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Abstract

The internationalization behaviour of emerging market multinationals (EM MNESs) towards
destinations with a good institutional environment is relatively new territory to IB-scholars. In
this study the capability-internationalization relationship of EM MNESs internationalizing
towards developed countries is researched utilizing multiple regression analysis. Using a
sample of 201 EM MNEs coming from China and Taiwan mostly, we investigate the effects
of their R&D capabilities, marketing capabilities, institutional distance between their home
and host countries, and interaction effects on their scope of internationalization. We found
that only institutional distance is a positive antecedent for greater scope of
internationalization in institutionally developed nations. All the results are then compared to
predictions of mainstream IB theories, i.e. the OLI-paradigm, the Springboard theory, and the

LLL-framework.
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1. Introduction

1.1 Introduction Topic

It is safe to say that emerging market multinational enterprises (EM MNES) are on the rise
(BCG, 2016). They have engaged in foreign direct investment (FDI) for the past forty years
(Lall et al., 1983). It is therefore remarkable that EM MNEs have only started to rapidly
increase international activities since the start of the 21st century (OECD, 2006). Especially
FDI towards developed countries (upward FDI) has gotten the attention of EM MNESs over
the last two decades, which the firms not in the last place use to conquer institutional and
market constraints in their domestic markets (Luo & Tung, 2007; Ramamurti, 2012; Witt &
Lewin, 2007). With respect to that, international business (IB) scholars have made efforts to
derive the antecedents for EM MNESs to internationalize into developed countries
(Yamakawa, Peng, & Deeds, 2008).

1.2 Problem Statement

There are several scopes through which authors look at EM MNESs, which are sometimes
combined to explain complex strategic considerations of EM MNEs (Gaur, Kumar & Singh,
2014; Yamakawa et al., 2008). In this thesis, the resource-based view (RBV) and the
institution-based view (IBV) will be used to look at the internationalization of EM MNEs
towards developed markets. Prior research has given evidence that these two views interact
with regards to the internationalization behaviour of EM MNEs (Gaur et al., 2014; Meyer,
Estrin, Bhaumik & Peng, 2009; Yamakawa et al., 2008). First the views will be explained, and
then they will be placed into each other’s context.

The resource-based view says firm specific assets, being research and development
(R&D) expenditures and marketing expenditures, often measured as R&D intensity and
marketing intensity, are relevant factors that could explain successful internationalization
(Kotabe, Srinivasan, & Aulakh, 2002; Krishnan, Tadepalli, & Park, 2009). Greater marketing
capabilities, proxied by marketing intensity, make that the MNE increases sales, because of
more brand awareness of customers. MNEs with heavy advertising are able to do better than
MNEs who do not heavily advertise in most markets (Helsen, Jedidi, and DeSarbo, 1993).
Superior R&D capabilities, proxied by R&D intensity, follow a comparable logic. MNEs who
heavily invest in R&D have superior product design and superior manufacturing processes,
thus they can differentiate their products from competitor products and gain competitive
advantages (Hitt, Hoskisson, & Kim, 1997). However, most scholars use both the firm
capabilities as a predictor for performance when internationalizing, instead of an argument
for the internationalization itself (Contractor, Kumar & Kundu, 2007; Krishnan et al., 2009;
Martin & Javalgi, 2016; O’Cass & Weerawardena, 2010).



The institution-based view says the institutional environment influences firm
performance and strategy the most (Peng, Wang, & Jiang, 2008). Following this logic,
developed countries possess developed institutions. These developed institutions enable
companies to function more effectively in the market, because they provide less transaction
costs. Contrary, the institutional environment in emerging countries creates more transaction
costs, making the activities of firms less efficient (Gaur et al., 2014). Although the institutional
environments of emerging economies are of course not homogeneous, emerging country
formal institutions have shortcomings in comparison to the formal institutions of developed
countries, i.e. Germany, Great-Britain, France, and Italy (Kaufmann, Kraay, & Mastruzzi,
2009). This institutional distance between home and developed potential host countries gives
EM MNEs incentives to commit to upward FDI more intensively and thus with greater scope.
The scope of internationalization is the extent of internationalization of a firm, namely how
many subsidiaries a firm has in other countries (Vermeulen & Barkema, 2002). This upward
FDI process is enabled through more efficient access to institutions (Bénassy-Quéré, Coupet
& Mayer, 2007; Gaur et al., 2014).

The resource-based view and the institutional-based view often complement each
other in entry strategies (Meyer et al., 2009). For instance, internationalization towards
relatively weak institutional environments requires firms to work with a local partner when
they need access to resources in that market. When they internationalize to relatively
stronger institutional environments, and need more intangible resources, it is better to
internationalize through acquisition (Meyer et al., 2009). Another example is the business
group behaviour of EM MNEs. Internationalizing while being part of a business group
intensifies the positive effects of R&D and marketing resources (Gaur et al., 2014). When EM
MNEs internationalize to developed nations, they tend to do this quite aggressively to
overcome latecomer disadvantages, and thereby probably making more efficient use of their
resources, because they were used to scarcity in their less developed home countries (Luo &
Tung, 2007; Ramamurti, 2012). These previous examples make it likely that a better
institutional environment could moderate the use of firm capabilities with regards to their
effects on the scope of internationalization.

Because there has been no research towards the effect of this better institutional
environment on the capability-based internationalization with regards to the scope, here lies
a knowledge gap to fill. That is why in this thesis, the elements of the RBV and the IBV are
combined to see whether the greater institutional distance between the emerging and
developed economies enables EM MNESs to make better use of their firm specific assets to

internationalize with greater scope. It leads to the following research questions:



1.3 Research Question(s)

R1: What is the impact of marketing intensity on the scope of internationalization by EM
MNEs into developed economies?

R2: What is the impact of R&D intensity on the scope of internationalization by EM MNEs

into developed economies?

R3: What is the impact of institutional distance on the scope of internationalization by EM

MNEs into developed economies?

R4: Does institutional distance impact the relation between EM MNEs R&D intensity and

their scope of internationalization in case of upward FDI?

R5: Does institutional distance impact the relation between EM MNEs Marketing intensity

and their scope of internationalization in case of upward FDI?

1.4 Academic Significance of the Study

There is no consensus about how EM MNEs behave compared to traditional MNEs
from developed countries. Literature reviews suggest that, while there are only minor
differences for some aspects of internationalization, most phenomena are in need for
alternative explanations (Ramamurti, 2012). Hereby, there is only a limited framework on EM
MNE internationalization behaviour when it comes to upward FDI and reactions to developed
institutions, which in this case is measured through business group behaviour (Gaur et al.,
2014). What makes EM MNEs even more complex is that their internationalization is
currently happening in continuous, rapid changes, and firms engaging in FDI are highly
diverse.

This exciting environment of EM MNEs internationalizing towards developed
countries has caused theoretical inconsistencies in the past. These inconsistencies lie in
several areas relating to the phenomenon of upward FDI by EM MNEs, such as their
different internationalization paths, their heterogeneity, the varying reasons for upward FDI,
the role of institutions in this matter, the nature of EM MNE ownership advantages, and the
impact of globalization on EM MNE internationalization (Jormanainen & Koveshnikov, 2012).
This thesis could add more knowledge to two of these inconsistencies. First, the
internationalization paths. EM MNEs often internationalize quite aggressive, also into
developed markets. There is, however, no clear explanation for which factors make them
internationalize to these markets. The R&D and Marketing intensities accompanied by

institutional distance between home and host markets could be factors. Second, the role of



institutions is often assigned too heavy a weight as a push-factor for upward FDI, overlooking
other possible factors for upward FDI (Jormanainen & Koveshnikov, 2012). Other research of
institutional distance on the internationalization process of EM MNEs shows a lot of these
institutional factors and their impact on for example resource-based factors. Wu (2013)
shows a positive relationship between institutional distance and product innovation success.
EM MNEs are less likely to opt for a local partner in developed markets, and instead choose
for FDI, because they work in a better institutional environment with more certainty (De
Beule, Elia & Piscitello, 2014). Other authors say that institutional distance increases
unfamiliarity with the foreign institutional environments, and therefore increases costs of
doing business. Chinese firms may prefer countries with a similar institutional environment,
while on the other hand they have incentives to go to better institutional environments for
lower transaction costs and protection of properties (Li, Li & Shapiro, 2012). Here lie
opportunities for this thesis to add knowledge to this ongoing debate.

In this thesis, by looking at both resource-based effects and institutional distance
separately and their interaction effects, the power of institutional differences could be
revaluated. It makes that the results of this thesis could also pose many opportunities for
future research. It is also interesting to see how the results of this thesis would fit into
mainstream IB theories and frameworks. For the OLI-paradigm, this could mean that the
ownership- and location advantages for EM MNEs when engaging in upward FDI are more
or less important for EM MNEs when engaging in upward FDI. On top of that we can
evaluate if these necessary advantages have consequences for each other (Dunning, 2015).

The results of this thesis could also change or confirm our view of the springboard
theory (Lao & Tung, 2007). The institutional differences between home and host countries
could be valuable strategic opportunities for EM MNEs. Through aggressive acquisition they
would diminish latecomer disadvantages and positively affect the outcome of R&D and
marketing expenses on the scope of internationalization, because of less institutional and
less market constraints.

Finally, the Linkage Leverage Learning-framework will be discussed in the light of the
results of this thesis. Because this framework - with its latest refinements - is rather strategy
focused than focused on the resources within the EM MNE, positive or negative effects of
R&D and Marketing intensities on the scope of internationalization could contradict or confirm
this framework (Mathews, 2017).

1.5 Practical Significance of the Study

This research could also suggest implications for financial considerations that belong
to EM MNESs’ internationalization. R&D intensity and Marketing intensity could come forward

as two important predictors for a successful market entry in a European country, with respect



to the different environments. It makes the intensities relevant factors to focus on when
developing an internationalization strategy. Furthermore, they will learn whether the
institutional distance is relevant for them to consider as an important aspect of their
internationalization towards Europe, and if the institutional distance between home and host

countries affect the resource-based predictors.

1.6 Outline Thesis

In the next chapters the theoretical framework will elaborate on the relevant theories and
concepts used to develop the research model. Furthermore, the data analysis method, the
results of the analysis and the discussion of these results will follow, after which this thesis

will provide conclusions and further recommendations.



2. Theoretical Background

2.1 Background

In research towards businesses in general multiple theoretical lenses are used to analyse
complex strategic decisions, such as internationalization by EM MNEs (Yamakawa et al.,
2008). Prior work using the RBV and the IBV (Meyer et al., 2009; Peng et al., 2008; Gaur et
al., 2014) found evidence that they interact, and that the RBV and IBV cannot be seen as two
segments apart from each other. This is why this thesis combines both views to find out
where they interact in terms of their effect on the scope of internationalization of EM MNEs.

The RBV argues that firm-specific assets - resources and capabilities - are
heterogeneous, and they determine the strategic choices of firms (Barney, 1991). Especially
the internationalization of firms is determined by the resources and ownership-specific
advantages (Tallman & Fladmoe-Lindquist, 2002). The R&D intensity and Marketing intensity
of firms are positive moderators to the impact of multinationality on firm performance (Kotabe
et al., 2002; Ren, Eisingerich & Tsai, 2015). Tsai and Eisingerich (2010) even see them as
key determinants of success for EM MNEs in the technology sector when entering new
markets. Besides that, EM MNEs with great R&D and marketing expenses are more likely to
shift from exports to FDI (Gaur et al., 2014).

In this thesis the traditional marketing and R&D resources of EM MNEs are measured
to examine if they are influenced by the institutional environment. EM MNEs do, however, not
always possess the resources developed market multinationals (DM MNES) have, because
they operate in developing markets, where resources are not abundant. It causes them to
manage their firm capabilities better in times of scarcity (Cuervo-Cazurra & Genc, 2008; Del
Sol & Kogan, 2007). Opposed to DM MNEs, EM MNEs not only use FDI to gain an
advantage in a host market, they also benefit from developed and acquired capabilities from
their host countries in their home countries (Aulakh, 2007). The difference between DM
MNEs and EM MNEs thus lies between how they acquire and profit from resources. Still, EM
MNEs with greater resources are better prepared for FDI (Gaur et al., 2014).

The IBV, with its starting point that institutions have great effects on firms, argues that
EM MNEs often come from countries with a weak institutional structure. This means it is
desirable for them to overcome the institutional mess by engaging in upward FDI towards
developed countries, where the institutional quality is relatively high (Gaur et al., 2014). Itis a
motivation to free themselves from regulatory constraints in the home county, and to gain
legitimacy from having subsidiaries in developed countries (Gaur & Kumar, 2010). Countries
with a developed institutional environment therefore attract more inward FDI, because of less

transaction costs (Bénassy-Quéré et al., 2007). It is thus desirable for EM MNESs to engage



in upward FDI and transfer their operations to these countries. EM MNEs therefore have

incentives to internationalize to developed countries with greater scope.

2.2 Firm Capabilities

Companies with unique firm-specific capabilities will exploit these in global markets to
increase profits (Bartlett and Ghoshal, 2002; Hitt et al., 1997). This means they can leverage
their unique resources across their domestic markets. The firm specific capabilities firms help
firms to develop their strategies, since firms will only develop strategies that are feasible on
paper (Kotabe et. al., 2002). R&D expenses and marketing expenses are two of those firm

specific resources that end up being firm specific capabilities (Gaur and Kumar, 2010).

Research and Development Intensity

The R&D intensity reflects the technological capabilities of a firm. Because of the
stronger product design, product development, and efficient manufacturing processes, firms
with a high R&D intensity can produce unique products of good quality efficiently (Hitt,
Hoskisson & Ireland, 1994). Studies suggest that innovative strategies and
internationalization strategies complement each other (Ito & Lechevalier, 2010). The
adoption of one strategy is therefore interacted with the other, and they help to create
sustained performance differences (Ren et al, 2015). Following this logic, innovative EM
MNEs (with greater R&D intensity) should be more eager to internationalize with greater

scope.

Marketing Intensity

The marketing intensity reflects the marketing capabilities of a firm. Firms with a
higher marketing intensity do most probably have stronger brands and possess more
capabilities for building that brand name in a new market. They are therefore more likely to
succeed in diverse markets, by localising their marketing activities and using intense
advertising (Jedidi & DeSarbo, 1993; Aulakh, Kotabe & Teegen, 2000). The marketing
capability also makes firms able to more efficiently capture value through better customer
research and the use of business intelligence (Shah et al., 2006; Ren et al., 2015). DM
MNEs with higher marketing intensities accomplish greater performance than DM MNEs with
lower marketing intensities from multinationality, with lower coordination costs because of
highly standardized marketing programs (Kotabe et al., 2002). However, this does not work
for EM MNEs with regards to developed markets. They have to use their marketing expenses
to adapt to the local environment of developed markets (Aulakh et al., 2000). Hence, more
marketing intensive firms can better capture value and develop marketing programs, and

therefore profit from internationalizing. By achieving a greater scope of internationalization,



they can exploit more customer information, which makes it likely for them to have a greater
scope of internationalization (Ren et al., 2015).

When both R&D intensity and marketing intensity are high, MNEs can profit more
from multinationality (Kotabe et al, 2002). However, the data used in this paper was only
from American companies. The data used by Gaur et al. (2014) uses Indian firms. The
marketing and R&D expenses were positive and significant for the switch from export to FDI.
It is however not clear if the variables are positive for internationalization into developed
countries, coming from emerging countries. Here lies a knowledge gap. Because prior
literature gives evidence that traditional resources have similar effects on EM MNEs as DM
MNEs (Gaur & Kumar, 2010), | hypothesize the following:

Hypothesis 1: EM MNEs with greater R&D Intensity are more likely to internationalize with
greater scope.

Hypothesis 2: EM MNEs with greater Marketing Intensity are more likely to internationalize
with greater scope

2.3 Institutional Distance and Upward FDI

Firms from emerging countries with weak institutional environments have started to increase
their FDI outflows since 2004 (Aleksynska and Havrylchyk, 2013). However, not many
authors have touched this subject. Especially the movement of EM MNESs to countries with
stronger institutional environments is underexposed. This is called upward FDI, where a firm
from a weak institutional environment internationalizes to a strong institutional environment
(Aleksynska & Havrylchyk, 2013). Where internationalizing to a weaker institutional
environment plays a negative role for firms to engage in FDI in a country, internationalizing
into a stronger institutional environment of EM MNESs could attract firms to the host country
with this strong institutional environment. This effect is a driving force for FDI and happens
because of the transparency and stability that the host institutional environment
encompasses. This way unfamiliarity, which is the sense of knowing about a specific country
when considering opportunities for foreign market entry, can be overcome (Aleksynska and
Havrylchyk, 2013; Clark, Li & Shepherd, 2018). This lack of knowledge can be of economic,
political or cultural ground (Lu & Beamish, 2004). The more developed the institutional
environment of a country is, the more FDI it attracts, because of less transaction costs of
dealing with institutions (Bénassy-Quéré et al., 2007). Following this reasoning, EM MNEs
should commit to upward FDI with more resources and thus develop more subsidiaries in the

host countries, which causes greater scope of internationalization.
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Hypothesis 3: Greater institutional distance between the EM MNE home country and the

upward FDI host country has positive effects on the scope of internationalization.

2.4 Moderation Effects of Institutional Distance and Firm Capabilities on Upward FDI

EM MNEs come from relatively weak institutional environments, in which they have learned
to operate reliably under questionable circumstances (Ramamurti, 2012). Under these
circumstances EM MNEs can still provide quality services and products for a margin of the
price that DM MNEs could offer. However, these circumstances make that they cannot fully
profit from a good institutional environment in their home country like a DM MNE could. They
are thus, with regards to institutional aspects, behind compared to DM MNEs. This is a
situation in the developed target markets EM MNEs want to overcome by fleeing from the
institutional constraints. They could do that in aggressive ways, by investing heavily in R&D
and marketing in these developed countries, which in return could diminish some of their
latecomer disadvantages (Luo & Tung, 2007). By investing heavily, more revenue should
arise in the developed economies, providing more ground for new subsidiaries in these
countries.

In developed economies, after upward FDI, EM MNESs only have to deal with
transparent institutions. This makes that there is less lack of efficiency in their processes,
compared to their home markets, and they can use their capabilities to the fullest at lower
prices. Hence, “underdeveloped institutions create higher transaction costs and make
market-based exchanges less efficient” (Gaur et al., 2014). It gives them a competitive
advantage over their DM MNEs competitors in these markets (Ramamurti, 2012). Using their
R&D - and marketing capabilities aggressively they can adapt to the developed host markets
by gaining more business intelligence (Ren et al., 2015). Note that this is not aimed at
product differentiation, but merely to adjusting existing products to the needs of consumers in
developed markets, for this increases sale of products (Aulakh et al., 2000). It gives the EM
MNEs more opportunities to scale up in the developed economies, which have less
institutional burdens, without losing their cost advantage. Again, this process is driven by the
will to overcome the latecomer disadvantages (Luo & Tung, 2007). Therefore, | hypothesize
that institutional distance is beneficial for the use of internal capabilities, and positive for their

scope of internationalization.

Hypothesis 4: Institutional distance positively moderates the effect of marketing intensity on

the scope of upward FDI internationalization by EM MNEs.

Hypothesis 5: Institutional distance positively moderates the effect of R&D intensity on the

scope of upward FDI internationalization by EM MNEs.
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2.5 Conceptual Model

The conceptual model (figure 1) consists of the 5 positive relations predicted through the
hypotheses. It hypothesizes that the R&D Intensity (Kotabe et al, 2002), the Marketing
Intensity (Ren et al., 2015), and the Institutional Distance (Bénassy-Quéré et al., 2007) do all
individually positively affect the Scope of Internationalization of EM MNEs. It also predicts
that the interaction effects of both the R&D Intensity and the Marketing Intensity of EM MNEs
with the Institutional Distance between home and host countries of the EM MNEs
strengthens the positive effects of the intensities (Ramamurti, 2012; Ren et al., 2015),

concluding in internationalization through upward FDI with greater scope.

Institutional
distance

i ™y H3
Marketing
intensity
b g Scope of
- . internationalization
R&D Intensity
. oy

Figure 1: Conceptual model
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3. Methodology

In this thesis a quantitative approach will be used to test the hypotheses. A data set with 201
firm observations of EM MNEs from 12 countries moving to Europe has been acquired from
a Radboud University student, who received help from a Radboud University Management
Library team member to establish the data set. This data set that will be used for testing the
hypotheses consists of firm level data on EM MNEs from Orbis: company name, country of
origin, R&D intensity, profit margin, number of employees in 2010, and how many
subsidiaries a firm has in France, Germany, Italy and the United Kingdom in 2017. These
four countries are chosen, because they are popular host destinations for EM MNESs since
the 1990s, and they are developed economies, which give better access to the European
market (Gammeltoft, 2008). The emerging countries are all home countries from firms that
had complete data on the Orbis database. Since this thesis is measuring the scope of
upward FDI, developed host countries are a necessity. The marketing intensity variable, also
from the year 2010, is derived from the Morningstar database, which stores all SG&A
expenses of the firms. The data set also holds an institutional distance measure using the
World Governance Indicators by Kaufmann (2011) for the year 2010 of the 12 emerging
countries and 4 developed countries.

Country Sample

Developed countries: France, Germany, Italy, and the United Kingdom.

Emerging countries: China, Egypt, Greece, Hungary, India, Indonesia, Philippines, Poland,
South Africa, Taiwan, Turkey, and United Arab Emirates.

3.1 Data Analysis Procedure

A multiple regression will be conducted, because in this thesis we will be examining a
dependence relationship using one metrically scaled dependent variable in single
relationships with metrically scaled independent variables (Hair, Black, Babin & Anderson,
2014). The regression analysis will be executed using the SPSS 25 program by IBM.

To conduct a multiple regression analysis, the individual variables need to meet the
assumptions of normality, linearity, homoscedasticity, and independence of the error terms
(Hair et al., 2014). The descriptive statistics and the correlation matrix will be examined.
Finally, the hypotheses will be tested in the regression models. One model per hypotheses is

used to measure the explanation power of the variables (Field, 2013).
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The complete model is the following:

ScopeOfinternationalization = B0 + B1MarketingIntensity + B2R&DIntensity +
B3InstitutionalDistanceHigh + B4Marketingintensity * InstitutionalDistanceHigh +
B5R&DIntensity * InstitutionalDistanceHigh + B6FirmSize + B7FirmProfit + .

The scope of internationalization is the dependent variable, then the constant term follows,
after which the predictors, which are R&D intensity and Marketing intensity, enter the variate.
Finally, the interaction terms are presented, accompanied by the control variables Firm Size

and Firm Profit, then the error term closes the equation.

3.2 Operationalization

Dependent variable
The Scope of Internationalization is measured counting the total subsidiaries in France,
Germany, Great Britain and Italy of an EM MNEs in 2017.

Independent variables

The percentage of the annual sales that goes to marketing expenses is the marketing
intensity of a firm. In the annual reports and online available data from Morningstar of 2010
by the EM MNEs this translates to the Sales, General, and Administrative expenses (SGA)
divided by the sales revenue for that year (Tsai and Eisingerich, 2011). The marketing
expenses of firms are also often measured as the advertising expenses on their own. Not all
firms provide this info in their annual reports, however. This is why this thesis uses the SGA
as a proxy for marketing intensity, which is extracted from the Morningstar database, which
bases the SGA on annual reports by firms.

The percentage of annual sales that goes to research and development expenses is
the R&D intensity of a firm, which measures a firm’s technological abilities (Schoenecker and
Swanson, 2002). The 2010 R&D expenses by the EM MNEs are divided by the sales
revenue of the firms for that year (Tsai & Eisingerich, 2011). The time interval between 2010
and 2017 is due to data restrictions in the acquired dataset. Instead of choosing 2010 both
as a measurement year for the resource capabilities as the scope of internationalization, the
scope of internationalization is measured in 2017. The reasoning for choosing 2017 as a
year of measurement for the scope of internationalization is that R&D investments and their
following products and/or innovations, measured by the R&D intensities of firms, naturally
take time to reach the market and provide new revenue and possibilities for expansion. The
same reasoning goes for marketing investments, captured by the marketing intensities of

firms, however to a lesser extent, because marketing strategies generally take less time to
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create. This makes an interval necessary, because hypothetically the scope of
internationalization would reflect investments made in the past.

There are several other measures to measure the technological capabilities of firms,
e.g. number of patents and number of new products. However, the database of Orbis does

not provide this info in the context of EM MNEs.

Moderating variable

The moderating variable is the institutional distance between home and host countries. For
this measure the six world governance indicators of Kaufmann are used to measure the
institutional distance between the targeted host countries and the home countries of the EM
MNEs. The world governance indicators are used, because they include hundreds of
variables over a great range of institutional matter from over thirty data sources. The scores
on the six-dimension scores range from -2.5 to 2.5, where higher values reflect more
advanced institutions (Kaufmann et al., 2011). The six scores of the individual dimensions of
the emerging home countries will endure a Cronbach’s alpha test to check for their internal
consistency (Hair et al., 2014). The Cronbach’s alpha of the six dimensions was 0,942 (see
Appendix 1), which means the dimensions are highly consistent. It makes that a composite
measure of the dimensions can be made to measure the institutional environment of
countries. This construct measures the institutional environment of both the home and host
countries. Following, the home country institutional environments will be compared to the
institutional environments of the host countries. When firms have subsidiaries in more than
one targeted developed country, the highest country score of the institutional environment of
the developed countries in which the EM MNE has subsidiaries is taken, because this
difference measures the whole difference between home and host country institutional

environments, which a mean score of host countries cannot fully grasp.
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The six world governance indicators measure the following perceptions (Kaufmann et al.,
2011):

Voice and Accountability - Can citizens vote for their government, and is there freedom of
expression, media, and association?

Political Stability - How likely will the government be overthrown without constitutional
means?

Government Effectiveness - Quality of public services, and formulation and implementation
of policies.

Regulatory Quality - Is the government able to implement qualitative policies and
regulations?

Rule of Law - Is there confidence in the law system?

Control of Corruption - Is the public power used for private gain?

Control variables

The size of the firm, measured as employees in 2010, and the profit margin of the firm,
measured as the net profit of a firm in 2010 divided by its revenue, function as control
variables. Both these control variables are extracted from the Orbis database.

The size of the firm can influence the available resources of the firm (Lu and Beamish, 2001),
and these influence their capability of achieving a greater scope of internationalization. The
profit margin of a firm tells us about the internal capabilities of the firm, and higher profit

margins will cause firms to seek more profits in other markets (Hsu and Boggs, 2003).

3.3 Limitations Study & Ethics

Due to limitations of the data set, not all relevant control variables can be incorporated in the
models that will be used. This will have consequences for the explaining power of the model
(Field, 2013). On an ethical note, the analysis and the results will be based on aggregated
data, and individual firms will not be identified. Nor the original maker of the dataset will be
identified. Furthermore, the original maker of the dataset has given permission to use this

data set and to add additional variables.
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4. Results

In this chapter, a multiple regression analysis will be performed. The descriptive statistics will

be explored, the assumptions of the multiple regression analysis will be checked, the

analysis will be performed, and finally the results will be presented and validated.

4.1 Descriptive Statistics

Before running the multiple regression analysis, the univariate data has to be examined.

First, the sample characteristics will be presented, after which the missing value analysis will

be conducted.

Sector Breakdown (NACE codes)

Frequency table Emerging Home Countries

Frequency  Percent Frequency  Percent

Sector  Food products (10) 3 1.5 Countries  United Arab Emirates 1 5
Textile products (13) 5 25 China 38 18.9
Leather products (18) 1 5 Egypt 1 A
Wood products (16) 2 1.0 Greece 2 1.0
Paper products (17) 2 1.0 Hungary 1 5
Printing/reproduction 1 5 Indonesia 1 A
(18) India 15 75
Petroleum products (15) 1 5 Fhilippines 2 1.0
Chemicals (20) 10 50 Paland 7 35
Pharmaceuticals (21) 22 109 Turkey 8 40
Rubber products (22) B 3.0 Taiwan "7 58.2
Mineral products (23) 4 20 South Africa B 4.0
Basic metals products 5 25 Total 20 100.0
(24) . .
Fahricated metal g 30 Table 1 Country/firm frequencies
products (25) (source: Orbis, 2019)
Electronics (26) 78 383 L
Electrical equipment 7 35 Sample Characteristics
(27) . . .
Machinery and 15 75 The sample consists of 201 firm observations
equipment (28) ) ) )
Motor vehicles (29) 11 55 coming from 12 emerging countries (Table 1).
Other transport 4 2.0 . o .
equipment (30) Over half of the firms originate from Taiwan
Furniture (31) 3 1.5 . . .
Other manufacturing 6 30 (58.2%), with China as the runner-up with 38
(32)
Elzctjl'onig c&rgﬁ)ﬂents 1 5 firms (189%), and India as a third with 15 firms
an aards
ComﬂutEIl's and 1 1 & (7.5%). This is not a surprise, since the
peripheral equipmen
(2620) _ European Union is the fifth largest market of
Elec_trlc dnme_stlc 1 5
gii';j?j;fﬂf; f” 1 ; Taiwan (European Economic and Trade Office
Ejf;d;)”“a' buildings Taiwan, 2016). The sector breakdown (Table 2)
Cars and light motor 1 5 H H
vehicles (4511) of the firms shows that the firms come from
Other software 1 5 : H
oublishing (5829) various sectors, however, over a third of the
(%'gggfa**"“g actties 1 ®  companies has a background in electronics.
Computer programmi . . .
ooty 1 ® Firms with a pharmaceutical background are the
Total 201 100.0

Table 2 Sector Breakdown (source: Orbis,
2019)

second largest (10.9%). Companies with a
background in machinery and equipment are the

third largest group in the sample (7.5 %).
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Missing value analysis

Although this thesis uses an existing dataset, not all 201 cases are complete. In the missing
value analysis, it appears that 40 out of 201 cases of the R&D Intensity variable are missing,
which is 19,9 percent. For the Marketing Intensity variable 30 out of 201 cases are missing,
which is 14,9 percent (Appendix 2). The four-step process by Hair et al. (2014) will be used
to address the missing data, which examines the ignorability, the extent, the randomness,
and the imputation method of the missing data. First, the missing data is not ignorable,
because the reason why some EM MNESs tend to not report their R&D and SG&A expenses
is not clear. Although the general assumption is that firms that do not report their R&D
expenditures have little to zero R&D expenditures, evidence suggest that they do on average
file 14 times the amount of patents of firms that report zero R&D (Koh & Reeb, 2015). Thus,
replacing the missing values with zero R&D expenditures would not be a suitable solution.
The SG&A expenses are in most cases missing because of different accounting standards,
which cannot be compared to the International Financial Reporting Standards used by the
other firms. Second, the extent of the missing data is at most one variable per case, for
cases with both SG&A and R&D percentages missing had already been deleted, because
they lack crucial information. Since the percentage of missing data for the two variables is
above 10%, it is not ignorable. Third, the randomness of the missing data has to be
assessed. The Little’s MCAR test is significant, which means the data is not missing
completely at random (Appendix 2). Following, t-tests are performed to see whether there
are significant differences of variable means between groups (Appendix 2). Since most t-
tests are insignificant, we can assume the data is missing at random. Fourth, an imputation
method has to be chosen. Because the data is missing at random, there is only one solution
(Hair et al., 2014). This is the Expectation Maximization approach with 25 iterations. It makes
the best possible estimates of the missing data (E) and the best possible estimates of the
parameters (M). This process goes on until the change in estimated values is negligible and
they replace the missing values. This approach was chosen over listwise deletion, because if
the missing values were not replaced, only 131 cases would remain valid. Although this
amount would be sufficient for a multiple regression analysis, a lot of valuable data would be
deleted. Furthermore, the extent of missing data on R&D Intensity (~20%) was too extensive
to delete (Hair et al., 2014).

After the missing value analysis, the data is checked for outliers using boxplots
(Appendix 3). All variables (R&D intensity, Marketing Intensity, Profit, Size, and Scope
variables) except the Institutional Environment variable show outliers. However, all
observations are valid. These outliers could have consequences for the multiple regression

results, for they might skew the distribution of the data. Furthermore, with 201 observations,
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the minimum ratio of cases to the number of variables is sufficient with a ratio of
approximately 40:1, which is more than the suggested ratio of 5:1 (Hair et al., 2014).

The distribution of the variables is then checked. The skewness and kurtosis of the variables
are recommended to lie between +3 and -3 (Appendix 4/Table 3). However, R&D intensity,
Scope, Size, and Marketing intensity do not adhere to the acceptable margins. While for
R&D Intensity and Marketing intensity, the skewness falls in the acceptable range, the
kurtosis of both variables is outside those margins. This means they have to be transformed

in the assumption testing.

Statistics
RE&D Marketin Markating Instiutional
Fum RED Intensity Mo q Intensity Mo Disiance
Scopa Firrm Siza Profit InMansily Missings Intensity Missings (Highast)

N “alid 201 2m 20 161 2 171 M 201

Miszing [u] 0 [u] 40 [u] 30 o] 0
Mean 2,33 11335 27 91507 3380340856 3 323507197 16,3311 16 2023 4 9445
Std. Error of Maan 232 4256158 JA007 2415933885 2016XEE314 102593 Bie 2B4E4
Madian 100 ZNT 00 83200 2660064695 2715953352 12,1900 131619 29100
Modi 1 400 482 072441607 072441807 TE3 TE3 291
Std, Deviation 3293 B0341, 447 1120119 3 D65476024 2 B585n08s6 1341580 12 42237 403403
Wariance 10843 3641090255 125 A&7 9,397 8,171 179,984 154 315 16,273
Skewnass 4053 12943 -BI7 1,960 2042 2617 2829 B17
Std. Error of Skewnass A72 A72 72 RED Ar2 186 72 A72
Kurtosis 19 448 176.767 291 6,138 6965 11.24 13515 - 797
Std, Error of Kurosis a4 341 a4 380 an 369 3N a0
Range 24 B35970 7546 2046150767 20 46150767 100,98 100 58 1451
Minimum [u] 30 -36 B9 072441607 072441607 122 1.2 24
Maximum 24 B36000 3|7 M53394928 20535908 102,20 102 20 12,10
Sum 469 2278389 183029 5442348777 EERI09GSEE 272N IEETI 93 85

Table 4 Descriptive statistics Home and Host Country Institutional

Environments

The scope of internationalization of the firms ranges from

Walue

. . T . Countries  China -3.45

0 to 24, with a mean of approximately two subsidiaries in Eqypt, Arab Rep. 344

. . France (Host) 751

the four EU target countries. However, most firms only Germany (Host) 865

have one subsidiary in the four EU target countries. The oy o

values of the R&D intensity range from 0,07% to 20,46% e oo

of the annual revenue, with a mean of 3,38%. Thus, most taly (Host) 3.33

Fhilippines -3,23

firms spend little of their resources on R&D. This could Poland 4.86

South Africa 1,60

not be said for the marketing intensity (proxied by SG&A Ei\:aﬂ 5;}
urkey "

expenses). These values range from 1,22% of the annual United Arab Emirates 2,34

United Kingdom (Host) 8,37

revenue to 102,20% of the annual revenue, with a mean o )

Table 3 Institutional Environments
of 16,33%. The profits of the firms range from -36,69% (source: Worldwide Governance
to 38,77%, however on average they make 9,15% profit. Indicators, 2010)

The number of employees of the companies, measured in the size variable, ranges from 30
to 836000 employees, with a mean of 11335 employees. However, the median is only 2317
employees. The institutional distance between home and host countries ranges from -2,41 to
12,10, with a mean of 4,94. These negative values are present, because some emerging

countries have a better institutional environment than Italy (table 3).
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4.2 Assumptions of Multiple Regression

The multiple regression analysis has seven assumptions that have to be checked before
performing the analysis itself. These assumptions are; 1) all variables should be normally
distributed; 2) all variables should be measured metrically; 3) the phenomenon measured
between the dependent and independent variables should be linear; 4) there should be
constant variance between the error terms; 5) the error terms should be independent from
each other; 6) there should be no multicollinearity in the data; 7) the error terms should be
normally distributed (Hair et al., 2014).

First, the distribution of the metric variables used in the regression should be normal.
There are three options to check for this assumption: looking at the skewness and kurtosis,
examining normal probability plots, and through histograms with normal curves projected on
them (Hair et al., 2014). Since all variables are metric, they all have to be checked. The
dependent Scope of Internationalization variable and the independent R&D Intensity, the
Marketing Intensity and Size variables are right-skewed, since most observations lie on the
left side of the histogram. They all were not normally distributed, which means they have to
be transformed. The profit variable is slightly left-skewed, but fairly normally distributed, since
the values of skewness and kurtosis are between -3 and 3. The Institutional Environment is
normally distributed (Appendix 4). Since most variables are not normally distributed, several
transformations have been tried for each variable. The Scope variable is most normally
distributed with a natural log transformation, while adding 1 to each value, since most firms
only had one subsidiary, and this would otherwise not translate into the natural log
transformation, because the value 0 would appear. The R&D Intensity variable is
transformed using the square root transformation as the best transformation. Furthermore,
the Marketing Intensity and the Size variables were transformed using the natural log
transformation. In all cases the histogram, the p-plot and the skewness and kurtosis have
been transformed into acceptable levels (Appendix 4/5). Although the profit variable almost
falls outside the acceptable level of kurtosis, it could not be transformed, since this would
only worsen the normal distribution of the variable.

Second, the variables are all metrically scaled, which means they adhere to the
assumption of metricality (Hair et al., 2014).

Third, the relationship between the dependent and independent variables should be
linear (Hair et al., 2014). On the scatterplot of the relation the mean of y and the loess line
are fitted. The loess line is relatively straight, which means the relationship is linear
(Appendix 6).

Fourth, the assumption of homoscedasticity assumes that all the variance of the error

term should be constant (Hair et al., 2014). The scatterplot (Appendix 6) shows that there is
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no clear pattern or sign of bias across the errors, which means the assumption is not
violated.

Fifth, the error terms should be independent from each other, showing that the
predicted values are not related to other predictions (Hair et al., 2014). This can be tested
through the Durbin-Watson statistic, which should be near to 2 or at worst between 1 and 3.
In this relation it is 2,075 (Appendix 7). The assumption is thus not violated.

Sixth, eventual correlation among the variables has to be assessed. The Pearson
correlations indicate that the highest significant correlation is between Size and Marketing
Intensity with -0.461 (Table 4). This means the independent variables do not highly correlate
amongst each other. The tolerance values have to be over 0.10, and the variance inflation
factors (VIF) have to be <10 (Hair et al., 2014). The lowest tolerance is 0,302, and the
highest VIF is 3,662 (Appendix 9). This means there is little correlation amongst the
variables.

Finally, the final assumption assumes that the error terms are normally distributed
(Hair et al., 2014). This can be visually examined by looking at the scatterplot and noticing if
roughly the same amount of observations is above and below the zero line of the Y-axis. This
is roughly the case in the scatterplot (Appendix 6).

Correlations

RED Marketing Institutional
Scope Intensity Intensity Distance Firm Size  Firm Profit
Scope Paarson Correlation
R&D Intensity Pearson Comalation =051
Marketing Intensity Pearson Comelation =050 240"
Institutional Distance  Pearson Correlation 3407 .260" A7
Firm Size Pearson Comelation 59 2047 - 4617 015
Firm Profit Pearson Cormrelation 105 234" M7 285" 037
**. Correlation is significant at the 0.01 leval (2-tailad), N = 201

Table 1 Correlations
4.3 Multiple Regression Analysis

A hierarchical multiple regression analysis will be executed, now that all the assumptions are
met. To incorporate the interaction terms in the regression model, the R&D Intensity and
Marketing Intensity predictors have to be mean centred, because otherwise it would be hard
to interpret the interaction effects (Echambadi & Hess, 2007). The mean centred predictors
are established by deducting the corresponding mean of the existing variable. These mean
centred variables are then multiplied by the moderator, the Institutional Distance variable, to
create the interaction terms. The hierarchical models consist of four steps: first, the control
variables are entered (Firm Profit and Firm Size); second, the predictors of the main effects
(R&D Intensity and Marketing Intensity); third, the third predictor variable (Institutional

Distance); and finally, the interaction terms between the predictors of the main effects.
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Missing values are excluded listwise. However, since there are no missing values due to
imputation, this is redundant.

The model summary in table 5 shows the determination coefficient, the R square. It
quantifies how much variance of the dependent variable ‘Scope of Internationalization’ is
accounted for by the predictor variables. The adjusted R square, however, also allows for the
complexity of the model, by accounting for the degrees of freedom of the respective model
(Hair et al., 2014). The first model, which only incorporates the control variables, has an
adjusted R square of 0,067, meaning 6.7 % of variance is caused by the control variables.
The second model shows a decrease of the adjusted R square, although the predictors ‘R&D
Intensity’ and ‘Marketing Intensity’ are added. The third model, also accounting for the
Institutional Distance main effect has an adjusted R square of 0,168. And the fourth model
has an adjusted R square of 0,172. The F-test is not significant in all cases, which means not
every step in the model improves the prediction capability of the model significantly.
However, since all the variables included in the fourth and final model are needed for testing
the hypotheses, the fourth model will be used.

Table 5 presents the regression coefficients. In the first model, the ‘Firm Size’ is
significant at the .001 level (B = .094, p =.000), which indicates a positive effect for the Scope

Table 5 Summary of Hierarchical Multiple Regression Analysis for Variables Predicting Scope of Internationalization of

EM MNEs (N = 201)

Model 1 Model 2 Model 3 Model 4

Variable B SE B P E SE B P B SE i} 4] E SE i} P
Firm Size ,094* 025 255 000 ,105* 029 284 000 ,103* 027 280 000 ,106* ,028 286 00O
Firm Profit 005 004 096 163 005 004 093 191 -001 004 -025 727 -002 004 -035 628
R&D Intensity -027 057 -034 641 082 058 105 156 001 085 002 988
Iarketing Intensity 065 0685 078 320 008 062 010 892 112 101 136 272
Institutional Distance ,053* 010 368 000 056 011 388 000
R&D*Distance 020 015 147 178
Marketing*Distance -020 015 -163 165
R? 076 ,081 ,189 ,201

Adjusted R? 067 ,062 ,168 172

Sig. F Change ,000 57T ,000 ,248

Note: R&D Intensity was mean centered and squared, and Marketing Intensity was mean centered with Log.

*n =001
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of Internationalization. The ‘Firm Profit’ is insignificant, with a p-value of .163. It is thus likely
that the profit of firms is not relevant for their ‘Scope of Internationalization’.

Model 2, which incorporates the predictor variables ‘R&D Intensity’ and ‘Marketing
Intensity’, shows that, while ‘Firm Profit’ is insignificant again (p = .191), the control variable
‘Firm Size’ is still significant with (B = .105, p = .000). However, none of the predictors are
significant (R&D Intensity, p = .641, Marketing Intensity, p = .320). While positive significant
effects of both the ‘R&D Intensity’ and ‘Marketing Intensity’ were hypothesized, they do not
appear in the analysis. Hypotheses 1 and 2 can thus not be supported.

In model 3, that includes the main effect ‘Institutional Distance’, again, the ‘Firm Size’
is positive and significant (B = .103, p = .000), while ‘Firm Profit’ (p = .727), ‘R&D Intensity’ (p
=.156), and ‘Marketing Intensity’ (p = .892) are insignificant. The main effect of ‘Institutional
Distance’ is significant with a positive effect (B = .053, p =.000). Concluding, hypothesis 3
can be supported.

In the final model, model 4, the interaction terms (R&D Intensity*Institutional Distance
and Marketing Intensity*Institutional Distance) are added to the model. Of the control
variables ‘Firm Size’ is significant (B =.105, p = .000), and ‘Firm Profit’ is insignificant (p =
.628). The predictor variables are insignificant (R&D Intensity: p = .988, Marketing Intensity: p
=.272). The moderator is still significant, but with a weaker effect than in the previous
models (B = .056, p = .000). The results of the interaction terms show that both the
interaction term ‘R&D Intensity*Institutional Distance’ (p = .165) and ‘Marketing
Intensity*Institutional Distance’ (p = .178) are insignificant. These results lead to rejecting
hypotheses 4 and 5.

The standardized coefficients show the effects relative to one another. The significant
variables in model 4 show that Institutional Distance (Beta = .388) has a greater effect on the
Scope of Internationalization of EM MNEs than the Firm Size (Beta = .286). This could
indicate that a higher distance between Institutional Environments is more important for EM
MNEs when considering expansion in developed countries than their Firm Size.

Considering only the main effect of ‘Institutional Distance’ is significant, and none of
the other main effects and the interaction effects are, there is not much to interpret, but a lot

to discuss.

4.4 Validation of Results

The final stage of the regression analysis includes the validation of the results. The adjusted
R squared explains how generalizable the results are, while accounting for the different
numbers of independent variables of regression models (Hair et al., 2014). Model 4, with an
adjusted R squared of .172 explains that only 17.2% of the variance is explained by the

model. This is a relatively low value. It makes that the model is hard to generalize. With
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regards to the overfitting of the model, the adjusted R squared is compared to the R squared.
Overfitting would be marked by a high difference between both scores (Hair et al., 2014).
The R squared is .201 or 20.1%. There is a 2.9% difference in the explanation capabilities of
the R squared and adjusted R squared, indicating a lack of overfitting, which is positive.

One other way of checking for the robustness of the model is performing the multiple
regression analysis without transformations and imputation for missing values. Once again,
the regression analysis is a hierarchical model with the same variables as the regression
models with transformations and imputation. All missing values are deleted listwise, which
leaves 131 complete cases, and the Marketing Intensity and R&D Intensity are mean centred
again. It becomes clear that all the four models in the regression without transformations
explain less variance than the four models with transformations. Model 3 has the highest
adjusted R square with 3.2% variance explained (Table 6). Compared to the fourth model of
the regression with transformations (17.2%) it explains vastly less variance. This could have
been caused by 70 less cases in the regression, and the skewness and kurtosis of the raw

variables.
Model Summary (No Transformations)™
Sid. Emor of the Change Statistics
Madsl R R Square Adusted R Square Estimate R Square Change F Changs Sig. F Changs
1 077 00e =010 3.078 006 a9 685
2 080 L =025 3101 i} 037 G54
3 264 oro 03z 303 0E3 8 488 004
4 277 ory 024 3.026 007 463 630

a. M= 131; Dependent Vanable = Scope of Intemationalization

Table 6 Model summary of regression without transformations and imputation.
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5. Discussion

5.1 Resource Capabilities

The insignificant effects of both the R&D Intensity and the Marketing Intensity were not
predicted. This led to the rejection of hypothesis 1, which predicted a positive effect of
greater R&D Intensity on the Scope of Internationalization of EM MNEs. Similarly, hypothesis
2, which predicted a positive effect of greater Marketing Intensity on the Scope of
Internationalization of EM MNEs also had to be rejected. It could mean that firms with higher
R&D percentages of total sales and marketing percentages of total sales do not necessarily
internationalize into developed countries with great scope. These results go against prior
results by other authors, both from quantitative and qualitative studies, who investigated EM
MNEs expanding into developed markets (Yakakawa, Peng & Deeds, 2008; Tsai &
Eisingerich, 2010; Gaur et al., 2014). Tsai and Eisingerich (2010) formulate EM MNEs with
high R&D and Marketing Intensities as ‘multinational challengers’, which have a high need of
entering advanced global markets, and thus penetrate these markets with great scope.
Similarly, firms within industries with high development costs, and most likely a high R&D
Intensity, will often require seeking larger international markets to profit from their
investments (Yakakawa, Peng & Deeds, 2008). EM MNEs in biotechnology, for example, are
more tempted to enter foreign markets aggressively, while taking more risks in developed
economies to justify their investments. In related research Gaur et al. (2014) quantitatively
confirm Tsai and Eisingerich’s claim that firms with higher R&D and marketing expenses are
more likely to shift from export to FDI, for both types of expenses resulted in positive
significant effects.

There are results by other authors who do see similar results. R&D intensity had a
very little insignificant effect on international venturing by emerging country firms (Yiu, Lau, &
Bruton, 2007). A positive significant effect they did find was that of the technological
achievement of emerging market firms on international venturing. Technological achievement
was measured by the amount of rewards by the government for innovativeness, the number
of government-sponsored research grants obtained, and the number of technological
collaboration programs with research institutes over the past five years (Yiu et al., 2007). It
tells a lot about the state of the firms’ technological capabilities, since they state that most
technological resources are controlled by the government in emerging economies, especially
in Taiwan and China, where many of the firms in the sample originate from. This thesis did
not have access to this kind of information on the individual firm level, thus it remained
outside its scope. A research specifically aimed at Taiwanese high technology firms came

with similar results on the R&D intensity. To their surprise, Wang, Hsu, and Fang (2008)
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discovered that the R&D intensity of these Taiwanese high technology firms had a negative
effect on internationalization, which also appeared in the second model of this analysis.

What is likely, is that the unique resource-based ownership advantages of EM MNEs
that make them internationalize are hard to grasp through standard intensity measures like
the R&D intensity and Marketing intensity of a firm (Ramamurti, 2012). And similar to DM
MNEs these capabilities of EM MNEs are not uniform, which makes them even harder to
interpret through quantitative research (Gaur and Kumar, 2010).

We can compare also these results with a mainstream IB-framework. With the
insignificant results of the resource-based intensities, the LLL-framework comes to mind.
This framework is of course not based on the R&D and marketing expenses of the EM
MNESs, but on their linking- and learning capabilities in developed nations (Mathews, 2017).
The framework could explain why the resource-based variables (R&D intensity and
Marketing intensity) were not significant when it came to the scope of internationalization of
the firms. Especially Chinese firms, but also Taiwanese firms, are mostly looking for strategic
places to link with and learn from continuously, all incentivized by their local government (Ge
& Ding, 2009). Heavy R&D expenses and advertising should then not be motivating the
growth of the scope of internationalization: the possibilities to create new linkages should.

5.2 Institutional Distance

There is a positive significant effect of institutional distance on the scope of
internationalization into developed countries by EM MNESs, leading to supporting hypothesis
3. This could mean that greater institutional distance between the home country of an EM
MNE and a developed host country has a positive effect on the expansion behaviour into
these developed host countries. Several explanations are possible. First, the lack of weak
institutions in developed countries makes them expand to these nations, because the
transaction costs associated with weak institutional environments are lower, there is more
stability, and there are better regulative frameworks (Bénassy-Quéré et al., 2007; Aleksynska
and Havrylchyk, 2013). It makes that EM MNEs can perform their business activities in a less
hindered way. Second, countries with strong institutions attract more FDI in general,
regardless of the home country of an internationalizing firm (Bénassy-Quéré et al., 2007).
The difference here lies in the motives of the EM MNE: whether it is to escape its own
institutional environment or entering a developed market without the need for escaping of its
home country institutional environment, because it has already established a subsidiary in a
developed country.

This results also demands a mainstream IB-theory. The springboard theory is the
most fitting theory in this case, because escaping the institutional environment of a home

country is one of the central concepts of the theory (Luo & Tung, 2007). The sample that was
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used consists of a pile of diverse EM MNEs, ranging from non-state-owned firms with narrow
product coverage to state-owned firms with broad diversification. Although these firms are
also asset-seeking to compensate for latecomer disadvantages, the results show primarily
that they could be seeking for opportunities in developed countries with strong institutions
and thereby increasing company size. This could explain why the institutional distance
matters for their scope of internationalization. Hence, the government support for going
global by the Chinese and Taiwanese governments should be accounted for at all times (Ge
& Ding, 2009). This part of the springboard theory is thus confirmed by our results. All other
behaviour related to springboard behaviour remains outside the scope of this thesis and

would lead to speculation mostly, because it is not backed by the data.

5.3 Moderating effects of Institutional Distance on Resource Capabilities

Both the interaction effect of Institutional Distance and R&D Intensity as the interaction effect
of Institutional Distance and Marketing Intensity on the scope of internationalization of EM
MNEs into developed countries were insignificant in the final model. Hereby, both
hypotheses 4 and 5 are rejected. It could indicate that the difference in institutional
environments between emerging home countries and developed host countries, which
arguably makes them use their own capabilities with less transaction costs, is not meaningful
enough for EM MNEs to affect their scope of internationalization in these countries
(Ramamurti, 2012).

It is more interesting to see these results translated to mainstream IB literature, this
time to the OLI-paradigm. The OLI-paradigm states that companies need three kinds of
advantages to engage in FDI: ownership advantages (O), location advantages (L), and
internalization advantages (I). It says that companies, including EM MNEs, need ownership
advantages to overcome the liability of foreignness (Dunning, 2015). First, in this thesis the
measured O-advantages are the technological capabilities and the marketing capabilities of
the firms. Since they did not provide significant results, according to the paradigm, other O-
advantages should be present. Because the firms in the sample are very heterogeneous, it is
hard to say which O-advantages are existing on an aggregate level. Because we know they
do exist on the individual firm level, i.e. assets, knowledge of specific technologies, lower
costs, a strong brand name etcetera, there are no reasons to doubt this part of the OLI-
paradigm. Second, the location advantages are clear in this case. Developed markets like
Germany, Great Britain, France and Italy provide more efficient institutions than the home
markets of EM MNEs, and also access to new customers and strategic partners. This
environment provides arguments for EM MNEs to skip steps, like strategic alliances and
licensing, and internationalize aggressively (Luo & Tung, 2007). Third, the internalization

advantages are strategy-based on the firm-level. On the aggregate level, it is hard to
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generalize the strategies of the firms. However, from Chinese firms we know that they are
strategic asset seeking and market seeking. Over the past twenty years they switched from
replicating technology to developing cutting-edge technology themselves, and this is also
likely for high-tech Taiwanese firms (Ge & Ding, 2009). They want to keep control over their
own activities, thus I-advantages are present. This means the firms in the sample have
sufficient motives for FDI, confirming the rationale behind the OLI-paradigm, in which the

location advantages for EM MNEs are most important in this case.

5.4 Control Variables

As expected, the firm size of EM MNESs has a positive effect on the scope of
internationalization of these firms into developed markets. Firms of greater size have more
available resources, which can be of any kind, i.e. human resources, more entrepreneurial
experience in their workforce, more power, and greater funds (Lu and Beamish, 2001). It
makes that the firm has better chances and opportunities for expanding into new territory, in
this case the developed markets, to reach for their goals.

Unexpectedly, the profit of a firm did not have a significant effect on the scope of
internationalization of EM MNESs into developed markets. It means that the profit margin of a
firm does not necessarily say everything about the capabilities of the EM MNE, and firm with
higher profit margins do not expand with greater scope than less profitable firms. The
rationale behind a positive effect of the firm profit was that profitable firms would look for
more profit in new markets (Hsu and Boggs, 2003). A possible explanation for the
insignificant effect could be that expanding firms do usually make less profit, because at that
moment they are making investments, which will negatively affect the profit margin, hoping

for greater profits in the future.
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6. Conclusion

In the conclusion, first the theoretical implications and managerial implications will be
discussed. Second, the limitations will be debated, and finally, the directions for future

research will be given.

6.1 Theoretical Implications

This thesis adds support to the notion that greater Institutional Distance does indeed trigger
EM MNEs to expand into developed nations with greater scope, when coming from a country
with a weaker institutional environment. This most probably occurs to overcome latecomer
disadvantages and to gain access to new markets. In their current form the R&D and
Marketing Intensities are not a panacea for understanding the reasons of greater scope of
internationalization of EM MNESs into developed countries. The institutional distance could
also not moderate these relationships significantly. What we do know is that firm size
positively influences the choice for expansion into developed countries.

When we compared the results with mainstream theoretical frameworks of the
international business field, starting with the OLI-paradigm, we found that the EM MNEs
most probably had ownership advantages, locational advantages, and internalization
advantages, but with regards to upward FDI, they heavily leaned on their location
advantages of which the institutional environment is an important variable.

The results were most in line with the springboard theory. We could confirm that
institutional differences between home and host countries are good reasons for EM MNEs to
engage in upward FDI more aggressively and it had an effect on the scope of
internationalization. However, strong governmental forces in the many Chinese and
Taiwanese firms, primarily focused on asset-seeking activities, should be accounted for.

The LLL-framework most probably explains why the resource-based intensities did
turn out insignificant. The sample existed predominantly of Chinese and Taiwanese firms,
which are heavily influenced by the policy of their local governments to gain more knowledge
of technologies in developed nations. The scope of internationalization for these firms is
mostly driven by the linking and learning principle.

One final finding of this research is that resource capabilities measured as one-
dimensional percentages of sales per year (R&D and SG&A) are not leading in the choices
of EM MNEs to internationalize with more scope through upward FDI. It shows that the
unique resource capabilities and/or ownership advantages, which arguably make EM MNEs
internationalize, are hard to measure, and a completer image of the quantitative predictors

has to be made.
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6.2 Managerial Implications

Policy makers of EM MNEs should know that even though the effects of R&D and Marketing
Intensities on the Scope of Internationalization were not significant, unique resource
capabilities of the EM MNE are still of great importance when considering expansion of the
firm into developed countries. These unique resources are hard to grasp through standard
measures and should therefore be indicated individually by the company.

What they can rely upon is that institutional distance between the home country with
a weak institutional environment and a developed host country with a strong institutional
environment is a reason for EM MNEs to expand there. One certainty is that every situation
is unigue, and CEOs can have vastly different reasons for engaging in FDI, even external
forces, such as pressure or incentives by their local government similar to those we see in
China (Ge & Ding, 2009). The decision to internationalize should always be assessed
through a holistic approach, while accounting for both the resources a company has, as its
institutional position, without losing sight for other unique circumstances, such as personal-
and network ties (Musteen, Francis & Datta, 2010), strong forces by the local government
(Ge & Ding, 2009) and the use of of business group knowledge in developed markets (Gaur
et al., 2014).

6.3 Limitations of this Thesis

This thesis had several limitations. First, the R&D and Marketing capabilities were only
captured using one variable for each capability. This results in a one-dimensional vision on
both the concepts, and the full picture of these capabilities could not be captioned. This could
have resulted in different results from when combined aspects of both the capabilities were
used. It is however not certain if the unique capabilities of EM MNEs (Ramamurti, 2012) are
guantifiable at all, since these capabilities differ per firm, and could all influence the choices
for expansion into developed countries.

Second, the dataset mostly consisted of Taiwanese and Chinese firms. Although their
institutional environments are vastly different, the dataset was not evenly spread over all
emerging home countries. The results might thus tell us more about the behaviour of
Taiwanese and Chinese firms than emerging economy firms as a whole.

All these limitations are data related. This is not a big surprise, since a lot of data on
EM MNEs, on for example patenting, the exact marketing expenditures, and ties with

research institutes etcetera, is unfortunately not documented or not accessible.

6.4 Directions for Future Research

Although this thesis indicates that resource-based capabilities are not leading in the choices

of EM MNEs when considering internationalization through subsidiaries in developed host
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countries, the question remains if these capabilities would influence the decision when more
variables were used in the regression. To make a more complete picture of the technological
capabilities of EM MNESs authors should account for patenting activity (Ren et al., 2015),
R&D Intensity (Tsai & Eisingerich, 2010) and ties with research institutes (Yiu et al., 2007).
For the marketing capabilities the exact marketing expense (Kotabe et al., 2002) would be
needed, which unfortunately is rarely available for use. One could control for export intensity
and export experience (Gaur et al., 2014), firm size (Ren et al., 2015), and the home industry
competition (Yakakawa et al., 2008; Yiu et al, 2007). Following, the institutional distance
between home and host countries could moderate the capability-internationalization
relationship.

Once we have a complete idea about how EM MNESs use their (unique) resources to
internationalize, and we can quantitatively support this notion, we can extend on how these
firms internationalize compared to firms from developed markets.

Although current practice shows that there are a lot of global players from emerging
markets, they are still seen as latecomers (Tsai & Eisingerich, 2010). Over time this
perspective could change towards a view where emerging market global players are seen as
worthy competitors, who might even be able to set the pace.
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Appendices

Appendix 1 Reliability Analysis

Case Processing Summary

I %
Cases  ‘Valid 26 100,0
Excluded?® 0 i}
Total 26 100,0

a. Listwise deletion based an all
variahles in the procedure.

Reliability Statistics
Cronbach's
Alpha M oof ltems
G4z i
Iltem-Total Statistics
Scale Corrected Cronbach's
Scale Mean if Yariance if [term-Total Alpha if ltem
[termn Deleted [termn Deleted Carrelation Deleted
Goveffect 11406556472 12,362 809 26
Regqual 1,111054994 12,056 B3y h22
RuleLaw 1,310986611 11,267 G54 B16
PolStable 1,765493026 11,023 789 B39
ContrCarrup 1,430162317 11,121 891 23
VoiceAccount 1,426682934 12,254 603 61
Appendix 2 Missing Value Analysis
Univariate Statistics
Missing Mo. of Extramas?
M Mean Std, Deviation Count Percent Low High
RDINTEMSITY 161 3.380340856 3.065476024 40 19.9 0 ]
SCOPE 2m 233 3.293 0 0 0 29
PROFIT 20 91507 11.201149 i 10 5
SIZE 2m 11335.27 60341 .447 0 0 18
DISTAMCE_HIGH 2m 4.8445 4.03403 0 0 0 ]
Mintnsity 171 16.3311 13.41580 a0 14.9 0 i

a. Mumber of cases outside the range (21 - 1.5%0QR, Q3 + 1.5%10QR).
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EM Means®

o
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3.323918807 2.33 91507 11335827 46445 16.2030
a. Little's MCAR test Chi-Square = 24.445 DF =10, Sig. = .007
EM Covariances”
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o &
ROIMTEMSITY 9. 765607344
SCOFE -.012396365 10.843
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Mintnsity 3.504586112 -1.875 1424477 -895820.086 6.07293 178.87760
a. Little's MCAR test: Chi-Square = 24.445 DF =10, Sig.= .007
EM Correlations®
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=EEEE -.001 1
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Separate Variance t Tests”

)
e I
(4] LU — | =
= o e L Ll W
L o o r~ 2T E
£ 5] o wm = E
= o o = =
& £
o &
t -6 -8 12 -35 A7
I)—_ df 432 5945 1874 544 487
@ P(ai) 563 431 231 001 094
E #FPresent 161 161 161 161 161 131
=
] #Missing 1] 40 40 40 40 40
i
Mean(Fresent) 3380340856 2,25 98362 1266689 44211 161424
Mean(Missing) 268 10,4165 5975,580 70513 20,2240
t 1.0 1.7 20 22 2,2
df 524 811 36,3 174,58 46,4
= Pi2-tail) 312 0ev 052 03z 033
w1
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= #Missing 30 30 30 30 30 0
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For each quantitative variable, pairs of groups are formed by indicator variables (present, missing).

a. Indicator variables with less than 5% missing are not displayed.
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Appendix 4 Descriptive Statistics
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¥ THOMIZS SCOPE FPROFIT SIZE 1GH Miningity 55
N Valid 161 20 201 2m 2 20 1M am
Missing 40 a a ] 0 1] 30 a
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Sid. Error of M&an 2415933555 2016266314 232 J9007 4256,158 28454 1.02593 ATEN
. Madian 2660064665 2715953252 1,00 B,3200 2317.00 2,9100 12,1400 13,1619
Mads 72441607 AT2441607 1 4,68 400 291 7.63 763
_ 5. Daviation I0E54TE024 2858550856 3293 11.2019 G0341,447 403403 1341580 1242237
Variance 9,397 8171 10,843 125467 3641090255 16,273 179,984 154,315
Skewnass 1,960 2,042 4,053 - 617 12,943 L1k 2617 2824
_ 5. Error of Skewnass A9 A72 A72 A72 A7 AT2 A86 A7
Furnosis 6138 6,965 19,448 2911 176,767 =787 11.240 13513
. Sid. Emor of Kurtosis 3RO 341 341 1y 341 34 360 341
_Ranga 2046150767 2046150767 24 75,46 835970 14,51 100,98 100,93
Minimam OTI441607 AT 2447807 o ~36.69 kL =241 122 1,22
. Mazximum 2053304028  20,53394928 24 38,77 236000 1210 102,20 102,20
Sum 544 2348777 6681093866 464 1635,28 2278389 45385 2792 81 256,79

42



Appendix 5 Assumption 1 Normal Distribution before Transformations

Descriptive Statistics
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Appendix 5 Assumption 1 Normal Distribution after Transformations

Descriptive Statistics
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R&D Intensity Variable (Transformed with Square Root)
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Appendix 6 Scatterplots
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Scatterplot Dependent Variable: SCOPELOG1

Dependent Variable: SCOPELOG1 4

3

2

Regression Standardized Residual
1
o
o
Regression Standardized Residual
1

Regression Standardized Predicted Value Regression Standardized Predicted Value

Scatterplot
Dependent Variable: SCOPELOG1

2

Regression Standardized Residual
1

o
oDc"aD
o

o

T T T T T
=3 -2 -1 0 1 2

e

Regression Standardized Predicted Value

Appendix 7 Durbin-Watson Statistic

Model Summany™

Change Statistics

| Mods

2]

R Squara

Adjusted R
Square

Std. Eror of
the Estimate

R Squara
Changs

F Changa

dfl

drz

Sig. F Change

Durbin-
Walson

1

A435*

168

164

53077

184

3,105

5

195

o]

2,075

a. Fradictors: (Constant), SIZELOG, DISTANCE_HIGH, FROFIT, RDINTENSITYSQRT, MARKINTEMNSITYLOG
b, Dependant Variable SCOPELDGT

47



Appendix 8 Correlation Table

Cnrrelatinnsh
Marketing Distance_Hig
Scope RE&D Intensity Intensity h Profit Size
Scope Pearson Garrelation 1 - 051 -.050 340" 105 259"
Sig. (2-tailad) 470 481 000 138 000
RE&D Intensity Pearson Carrelation -.051 1 2407 2607 2347 204"
Sig. (2-tailed) 470 001 000 001 004
Marketing Intensity  Pearson Carrelation -.050 240" 1 127 17 - 481"
Sig. (2-tailed) 481 001 073 098 000
Distance_High Pearson Correlation 340" - 2600 127 1 255" 015
Sig. (2-tailed) oo 000 073 000 837
Prafit Pearson Garrelation 105 2347 117 255 i 037
Sig. (2-tailed) 138 001 098 000 G06
Size Pearson Carrelation 259" 204" - 4617 018 037 1
Sig. (2-tailed) 000 004 000 837 (GO0
** Correlation is significant atthe 0.01 level (2-tailed).
b. Listwise N=201
Appendix 9 Coefficients Table
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