@QEmeraldBooks

Research in Global Strategic Management
Volume 15

The Future of Foreign
Direct Investment and
the Multinational
Enterprise

Ravi Ramamurti
Niron Hashai

Editors



Emerald Group Publishing Limited
Howard House, Wagon Lane, Bingley BD16 1WA, UK

First edition 2011
Copyright © 2011 Emerald Group Publishing Limited

Reprints and permission service
Contact: booksandseries@emeraldinsight.com

No part of this book may be reproduced, stored in a retrieval system, transmitted in any
form or by any means e¢lectronic, mechanical, photocopying, recording or otherwise
without either the prior written permission of the publisher or a licence permitting
restricted copying issued in the UK by The Copyright Licensing Agency and in the USA
by The Copyright Clearance Center. No responsibility is accepted for the accuracy of
information contained in the text, illustrations or advertisements. The opinions
expressed in these chapters are not necessarily those of the Editor or the publisher.

British Library Cataloguing in Publication Data
A catalogue record for this book is available from the British Library

ISBN: 978-0-85724-555-7
ISSN: 1064-4857 (Series)

Emerald Group Publishing
Limited, Howard House,
Environmental Management
System has been certified by
JSOQAR to IS0 14001:2004

standards

Awarded in recognition of

Emerald's production

department’s adherence to 3‘%
quality systems and processes B
when preparing scholarly S

fournals for print INVESTOR IN PEOPLE



LIST OF CONTRIBUTORS

Yair Aharoni

Paloma Almodovar

Tamar Almor

Joshua B. Bellin
Peter J. Buckley
Timothy M. Devinney
Fragkiskos Filippaios

Rebecca Firth

Jens Forssbaeck
Pervez N. Ghauri
Stéphane J. G. Girod

Niron Hashai

Faculty of Management, Leon
Recanati Graduate School of Business
Administration, Tel Aviv University,
Tel Aviv, Israel

Strategic Management Department,
Complutense University of Madrid,
Madrid, Spain

School of Business Administration, The
College of Management Academic Studies,
Rishon Lezion, Israel

Accenture Institute for High Performance,
Boston, MA, USA

Centre for International Business,
University of Leeds, Leeds, UK

Faculty of Business, University of
Technology, Sydney, Australia

Faculty of Business, Kingston University,
Surrey, UK

Locum Consulting, Manchester, UK

Lund Institute of Economic Research,
Lund, Sweden

Department of Management, Kings
College London, London, UK

Accenture Institute for High Performance,
London, UK

The Hebrew University, Jerusalem, Israel

Xy



XVvi

Seev Hirsch

Arie Y. Lewin
Lilach Nachum

Lars Oxelheim

Marina Papanastassiou

Ruth Rama

Ravi Ramamurti

Alan M. Rugman

Karl P, Sauvant

LIST OF CONTRIBUTORS

Faculty of Management, The Faculty of
Management, Leon Recanati Graduate
School of Business Administration, Tel
Aviv University, Tel Aviv, Israel

Fuqua School of Business, Duke
University, Durham NC, USA

Baruch College, City University of New
York, New York, USA

Lund Institute of Economic Research,
Lund, Sweden; The Research Institute of
Industrial Economics, Stockholm, Sweden

Department of International Economics
and Management, Copenhagen Business
School, Frederiksberg, Denmark

Spanish Council for Scientific Research,
Institute of Economics and Geography —
CSIC, Madrid, Spain

College of Business Administration,
Northeastern University, Boston, MA,
USA

School of Management, Henley Business
School, University of Reading, Reading,
UK

Vale Columbia Center on Sustainable
International Investment, Columbia
University, USA



ACKNOWLEDGEMENTS

This volume grew out of a symposium organized at Tel Aviv University in
May 2010 to honour Yair Aharoni, who had just received the prestigious
Israel Prize for Administrative and Management Science. The papers
presented on that occasion by the co-editors and others became the nucleus
of what developed quickly into a broad-based exploration of FDI and
MNEs — and a Festschrift to Yair Aharoni. We thank Asher Tishler, dean
of the Faculty of Management, Tel Aviv University, for organizing the
symposium. Above all, we thank the distinguished authors for
enthusiastically joining us in this project, and for their thoughtful and
timely contributions.

Ravi Ramamurti would like to thank Dean Tom Moore of Northeastern
University for his steadfast support, which made possible this book and
everything else he has accomplished in recent years, including founding
and growing the Center for Emerging Markets. Tom’s professional, ethical,
and transparent leadership and selfless service to the university will be sorely
missed. Ramamurti would also like to thank Senior Associate Dean Bill
Crittenden for his encouragement and guidance over the years. His research
benefited greatly from funds provided by the Jeff Bornstein Senior
Fellowship and grants provided to the Center for Emerging Markets by
the Liberty Mutual Foundation and the BIE Program of the US
Department of Education. Like everything else, this project could not have
been completed without the support of his wife Meena and their three
children — Bharat, Gita, and Arjun. In this instance at least, he showed
his appreciation by treating them to a memorable week of sightseeing and
relaxation in Israel following the TAU symposium!

Niron Hashai would like to thank Shira Tupiol for her excellent
assistance in the coordination of the editing the book chapters. Last but not
certainly not least, he is grateful for the patience and support of his wife,
Einat and three kids — Ido, Gil and Assaf.

Finally, it has been a pleasure to work with Kim Foster and Rebecca
Forster of Emerald Publishing, particularly their responsiveness to our
many questions and the speed with which the manuscript was turned into a
finished product.

XVIii



DEDICATION TO YAIR AHARONI

(Photograph by Dan Porges, reproduced with permission)

This book is dedicated to Yair Aharoni, professor emeritus at Tel Aviv
University. Since receiving his doctoral degree in 1961, he has authored
more than 100 journal articles and book chapters, 150 case studies, 7 books
in Hebrew, 6 books in English, and edited 6 more books in English — all
pertaining to international business, strategy, and public policy. His seminal
work, The Foreign Investment Decision Process (1966), was based on his
1961 dissertation at Harvard Business School and presaged what came to be
known as the behavioral theory of the firm. An eclectic and original thinker,
he wrote about a wide range of topics that affected managers and policy
makers. Aharoni was among the first to theorize about state-owned
enterprises, multinationals from small countries, the globalization of
services, and the political economy of multinational enterprises. His
research built on existing theories and frameworks but dared to incorporate
new variables and perspectives when necessary, based on his deep
understanding of real-world issues.

Aharoni is a fellow of the Academy of International Business and of the
International Academy of Management. For his academic achievements he
was awarded the Landau Prize in 2007 and the Israel Prize for Management
and Administrative Science in 2010.

Xix



XX DEDICATION TO YAIR AHARONI

The chapters in this book, written by a distinguished group of scholars,
many of whom are also his friends and admirers, build on Aharoni’s lifelong
contributions to the study of foreign direct investment and multinational
enterprise. In keeping with his contributions, they attempt to peer into the
future and address important new trends and issues in these areas.

ABOUT YAIR AHARONI

Yair Aharoni is professor emeritus at Tel Aviv University, where he was
earlier the Daniel and Grace Ross Professor of International Business and
the Issachar Haimovic Professor of Business Policy. In addition, Aharoni
has served as the Thomas Henry Carroll Ford Foundation Visiting
Professor of Business Administration at Harvard Business School
(1978-1979) and the J. Paul Sticht Visiting Professor of International
Business at Duke University (1987-1995), where he was also director of
Duke’s Center of International Business Education and Research (1992—
1995). Professor Aharoni has also held visiting appointments at Boston
University, the City University of New York, Columbia University,
Copenhagen Business School, Helsinki Business School, IMEDE, New
York University, Odense University, Stanford University, and the
University of California at Berkeley.

Aharoni’s books in English include dccounting Practices in Israel (1964);
The Foreign Investment Decision Process (1966); Business in the International
Environment (1977); Markets, Planning and Development (1977); The
No-Risk Society (1981); The Management and Evolution of State-Owned
Enterprises (1986); Israel’s Political Economy. The Dreams and the Redlities
(1991). His books in Hebrew include The Functions and Role of Directors
(1963); Accounting for Management (1974, 1978, 1980); Structure and
Conduct in Israeli Industry (1975); State Owned Enterprises in Israel and
Abroad (1979); Business Strategy (1982); and The Political Economy of Israel
(1992).

In addition, Aharoni has edited the following six books or special issues:
The Emerging International Monetary Order and the Banking System (1976);
State-Owned Enterprises in the Western Economies (1981) (with Raymond
Vernon); Cealitions and Competition: The Globalization of Professional
Business Services (1993); Global Strategic Alliances Among Service
Organizations, special issue of International Studies of Management and
Organization (1996) (with John Forsyth); Changing Roles of State
Intervention in Services in an Era of Open International Markets (1997);



Dedication to Yair Aharoni xxi

Globalization of Services: Some Implications for Theory and Practice (2000)
(with Lilach Nachum).

Throughout his distinguished academic career, Aharoni has also been an
institution builder in Israel. He served as the first Dean of the Faculty of
Management at Tel Aviv University, was instrumental in establishing the
Israel Institute of Business Research, and helped start the Top Executive
Program of which he was the first Director. He was also Chief Executive
Officer of the Jerusalem Institute of Management and served for five years
as the rector of the College of Management in Rishon LeZion, Israel.



CONTENTS

LIST OF FIGURES ix
LIST OF TABLES xi
LIST OF CONTRIBUTORS Xy
ACKNOWLEDGEMENTS xvii
DEDICATION TO YAIR AHARONI xix

INTRODUCTION: RESEARCH ON FDI AND MNEs IN
A CHANGING WORLD
Niron Hashai and Ravi Ramamurti 1

PART I: THE DECISION TO INTERNATIONALIZE

BEHAVIORAL ELEMENTS IN FOREIGN DIRECT
INVESTMENT DECISIONS
Yair Aharoni 23

BRINGING MANAGERS’ DECISION MODELS INTO
FDI RESEARCH
Timothy M. Devinney 61

FDI AND THE ROLE OF FINANCIAL MARKET
QUALITY
Jens Forssbaeck and Lars Oxelheim 85



i CONTENTS

PART II: NEW MULTINATIONALS

THE EVOLUTION OF MULTINATIONALS
Yair Aharoni and Ravi Ramamurti

NEW PLAYERS IN FDI: SOVEREIGN WEALTH
FUNDS, PRIVATE EQUITY, AND EMERGING-
MARKET MULTINATIONALS

Ravi Ramamurti

REVISITING THE “MODERN” MULTINATIONAL
ENTERPRISE THEORY: AN EMERGING-MARKET
MULTINATIONAL PERSPECTIVE

Stéphane J. G. Girod and Joshua B. Bellin

113

137

167

PART III: THE CHANGING ROLE OF MULTINATIONALS

THE IMPACT OF GLOBALISATION AND THE
EMERGENCE OF THE GLOBAL FACTORY
Peter J. Buckley

THE BORN GLOBAL ILLLUSION AND THE
REGIONAL NATURE OF INTERNATIONAL
BUSINESS

Alan M. Rugman and Paloma Almodovar

UNRAVELING THE RELATIONSHIPS BETWEEN
INTERNATIONALIZATION AND PRODUCT
DIVERSIFICATION AMONG THE WORLD’S
LARGEST FOOD AND BEVERAGE ENTERPRISES

Niron Hashai, Tamar Almor, Marina Papanastassiou,

Fragkiskos Filippaios and Ruth Rama

TRADE IN SERVICES: THE GLOBAL SOURCING
OF BUSINESS SERVICES
Arie Y. Lewin

213

251

271

301



Contents vii

GOVERNANCE OF FOREIGN AFFILIATES AS A
DISTINCTIVE CHOICE BETWEEN NETWORKS,
MARKET, AND HIERARCHY

Lilach Nachum 315

GLOBAL SERVICE MULTINATIONALS FROM A
SMALL OPEN ECONOMY — THE CASE OF ISRAELI
HIGH-TECH SERVICE PROVIDERS

Niron Hashai 335

PART 1V: MNEs AND THE STATE

IF TEVA CHANGES ITS “NATIONALITY,” WOULD
ISRAEL’S ECONOMY BE AFFECTED?
Seev Hirsch 357

THE IMPACT OF FOREIGN DIRECT INVESTMENT
ON LOCAL FIRMS: WESTERN FIRMS IN EMERGING
MARKETS

Pervez N. Ghauri and Rebecca Firth 379

THE REGULATORY FRAMEWORK FOR
INVESTMENT: WHERE ARE WE HEADED?

Karl P. Sauvant 407
AUTHOR’S BIOGRAPHIES 435

SUBJECT INDEX 443



LIST OF FIGURES

Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.
Fig.

Fig.
Fig.

Fig.

3.1
32
7.1

8.1
8.2
8.3
9.1
11.1
11.2
11.3
13.1

15.1
16.1

16.2

A Simple Managerial Choice Process

A Simple Managerial Choice Process

The Three EMNEs’ Organizational Choices to
Reconcile Global Integration and Local Responsiveness
New Value Chain: The Impact of Disintermediation
and Reintermediation

Globally Distributed Operations

‘Hub and Spoke’ Strategies: An Example

Foreign and Regional Sales of Spanish Firms
(2000-2008)

Cumulative Percentage Growth of Companies Offshoring
Business Services by Type of Function

Cumulative Percentage of Companies Offshoring
Business Services by Industry

The Offshorability Decision

Service Intensity (Sy)

Conceptual Framework for Linkage Formation
Known Investment Treaty Arbitrations

(Cumulative and Newly Instituted Cases),
19892009 (Number)

CFIUS Filings and Investigations, 2001-2009

ix

65
70

178
223
231
232
256
304
305
307

338
386

419
424



LIST OF TABLES

Table 1.1
Table 1.2
Table 3.1
Table 3.2

Table 4.1
Table 4.2

Table 4.3

Table 4.4

Table 4.5

Table 4.6
Table 4.A1l
Table 4.A2
Table 5.1
Table 6.1
Table 6.2
Table 6.3

Table 6.4
Table 6.5

Key Topic Areas and Papers in this Volume
Questions for Further Research

Direct and Process Variance in Managerial Decision
Making

Direct and Process Variance — The FDI Decision
Context

Frequency Distribution of the Dependent Variable
Descriptive Statistics, Firm-level Independent
Variables

Pearson Correlations, Firm-level Independent
Variables

Determinants of the Occurrence of Foreign
Acquisitions, Baseline Cross-sectional Regressions
Determinants of the Occurrence of Foreign
Acquisitions, Cross-sectional Regressions with
Financial Development/Finance Interaction
Variables

Determinants of the Probability of Cross-listing
Variable Definitions

Descriptive Statistics, Source Country Variables
Share of Worldwide Stock of Outward FDI (OFDI),
Various Years

The World’s Fifteen Largest Sovereign Wealth Funds,
October 2009

Bank Investments by Sovereign Wealth Funds,
2007-2008

Cross-Border M&A Purchases by Private Equity
Firms and Hedge Funds, 1996-2009 (No. of Deals
and Value)

Three-Stage Internationalization Model

World FDI Outward Stock and Share of Top 12
Emerging Economies, 1990-2008

Xi

08
15

66

73
95

96

96

98

100

- 103

108
109

116

140

142

148

150

151



xii

Table 6.6
Table 6.7
Table 7.1
Table 7.2
Table 7.3

Table 9.1
Table 9.2

Table 9.3
Table 9.4
Table 9.5
Table 9.6
Table 10.1
Table 10.2

Table 10.3
Table 10.4

Table 11.1

Table 12.1

Table 13.1
Table 13.2

Table 13.3

Tabie 14.1

Table 14.2

LIST OF TABLES

World FDI Outflows and Share of Top 12 Emerging
Economies

BRIC Outward FDI Flows, 2007-Early 2009

Key Facts about Sampled EMNEs

Market Trends Translated into Strategic and
Organizational Implications

Theoretical Framework of EMNEs’ Organizational
Choices

Intra-Regional Sales and Assets of the Top 500 Firms
Regional Sales of Spanish Firms, by Regional
Classification

The Export Sales Orientation (£;/TE) of

Spanish Firms, by Regional Classification

The FDI Orientation (FDI,/TFDI) of Spanish Firms,
by Regional Classification

Regional Sales, Export Sales Orientation, and FDI
Orientation by Manufacturing Sector (2008)

Tobit Regression With Panel Data (2000-2008) for
Intraregional Sales (R/T) and Foreign Sales (F/T)
Description of the Variables

Descriptive Statistics (n=135)

Correlations

Level of Internationalization and Product
Diversification — Results of Within-Firm Fixed Effects
Three-Stage Least Squares System of Equations
ORN University Research Partners

Choice Of Governance Modes: Foreign

and Local Firms

Descriptive Statistics (N = 59)

Cross Sectional OLS Regressions (N = 59,
Standardized Coefficients)

Cross-Sectional OLS Regressions — Standardization
and Automation Effects (N =59, Standardized
Coefficients)

The Worlds” Leading Pharmaceutical Companies
Ranked by TNI (2008)

Teva: Total and Foreign Sales, Assets, and
Employees 2007-2009

152
154
175
183

195
253

257
258
258
261
263
284

287
288

289

303

326
345

346

347

364

366



List of Tables

Table 14.3

Table 15.1
Table 15.2

Table 15.3
Table 15.4

Table 15.A1
Table 16.1

Table 16.2

Teva: Total Sales, Sales of Innovative Products,
Shares, and Annual Growth Rates

Evidence of Linkage Formation in HSBC and B&Q
Changes in Linkage Characteristics Over Time for
HSBC China

Changes in Linkage Characteristics Over Time for
B&Q China

Evidence of Upgrading Occurring in HSBC and
B&Q in China

Table Showing Company Respondents Interviewed
Selected Indicators of FDI and International
Production, 19902009

National Regulatory Changes, 1992-2009

Xiil

369

392

394

394

397
405

409
412



INTRODUCTION: RESEARCH
ON FDI AND MNEs IN A
CHANGING WORLD

Niron Hashai and Ravi Ramamurti

ABSTRACT

This chapter focuses on the four topics pertaining to foreign direct
investment (FDI) and multinational enterprises (MNEs) that are the
Sfocus of this volume: (1) managerial decision-making processes that
result in FDI and internationalization, (2) the changing national origin of
MNEs, particularly those spawned by emerging markets; (3) the
changing scope of MNEs, as they fine-tune and globally disperse their
value chains, expand into new services, and rely increasingly on networks,
alliances, and offshoring to enhance global competiveness, and speed up
internationalization to the point of being “born global”; and (4) the
changing relationship between MNEs and home and host countries. After
surveying Yair Aharoni’s significant contributions in each of these areas,
the chapter offers a preview of the volume’s contents on each topic. It
concludes with an agenda for future research by international business
scholars.

Keywords: Managerial decision making; origin of MNEs; scope of
MNEs; MNE-state relations
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2 NIRON HASHAI AND RAVI RAMAMURTI

Almost 50 years ago the seminal work of Yair Aharoni opened up several
fascinating questions about how and why firms internationalize. Looking
back at his lifetime of scholarship, one is struck by how often he was ahead
of most scholars in writing about important new trends in international
business. He was among the first to explore the role of multinationals from
small countries, among the pioneers to work on state-owned enterprises and
their internationalization, among the earliest to explore the globalization of
services, and at the forefront of exploring the complex relationship between
multinational enterprises (MNEs) and home/host governments. It is only
natural therefore that a volume dedicated to Yair Aharoni should try to
peer into the future, looking for important new issues and trends in foreign
direct investment (FDI) and MNEs. Taking on this challenge are a group of
very distinguished international business scholars, most of who have known
and admired Aharoni’s work for many years.

To be sure, this is also a historic moment at which to contemplate the
future of FDI and MNEs. In the short run, the global financial crisis of
2008-2009 significantly curtailed FDI flows. Given the central role of
international finance in facilitating foreign trade and investments, the
financial crisis and the resulting credit crunch hurt the growth rate of many
countries (OECD, 2009; UNCTAD, 2009). In turn, this blunted the
motivation for cross-border investment; hurt the profitability of international
operations; and created fears of protectionist trade policies, government
rescue packages for domestic firms, and restrictions on foreign capital
(UNCTAD, 2009). Official statistics confirm that outward FDI did fall quite
dramatically after the crisis — by fully 47 percent between 2007 and 2009, from
more than US$2 trillion to just US$1.1 trillion. Furthermore, the fall was
surprisingly asymmetrical, with developed countries experiencing an average
decline of 53 percent, and developing countries experiencing an average
decline of only 15 percent. Interestingly, outward FDI from China kept
growing even through the global recession, fueled by the massive reserves
accumulated by the government and the bargain prices at which assets could
be acquired abroad (Sauvant & Davies, 2010). Data from the second half of
2009 and the first half of 2010 indicated that a modest recovery in global FDI
outflows may have been underway. Accordingly, UNCTAD (2010) projected
global outward FDI flows to rise to US$1.2 trillion in 2010, USS$ 1.3-1.5
trillion in 2011, and approach US$1.6-2.0 trillion in 2012. These FDI
projections were fraught with risks and uncertainties arising from the fragility
of the global economic recovery and the possibility of a double-dip recession.
However, historical data reassures one that global FDI flows tend to ebb and



