The $)
Lompetitive

Advantage of
Regions and

Nations

Technology Transter
Through Foreign
Direct

Investment - @.\@y Vg

ORIS RICKEN
AND GEORGE MALCOTSIS




The Competitive
Advantage of
Regions and Nations

Technology Transfer Through -
F | e
oreign Direct nve&'%m Hep | Ti
g W

BORIS RICKEN AND 7‘}& :]l:; =

GEORGE MALCOTSIS

GOWER



© Boris Ricken and George Malcotsis 2011

All rights reserved. No part of this publication may be reproduced, stored in a retrieval
system or transmitted in any form or by any means, electronic, mechanical, photocopying,
recording or otherwise without the prior permission of the publisher.

Boris Ricken and George Malcotsis have asserted their moral rights under the Copyright,
Designs and Patents Act, 1988, to be identified as the authors of this work.

Gower Applied Business Research

Our programme provides leaders, practitioners, scholars and researchers with thought
provoking, cutting edge books that combine conceptual insights, interdisciplinary rigour and
practical relevance in key areas of business and management.

Published by

Gower Publishing Limited Gower Publishing Company
Wey Court East Suite 420

Union Road 101 Cherry Street

Farnham Burlington,

Surrey, GU9 7PT VT 05401-4405

England USA

www.gowerpublishing.com

British Library Cataloguing in Publication Data
Ricken, Boris.

The competitive advantage of regions and nations: technology transfer through foreign
direct investment.

1. Technology transfer — Economic aspects. 2. Investments, Foreign.

L. Title II. Malcotsis, George.

338.926-dc22

ISBN 9781409402381 (hbk)
ISBN 9781409402398 (ebk)

Library of Congress Control Number: 2010937744

MIX
Paper from
FSC 'eepersilesources | Pripnted and bound in Great Britain by the




About the Authors

Boris Ricken went to school in Germany and the United States. He studied
Political Science together with Economics and Law in Germany and Spain and
graduated with a Masters in Political Science from the University of Constance,
Germany. Subsequently, Boris earned a Doctorate in Business Administration
from the University of Ziirich, Switzerland where he also worked as a research
assistant. He has performed research in the fields of organization studies,
strategic management, social network analysis, knowledge and technology
management and foreign direct investment. He has published various books
and several peer-reviewed papers for international conferences. In addition,
he is an external lecturer at Edinburgh Napier University in the UK, where he
teaches a Technology Transfer and FDI module on the Investment Promotion
and Economic Development M.Sc. programme. Dr Ricken has gained practical
experience related to foreign direct investment and technology transfer
whilst employed at a Swiss investment promotion agency. Following this he
worked for four years as a Senior Strategy Consultant at the world’s second-
largest building materials supplier. The company employs some 80,000 people
and is present in more than 70 countries. In this position, Boris Ricken was
responsible for foreign direct investment projects and business planning in
Latin America and Asia. Boris Ricken is now in charge of internal projects and
process management at PPCmetrics AG, a leading Swiss consulting firm for
institutional investors.
Dr Boris Ricken
PPCmetrics AG
boris.ricken@ppcmetrics.ch
www.ppcmetrics.ch

George Malcotsis was born in Greece and grew up in Egypt. He graduated with
a Bachelors and Masters in Engineering from the Universities of Surrey and
London. Heearned a Doctorate in Engineering from the University of Cambridge,
England. He has attended a Senior Executive Business Administration Program
at the Massachusetts Institute of Technology (MIT), Boston, USA. George began
his career in a teaching and research position at the University of Cambridge.
From 1976 to 1990 he worked for a major internationally active engineering
consulting firm in Switzerland. His last position in the firm was that of



xvi THE COMPETITIVE ADVANTAGE OF REGIONS AND NATIONS

president. In 1990 Professor Malcotsis joined KPMG Switzerland as a partner at
director level. His first responsibility was to head the international management
consulting division. From 1997 to 2007 he was assigned as managing director
of SOF], the Swiss Organisation for Facilitating Investments, which was an
instrument funded by the Swiss Government and operated by KPMG. In 2007
he was nominated visiting professor at the Napier University Business School
in Edinburgh, Scotland. His special field of research and teaching is business
planning and intercultural business negotiations. Professor Malcotsis’ fields
of expertise are corporate strategy and business planning, project evaluation,
management training and coaching, international corporate finance and
mergers and acquisitions. Through managing business operations in over 80
countries, he has gained extensive international experience and an ability to
operate across cultural barriers. In 2007 he became Partner of DIAS.
Professor Dr George Malcotsis
International Institute for Investment Promotion, DIAS Management
george.malcotsis@dias-management.ch
www.iiip.ch, www.dias-management.ch



Preface

There is little doubt that technology is of crucial importance for the
competitiveness of companies, regions and entire economies. Technology is a
determining element for firms and nations to increase productivity, to compete
and to prosper. Today we see many developed and prosperous countries that
were quite poor only about some decades ago:

. In Asia, Singapore and Korea have managed to increase their gross
domestic product (GDP) by approximately six times since 1980.

o The Chinese economy has grown at an annual rate of approximately
10 per cent over the same period.

. In Latin America, Chile’s economy has achieved an average annual
increase of 4.3 per cent per year over the last 30 years.

° In Eastern Europe, Hungary has increased its GDP per capita from
US$3,190 in 1990 to US$12,400 in 2009. Over the same period,
the Polish GDP per capita has grown from a mere US$1,600 to
US$11,100.

This impressive economic progress cannot be explained by increases in
capital or a growth in the supply of labour alone. Rather, it is to a considerable
degree driven by the acquisition and usage of new technologies such as
machinery, management practices, or production techniques, all contributing
to the overall productivity of an economy.

However, there is still a large gap in the technological advancement
of nations. On the one hand, industrialized economies such as the United
States, Japan, Germany or Switzerland are at the forefront of developing new
technologies and applying these. Large shares of GDP in these countries are
dedicated to research and development (R&D) of new products or process
technologies. On the other hand, many emerging economies in Asia, Africa,
Latin America and Eastern Europe have not yet developed their own R&D
capacity. They rely on the transfer of existing technology from other countries
in order to increase their productivity and competiveness. One major channel
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of this transfer is foreign direct investment (FDI). Empirical studies have
found positive and significant technology spillovers stemming from inward
FDI. One of the major reasons is that FDI usually takes place by multinational
corporations (MNCs), which exhibit a high ratio of R&D.

The importance of technology transfer via FDI implies that countries
cannot simply sit and wait until new technologies arrive in their domain.
Rather, companies, regions and nations need to systematically manage the
identification, assessment, attraction, absorption and application of new
technologies. In this book we want to provide a step-by-step guide on how to
manage this entire process of technology transfer in foreign direct investments.
The target audience of this book therefore consists of the following groups:

. Managers employed at investment promotion agencies. Almost every
country has at least one such agency and several have subnational
local development agencies. The World Association of Investment
Promotion Agencies (WAIPA) alone brings together over 250
investment promotion agencies. Thisbook wants to provide managers
of these agencies with the relevant concepts and methods to identify,
assess, attract and absorb foreign technologies through FDI.

. Managers of government bodies such as investment boards, ministries
of economics or ministries of science and technology, active in the
field of foreign direct investment and technology transfer. This
book wants to support them in setting the appropriate policies
and measures suitable to facilitate the economic and technological
development of their country.

. Managers working in companies active in the field of foreign direct
investment, such as local competitors, suppliers, clients, joint
venture partners, or wholly owned subsidies of multinational
enterprises. Especially in emerging markets, firms strive to absorb
new technologies, knowledge and practices in order to gain a
competitive advantage. This book aims to provide these managers
with a deeper understanding on the determents of a MNC’s decision
on an FDI project as well as on the processes and mechanisms of
technological spillovers to local companies.

. Managers being employed at international organizations,
development banks and technology transfer intermediaries, for
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example the World Bank, Asian Development Bank, European
Bank for Reconstruction and Development (EBRD), United Nations
Conference on Trade and Development (UNCTAD), United Nations
Industrial Development Organization (UNIDO) etc. targeting issues
of economic development, FDI and technology transfer

o Students in programmes related to economic development,
international economics, investment promotion, FDIand technology
transfer. Thisalsoincludes certificate training programmes targeting
career professionals in the public or private sectors related to foreign
direct investment.

° Researchers and scientists active in the field of economic development,
international economics, international management, foreign direct
investment, technology management and technology transfer.

As the target audience of this book primarily consists of managers and
students, we have focused on providing concepts and methods applicable in
practice. Although theoretical considerations are presented here, our aim has
been to keep the presentation of theories and the state of literature relatively
short. Also, we have sought to follow an interdisciplinary approach on the
topic, integrating concepts and methods from economics on the one hand and
the business and management literature on the other hand.

We especially want to thank DIAS (the Direct Investment Advisory
Services) and the International Institute of Investment Promotion in
Switzerland for supporting this book project. In addition, we want to thank
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