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One of the more recent aspects of the globalization process is
the rise and the increasing outward expansion of multinational
enterprises (MNEs) from developing countries. Among the more
promising effects of this phenomenon is a potentially positive devel-
opment impact: through outward foreign direct investment (OFDI)
developing country MNEs acquire new knowledge, which contributes
to the technological catch-up of their home countries. This paper
reviews the recent literature on OFDI from developing countries,
with a critical focus on the theory and evidence of FDI as a chan-
nel for technological catch-up. This literature suggests that the
features and global business environment of current emerging coun-
try MNEs is different from those of latecomer firms in earlier
decades. Modularity of production in an increasing number of
sectors, combined with weak national innovation systems (NIS) in
many developing countries explain why the sourcing of strategic
assets —including technology and innovation —from abroad through
OFDI has become such an important channel for technological
catch-up.
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I. Introduction

An increasingly important aspect of globalization is the growing
number of developing country multinational enterprises (MNEs).! This
is demonstrated by the annual Fortune ‘Global 500’ ranking of the top
500 MNEs across the world: in 2009, 86 companies in the list were
from developing countries, compared to 69 in 2007 and only 19 in 1990.

These companies are small relative to the world’s largest MNEs, they
are owned by developing country nationals (in some cases with govern-
ment a major capital shareholder), and operate on a global basis
through subsidiaries, outsourcing, and integration in Global Value
Chains (GVCs) and Global Production Networks (GPNs) (UNIDO 2006).

According to UNCTAD (2009), outflows of foreign direct investment
(OFDI) from developing and transition economies reached 19% of world
total in 2008. Asia has the highest level of FDI outflows, but this trend
is spreading to all regions. In terms of stocks, developing countries
account for more than 15% of the world total, with the following regional
composition: Asia 65.7% of total stock, followed by Latin America with
21.7%, the transition economies with 8.7%, and Africa with 4%. Within
each region, a few countries play the leading role: China, India, and
the ASEAN countries in Asia; Mexico and Brazil in Latin America;
Russia among the transition economies; and South Africa in Africa.
With regard to the sectors involved, the concentration of FDI is high in
services and, more recently, natural resources.

The typology of investments varies widely across countries and sectors.
Emerging country MNEs usually invest through mergers and acquisi-
tions (M&A) in industrialized countries to get access to technologies,
know-how, skilled human capital, globally recognized brands, and market
opportunities. Greenfield investments are frequent in other developing
countries, with the notable exception of a large number of direct in-
vestments in the natural resources sectors, where joint ventures with
local players and acquisitions are more common (UNCTAD 2007).

UNCTAD (2009) compares the 100 largest non-financial MNEs with
the top 100 from developing countries, based on some key indicators
and degree of internationalization. Table 1 reports some of these indi-
cators showing that, although differences are still large, the interna-

1 Although most of these MNE originate from emerging economies, throughout
this paper we use the terms “developing” and “emerging” country MNEs inter-
changeably.
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TABLE 1
TOP 100 MNEs WORLDWIDE AND FROM DEVELOPING COUNTRIES

Top 100 MNEs Top 100 MNEs from
worldwide developing countries
% change % change
2007 2006/07 2007 2006/07
Assets ($ billion)
Foreign 6,116 16.6 767 34.3
Total 10,702 15.8 2,186 29.0
Foreign as % of total 57.0 0.4 35.0 1.4
Sales ($ billion)
Foreign 4,936 21.0 737 21.8
Total 8,078 14.0 1,617 24.0
Foreign as % of total 61.0 3.6 46.0 -0.8
Employment (thousands)
Foreign 8,440 -1.66 2,638 22.6
Total 14,870 -3.4 6,082 15.9
Foreign as % of total 57.0 0.98 43.0 2.4

Source: UNCTAD (2009).

tional profiles of MNEs from developing countries is increasing, especially
when foreign assets and employment are taken into account. As a
consequence, the overall level of internationalization, which UNCTAD
measures through the composite transnationality index (TNI), shows
rapid improvement among developing country MNEs and, in mature
sectors, such as electrical and electronic equipment, is above the level
of the top 100 MNEs worldwide (UNCTAD 2009).

The rapid rise of MNEs from emerging countries has attracted the
attention of the business and economics literature, with an increased
number of contributions and Special Issues of journals such as Journal
of International Business Studies (2007), Journal of International Man-
agement (2007), International Journal of Technology and Globalization
(2008), and Industrial and Corporate Change (2009), appearing after
publication of the 2006 UNCTAD World Investment Report which first
documented this new phenomenon.

The aim of this paper is to review this theoretical and empirical
literature with a special focus on emerging MNEs as a channel for
technological catch-up by their home countries. The literature on tech-
nological catch-up stresses that firms acquire technological capability
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through a combination of internal R&D efforts and access to external
knowledge (Lee and Lim 2001). The channels for accessing external
knowledge are diverse and include informal learning, licensing, strategic
alliances, and FDI. The increasing importance of OFDI from emerging
country firms, as reported above, makes a review of this literature
interesting to derive empirical evidence on how such firms contribute
to technological catch-up.

The paper is organized as follows. Section 2 summarizes the theoretical
and empirical backgrounds to developing country MNEs. Section 3
explores how OFDI contributes to technological catch-up in emerging
countries. Section 4 concludes and provides some directions for future
research.

II. What is So Special about MNEs from Developing
Countries?

The literature on the international activities of firms is based mainly
on observation of MNEs from the so-called triad (i.e.,, US, EU, and
Japan). Scholars such as Lall (1983), Tolentino (1992), and Wells (1983)
investigated the first MNEs from developing countries (mostly Latin
American and Asian), which appeared in the international market
between the end of the 1970s and the beginning of the 1990s, but no
ad-hoc theories were developed. It is only recently, following a rise in
OFDI activity by developing and transition economies, that a strand of
literature has emerged arguing that some appropriate theory needs to
be elaborated (among others see Child and Rodrigues 2005; Goldstein
2007; Mathews 2002a; Sauvant 2008).

Traditionally, MNE theory has addressed such questions as why
firms internationalize (Buckley and Casson 1976; Vernon 1966), why
they do it through FDI (intra-firm) rather than through inter-firm
modalities such as trade or licensing agreements (Hymer 1976), and
which modalities are favored along their internationalization processes
(Johanson and Vahlne 1977).

The most influential approach to studying the international activities
of MNEs is represented by the eclectic paradigm, originally proposed by
John Dunning (1981). According to the so-called Ownership-Location-
Internalization (OLI) framework, the decision of firms to expand their
activities abroad via FDI depends on three kinds of advantages:
ownership advantages, which represent the ownership of firms’ specific
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resources to be exploited externally; location advantages, which depend
on the characteristics of the host country (e.g., natural resource en-
dowments); and internalization advantages, which depend on the op-
portunity to internalize firm specific advantages rather than exploit
them in the market through arm’s length transactions.

The OLI framework includes no specific provision explaining the
pattern of internationalization of developing country MNEs and this has
been criticized on two different grounds. First, because firms from de-
veloping countries might not possess the same competitive advantages
as firms from developed countries and, thus: “If they invest abroad, it
is not on the basis of “O,” and the parameters that determine the
degree of “I” in their foreign operations are different” (Goldstein 2007,
p.- 81). According to this asset exploration view, firms internationalize
in order to get access to the strategic resources they need, being
motivated by “learning objectives that allow these firms to overcome the
initial resource hurdles arising due to technological gaps and late
mover disadvantages in international markets” (Aulakh 2007, p. 237).
Moon and Roehl (2001) define these as unconventional FDI, that is,
strategic investments in order to strengthen rather than to exploit the
set of resources owned by the firm. Thus, internationalization becomes
a strategy aimed at strengthening the firm itself based on the accumu-
lation of resources previously not available.2

Second, and related to the first point, the OLI framework is a (com-
parative) static model, that takes into account only the existing advan-
tages prior to the FDI decision, but does not explain the opportunities
for the development and evolution of firm capabilities over time based
on accumulated experience in the international market. The main
criticisms of this view draw on the knowledge based (Kogut and Zander
1993) and dynamic capabilities approach (Teece et al. 1997), both of
which are extensions of the resource based theory of the firm (Barney
1991).

Based on these criticisms, Mathews (2002a) proposed an ad-hoc
theoretical framework, founded entirely on the observation of a group
of dynamic firms originating in the Asia-Pacific region, referred to as
the “Dragon Multinationals,” and which are recognized by several
international organizations such as UNIDO (2003; 2006) and OECD

2This point has been widely stressed in the literature. See among others,
Chen and Chen (1998); Child and Rodrigues (2005); Li (2007); Luo and Tung
(2007); Makino et al. (2002); Yiu et al. (2007).
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(2006). In a number of successive works Mathews (2002a, 2002b;
2006a, 2006b, 2006c, 2006d) focuses on the adoption of a resource
based analysis of what —in his opinion —is not explained by the existing
theories (and especially the eclectic paradigm). To take account of the
fact that MNEs from emerging countries often do not possess stocks of
domestic assets that can be exploited abroad, but rather that inter-
national expansion is aimed at the search for new resources, Mathews
(2002a) proposes the so-called Linkage-Leverage-Learning (LLL) frame-
work. Linkages, such as joint ventures, strategic alliances and other
forms of collaboration in global value chains with foreign companies
(the incumbents) represent a fast and efficient way to access the
resources that emerging MNEs lack. Once linked, ‘latecomer’ firms use
their global connections to leverage their resources and particularly
their cost advantages, and to learn about new sources of competitive
advantage and how to operate internationally. Within this framework,
the global economy is described as a set of resources available to
firms, and internationalization is defined more broadly as: “the process
of the firm’s becoming integrated in international economic activities”
(Mathews 2006b, p. 16). Unlike the predictions of the OLI framework,
the first phase of MNE formation is most likely to be motivated by
asset-exploring rather than with asset-exploiting reasons.

Moreover, in the early stages, this internationalization process is
often interlinked to inward FDI activity at home (Li 2007), which
provides local firms with the unique chance to enter into established
global production networks, enhancing their capabilities (Chen and
Chen 1998; Hitt et al. 2000; Makino et al. 2002). Luo and Tung (2007)
stress the capacities of emerging country MNEs to take advantage of
inward FDI (via original equipment manufacture, joint ventures, or
participation in Global Value Chains (GVCs)), which, in turn, allow
firms to develop their own capabilities and to become more competitive
abroad through experiential learning. This depends on the capacity of
firms to leverage external resources, which is dependent on the extent
to which foreign firms are willing to share their resources, and on
domestic ‘absorptive capacity,” defined as the ability of the firm to iden-
tify, assimilate, and exploit external knowledge (Cohen and Levinthal
1990). According to Zhang (2009), the role of foreign MNEs through
technological spillovers, knowledge transfers, and the establishment of
forward and backward linkages, is a sound opportunity to enhance
absorptive capacity during the “pre-catching up” stage. Indeed, empirical
analyses of the determinants of emerging country OFDI find that
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inward FDI play a significant and positive role in explaining the
internationalization of local MNEs (Banga 2009; Pradhan 2009). An
excellent example of this process is Asian subcontractors in the IT and
the electronics sectors, which “have prospered as contract manufac-
turers, most visibly in the fields of information technology and con-
sumer electronics. In the process, through their own learning and in-
novation efforts, many of them are becoming original design manufac-
turers (ODMs) and original brand manufacturers (OBMs), in a pattern
of development and internationalization” (UNIDO 2006, p. 18).

The innovative contribution of the LLL framework for the analysis of
emerging country MNEs has been widely debated in the literature. The
main criticism is that the focus is almost exclusively on firms orig-
inating in the fast growing countries in the Asia Pacific region, making
it difficult to extend it to developing countries generally (Narula 2006).
Also, based on the growing empirical evidence, it seems that some
latecomer firms might possess certain unique, different from the tradi-
tional, competitive advantages that explain their internationalization
strategies (Dunning 2006). Dunning et al. (2008) acknowledge a relative
lack of firm specific O-advantages in developing country firms and
highlight the importance of country specific ownership advantages in
determining these outward FDI activities. Moreover, Dunning and
Lundan (2008) recognize the importance of institutions as an essential
component in the internationalization process of firms and, conse-
quently, have incorporated some institutionally related variables into
the three initial components of the eclectic paradigm.

According to the literature on latecomer firms, the role of home
country institutions and particularly government is key to shaping the
process of internationalization of domestic firms (Ramamurti 2008),
and especially in the case of Asian firms (Buckley et al. 2008). In the
case of China, the role played by government has been stressed re-
peatedly in the literature since many Chinese MNEs are State Owned
Enterprises (SOE); at the same time, the Chinese government has also
supported some selected private firms through instruments such as
preferential loans, easier and cheaper access to capital, favorable tax
regimes, selection of international partners for joint ventures in order
to make them internationally competitive (Athreye and Kapur 2009;
Buckley et al. 2007; Child and Rodrigues 2005; Li 2007; Liu and Tian
2008). Reporting on the case of Haier, Duysters et al. (2008) outline
the importance of the support provided by central government through
direct financial contributions and its role as “supporter and organizer
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of technology networks” to enhance the company’s technological capa-
bilities. Yiu et al. (2007) provide an empirical assessment of the rise in
international venture activities in a sample of Chinese firms. They
include in their analysis institutional variables such as linkages with
domestic institutions (i.e., central and local governments, financial
institutions, trade associations, research centers) and participation in
business networks. These variables play a statistically significant role
in the internationalization process. On the basis of their empirical
findings, they conclude that, for firms in countries at an early stage of
development, the presence of institutional network ties represents an
outstanding ownership advantage on which to base international activity.
Analyzing the case of Huawei, Zhang (2009) finds that one of the main
determinants of its global success was the strong network of alliances
that the firm was able to create with local universities, which, in turn,
contributed to enhancing the company’s absorptive capacity.

State support and formal and informal institutional network ties
represent a competitive resource for the international activities of do-
mestic companies in a number of other countries, see Goldstein and
Pananond (2007) on Singapore and Thailand, Kim and Rhe (2009) on
Korea, and Kalotay and Sulstarova (2008) on Russia. Finally, for the
Indian pharmaceutical sector, Athreye and Godley (2009) and Chittoor
and Ray (2007) stress the relevant role of the Indian Government in
promoting the establishment of many MNEs in the high technology
sectors, through investment efforts and regulatory activities.

With regard to other specific advantages of emerging MNEs, Mathews
points out that the same condition of being a latecomer in the
international market may represent an advantage in itself for firms
engaged in the process of internationalization. This is related to access
to low cost labor and, in some cases, low cost access to natural
resources (e.g., Brazil and Russia), but also, for instance, to the
opportunity to access advanced technologies and innovations (through
imitation) and, thus, to catch-up more rapidly (Mathews 2006Db).
Cuervo-Cazurra and Genc (2008) stress that developing country MNEs
enjoy greater competitive advantage compared to MNEs from developed
countries, in the more difficult institutional environments, such as
characterize the group of the least developed countries. According to
these authors, developing country MNEs are able to take advantage of
their familiarity with a context with poor institutions, and turn their
relative disadvantage into advantage. Also, developing country MNEs
possess the technological capabilities useful for operating in a devel-
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oping country context, as highlighted in a study by Kumar (2008) on
India, in terms of “frugal engineering” endowing the ability to manufac-
ture low cost versions of goods for mass markets.

From what it has been said so far, we see that the internationali-
zation process of companies in developing countries is characterized by
some very relevant peculiarities with respect to what is proposed by the
traditional framework for studying MNEs. Acknowledgment of these
peculiarities combined with increasing empirical evidence on this phe-
nomenon, is generating a new and interesting stream of literature. In
the next section, we focus on how this literature contributes to en-
hancing the knowledge on emerging MNEs as a channel for tech-
nological catch-up.

III. Internationalization as a Strategy for Technological
Catch-up

A. Technological Catch-up in Developing Countries

Technological catch-up has always fascinated economists. The spec-
tacular performance of the Newly Industrializing Countries (NICs) in
Asia animated debate and encouraged novel conceptualizations of
economic growth and structural change. The Asian experience cannot
be explained as the result of the import and adoption of technologies
and organizational models developed in advanced countries, as implied
by the theory of economic growth that prevailed in the 1950s and
1960s. A large body of investigations on Asian NICs is challenging the
view that catching up is basically a question of relative speed, in a
race along a fixed track, in which latecomers take advantage of mature
technologies, forerunners’ experience and reduced market uncertainty
(Perez 1988).

The very broad literature on technological catch-up has shifted the
emphasis from resource endowments and comparative advantage, to
institutional variables, building up of capabilities and dynamic creation
of competitive advantage.3 While the role of government vs. market was
central to some of the earliest studies on latecomer Asian firms (Amsden
1989), later work emphasizes the important role of other factors than

31t is not possible to review this very rich literature here, we note the IS
approach (for a recent focus on IS in developing countries see Lundvall et al.
2009) and Sanjaya Lall's major contribution to this field (see among others Lall
1992, 1993, 2001).
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institutional setting and government in the catch-up model. In parti-
cular, the innovation system (IS) approach makes it clear that tech-
nological change is affected by firm-specific efforts and systemic in-
teractions with other firms, technology organizations, universities, R&D
laboratories, research institutes, and financial institutions.

It has also been shown that the IS approach needs enrichment by
the international dimension (Bunnel and Coe 2001; Carlsson 2006)
and, in developing countries, this argument becomes even stronger
(Pietrobelli and Rabellotti 2009). Indeed, the extra-national influences
on the innovation process are particularly crucial given that new frontier
innovation is rarely created in developing countries and the bulk of
knowledge and technology has to be imported.

Technology imports played an important role in the technological
catch-up of the earlier latecomer firms in Japan, South Korea and
Taiwan, and are playing a similar role in current latecomer developing
country firms’ catch up. However, in terms of the attitude towards
imported technology, there are important differences in the catch-up
models in the current developing country MNEs and earlier latecomer
firms, for example, from South Korea. The Korean catch-up model can
be described as a three-stage model (Kim 1997): the first stage is
acquisition of mature technology from developed countries; in the
second stage, firms acquire process development and product design
capabilities; and in the third stage, firms develop their own product
innovation capabilities through significant R&D investments. Korean
firms invested heavily in assimilating imported technology, much of it
originating from Japan. Also, a specificity of the Korean model is that
government restricted FDI in favor of foreign technology licensing and
government procurement policies. In the words of Liu (2005, p. 8) “they
imported foreign technology but did not innovate together with foreign
companies. They focused on in-house R&D to be able to improve
imported and ‘mature’ foreign technology gradually; and did not simply
rely on foreign technology for their new products.”

Compared to the experiences of Korean firms in the past, current
developing country MNEs (especially Chinese companies) are putting
less effort into the assimilation of foreign technology and more into
innovation (Liu 2005). In the case of China, although companies have
relied on reverse engineering as a learning and development strategy,
the fragmentation between technology users and technology within the
NIS is one of the main reasons why Chinese firms have not been able
to master and innovate based on imported technology as rapidly as
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their earlier counterparts in South Korea (Liu and White 2001). The
catch-up model of Chinese MNEs is described by Liu (2005) as two-
stage. In the first stage, firms acquire technology from abroad (mainly
through imports or inward FDI) and exploit it to pursue market-
oriented product innovation, benefitting from lower production costs. In
particular, and in contrast to the Korean experience, China has relied
heavily on FDI to access foreign technology, admitting foreign firms
conditional on their signing up to joint-ventures with domestic firms in
order that the latter can benefit from interacting with more advanced
technology suppliers. In the second stage, Chinese companies are trying
increasingly to improve their technological capabilities through interna-
tional technology alliances and M&A with firms in developed countries.

Another important specificity of the catch-up model of current devel-
oping country MNEs compared to earlier latecomer MNEs is related to
the global context in which firms operate. Compared to the 1960s and
1970s when Korean firms started to expand, the current business
environment is radically different. The modularization of production in
a growing number of sectors, favored by information technology and
technological progress has enabled the disintegration of production
processes, allowing the outsourcing of several activities, including both
production and design and R&D. This phenomenon has two major
consequences for the context in which developing country MNEs operate.
Firstly, developing countries are increasingly becoming the location of
R&D and high tech activities and not only of mature technology, as
was the case in earlier decades according to the product life cycle
theory (Vernon 1966). This makes it possible for firms in developing
countries to become acquainted with new technology at an earlier
stage, and to learn from its application. Secondly, it is not necessary
for developing country firms to master the entire production process
from R&D to manufacturing of components, assembly, logistics, market-
ing, and after-sales service; they can decide to specialize in just one
activity. This strategy enables latecomer firms to outsource abroad
those activities (usually the most skill and technology intensive) for
which they lack the necessary capabilities. Therefore, strategic OFDI in
developed countries is a frequent option for many latecomer MNEs.

The next section provides a review of the literature on OFDI from
developing country MNEs, to investigate its importance for accessing
knowledge and enhancing learning and innovation.
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B. How OFDI Can Contribute to Technological Catch-up:
Some Empirical Evidence

In developing countries, access to external knowledge is considered a
key factor for technological catch-up and OFDI is becoming a popular
strategy for speeding up this process. Lee and Lim (2001) propose an
interesting model to explain how Korean industries have been able to
catch-up technologically on the basis of a combination of their existing
knowledge base and their technological effort. With particular reference
to the case of D-Ram production, Lee and Lim stress the key role
played by access to external knowledge through R&D outposts in
Silicon Valley. Mu and Lee (2005) apply this model to the telecom-
munication industry in China, again emphasizing the role played by
external strategic alliances in technological catch-up.

The position of ‘latecomer’ MNEs within global and regional networks
is stressed by Mathews (2006a) as one of the peculiar ‘ownership’
assets characterizing companies from developing countries in their
internationalization process. According to Ramamurti (2008), a group
of “global first-mover” developing country MNEs, operating mainly in
the high-technology industries (e.g., Embraier in the aircraft industry,
Huawei in telecommunications, Suzlon Energy in wind power) has been
able to jump some technological stages and grow fast by adopting a
strategy of greenfield investment in emerging countries, and M&As in
developed countries. Strategic acquisitions provide a faster alternative
to building technological capabilities in house, and, especially for devel-
oping country firms, allows access to more advanced resources through
direct transfer of knowledge (Pradhan and Singh 2008). Empirical
evidence confirming the acquisition of strategic assets through foreign
acquisitions at earlier stages of development is provided by Niosi and
Tschang (2009) for Indian and Chinese software firms. And in a study
of a sample of Indian firms, Elango and Pattnaik (2007) show that
rather than building capabilities for international operations following a
sequential process (as suggested by the Uppsala model of interna-
tionalization), these companies have been able to enter the interna-
tional market more quickly through extensive exploitation of foreign
partnerships in established networks of firms.

This pattern of rapid internationalization characterizes the several
well known MNEs such as Acer from Taiwan and Cemex from Mexico
(Mathews 2002a), Samsung from Korea (Lee and Slater 2007), Tata
from India (Goldstein 2008) and the three Chinese “global champions”
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in the electronic industry — Haier, Lenovo, and TLC (Li 2007). Similar
to other Chinese companies, Haier, based on its strategic capacity to
participate in more advanced networks of firms and its level of ab-
sorptive capacity, has been able to “leapfrog” some of the stages of
internationalization (Li 2007). Bonaglia et al. (2007) also describe an
‘accelerated’ internationalization pattern of three MNEs in the white
goods sectors of China, Mexico, and Turkey. In a study on the Indian
pharmaceutical sector, Athreye and Godley (2009) stress the importance
of foreign acquisitions to tap into more advanced resources missing in
the home market.

The acquisition of strategic assets, such as technology, know-how,
managerial and marketing skills, recognized brands and reputation, is
one of the classical motivations for OFDI, and is dominant among
MNEs from developing countries that invest in developed countries
(UNCTAD 2006). These OFDI aimed at sourcing assets not fully
developed at home are reversing the traditional direction of knowledge
flows (i.e., from parent to subsidiary) (Narula 2010). Some recent
empirical evidence on Chinese OFDI, in countries such as the UK
(Buckley et al. 2007; Cross and Voss 2008; Liu and Tian 2008), Italy
(Pietrobelli et al. 2010), and Germany (Schiler-Zhou and Schuiller
2009), confirms the relevance of strategic asset seeking motivations.
Based on a survey of Chinese companies in the UK, Cross and Voss
(2008) find that the main reasons for internationalization are the need
to acquire new and advanced management skills and to tap into pools
of knowledge. Further empirical evidence on these motivations is provided
by case-studies on Chinese MNEs such as Haier, Lenovo, BOE, and
TCL (Li 2007; Liu and Buck 2009). For evidence on other countries,
several studies stress the importance of strategic asset seeking motiva-
tions by MNEs from Taiwan (Makino et al. 2002), Mexico, Poland and
Romania (Hitt et al. 2000) and Brazil (Carvalho et al. 2010).

In a recent study of Chinese investments in Italy, Pietrobelli et al
(2010) show that Chinese investments in this country are motivated by
market seeking given that Italian consumers are considered very de-
manding and particularly sophisticated. In sectors such as domestic
appliances, Italy is seen as a test market for products that will be
suitable for the European market in general. Location in Italy is strategic
in terms of catching up with European tastes and requirements, of
quality of products, design, and post-service assistance. In interviews
conducted by Pietrobelli and colleagues, Chinese managers stressed the
importance of being close to consumers in order better to understand
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their needs and their culture and to receive feedback. The importance
of being embedded in an industrial area with an established old manu-
facturing tradition was one of the reasons for Haier’s choice to locate
its European headquarters in Varese. The area of Varese is well known
for its white goods production and is home to other important com-
panies, such as Philips and Whirpool, and firms specialized in com-
ponents and intermediary phases. The agglomeration of several special-
ized firms generates positive externalities arising from the presence of a
pool of specialized workers and suppliers and specialized knowledge on
markets and technologies. These agglomeration advantages attracted
Haier and influenced its decision about where to establish its European
headquarters (Duysters et al. 2008).

Haier in Italy has made two acquisitions: the Meneghetti refrigerator
plant in 2001 and Elba cooking appliances in 2009. Another case of
Chinese acquisition in Italy is Benelli, an established motorcycle pro-
ducer which, at the time of its acquisition (2005) by Quianjiang, was in
serious financial trouble. Alongside the desire to acquire a well-known
brand, the deal was aimed at the acquisition of Benelli’s manufacturing
and R&D facilities and it has become Quianjiang’'s European R&D
centre for high-quality production (Pietrobelli et al. 2010).

The strategy of M&A is becoming increasingly common among
emerging MNEs. The intensification of cross-border M&A activities is
primarily motivated by the desire to rapidly obtain and control strategic
assets. This is confirmed by Tata’s main acquisitions discussed in
Goldstein (2008), who points out that they were aimed at improving
the company’s position in higher value activities in some of its opera-
tional sectors, and gaining a foothold in more advanced markets.
Focusing on the case of Tata’s automotive division and another big
Indian automotive group, Amtek, Pradhan and Singh (2008) show that
OFDI represent a source of cross-border knowledge flows. In a suc-
ceeding empirical analysis the authors show that Indian OFDI is a
significant determinant of the domestic R&D performance of Indian
automotive firms, especially when directed to developed countries.

Based on case studies of companies such as Lenovo, Huawei, Haier,
and TCL, Deng (2009) and Rui and Yip (2008) analyze the rationale
for foreign acquisition activity, emphasizing that it offers a means to
compensate for competitive disadvantage and is a low cost way of
leveraging advantages in production capabilities (e.g., the case of Lenovo)
and the institutional support received for these operations. Rui and Yip
(2008) rightly stress the difficulties involved in these operations and
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the importance of culture and management capabilities for their success.
Referring to the well known cases of Lenovo and Huawei, they em-
phasize that the capacity to integrate and combine Chinese culture
with world class Western management systems is key to the success of
these acquisitions.

Therefore, although many firms in developing countries hold con-
siderable amounts of financial resources which makes it relatively easy
for them to acquire advanced country companies that find themselves
in financial distress, some difficulties with respect to managerial styles
and business culture might represent a constraint to the rapid acqui-
sition of knowledge and capabilities and, therefore, to technological
catch-up.

IV. Conclusions

The significant increase in internationalization among firms from
developing economies has attracted the attention of business scholars
and economists. In this paper we focused on how OFDI from devel-
oping countries, particularly directed to developed countries, can con-
tribute to technological catch up. OFDI do indeed represent an in-
creasingly important channel to access knowledge and to build key
capabilities in field such as technology, design, management, and
marketing. The empirical evidence is growing and shows that much
OFDI from countries such as China and India, is based on strategic
asset seeking motivations and the need to rapidly acquire direct know-
ledge about more sophisticated markets in developed countries. Emerging
MNEs, through greenfield investments but increasingly through acqui-
sitions, undertake early internationalization in order to tap into tech-
nological, managerial and market knowledge and human capital that is
available in the developed countries, to acquire the resources that are
lacking or in short supply in their home countries.

The literature includes a number of case studies showing the relevance
of this channel for catch up. However, this line or research is new and
we can draw no definite conclusions. Moreover, there are some biases
because many analyses are focused on a few selected case studies of
successful companies, from a limited number of countries, and a limited
number of sectors. More robust empirical evidence and collection of
appropriate data are needed. There is also an urgent need for robust
empirical research on the determinants of the different internationali-
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zation strategies through outward FDI by developing country MNEs.
These determinants are likely to vary depending on a number of factors
including industry and country characteristics.

First, according to the sector in which they operate and the degree of
modularity of production, as pointed out by Lee and Lim (2001), the
nature of the innovative activities of firms trying to catch up depends
on the technological regime in their industries. Regimes where innovation
is more predictable and frequent are thought to give latecomers more
opportunities to catch up. However, given that this prediction is based
on the Korean experience, which followed a different path of catch-up
with respect to the current emerging countries, it might be that out-
ward FDI can allow firms to bypass the characteristics of the technol-
ogical regimes of their industries. Moreover, modularity of production
may be making it possible for latecomer firms to catch-up in sectors
with a higher technology content and where innovation is less pre-
dictable. More research is needed to address this question.

Second, according to the characteristics of the innovation systems of
their home countries, the opportunities for catch-up through OFDI
may change. It is possible that countries with more developed IS are
less motivated to enter foreign markets than countries with weaker or
less efficient NIS. But it could also be that a well developed IS is a
condition for building domestic technological capability and, therefore,
generating MNEs with a sufficient level of absorptive capacity. This link
between IS and OFDI would make another interesting line of research.

(Received 6 October 2009; Revised 26 April 2010)

References

Amsden, Alice. Asia’s Next Giant: South Korea and Late Industrialisa-
tion. Oxford: Oxford University Press, 1989.

Athreye, Suma, and Godley, Andrew. “Internationalization and Technol-
ogical Leapfrogging in the Pharmaceutical Industry.” Industrial
and Corporate Change 18 (No. 2 2009): 295-323.

Athreye, Suma, and Kapur, Sandeep. “Introduction: The Internationali-
zation of Chinese and Indian Firms—Trends, Motivations, and
Strategy.” Industrial and Corporate Change 18 (No. 2 2009): 209-
21.

Aulakh, Preet S. “Special Issue on Emerging Multinationals from Devel-



OUTWARD FDI FROM DEVELOPING COUNTRY MNEs 255

oping Economies: Motivations, Paths, and Performance.” Journal
of International Management 13 (No. 3 2007): 235-402.

Banga, Rashmi. “Drivers of Outward Foreign Direct Investment from
Asian Developing Economies.” In ESCAP (ed.), Towards Coherent
Policy Frameworks —Understanding Trade and Investment Linkages.
Bangkok: ESCAP, 2009.

Barney, Jay B. “Firm Resources and Sustained Competitive Advantage.”
Journal of Management 17 (No. 1 1991): 99-121.

Bonaglia, Federico, Goldstein, Andrea, and Mathews, John. Accelerated
Internationalization by Emerging Multinationals: The Case of
White Goods Sector. MPRA Paper No. 1485, Munich, 2007.

Buckley, Peter J., and Casson, Mark. The Future of the Multinational
Enterprise, 2" Edition, London: McMillan, 1976.

Buckley, Peter J., Clegg, Jeremy, Cross, Adam R., Liu, Xin, Voss,
Hinrich, and Zheng, Ping. “The Determinants of Chinese Outward
Foreign Direct Investment.” Journal of International Business
Studies 38 (No. 4 2007): 499-518.

Buckley, Peter J., Cross, Adam R., Tan, Hui, Liu, Xin, and Voss,
Hinrich. “Historic and Emergent Trends in Chinese Outward
Direct Investment.” Management International Review 48 (No. 6
2008): 715-48.

Carlsson, Bo. “Internationalization of Innovation Systems: A Survey of
the Literature.” Research Policy 35 (No. 1 2006): 56-67.

Carvalho, Flavia, Costa, Ionara, and Duysters, Geert. Global Players
from Brazil: Drivers and Challenges in the Internationalization
Process of Brazilian Firms. UNU-Merit Working Paper No. 016,
Maastricht, 2010.

Chen, Homin M., and Chen, Tain-Ji. “Network Linkage and Location
Choice in Foreign Direct Investment.” Jouwnal of International
Business Studies 29 (No. 3 1998): 445-68.

Child, John, and Rodrigues, Suzana B. “The Internationalization of
Chinese Firms: A Case for Theoretical Extension?” Management
and Organization Review 1 (No. 3 2005): 381-410.

Chittoor, R., and Ray, S. “Internationalization Paths of Indian Phar-
maceutical Firms —A Strategic Group Analysis.” Journal of
International Management 13 (No. 3 2007): 338-55.

Cohen, Wesley M., and Levinthal, Daniel A. “Absorptive Capacity: A
New Perspective on Learning and Innovation.” Administrative
Science Quarterly 35 (No. 1 1990): 128-52.

Cross, Adam R., and Voss, Hinrich. Chinese Direct Investment in the



256 SEOUL JOURNAL OF ECONOMICS

United Kingdom: An Assessment of Motivations and Competiti-
veness. Paper Presented at Corporate Strategies in the New Asia,
University of Bremen, Bremen, Germany, February 1-2, 2008.

Cuervo-Cazurra, Alvaro, and Genc, Mehmet. “Transforming Disadvan-
tages into Advantages: Developing-Country MNEs in the Least
Developed Countries.” Journal of International Business Studies
39 (No. 6 2008): 957-79.

Deng, Ping. “Why Do Chinese Firms Tend to Acquire Strategic Assets
in International Expansion?” Journal of World Business 44 (No.
1 2009): 74-84.

Dunning, John H. International Production and the Multinational
Enterprise. London: Allen & Unwin, 1981.

. “Comment on Dragon Multinationals: New Players in 21%
Century Globalization.” Asia Pacific Journal of Management 23
(No. 2 2006): 139-41.

Dunning, John H., Kim, Changsu, and Park, Donghyun. Old Wine in
New Bottles: A Comparison of Emerging Market TNCs Today and
Developed Country TNCs Thirty Years Ago. SLPTMD Working
Paper Series No. 011, Department of International Economics,
Oxford: University of Oxford, 2008.

Dunning, John H., and Lundan, Sarianna M. “Institutions and the OLI
Paradigm of the Multinational Enterprise.” Asia Pacific Journal of
Management 25 (No. 4 2008): 573-93.

Duysters, Geert, Jacob, Jojo, Lemmens, Charmianne, and Hu, Jintian.
Internationalization and Technological Catching up of Emerging
Multinationals: A Case Study of China’s Haier Group. UNU-Merit
Working Paper Series No. 052, Maastricht, the Netherlands,
2008.

Elango, B., and Pattnaik, Chinmay. “Building Capabilities for Inter-
national Operations through Networks: A study of Indian Firms.”
Journal of International Business Studies 38 (No. 4 2007): 541-
55.

Goldstein, Andrea. Multinational Companies from Emerging Economies:
Composition, Conceptualization and Direction in the Global Econ-
omy. London: Palgrave Macmillan, 2007.

. The Internationalization of Indian Companies: The Case of
Tata. Centre for Advanced Study on India (CASI) Working Paper
No. 08-02, University of Pennsylvania, 2008.

Goldstein, Andrea, and Pananond, Pavida. Singapore and Thailand.

Paper Presented at the International Workshop on Intra-Asian



OUTWARD FDI FROM DEVELOPING COUNTRY MNEs 257

FDI Flows: Magnitude, Trends, Prospects, and Policy Implications,
India Habitat Centre, New Delhi, April 25-26, 2007.

Hitt, Michael A., Dacin, M. Tina, Levitas, Edward, Arregle, Jean-Luc,
and Borza, Anca. “Partner Selection in Emerging and Developed
Market Contexts: Resource-based and Organizational Learning
Perspective.” Academy of Management Journal 43 (No. 3 2000):
449-67.

Hymer, Stephen H. The International Operations of National Firms: A
Study of Foreign Direct Investment. Cambridge, MA: MIT Press,
1976.

Johanson, Jan, and Vahlne, Jan-Eric. “The Internationalization Process
of the Firm: A Model of Knowledge Development and Increasing
Foreign Market Commitments.” Journal of International Business
Studies 8 (No. 1 1977): 23-32.

Kalotay, Kalman, and Sulstarova, Astrid. Modelling Russian Outward
FDI. Paper Prepared for the Conference on Emerging Multi-
nationals: Outward FDI from Emerging and Developing Econ-
omies, Copenhagen Business School, Copenhagen, Denmark,
October 9-10, 2008.

Kim, Jung Min, and Rhe, Dong Kee. “Trends and Determinants of
South Korean Outward Foreign Direct Investment.” The
Copenhagen Journal of Asian Studies 27 (No. 1 2009): 126-54.

Kim, Linsu. Imitation to Innovation: The Dynamics of Korea’s Techn-
ological Learning. Boston: Harvard Business School Press, 1997.

Kogut, Bruce, and Zander, Udo. “Knowledge of the Firm and the
Evolutionary Theory of the Multinational Corporation.” Journal of
International Business Studies 24 (No. 4 1993): 625-45.

Kumar, Nagesh. “Emerging MNCs: Trends, Patterns, and Determinants
of Outward FDI by Indian Enterprises.” In R. Rajan, R. Kumar,
and N. Virgill (eds.), New Dimensions of Economic Globalization:
Surge of Outward Foreign Direct Investment from Asia. World
Scientific: Singapore, 2008.

Lall, Sanjaya. The New Multinationals: The Spread of Third World
Enterprises. Chichester: Wiley, 1983.

“Technological Capabilities and Industrialization.” World
Development 20 (No. 2 1992): 165-86.
. “Understanding Technology Development.” Development and
Change 24 (No. 4 1993): 719-53.
Competitiveness, Technology, and Skills. Cheltenham,
Edward Elgar, 2001.



258 SEOUL JOURNAL OF ECONOMICS

Lee, Jaheo, and Slater, Jim. “Dynamic Capabilities, Entrepreneurial
Rent-Seeking and the Investment Development Path: The Case of
Samsung.” Journal of International Management 13 (No. 3 2007):
241-57.

Lee, Keun, and Lim, Chaisung. “Technological Regimes, Catching-up
and Leapfrogging: Findings from the Korean Industries.”
Research Policy 30 (No. 3 2001): 459-83.

Li, Peter Ping. “Toward an Integrated Theory of Multinational Evolution:
The Evidence of Chinese Multinational Enterprises as Late-
comers.” Journal of International Management 13 (No. 3 2007):
296-318.

Liu, Ling, and Tian, Ying. “The Internationalisation of Chinese Enter-
prises: The Analysis of the UK Case.” International Journal of
Technology and Globalization 4 (No. 1 2008): 87-102.

Liu, Xiaohui, and Buck, Trevor. “The Internationalization Strategies of
Chinese Firms: Lenovo and BOE.” Journal of Chinese Economic
and Business Studies 7 (No. 2 2009): 167-81.

Liu, Xielin. China’s Development Model: An Alternative Strategy for
Technological Catch-up. SLPTMD Working Paper Series No. 020,
University of Oxford, Department of International Development,
2005.

Liu, Xielin, and White, Steven. “Comparing Innovation Systems: A
Framework and Application to China’s Transition Context.”
Research Policy 30 (No. 7 2001): 1091-114.

Lundvall, Bengt-Ake, Joseph, K. J., Chaminade, Cristina, and Vang,
Jan. Handbook of Innovation Systems and Developing Countries.
Building Domestic Capabilities in a Global Setting. Cheltenham:
Edward Elgar, 2009.

Luo, Yadong, and Tung, Rosalie L. “International Expansion of Emerging
Market Enterprises: A Springboard Perspective.” Journal of Inter-
national Business Studies 38 (No. 4 2007): 481-98.

Makino, Shige, Lau, Chung-Ming, and Yeh, Rhy-Song. “Asset-
Exploitation versus Asset Seeking: Implication for Location
Choice of Foreign Direct Investment from Newly Industrialized
Economies.” Journal of International Business Studies 33 (No. 3
2002): 403-21.

Mathews, John A. Dragon Multinationals —A New Model for Global
Growth. Oxford: Oxford University Press, 2002a.

“Competitive Advantages of the Latecomer Firm: A
Resource-Based Account of Industrial Catch-up Strategies.” Asia



OUTWARD FDI FROM DEVELOPING COUNTRY MNEs 259

Pacific Journal of Management 19 (No. 4 2002b): 467-88.

“The Intellectual Roots of Latecomer Industrial Develop-
ment.” International Journal of Technology and Globalization 1
(Nos. 3-4 2006a): 433-50.

“Dragon Multinationals: New Players in 21% Century
Globalization.” Asia Pacific Journal of Management 23 (No. 1
2006b): 5-27.

. “Response to Professors Dunning and Narula.” Asia Pacific
Journal of Management 23 (No. 2 2006¢): 153-5.

. “Catch-up Strategies and the Latecomer Effect in Industrial
Development.” New Political Economy 11 (No. 3 2006d): 1-23.

Moon, Hwy-Chang, and Roehl, Thomas W. “Unconventional Foreign
Direct Investment and the Imbalance Theory.” International
Business Review 10 (No. 2 2001): 197-215.

Mu, Qing, and Lee, Keun. “Knowledge Diffusion, Market Segmentation,
and Technological Catch-up: The Case of the Telecommunication
Industry in China.” Research Policy 34 (No. 6 2005): 759-83.

Narula, Rajneesh. “Globalization, New Ecologies, New Zoologies, and the
Purported Death of the Eclectic Paradigm.” Asia Pacific Journal
of Management 23 (No. 2 2006): 143-51.

. Much Ado about Nothing, or Sirens of a Brave New World?
MNE Activity from Developing Countries and Its Significance for
Development. UNU-Merit Working Paper Series No. 021,
Maastricht, the Netherlands, 2010.

Niosi, Jorge, and Tschang, F. Ted. “The Strategies of Chinese and
Indian Software Multinationals: Implications for Internationali-
zation Theory.” Industrial and Corporate Change 18 (No. 2 2009):
269-94.

OECD. Emerging Multinationals: Who are They? What Do They Do?
What is at Stake? Paris: OECD, 2006.

Pananond, Pavida. “The Changing Dynamics of Thai Multinationals
after the Asian Economic Crisis.” Jownal of International
Management 13 (No. 3 2007): 356-75.

Perez, Carlota. “New Technologies and Development.” In C. Freeman
and B. Lundvall (eds.), Small Countries Facing the Technological
Revolution. London: Pinter Publishers, 1988.

Pietrobelli, Carlo, and Rabellotti, Roberta. “Innovation Systems and
Global Value Chains.” In B.-A. Lundvall, K. J. Joseph, C.
Chaminade, and J. Vang (eds.), Handbook of Innovation Systems
and Developing Countries. Building Domestic Capabilities in a



260 SEOUL JOURNAL OF ECONOMICS

Global Setting, Cheltenham: Edward Elgar, 2009.

Pietrobelli, Carlo, Rabellotti, Roberta, and Sanfilippo, Marco. The ‘Marco
Polo’ Effect: Chinese FDI in Italy. International Economics
Programme Paper No. 4, London: Chatham House, 2010.

Pradhan, Jaya P. Emerging Multinationals from India and China:
Origin, Impetus and Growth. MPRA Paper No. 18210, Munich,
2009.

Pradhan, Jaya, and Singh, Neelam. Outward FDI and Knowledge Flows
—A study of the Indian Automotive Sector. ISID Working Paper
No. 010, Institute for Studies in Industrial Development, New
Delhi, 2008.

Ramamurti, Ravi. What Have We Learned about Emerging-Market
MNEs? Insights from a Multi-Country Research Project. Paper
Prepared for the Conference on Emerging Multinationals:
Outward FDI from Emerging and Developing Economies,
Copenhagen Business School, Copenhagen, October 9-10, 2008.

Rui, Huaichuan, and Yip, George S. “Foreign Acquisitions by Chinese
Firms: A Strategic Intent Perspective” Journal of World Business
43 (No. 2 2008): 213-26.

Sauvant, Karl. The Rise of Transnational Corporations from Emerging
Markets: Threat or Opportunity? Northampton: Edwar Elgar,
2008.

Schtiler-Zhou, Yun, and Schiiller, Margot. The Decision-making Auto-
nomy in Chinese Overseas Subsidiairies: The German Case.
Hamburg: GIGA Institute of Asia Studies, Hamburg, Germany,
2009.

Teece, David J., Pisano, Gary, and Suen, Amy. “Dynamic Capabilities
and Strategic Management.” Strategic Management Journal 18
(No. 7 1997): 509-33.

Tolentino, Paz Estrella. Technological Innovation and Third World
Multinationals. London: Routledge, 1992.

UNCTAD. World Investment Report. Geneva: UNCTAD, Various Years.

UNIDO. Industrial Development Report — Competing Through Innovation
and Learning. Vienna: UNIDO, 2003.

. Alliances and Joint Ventures — Patterns of Internationali-
zation for Developing Country Enterprises. Vienna: UNIDO, 2006.

Vernon, Raymond. “International Investment and International Trade in
the Product Cycle.” Quarterly Journal of Economics 80 (No. 2
1966): 190-207.

Wells, Louis T. Third World Multinationals: The Rise of Foreign Invest-



OUTWARD FDI FROM DEVELOPING COUNTRY MNEs 261

ment from Developing Countries. Cambridge, Massachusetts: The
MIT Press, 1983.

Yiu, Daphne W., Lau Chung-Ming, and Bruton, Gary D. “International
Venturing by Emerging Economy Firms: The Effects of Firm
Capabilities, Home Country Networks, and Corporate Entre-
preneurship.” Journal of International Business Studies 38 (No. 4
2007): 519-40.

Zhang, Ying. Alliance-based Network View on Chinese Firms' Catching-
up: Case Sudy of Huawei Technologies Co. Ltd. UNU-Merit
Working Paper No. 039, Maastricht, the Netherlands, 2009.



	Outward FDI from Developing Country MNEs as a Channel for Technological Catch-up

