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Introduction

The last two decades have witnessed an increase in interest in under-
standing the global expansion of emerging market multinationals
(EMNGs). We propose that the uniqueness in studying EMNCs is how
their home country environments impact their behavior. Specifically,
we argue that their underdeveloped economies, which are undergoing
pro-market reforms, and their underdeveloped pro-market institutions
both affect ownership, capability, and innovation of firms, which in turn
drive their internationalization and global success. Thus, this framework
links the underdevelopment of emerging markets to firm internation-
alization via firms' characteristics and strategies. The framework was
derived from presentations and conversations at the Global Strategy
and Emerging Markets Conference that took place at the University of
Miami in January 6-8, 2016. This issue’s Editorial Commentary provides
more information about this conference.

Global Strategy and Emerging Markets : A Frame-
work

The rise of EMNCs has led to an increasing interest in these firms. These
firms are now part of the competitive landscape, with multinationals
from advanced economies encountering EMNCs in both emerging
economies and advanced countries. Although EMNCs entered the
competitive landscape several decades ago, scholarly interest in these
firms is relatively recent. An incipient literature in the 1980s identified

the phenomenon (e.g., Wells, 1983), but deep interest in analyzing
these firms did not emerge until the late 2000s (e.g., Khanna & Palepu,
2006; Luo & Tung, 2007).

The plethora of studies analyzing these firms yield not only new insights
on their behavior and distinct patterns of internationalization (e.g. Luo
& Tung, 2007) but also new insights on the theory of the multinational
enterprise (Cuervo-Cazurra, 2012). These new insights emerge from
the study of these firms and, more importantly, from identifying key
features that make their study distinct.

From conference sessions and discussions we derived a framework
that helped organize the various conference papers and establish links
among them, and so offer guidance for future research on EMNCs.
Figure 1 illustrates our framework. We first identified two characteristics
of emerging markets that seem to drive strategies of EMNCs: economic
underdevelopment and pro-market transformation, and the underde-
veloped pro-market institutions. These two defining characteristics of
emerging markets appear to influence three key dimensions of EMNCs'
behavior: ownership, capabilities, and innovation. Through their influ-
ence on ownership, capabilities, and innovation, these environmental
characteristics explain much of the differential behavior of EMNCs in
terms of their internationalization, and their ultimate global success.
This framework is not meant to be a comprehensive analysis of all
research on EMNCs, since there is already research analyzing the influ-
ence of home country on international expansion of EMNCs (e.g., Luo
& Wang, 2012). Rather, it summarizes insights gained from the confer-

Figure 1. Emerging Markets and the Behavior of Emerging Market Multinationals

Emerging Markets

Economic
underdevelopment &
pro-market transformation

Underdeveloped
pro-market institutions

/\"~"~

ZaL RN

Yur \ '

KN
~

1
N 4

Innovation
& catch up

Capabilities H

- hinternationalization Success in global
competition

Emerging Market Firms

Note: Solid arrows illustrate commonly analyzed relationships, while dashed arrows illustrate less known relationships.

Vol. 16, No. 4

AIB Insights



ence that help classify and organize future research. In Figure 1 we also
highlight with dashed arrows the relationships that are still understud-
ied, warranting much greater attention in future research.

Characteristics of Emerging Markets

Economic Underdevelopment and Underdeveloped
Pro-Market Institutions

Countries that have relative economic underdevelopment but are
undergoing pro-market reforms, and that have relatively underdevel-
oped institutions are usually considered emerging economies (Hoskis-
son et al,, 2000). For a more detailed discussion of how to define emerg-
ing markets, please see the Ghemawat and Altman article in this issue.

Economic underdevelopment is important for understanding how
emerging market firms behave. Emerging economies may not have
large segments of the population with high income levels capable
of paying premium prices for products, highly sophisticated provid-
ers of inputs or supporting services, or advanced transportation and
communication infrastructure. As a result, many EMNCs have to invest
in domestic infrastructure to compensate for deficiencies in the provi-
sion of assets by their governments. Nevertheless, nascent pro-market
reforms have altered the competitive landscape and led these firms to
improve competitiveness.

Underdeveloped pro-market institutions is the second dimension that
tends to characterize emerging markets. Underdeveloped pro-market
institutions have been called institutional voids (Khanna & Palepu, 2010).
We believe that emerging markets may not lack institutions, but rather
have weak or underdeveloped pro-market institutions. Many studies
analyzing EMNCs have focused on this dimension of the environment,
investigating how weak institutions encourage EMNCs to undertake
investments and upgrade capabilities.

Ownership, Capabilities, and Innovation

We identified three sets of characteristics of EMNCs that seem to drive
their behavior as a result of their country of origin: ownership, capabili-
ties, and innovation. Although these dimensions have interrelations in
defining global strategy, discussed later, for now we organize these in
a sequential process to better understand influences of home country
characteristics on them.

First, ownership of emerging market firms appears to be influenced by
the underdevelopment of the country and, especially, of financial insti-
tutions that ensure access to abundant and low cost capital and protect
investors'rights. As a result, state-owned firms seem to take a particular
preeminence in emerging markets, with the state becoming an investor
that provides firms with the capital required to offer needed products
and services. This is not only the case of utilities, in which the state has
been a usual investor, but also of sectors requiring large amounts of
capital which private investors may not be able to obtain in emerging

markets, such as in heavy industries. The lack of investor protection may
also result in the emergence of large family-owned firms that substitute
for capital markets and become business groups. These family-owned
firms achieve control of the ever-expanding set of firms via pyramidal
ownership (gaining control of a firm via a chain of ownership relations)
thus, becoming primary investors in other firms. This pyramidal invest-
ment pattern often reaches a point in which even though the family
has a small stake in a firm, it exercises control.

Second, capabilities of EMNCs depend in part on a country’s support-
ing infrastructure and comparative advantages, such as education and
innovation systems. Firm capabilities depend not only on a firm’s invest-
ments, but also on the quality of inputs it obtains. In many emerging
markets available inputs tend to be of lower quality and sophistication,
especially inputs that must be developed rather than those that are
part of the country’s endowment. This shortcoming is due to three
primary reasons: (1) Individuals, private and public sectors are unable
to invest sufficiently in developing an educated workforce, which limits
the pool of skilled employees needed to improve firm competitiveness.
(2) The government has not developed a clear regulatory framework,
which would have enabled firms to invest in capabilities without fear of
expropriation. (3) Weaknesses in infrastructure also make input provid-
ers less sophisticated and unable to provide quality intermediate inputs
to firms because they lack specialization. Thus, EMNCs cannot rely on
external providers for many inputs, even if these inputs or services have
little to do with the overall ability of firms to compete in global markets
(e.g., security, cleaning services or transportation). Instead EMNCs often
have to internalize activities done by specialists in advanced econo-
mies, thus becoming much more vertically integrated and diversified.
As a result of these limitations, EMNCs must develop and leverage a
wide array of capabilities instead of focusing on their core areas or
activities.

Third, EMNCs suffer from the weakness of innovation systems in emerg-
ing markets, which limit their ability to develop highly sophisticated
technology and innovate. Notwithstanding some exceptional techno-
logical leaders, many EMNCs tend to have less sophisticated technolo-
gies than competitors in advanced economies. For a more detailed
discussion of technology gaps, please see the Song article in this issue.
The main reason for this is that innovation systems in emerging markets
are less developed due to lower previous public and private investments
in R&D, a less sophisticated university educational infrastructure yield-
ing less creative and inquisitive professionals, lower or no tax incentives
for R&D investments, as well as less protection of intellectual property
rights. These factors discourage firms from investing in technology.
Thus, EMNCs appear to follow different paths for developing technology
and innovating (Luo & Tung, 2007). Some firms copy ideas and innova-
tions from advanced market multinationals via reverse engineering in
an attempt to improve competitiveness without having to invest in
innovation. Other firms focus on process and business models innova-
tions, because these are more difficult to copy than product innovations.
Some firms improve technology by establishing alliances or becoming
part of the global supply chain of advanced economy multinationals
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and integrating advanced market multinationals’ more sophisticated
process technologies. Yet other firms focus on creating product and/
or business models innovations that reduce production and operation
costs and address limitations to distribution and customer payments,
which are more appropriate for emerging markets.

Innovation and Escape Internationalization

These three firm-level characteristics—ownership, capabilities, and
innovation—influence ways in which EMNCs internationalize. We
consider two different ways (Cuervo-Cazurra & Ramamurti, 2014): inter-
nationalization in other countries to take advantage of innovations and
capabilities developed in the home country, and internationalization to
solve some limitations of the home country.

First, internationalization to take advantage of innovations created in
the home country reflects the usual argument that ownership advan-
tages help firms expand abroad, but for EMNCs, ownership advantages
that have internationalized take additional dimensions that help these
firms achieve success in global competition. One dimension is develop-
ing innovations for the base of the pyramid, that is, individuals in the
lower segments of income. EMNCs create products and services to serve
poor consumers in their home countries and use these innovations to
serve poor consumers in other emerging economies. These innova-
tions can also become the so-called reverse innovations (Govindarajan
& Ramamurti, 2011), in which innovations that are created for individu-
als at the base of the pyramid in emerging countries are transferred to
advanced economies to serve the needs of higher income individuals
there. EMNCs can also use expertise gained in dealing with weak insti-
tutions at home to achieve an advantage and become leading inves-
tors in other countries with weak institutions (Cuervo-Cazurra & Genc,
2008). Thus, managers develop an ability to deal with underdeveloped
pro-market institutions in the home country in the form of a flexible
management style and better management of uncertainty in rules
and regulations that provides their firms with an advantage when they
enter other emerging markets with weak institutions.

Second, internationalization often helps EMNCs avoid underdevel-
oped conditions of their home countries. This is an extension of the
institutional escape argument (Witt & Lewin, 2007) but EMNCs can
escape both the uncertainty and high risks in emerging markets, and
the harsh conditions that their governments may impose; and seek
more stable and predictable institutional settings in which EMNCs may
experience greater success. Thus, EMNCs escape poor institutions of the
home country in search of foreign financial markets that provide better
protection of shareholder rights. They also escape poor technological
conditions in their home country that discourage developing advanced
technology. Some EMNCs achieve this by purchasing technologically
sophisticated firms in advanced economies, which facilitates access to
better innovation systems and transfer of advanced tacit technologies.

Conclusions

The framework presented here has important implications for inter-
national business research. It provides an overarching explanation of
the mechanisms that link the conditions that characterize emerging
markets to the international expansion of their firms. We go beyond
a summary of existing arguments and provide a complete framework
that connects the underdevelopment of the economy and institutions
of emerging markets to their competitive behavior and internation-
alization. These areas have received limited attention in the literature.
Thus, with this framework we encourage studies that not only provide
additional depth to the analysis of the relationship between owner-
ship, capabilities, innovation and internationalization, but also studies
that analyze these relationships within the economic and institutional
context in which firms operate. Future studies can analyze areas that
have received little attention, for example the influence of economic
and institutional development on internationalization and success,
or the interaction between innovation and internationalization, and
the impact of internationalization on success. Future studies can also
analyze how particular characteristics of emerging markets might have
an impact in ways not predicted by traditional models of the multi-
national. These traditional models were developed with the implicit
assumption of an advanced economy that provides companies with
soft and hard infrastructures that are supportive. However, such infra-
structures are not as well developed in emerging economies and thus
the mechanisms and predictions of existing models likely need modifi-
cation. In this sense, studies of EMNCs have potential to extend existing
models of the multinational. But to do this any study of EMNCs must
account for the context of their behavior and how being in an emerg-
ing country affects their ownership, capabilities, innovation an interna-
tionalization. It is the influence of this context that holds promise for
such analyses of EMNCs to extend and transform existing models of the
multinational enterprise. We hope this framework will spur additional
research to broaden our understanding of EMNCs and their potential
for advancing the theory of the multinational enterprise.
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