitors because the capabilities of the latter are not as applicable across countries and there are limited benefits to global integration (Dawar & Frost, 1999). Therefore, I propose that: 
Proposition 5a. Companies in global industries are more likely to become EMNCs with pro-market reforms than companies in local industries.
Regarding the deepening of pro-market reforms by EMNCs, EMNCs that operate in global industries are more likely to lobby for additional pro-market reforms in their home country than firms in local industries, in order to be able to compete on equal terms against foreign competitors. EMNCs in global industries benefit from the standardization of practices across countries (Prahalad & Doz, 1987). One way to improve the standardization of practices is to face similar conditions across countries, which can be partially achieved by deepening reforms in the home country. Thus, EMNCs in global industries may push for deeper pro-market reforms to reduce the variability in country conditions that limits their global efficiency. In contrast, EMNCs that operate in local industries may not have the incentive to push as hard for pro-market reforms at home because they would obtain fewer benefits from standardization across countries. In local industries, firms have to adapt practices to the local condition (Prahalad & Doz, 1987) and thus the practices developed in one country may not be of much use in others. These arguments can be summarized in the following proposition:
Proposition 5b. EMNCs in global industries are more likely to promote the deepening of pro-market reforms than EMNCs in local industries.
Developing vs. Transition Countries
Within the set of countries considered emerging, there are important differences between developing countries, which had capitalistic systems even when their economies were under high levels of government control (e.g., much of Latin America, Africa and South Asia), and transition countries, which had a communist economic system in place before they moved towards capitalism (e.g. Eastern Europe, China and former Soviet Republics). This results in differences in the impact of pro-market reforms on EMNCs. Companies operating in developing countries are more likely to become EMNCs with pro-market reforms because they already operated as private companies, with faster and less politically-influenced decision-making, and were exposed to competition in the home country, even if this was constrained by government regulations. Although unusual, some may have already become EMNCs before the reforms. In contrast, companies operating in transition economies are less likely to become EMNCs with pro-market reforms, notwithstanding government mandates to expand abroad like in China (Luo, Xuer, & Han, 2012), because these companies have less experience operating as private companies; before the reforms, all firms were state-owned. They also have less experience competing openly; in command economies there is no competition because production and prices are mandated by government officials. These differences are temporary, however. With sustained pro-market reforms, transition and developing countries eventually converge in their conditions of operations, becoming emerging economies, and the ability and incentive to internationalize with additional reforms become similar in both countries. I summarize these ideas in the following proposition:
Proposition 6a. Companies from developing countries are more likely to become EMNCs with pro-market reforms than companies from transition economies, especially at the beginning of the pro-market reforms.
In terms of the influence of EMNCs on pro-market reforms, EMNCs from developing countries are more likely to continue pushing for additional pro-market reforms, because they are more used to operating under competition as private firms in a capitalistic system, even if previously the system was subject to high levels of government control. Continued reductions of government control over their operations help them improve efficiency and competitiveness in global operations. In contrast, EMNCs in transition economies have to learn to compete under the new rules of a capitalistic country; beforehand they only operated in a communist system. They also have to learn to operate in a variety of countries with very different institutional conditions from home, unless they only expand into other transition economies. Thus, managers may be more reluctant to push for a deepening of pro-market reforms as they may face challenges adapting to the new conditions of operation. Nevertheless, over time developing and transition countries converge and EMNCs in both types of country may have similar incentives to deepen pro-market reforms. Therefore, I propose that:
Proposition 6b. EMNCs from developing countries are more likely to push for additional pro-market reforms than EMNCs from transition economies, especially at the beginning of the pro-market reforms.
CONCLUSIONS
Pro-market reforms and EMNCs are becoming two important phenomena, spanning large literatures. In this article, I joined these two research streams and explained how they are connected. Specifically I proposed a co-evolutionary process, whereby pro-market reforms lead to the emergence of EMNCs and those firms, in turn, lead to the deepening of pro-market reforms. I explained how this co-evolutionary process is driven by specific mechanisms. First, pro-market reforms in emerging markets induce the transformation of domestic firms into EMNCs via international competitiveness, upgrading needs and escape. Second, the expansion of EMNCs leads to a deepening of pro-market reforms at home via learning, spillovers and lobbying. The co-evolutionary process provides a dynamic view to our understanding of pro-market reforms and EMNCs, going beyond traditional studies that have analyzed how one concept influences the other, but have rarely considered subsequent changes over time. 
[bookmark: KVWin_undoend]These arguments contribute to a better understanding of institutional economics (La Porta et al., 1999; North, 1990). They provide an explanation not only of the influence of institutions on firm behavior, or a top-down approach that has been the usual focus of the literature, but also of the influence of firms on institutions, or a bottom-up approach. Thus, the traditional view of institutions as rules and regulations that constraint economic actors (North, 1990) can be rethought, since these economic actors can in fact modify the constraints on their behavior, not only via non-market strategies (Baron, 1995), but also via their competitive strategies.
Future studies can provide depth to the mechanisms describe in this paper, measuring the variables and analyzing how the different contingencies play a role in the virtuous circle in which pro-market reforms enable the emergence and growth of EMNCs, which in turn lead to a deepening of pro-market reforms at home, which support the global expansion of EMNCs further. They can also explore the conditions under which this coevolutionary process ceases to continue, for example analyzing how incumbent firms and politicians who lose from the deepening of the reforms may block their implementation. 
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Figure 1. The co-evolution of pro-market reforms and EMNCs
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