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Expanding to Outward Foreign Direct Investment or not? A Multi-dimensional

Analysis of Entry Mode Transformation of Chinese Private Exporting Firms*?

Abstract

This research examines the factors determining whether or not exporting firms txpand
outward foreign direct investment (OFDI) as part of their internationalisatiategy

using a recent survey of Chinese private-owned enterpWéesarry out a mukHi
dimensional analysis to investigate the impact of firm productivity, internalmes®and
theexternal environmerdn OFDI decisions, including both the decistorundertake

OFDI and the volumef OFDI flows. It is found that productivity, technolodgyased
capability, export experience, industry entry barriersnatibnal institutiongand
intermediary institutional support affect firms’ OFDI decisions. The findings ha

importantpolicy andmanagerial implications.

Key words: OFDI, Chinese privatavned enterpriseproductivity, heterogeneity theory,

the integréed’ strategic tripotdframework.
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1. Introduction

As one of the fastest growing economies, Chinadeantlyacceleratedts pace
regardingoutward foreign direct investment (OFDI). Fromegligibleannual average of
US$0.4bn in the 1980s, OFDI flows grew to an average of US$#Rda® bn the 1990s,
then further jumped to an average of US$14libb in the 2000s. By the end of 2011,
around 13,500 Chinese firms hawdean accumulative investment of US$42tidn in
178 countries (China Ministry of Commerce, 201I2)e rise of China’sOFDI has drawn
the attentionof academics and poliemmakers and has resulted in increasing research

this topic.

A review of the gtant researcbn China’sOFDI (see Table Al in the Appendiar a
summay of published researdh Englishlanguage jourals) shows that most studies
have examined the patterns, motivas and determinants of the volume, location and
entry mode choice and have adoptederal theoretical perspectiyéscluding the
linkageleveragelearning framework (LLL), investment development path theory (IDP),
resourcebased view (RBV)transaction costs theory (T@nd institutional theory (IT).
Research findings indicate that OFDI strategic decisions are influenced bgta ofri
firm, industry, and countryelated factors. These studies have shed light on the issues of
China’s OFDI. However, fewtudies havinvestigate the entry mode transformation of
Chineseexportingfirms and the role of subnational institutions in sa¢hransformation
The internationalisation path of firms is by no means universally observed. Despie fir

export experience, not all exporting firms expam®FDI entry modeWhat are the



factors giving rise tahe OFDI decisionafter exporting? What determméhe volumeof

OFDI flows (VFDI)?

To address the research gapss study adogta multrdimensional approadbased on
productivity heterogeneity theorts(eenaway &neller, 2007)and the integrated
‘strategic tripotdframework(Peng, Wang & Yi, 2008p examine the roles afternal
factors, industry conditions and institutional environmémntie entry mode
transformation of Chinese exportifigns. TheinternationabusinesgIB) literature has
for some time emphasad the importance of adopting multi-dimensiarainulti-level
analysigBuckley & Lessard, 2005). More recently, Jormanainen and Koveshnikov
(2012) after critically assessed reseantio the internationalisation of emerging market
firms (EMFs)published in fourteen top international management joubsigeen
2000-2010, issued a similar guideline suggedtiag) ‘the developmenof multi-level
models accounting for country, indusamgd firmspecific factors maghed some light on
the observed plurality and allow for making more informed compaa&MFs
following different internationalization path&. 719). One of the shortcomings of the
extant China’s OFDI literature is the attentgmaid to only one group of variables with a
few exceptions (see Table Al). In responstémbovecalls we consider firm
characteristicandustry dynamics and mactevel factorsandgo on to develop
corresponding hypotheses based on productivity heterogeneity tBregnaway &

Kneller, 2007)and the integrategtrategic tripodframework(Peng et al., 2008).



Productivity heterogeneity theorg economics literature explasrentry mode
transformation from exports to OFDY looking atthe cost implications associated with
exports and OFD{Greenaway & Kneller, 2007). Both exports and OFDI involve sunk
costsincluding for examplemarket research, product researchdileg to product
modification or new development), distribution networks and advertiS©Rr®I
eliminates variable transportation costs associated with exports but incurs xgter f
costs than exports; productivity heterogeneity tloesefletermines entimpode
transformationThe nore productive firms become exporters wihiieless productive
ones sell domestically andily the most productive exportanadertake OFDI.
Productivity heterogeneity theotyas received empirical support in the studies of
German, Italian, French, Irish, British, Japanese, and American(#msld &
Hussinger, 201,0Castellani & Zanfei, 20Q7ZEngel & Procher, 2011Girma, Gérg &
Strobl, 2004 Girma, Kneller & Pisu, 20094ead & Ries, 2003Helpman, Melitz &
Yeaple, 2004Kimura & Kiyota, 2006 Tomiura, 2007 Wagner, 2006)However there is

no study thaempiricallyteststhistheory in the context of China.

Building onRBV (Barney, 1991and the industrybased view (IBV)YPorter, 1980)IB
literature traditionally argues that firfretrategic decisions are influenced thweir

internal resources and capabilitiaad industrial conditions. More recentBeng et al.
(2008) suggest that IT is the third preeminent perspective in helping to expkigimgn
economy (EE) firms’ internationalision, given the strong influence of governments in
EEs and the fundamental change of institutitimsy propose the strategic tripod

framework integrating RBV, IBV and IT. In this research, we broaden IT in the



framework by recognising the subnatiomadtitutional variation across Chinese regions

and taking account of both the national and subnatiostidutions in which the Chinese
firms areembedled. A number of studies of Chinese OFDI (§able Al have narrowly
focused on the impact of regulatory factors and state support. No research adaeesses t
impact of subnational institutions, despite therganization of diverse subnational

regions in ChingBoisot & Meyer, 2008Xu, 2011). Our focus on subnational

institutions complementhe studies of Yang, Jiang, Kang and Ke (2009) and Wang,
Hong, Kafouros and Boateng (2012) and helps generate new insights into how and what

institutions matter to Chinesxportingfirms’ OFDI decisions

Another important feature of the study is our focus on Chinese private-owned eeserpris
(POESs). Existing studies have mainly focused on stateed enterprises (SOES), listed
companies, or a mix of firms with different types of ownership {sd#e AJ. Only a

few studies have centred explicitly on PQiespite the fact th&&OEs are an important
driving force behind China’s OFDI, in addition to export growth and economic
development (Liu, Xiao & Huang, 2008). In 2012, POEs accounted for 9.5% of China’s
OFDI flows (The Economist, 2013), growing from less than 4% two years before, and

their role in China’s ‘go global’ strategy will continue to increase (Lin, 2010).

It is important to separate firms with different ownersdspOEs differ from SOEs in a
number of ways. POEs have been systematically discriminated against in China. The
were not legitimate in China until the opening up in the late 1970s and were notlallowe

to invest overseas until 2003. The strategic behaviour of POEs differs from that of non-



POEs(Lin, 2010 Ramasamy, Yeung & Laforet, 201Rui & Yip, 2008).POEs are
increasingly operating in a free market environment and are more likely to beaaftle

by market forces and to beramercially motivatedLiu et al., 2008 Ramasamy et al.,
2012). They more closely resemble their developed economy (DE) counterparts (Liang,
Lu & Wang, 2012)This is in contrast t&OES’ objectivesvhich can be politically

motivated and can be determined by the government’s consideration of China’s political
and economic influence in the world. Examining POEs separately therefore smauche
understanding of thestrategic behaviour in terms of their outward internationalisation
strategyenables us to differentiate the impact of different institutional dimeggrom
ownership effect, and enhances our understanding of these firms’ outward
internationalisation paths within the institutional context. Such a focus hehasi@r
valuable empirical evidence on the relationship between the characteristicsaROE

theirentry mode transformation.

2. Theoretical Background and Hypothesis Development

Firm internationalisation, in general, and entry mode transformation from exporting to
OFDI, in particular, is a complex process and is affected by many factors. A single
theoretical approach is inadequate to capture such egitypnd to reflect the impact of
multi-dimensional factors on strateglecisiongelating toOFDI. Therefore, we take an
integrative approach, drawing on productivity heterogeneity th&ngehaway &

Kneller, 2007) and thstrategic tripod framewor{Peng et al., 2008& amakawa, Peng &

Deeds, 2008) whichn turncomprises RBV, IBV and IT. Productivity heterogeneity



theory stresses the impactprbductivty on internationalisationwhich complements
RBV, whereas IBV and IT enable us to explicitly examine the impact of industrjnand t
institutional context in which firms are embedded. This integrated approacls alolw
examine a wide range of factors affecting firms’ strategic decisioegmandingrom

exporting to OFDI.

2.1 Productivity Heterogeneity Theory

In the economics literature, considerable attention has been paid to linking prdducti
heterogeneity to a firm’s entry mode decisiegardingexports and OFDIGreenaway &
Kneller, 2007) The mode shifts from exports to OFDI as firm productivity increases.
When serving international markets, a firm’s choiceosimonly between exports and
OFDI. Firms entering the international market incur fixed costs relating to resetarch
product compliance, setting up new distribution networks, advertising and so on.

Therefore, only firms with sufficielyt high profits to coer the fxed costs could

internationalie. Between exports and OFDI, exports involve lower fixed costs, but higher

traderelated costs such as transportation costs, tariff andamidhbarriers. OFDI, on the
other hand, entails lower variable costs, but higher costs in maintaining gapacit
multiple markets. Increasing returns to scale at plant level create incentbeeremntrate
production in one place and use exporting for internationalisation, while transportation
and transaction costs associated with the distance between the locations ofraohatti
sales provide a countervailing pressiomwards engaging in ORDy producing closer to

the foreign market. Firm productivity influences decisions concerning exporting and



OFDI. Of those firms that serve foreign markets, only the most productive find it
profitable to meet the higher costs associated with OEHorting firms’ expansion to
OFDI therefore depends dineir productivity. It is expected that the most productive
exporting firms engage in OFDI and becomeltinational enterpriseMNES)
(Greenaway & Kneller, 2007T.his predication has receivethpirical support in a
number of recent studies of developed countries including Ger(Aangld & Hussinger,
2010 Wagner, 2006)Italy (Castellani & Zanfei, 2007 FranceEngel & Procher, 2001
Ireland (Girma et al., 2004YK (Girma et al., 2005), Japan (Head & Ries, 200Bwura
& Kiyota, 2006 Tomiura, 2007and US(Helpman et al., 2004). Thus, we hypothesise:
Hypothesis 1: Exporting firms with higher levels of productivity are more likely

to expand to OFDI and undertake moreDl.

2.2Resourcebased View (RBV)

The RBV rests on two fundamental assumptions: resource heterogeneity and resource
immobility (Barney, Wright & Ketchen, 2001The former refers to the different levels

of resources and capabilities possessed by different firms, while the lat&@nsxpht

this heterogeneity cannot be transferred from firm to firtheut substantial costs (i.e.
resources beingsticky). The rare, valuable, inimitable and neunbstitutable firm

specific assets/resources (FSRs) are a source of competitive advantage for
internationalisation (Brouthers & Hennart, 200ZE firms though not possessing the

sort of FSRs owned by DE MNEs (e.g. advanced technologies, marketing techniques and

superior management know-how)ill need to possess resource advantages in order to



overcome their liabilities of foreignnef@siu et al., 2008 Wang et al., 2012)These
advantages are term&mmparative ownership advantagéSOAs) bySun, Peng, Ren
and Yan (2012) and arise from internal FSRs or the interaction between cspetife
advantages (CSAs) and FSRs. Zhang (20@@kxample, assethat FSRs possessey b
China’s MNEsare “similar in kind to their developed country counterparts, but differ in
proportion” (p. 92) and rely on advantages in productimyeess capabilities, cheap
resources and institutional supports. Using case studies, Rui and Yip (2008) find that
Chinese MNEs may lack product technology, globally recognised brands and
international managerial experience, but they have innovative produaisiiermarkets,
andinnovative and effective marketing and services. These FSRs are “relatively (not
absolutely) valuable, rare, hatgHmitate and organizationally embedded in comparison

with MNEs from other countrieqSun et al., 2012, p. 7).

Following COA logic, EE multinationals need to absorb and integrate the CSAw®ef a
country in location, and factor endowments into their FSRs (Sun et al., 264®)e, EE
firms’ OFDI decisions are largely conditionbg their ability to obtain advanced

technology ando learn how to operate internationally (Mathews, 2086)abasis for
competitive advantage and an important type of FSR, technology-based capability can
help mobilising other FSRs into dynamic capabilities. It supports knowledge inbegrati

for firms operating in multiple markets and increstbeir level of absiptive capacity in
understanding and adapting to international market opportunities (Lu, Liu & Wang, 2011
Yiu, Lau & Bruton, 2007). For example, strong domestic-based technological know-how

has enabled Chinese firms like Midea (a leading manufacturer of refrigegator



conditioners, washing machines and other white goods), Ningbo Bird (a leading
manufacturer of mobile phones) and Wanxiang (a leading manufacturer of autdoparts)
absorb superior technologies from international industry leaders (Deng, 2004L.2007
2010). Thus, we hypothesise:

Hypothesis 2: Exporting firms with technologgsed capability are more likely to

expand taOFDI andundertake more KDI.

Extant literature emphasises the role of brands in a firm’s FSRAasad & Delios,

2002 Morgan & Rego, 2009). As a valuable intangible asset, brandspogtart in
distinguishing productby status, emotional characteristics and subjective qualities

are pernicious barriers to eptBrands are costly and require long time horizons to build.
Strong brands, signifying deep and meaningful relationships with customers, camresul
increased product sales and reduced customer price sensitivity. Firms can levarage th
to reduce costsr increase profit margin8randrecognition at broader level (beyond
national,and at the worldwide scgleonstitutes a firm’s competitive advantages and is
essential for a firm’s internationalization straté§yrizhakova, Coulter & Price, 2008
Firms with brands, when serving international markets, neestédlish both legitimacy
and effective communication with customers in order to overcome the lialolities
foreignness and newness. It is relatively easier to achieve local acceptangb (DFDI
than exporting given the physical presence of OFDI in the host country mafiteizs &

Fey, 2012)There is increasingvidence to suggest that Chinese firms are investing
abroad to developew markets and raise brand awareness. Cases in point include Huawei

(Economist, 2012a), Bosideng (Economist, 201&a@lanzLin, 2010)and Wanxiang



(Ramsey, 2012)laking Galanz as an example, Galanz began the prodwdt
microwave ovens in 1992. Within six years, it became the biggest producer and largest
exporter of microwave ovens in the world thro@EM (original equipment
manufacturing). It used its own brands at home but sold products under established
MNESs’ brands in overseas markets. However, since 2008, there has been a strategic shift
to OBM (own brand manufacturing). The firm has set up manufacturing and R&D
facilities around the world and developed global distribution networks. Hence, we
suggest:

Hypothesis 3. Exporting firms withbrands are more likely to expand to OFDI and

undertake more KDI.

It is well documented that most EE firms start their internationalisation with expodt
this helps firms to gain experience and establish linkages in international snarket
(Mathews, 2006)From the RBV perspective, export experience represditis-
specific tacit esourcgMeyer, Wright & Pruthi, 2009bthat is important for OFDISuch
experience allows firms tinprove theirunderstanding of and competence in foreign
markets, build relational assets atalelop foreign market entry capability that helps
mitigate information asymmetry and uncertainty, and thuescome the liability of
foreignnessassociated witlOFDI. It also influences managers’ peptions regarding the
costs ofOFDI and enhanceseir confidencgEriksson, Johanson, Majkgard & Sharma,
1997 Pedersen & Shaver, 200®jence, firms with more export experience are more
likely to undertake OFDitio benefit from knowledge acquired through export@gDI is

also a way to overcome trade barriers and promote eXBartkley, Cross, Tan, Xin &

10



Voss, 2008Lu et al., 2011)Even with the WTO, EE firms still face naanff barriers
such as antilumping rules and countervailing dutiés order to bypass these trade
barriers, firms with more export experience are more likely to engage ih (BEEkley
et al., 2007Buckley et al., 2008). One illustrative example is Wanxiang whose OFDI
benefits from its accumulated export experier(tas 2010). Wanxiang started its
internationalisation through exports, then established manufacturing abroad, 4ynd fina
used local resources to design, manufacture and distribute its products around the world.
Another case in point is Galanz. Early development in the export market enalfieah the
to participate in international joint venturéd\(s) in DEs such as North America and
Western Europe (Deng, 2007Mhese examples suggest tegportingfirms benefit from
their accumulated export experiences as thegie more familiar with international
business, improve their understanding of local customers’ needs and more easlily abs
useful information on host countries. As a consequence, this learning and
experimentation can lead them to expand to OFDI. Hence, we propose:

Hypothesis 4: Exporting firms with more accumulated export experience are more

likely to expand to OFDI and undertake moreEM.

2.3Industrybased View (IBV)

The IBV emphasizes the importance of the industry environment in which a finatege

Industry conditions affect firms’ strategic behavi@Boter & Holmquist, 1996Porter,

1980) including their internationalisation strate@¥amakawa et al., 2008 hese

conditions, such as entry barriensd industy R&D, may shape the extent to which

11



exportingfirms are likely to achieve COAs ardpando OFDI.Industry etry barriers
have the effect of reducing or limiting competition. A firm’s internationalisation
decisions crucially depend on the level of arustdy’s entry barriersA low level of

entry barriers in an industgncourages new entrants, which increases compeitiona

& Gambardella, 199Porter, 198Q)The competitive pressure pushes firms to cut prices
and improve product performance, thus lowering pmofihe domestic markethe
offsetting force of competition places a ceiling or threshold on the equilibriurberuin
firms. This maypressurisdirms to use OFDI as a means to search for new markets and
seek further growth elsewhere (Lu et al., 2011). In contagtdustry with a high level

of entry barriers is characteeid by a low level of competition sEablishedexporting

firms operating in such an industry tend to comfortably enjoy strong market position and

superior profitstherefore have limited incentivesdgpand taOFDI.

Economies of scale can act as an entry barrier when the output ledéthatall potential
economis of scale have been exploited (minimum of efficient scale) is large relative to
the total size of the markahdwhen the average costs associated with a production level
below the minimum of efficient scale are greater than the average costs atminimu
efficient scaleFor most of their international market fora@hinese firms
internationalisations still at an early stage and is primarily dominated by exporting
(Child & Rodrigues, 2004.iu, Buck & Shu, 20058)Exporting is a relatively lower
business risk activity, requires fewer resource commitments, and has ges#teityl

for managerial actions than OFDI. Given the home country CSRs, such as low labour

costs and low production costs, firms may benefit from economies of scale by

12



concentrating production at home, then exporting their products to foreign markets.
Expandingo OFDI implies costs arising from producing at different locations, therefo
new entrants face cost disadvantages because they do not produce aicthe [pegition
on the economies of scale cufigczynski, Wilson & Goddard, 2009). In addition,
there are learningurve cost advantages, i.e. the costs of production fall with the
cumulative volume of production. Firms that successfully move along the learning curve
can obtain cost advantageger rivals. Therefore, exporting firms have incentives to
pursue exporting activities continuously and enjoy the cost advantages whenetatg op
in an industry characterised by high entry barriers. Thus, we hyp&hesis

Hypothesis 5: Exporting firms operating in an industry characterised by high

entry barriers are less likely to expand to OFDI and undertake less VFDI.

Besides the impact of entry barriers on OFDI, industry R&D may influence the
transformation from exporting to OFPYamakawa et al., 2008%pecifically, industry
R&D captures technical dimensions within which firms compete. High industry R&D
provides the potential for a large degree of product differentiation and ssghiéieneed
for continuous knowledge acquisition. Firms operatinguchan industry need to update
their innovation capability and tap into cutting-edge technology in foreign countries,
given that technological development in emerging economies still lags behind that of
developed countries. Constrainedadpw knowledge base at home, EE firms have
strong incentives to acquire knowledge from international marRetsxct personal
contacts between parties dedgthycommunication are essenttalacquire external

knowledge (Makino & Delios, 1996) and therefore exporting firmR&D intersive

13



industries may seek to expand to OFDI rather than solely focusing on exports. The mode
of transformation enables exporting firmsatgpose themselves éalvanced technologies
throughphysical proximity Subsidiaries in a host country can gain direceas to new
knowledge and research skills which cannot be effectively achieved withoutahe loc
presenceExisting research has found that motives for acquiring external knowledge
affects he path of internationalisation, a@drFDI activities provide a meais$
knowledge explodtion andexplomtionin foreign countries (Lu et al., 201¥eyer et al.,
2009b).In comparison, exporting activities only allow firms to have limited interaction
with foreign buyers and suppliers, representing limited learning opportunities in
international marketfLiu et al., 2005). Thus, we hypothesise

Hypothesis 6: Exporting firms oimg in an industry characteeis by high

R&D aremorelikely to expand to OFDI and undertakereVFDI.

2.4Institutional Theory(IT)

North (1990, p.3) defines an institution as “the humanly-devised constraints thatrstruct
human interaction”. It sets the “rules of the game” to govern firm behaviosr. It i
recognised that institutions play an important role in supporting the effectiveoiingti

of market mechanisms and help firms and individuals to engage in market tamsacti
(Meyer, Estrin, Bhaumik & Peng, 2009a). A country’s institutions form the conditions for
doing business there and determine the transaction costs of business activities. As
repositories of knowledge and information, weskablished institutions facilitate the

development of theompetitive capabilities of firms that embed in the institutions, help

14



reduce information asymmetries and serve to disseminate irifomadout what and

how to gain or deepen new and existing capabilities. They induce firms to create
particular resources and capabilities and ensure transparency and contract enforcemen
Institutions significantly shape firshbehaviours and encourage them to make tengr
strategic decisions such as ORBLUckKley et al., 2007). Institutions camke an

important contributiorio the international competitiveness of indigenous fiffhe
ownership advantages from the possession of resources and capabilities that Chinese
firms enjoy are mainly homeountry base@Boisot & Meyer, 2008 Rugman & Li, 2007.
This makes home country institutions particularly import&he literature has repeatedly
stressed, for examplthe role ofa supportive policy by the government (e.g. Child &
Rodrigues, 2009eng, 2004, 2009.uo, Xue & Han, 2010Voss, Buckley & Cross,

2010). Since China’s formulation of th@o Global policy, central angprovincial
governments have perceivedrDI postively and actively attemptdto provide an

institutional environment that enables Chinese firms to engage in OFDI.

While noting that national institutions play an important role in OFDI, it is important to
point out that subnational institutioatsohave astrong bearing. With 31 provinces,

China is wellknown for its fragmented domestic economy, regional disparity and
considerable institutional variation across regions (Boisot & Meyer,; A08@er, 2008

Xu, 2011). Though the central government’s control is substantial, provincial
governments play a pivotal role in shaping the regional institutional environBwab(

& Meyer, 2008) This is in part associated with administrative decentralization including

fiscal decentralization, the delegation of responsibility for economic npeaftce, the

15



delegation of control of SOEs from central government to provincial governments and
the ddegation of the local implementation of intellectual property IéBa@sot & Meyer,

2008). Provincial governments are granted authority over and responsibility for economic
development in general, and internasibsation strategy in particular at the regional level.
They implement policies which affect the development of product markets, factor
markets and markets of intermediate goods and seyaicddegal systems&.or example,
provincial governments have pojimaking authority in spending on strategic assets,
public finance, tax exemptions and subsidies (Chan, Makino & Isobe, 2018yions

where government interference in business activities or regulatory untyeigehigh,
nonimarket forces prevail and there is a lack of effective contract enforcement, which
increases business costs and redatiee competitiveness of thedal firms(Boisot &

Meyer, 2008). Previous findings based on intergievith firms and government officials
show that OFDI approval was quicker in certain provinces than others (Voss et al., 2010)

for example

Such variations in sub-national institutional environments provide an appropriatetconte
to examine thémpactof regional institution®n OFDI. Chinese firms face the same
national institutional environment but different sudtional institutional environmest

Their practices in different regions are inherently imprinted by regional institutiona
environments. Such regional institutional environments may constrain or encourage firm
internationalisation A quality regional institutional environment helpnsure

transparency, reduces transaction costs for OFDI, redhfoesiation asymmetries and

facilitates OFDI. Thus, we propose:

16



Hypothesis 7Exporting firms from provinces with better institutional

environments are more likely to expand to OFDI and undertake nkidé V

Institutions consist not only of regulatory environments and government policy, but also
intermediary organisations. Support from industry associations and intermediary
organisitions also astas an important motivator in Chinese firms’ OFDI. Professional
associations can be seen as institutional actors that help shape the perceptions of
managersnd their responses to business opportuniesdgvist, Picard & Pesamaa,
2010). “Links with domestic trade associations and professional bodies can provide
intelligence on different markets and access to those markets for internaperstlans”
(Yiu et al., 2007, p. 524). In other words, the institutional supports provided by
professional associations may help reduce information asymmetry and uncelairity a
foreign markets and may encourage firms to undertake OFDI. These organisations als
influence industry norms and practices through which firms may consider
internationalisatiora strategic choice in their industry. For example, if the industry
associations and intermediary organisations can provide sufficienbgrégnemployees,
and updated information on host countries’ culture, language, accounting systems and
legal systemsexporting firms may be in better position to move on to the next level of
internationalisation. Our focus on professional associations and intermediary
organistions helps to capture the impact of the different dimensions of institutions on
firms’ internationalisation strategies and complements prior studies which have mainly
examined the impact of regulatory environments and government policy (Cui & Jiang,

2012 Lu etal., 2011 Wang et al., 2012). Thus, we propose

17



Hypothesis 8Exporting firms receiving sufficient support from industry
associations and intermediary orgamisns are more likely texpand t@OFDI and

undertake more KDI.

3. Data and Methodology

3.1 Estimation Method

Our hypotheses were tested based on the following equations that capture tvomslecisi

in the OFDI strategy by exporting firms. First, firnggcsionswhether or not to expand

to OFDIland,secondhow muchOFDI to undertake.

OFDI* = pX; +v; (1)
VFDI* = fZ; + u (2)
with

VFDI; = VFDI* if OFDI;=1 and OFDli=1 if OFDI*>0
VFDI; =0 if OFDI; =0 OFDI;=0  if OFDI*<0

whereOFDI* represents choices between the decision to engage in FIMFiId
stands for the volume of FDI that firmundertook. The observed OFDI decisi@F0l)
is a dummy variable that equals 1 if firmeported engaging in OFDI. The observed
volume of FDI ¥FDI) is zero when the firm decides not to invest abr&ie}l = 0) and
takes a positive value when the firm decides to invest ab@@DI(= 1). SinceOFDI*
andVFDI* are unobserved, we assume that they are functions of multi-dimensional

variables at firm (f), industry (i) and countrylevel (c) as outlined in our hypotheses. The

18



X andZ are matrices of the relevant explanatory variables measured at the three levels.
The same set of explanatory variables has been used to explain both the decision to
undertake FDI and the decision of the volume of Fdndy are the parameters to be
estimated The distribution of the error terms, ) is assumed to be bivariate normal.

The OFDI decision is estimated using the binary Logit model. Building upon the OFDI
decision equation, we then estimate a Tobit model \&itigl as a dependent variable.

One attractive feature of estimating two equations separately is that it allovs us t

identify whether variables have afentical impact on two decisions of OFDI.

3.2 Sampleand Data Collection

Most of the data were collected through a questionnaire survey by the Chinese yAcadem
of Social Sciences (CASS) and the-Blina Federation of Industry and Commerce
(ACFIC) in 2008. CASS and ACFIC have a government background, w8 & the
largest governmentifhided research institute of social science, and ACFIC is the largest
association of firms in China. The advantages of conducting the survey by cooperating
with government agencies included gaining “legitimacy” and improviegésponse rate.
The drawbacks include the possibility of biased responses, especially related to any
questions about the role of government. However, as argued by Lu et al. (20B&),and

Lu and Tao (2006), seriolyshiased responses are not likely to be a problem when using
this set of survey data because both CASS and ACFIC are public institutesoléhra

facilitating communication between firms and administrative autkeriind both are
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reputable with extensive experience in conducting surveys and collaboraiting

international institutes.

The survey was conducted in the following Chinese provinces: Beijing, Chongging,
Fujian, Hebei Jiangsu, Shanghai, Sichuan and Zhejiang in July 2008. Collectively, these
provinces accounted for 84.7% of exports and 55.7% of OFDI in 2007 (National Bureau
of Statisticsof China, 2008). The survey focused on private manufacturing firms with
exporting activities. A total of 1,200 questionnaires were sent to randomly ddP&aies

and 868 questionnaires were returned. However, only 225 received questionnaires
contained valid information for this study, representing a 19% of response rate. In the
survey, most of the respondents identified themselves as owners or senior managers and
therefore had a good understanding of their firms’ strategic decisions. To sapplem
misshg information and check data reliability, company websites and annual company
reports were used. Data for some industsiables wereobtained fromChina Industry
Economy Statistical Yearbook 208®r subnational institutional variables, we utiesl

NERI institutional environment index constructed by National Economic Research

Institution (NERI) of China (Fan, Wang & Zhu, 2010).

3.3Variable Measuremest

The dependent variables inclu@¥f DI, representing the dichotomous choice of whether

exporting firmswereengaging in OFDI an¥FDI, the volume of outward investments.
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For independent variables, three-dimensions of analysis are used in our émuideh

firm, industryand institutionlevel variables.

The first set includes productivity, technololggised capabilityT(C), Brandsand export
experiencexport_exp, Sze AgeandBorn_global Thefirst four variables correspond

to Hypotheses 1-4. Productivity is measured by total factor productiity) (calculated

as the residual of the production function, with sales as the dependent variablealand tot
assets and the number of employees as independent vaff@biesneasured by three
items following Lu et al. (2011). Firms were asked to evaluate whether or not: (1) they
have the capacity to produce unique products and services; (2) their products and
technologies can be easily imitated by their competitors; (3) their custaaeeasily
switch to another supplier. Principedmponent factor analysis is used to extract a factor
to reflect a firm’s technological capabilitigxport_exgs measureds the ratio of a

firm’s exports to saleas inLu et al. (2011) and Yiu et al. (20070 measuréBrands we
use thaguestion in the questionnaire: whether the firm owns internationally registered

brand names.

Following the existing literature, we include thimtrol variables at the firm leviiat
are important in a firm’s internationalisation decisibmm sizeis related to a firm’s
ability to fulfil the resource commitmenéssociated witinternationalisationand age
reflects a firm’s accumulation of knowledge and experi€@cg, Jiang & Stening, 2011

Deng, 2012Wang et al., 20125izeis measured by the logarithm transformation of a
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firm’s total assets, followin@€hen and Young (2010), aAdjeby the number of years

since it was foundedimilar toYiu et al. (2007).

Many firms have been observed to expand into foreign masgsetsexhibit international
business prowess from or near their foundidigight & Cavusgil, 2004Moen & Servais,
2002Y. To capture the phenomenon of Chinese ‘born-glolBBEs we classify the

firms based on the time between establishment and the first year of exporting and the
share of their sales to foreign countries. Knight and Cavusgil (2i&dhe‘born-globals

as firms with at least 25% of their sales to foreign countries within three years aifter th
inception. This is a fairly stringent definition. Given China’s large domestikehaize,

we choose a more rdest threshold of 10% for the variatdern_global But different

threshold levels are tested during robustness tests.

Industrylevel variables are entry barriers and industry R&Be enty barrier variable

is included to test Hypotheses 5 and 6. The survey asked firms to evaluate whether or not,
in the industry to which they belong, it was difficult for new firms to enter, with 1

indicating yes and 0 otherwidedustry R&Dis measured bthe R&D expenditure of

the industry inwhich firms operate.

There has yet to be a conclusive list of all dimensions of institutions. Three key
components are considered hegegtuction in regulatory uncertaintRRU), intellectual

property rights protection®RP), and reduction in government interferenRé&(). Our

3 We thank one of the referees for suggesting the investigatidmoof global firms.
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measurement of subnational instituaanvironments is derived from the NERI indices.
RRU refers to the reduction afirm’s burden besides taxes and is constructed on the
basis of the ratio of notax levies to sales. IPRP index is constructed fwmratios the

ratio of the number of patent applications to the number of R&D personnel ardiohe r

of the number of approved patent applications to the number of R&D personnel. RGI
refers to the reduced role of government in business and is constructed based on the
percentage of time that firm managers spent dealing with government agencies and
government officials. Each of the three indicators is valued by a score between 0 and 10,

with a large score meaning a high level of institutional development.

To test Hypothesis 8, we use firms’ perceptiongefitutional supportsFirms were

asked whether or not, in their internationalisation process, industry asswetd
intermediary organisations had provided relevant services, with 1 indicating yes and 0
otherwise. As argued yantangelo and Meyer (201 the subjectivity of perceptual
measures can be an advantage, because it is the deuaens’ views of their

environment that influence their decision-making process.

3.4Non-response Bias Test and Common Method Variance (CMV)

To assess potential noasponse bias, we compare the respondents and the original

sample with respect to the number of employees and the age of the firbhstatigtics

were statistically insignificant, suggesting that there are no significantettitfes

between these two groups. Thus, mesponse bias is unlikely to be a significant problem.
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As the data were collected from the same respondents of an organization, therefore CMV,
which creates a false internal consistency, could potentially be a problem.|Severa
methods are enhpyed tominimise the effect €MV (Podsakoff, MacKenzie, Lee &
Podsakoff, 2003Podsakoff & Organ, 1986). First, the dependent variaBlE®I and

VEDI, can be independently verified from other sources andataisbjectiveé in nature.
Second, the dependent, independent and control variables are not similar in content.
Finally, Harmon'’s factor test is conducted and all the measurement items are tdaded i

an exploratory factor (Podsakoff et al., 2003). The results show anfaogdit-solution in

which the largest factor explains only 24% of the total variance, indicating that EMV i

not a major concern in our data.

4. Research Findings

4.1 Descriptive Analysis

Tablel reports the industrial distribution of the sample firms. On average our sample
firms are less than 11 years old and have less than 7 years of exporting exp&rience.
total of40 out of the 225 Chinese private exporting firms undertook OFDI in 2007. Table
2 presents th®FDI firms’ motives. Existing literature shows Chind3@Es undertaking
OFDI are more likely tde strategic asseteeking and marketeeking(Buckley et al.,

2008 Lu et al., 2011). In our sample, &FDI firms pursued either sttegic asset

seeking and/or market-seekistategiesOver 70% of MNEs adopted bagtrategiesit

shows that the majority of Chinese private exporting fiwite OFDI aim to achieve
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asset exploration and market expansion simultaneously by expand®dpto Three
MNEs’ motives are more strateggeeking than marketeeking and one is more market

seeking than strategasset seeking.

Insert Tabled &2 here

Table3 reports descriptive statistics and correlation matrix for the main varidiles.
correlation coefficients are low except that between IPRP and RGI. We fahbek the
variance inflation factors (VIF) scores. The mean VIF is 1.96 with no singlesttre
greater than 7 (less than the threshele! of 10), suggesting that multicolinetgris not

a serious issue.

4.2 Econometric Results

Table4 presents the estimation results. Models (1.1) and (1.2) contain all variedtles t
are related to hypotheses developed in Section 2 and are the results of Logit and Tobit
models, respectivelyModds (2.1) and (2.2) add control variables in the estimaiiéa

use Pseudo¥or modelfit. The figuresrange between 0.121 and 0.205, which are to be
expected for crossectional survey analysid are comparable to other studies of
Chinese OFDI using survey data, e.g. Duanmu (2012), Yiu et al. (2861ZJ et al.

(2011) and those using cross-sectional data, e.g. Wang et al. (2012).

Insert Tdbles R4 here
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We can now turn to the results of hypothesis testing and control varidbies

coefficients on TFP are negative and statistically significant. Thus, Hygethis not
supported. Three hypotheses are linked to RBV. The coefficients on technology-based
capability TC) and export experienc&xport_exp are positive and statistically
significant, thus supporting Hypotheses 2 and 4. The varialdeaofs appears to be
statistically insignificantindicating that Chinese private firms desslikely to exploit
firm-specific assets such as bratit®ugh OFDI. Hypothesis 3 therefore is not

supported.

Three firmlevel control variables ar®ize AgeandBorn_global Size is positive and

statically significant. As firm size is often considered to be a proxy for targyilole

intangible resource®eng, 2012), the findings suggest that exporting POEs with more
resources are more likely to undertake OFDI. Firm age is statistically insighifidaoth

OFDI andVFDI modelsBorn_globalis statistically significant in bot®FDI andVFDI

models, suggesting that for the group of ‘born globals’, they may have FDI in their mind
from the beginning of their inceptioather than expanding to FMowever, his finding

has to be interpreted with caution as the number of firms which belong to the ‘born global’

category is very small

Industry conditions are captured Bgtry barriersandindustry R&D The former has a

negativesignandis statistically significant, corroborating Hypothesidridustry R&Dis

* Outof 225 firms in the sample, only 4 started exporting withye&rs of founding and exported more
than 10% of their output. If we use 25% as the threshold l@ielwing Knight and Cavusgil (20Q4only
1 firm meets the criteria. This is why the variable is angjuded here as a control variable.
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statistically insignificant and hence Hypothesis 6 is not supported. Variables
pertaining to homeubnational institutionare used- reduction of regulatory uncertainty
(RRU), intellectual property rights protectiolPRP) and reduction of government
interference (RGI)High-quality institutiors characterised by strong intedteial property
rights protectiorareassociated wit more OFDI, thus providing support to Hypothesis 7.
On the other hand, weak institutions characteriseahdne regulatory uncertainty and
government interference are linked to more OFDI, thus contradicting Hypothé&sis 7.
results of these subnational institutional variables provetthempirical evidence of the
effects ofdifferent dimension®f subnational institutiongzinally, at the intermediary
level, a firm’s perception of industry sciation support has a positive and significant

effect on OFDI and VFDI, thus supporting Hypothesis 8.

4.3Robustness Chetk

To further check the robustness of our results, we use alternative measures for
Productivity, Export experiengdndustry R&D SizeandBorn_global Productivityis
measured by labour productivity calculated as the logarithm transformation ofiohaf ra
sales to the number of employeEgport experiences the number of years since firms
startedexporting (He & Wei, 2011). The number of R&D personneh@industry is
used to reflecindustry R&D ForSize the logarithm transformation affirm’s sales

(Cui & Jiang, 2009) or the number of employees (Chen & Young,;20uCet al., 2007)

is used Two broad definitions of ‘brn global’ firms are chosenPOEswith at least 1%

5 .
The results are available upon request.
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of sales in exports withifive years from inceptioand POEs who started exporting

within three years of inceptioiihe results are broadly consistent with those presented in
Table4, though sometimes the coefficients of productivity and export experience
variables have the same sign htastatistically marginally insignificant. To take into
account the possible endogeneity of productivity and the lagged effect of productivity, we
also estimate regressions using firracurctivity (both labour productivity and TFP) in

the previous year. The results again are broadly in line with those in Table 4. The

robustness of the models is therefore deemed satisfactory.

5. Discussion

This study examines factors affecting the emtryde transformation of Chinese
exportingPOEsand conducts a detailed multi-dimensional analysis of howl&xa}
factors, industry conditions and institutional contexts determine stratezgictesfor
expandingo OFDI.The findings associated with hactivity variables contradict our
theoretical prediction and are inconsistent with evideémexistingstudiesas shown in
previous sections. However, prior studies all focus on DE firms that have ownership
advantages and whose internationalisation activities seek to exploit FSRsthdyic
already possess. EE firms in general, and Chinese firms in particular, do notdtave th
sort of ownership advantage and their OFDI decisions are largely motivated by seeking
strategic asse(€hild & Rodrigues, 2005). In other wordshinese firms invest overseas
not mainly to exploit competitive advantages, but to redress their competitive

disadvantages against their DE counterparts and engage in-agairhtegy Cui &
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Jiang, 2009, 2010) or to upgrade their position in the value chain or global production

network.

Our results may reflect the fact that OFDI is an effective way for Chinese firms to access
the strategic resources that they n@ddthews, 2006). The ‘late development’ countries
are still lagging behind developed economies and there is a need to use a high control
mode (i.e. OFDI) to acquire strategic assets to compensate for competitive disgesan
(Buckley et al., 2007Buckley et al., 2008Cui & Jiang, 2009Deng, 2007) as “exporting
cannot fulfil the need of upgrading their capabilities”, but OFDI “is more likely to
facilitate learning through extensive involvement in the international operaflaasg

et al., 2012, p.137)his implies thaChinese exporting firms engage in OFDI in order to
acquire strategic assets and capabilities to improve their future profitalpidtynaximize
global synergy effects, but their productivity level may not be as high as those fitms tha
are confident enough to focus on exports only. OFDI therefore is a means to tap into
strategic know-how in the host county. This is in line with the empirical evidence of
existing studiegCui & Jiang, 2009Lu et al., 2011Rui & Yip, 2008). This shass that
resource exploration is dominant over resource exploitation in the outward

internationalisation process of Chinese exporB@Es

From the RBV perspective, technology-based comparative ownership advantages derived
from firms’ specific internafesources and capabilitie® the interaction between
countryspecific advantages and firapecific resourcesre the determinantd Chinese

firms’ entry mode. Our finding indicates that firms that possess technbbspd
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ownership advantages are more likely to undertake OFDI.méyssuggedhat a large
domestic markeand highly competitive industry conditiohave enabled Chinese firms
to develop competitive advantagés particular, private firms are under competitive
pressure from both SOEs afwdeigninvested firms. The survivod this fierce
competition have establish#uk internal capability needed for OFDI. Hence, the
competitive domestic market has served as a training ground for private firms and
representshe foundation for expanding @FDI. In addition, privatdirms that have
developed a strong domestic base in technological knowledgeltaeateabsorptive
capacity to learn superior technologies from developed countries through venturing

abroad.

Chinese private firms with short internationalisation history are less likely to exploit
firm-specific markahg assets such as brands. This finding corroborates Wang et al.
(2012) which shows advertising does not make an important contribution to OFDI
volume decisions by Chinese firms. Thus, Chinese firms, though recognising the
importance of brand names, understand the newness of their lwaiatsthey are still

in the process of building up internationally, aand aware that will take time to

develop brand awareness in international markets. The result may also suggest that
brands tend to be lation-bound (Anand & Delios, 2002), and Chinese private firms may
encounter difficulty transferring their brands to new markets. Under thentstances,

possession of internatially-registered brands may not resulQOfDI.
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Firms with accumulated export experience are more likely to choose OFDI. These
findings are consistent with Yiu et al. (2007) who reveal that exporting firms cantbenef
from learning in foreign markets, accumulating local knowledge, gaining legiiand
develging local networksLu et al. (2011) also find that ChineB®Eswith higher

export experience amore likely to engage in OFDI for the purpose of defensive market
seeking. Thus, experienced exporting firms have#pabiliy to participate in the
international market and have a better fit with the host country conditions. Taken tpgethe
the findings suggest RBV in the integrated strategic tripod framework provides

theoretical underpinnings for Chinese exporff@Es’entry mode transformation.

Firms in industries that are characterized by a low level of entry bawoidrs home
country industry are more likely to choose OFDI. This shihasa Chinese firm’s entry
mode decision is contingent on the level of home country industry competition (Lu et al.,

2017, Yiu et al., 2007). Industry R&D does not appear to affect a firm’s OFDI decisions.

One key motivation of the study is to examine the rolla@$ubnational institutions in
Chinese firmsoutward internationalisation. Although a number of recent studies have
recognised the pre-eminence of home country institutional factors in helpixglame
Chinese firms’ internationalisatipgiven the strong influence of the government in the
economy and the fundamental change of institutions (Buckley et al., 2808 &

Rodrigues, 2008Deng, 20072009 Lu et al., 2011Wang et al., 201;2rang et al., 2009)
they generally assume that institutional environments are homogenous within a country

and overlook subnational effects. The evidemeedemonstrates that subnational
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institutions represent another dimension of analysis for OEBIha, with a large
geographic area and multiple administrative regions, has heterogeneous subnational
institutions, and regional differences affect Chinese POES’ internatioralisttateges
More specifically, strong intellectual property rights patton helps firms to expand to
OFDI. However, the results also show tG&inese POEs go abroad in order to escape
from government interference and regulatory uncertaiatthese decrease firms’
freedom of operation and increase their business.ddsssfinding is in line with the

view of ‘institutional escapishwhich suggests that a principle motive for POEs to go
abroad is to seekbetter institutional environment for their busines&sgot & Meyer,
2008 Luo et al., 2010). It suggests that poor institutional factors at home may push firms
to undertake OFDI in pursuit of more efficient institutigBsisot & Meyer, 2008Child

& Rodrigues, 2005Luo et al., 2010Yamakawa et al., 2008)n contrast, strong
institutional factorsn the home region helpp supportfirms to remain as exporters
operating in the region. These findings on subnational institutions complement the
existing studies as sunarised in Table A, and reveal a complex role of regional

institutions in entry mode transformation.

We find intermediary institutional support is significant. This indicates thatfirydus
associations and intermediary organisations play an important fie{@ks’strategic
decision to expantb OFDI. Existing literature has established that in China
governments and industry associations and intermediary catjans play a crucial role
in shaping China’s OFDI (Buckley et al., 20@ui & Jiang, 2010Deng, 2004Wang et

al., 2012 Yiu et al., 2007). The government sets up the outward FDI directive and
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encourages specific investments to promote exports, to improve firms’ capaliditms

of technology and R&D activities and to create internatior@bognized brands. This is

in line with existing evidence th#te Chinese government has supported some selected
POEsthrough instruments such as financial support, favourable tax regimes and overseas

investment insurance.

6. Conclusion

Entry mode transformation is a phenomenon that manifests itself at firm,rindodt
country levels. Recourse is made to a variety of theories to explain the OF&bdeaf
Chinese private exporting firms. This paper is one of the first to explorgedyia
neglected issue related to factors affecting POES’ entry mode transformation fr
exporting only to include OFDI. Adopting an integrated framework that combines
productivity heterogeneity theory and the strategic tripod framework, we have
empiricallyexamined the impact of mulditmensional factors on firms’ decisions about
whether to engage @FDI and how much OFDI to carry out using a unique data set for
ChinesePOEs Our findings suggest the importancardérnal factors including
productivity, technological capabilities and export experience, industry conditions

includingentry barrierssubnational institutionandintermediaténstitutional support.

Focusing on POEs, our study contributes to the existing literature in several ikstys. F

this research helps to improve our understanding of the outward internaticoralisat

strategy of Chinese POEs by carrying out a ndittiensional analysis to examihew
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they expand their internationalisation strategies to OFDI. This fills a resgapadn

existing studies that have taken the shift from exporting to OFDI as given when
examining the determinants of entry mode choices by focusing on the comparison of two
OFDI entry modes: wholly-owned subsidiaries (WOS) vs joint ventures (IW)&

Jiang, 2009, 201@ui etal., 2011). The findings show thdl threeaspectof the

strategic tripod framework are the determinants of firms’ emge transformation and
help enhance our understanding of factors affecting the internationalisation pathsof fi
Second, it complements existing research by including productivity heterogeneity theor
in the analytical frameworlOur study is one of the first to extend tHisdry to the

context of China and revedlsat thistheory is not supported in the case of China’'s ROEs
This implicitly indicates that Chinese POES’ entry mode transformation caenot b
adequately explained by productivity, showing thatrautti-dimensional analysis is
important. Finallywe extend institutional theory by investigating subnational

institutional factorsthusbroadening the institutiehased view in the strategic tripod

framework by recognising the subnatioiatitutional \ariation across Chinese regions

Our research highlights the importanceha subnational institutions, including the
elements of regulatory uncertainty, government interference and intellpobpaity
protectionwhich arekey unitsof analysis for firmsoutward internationalisation strategy.
Such an analysis helps to capture the impact of regional institutional diversityin O
decisions and moves beyond existing studies that merely treat instituttbirs avi

country as homogenstientities
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Our findings have practical implications faranagersand policy makerg=irst, it is clear
that internal resources and capabilities are still the backbone foruirdestaking OFDI,
and firms need to leverage a bundléendérnal resourceand capabilities in entry mode
transformation. In particular, technolobggsed capabilities are a necessary condition
under which firms aim to seek strategic ass®tplore international markets or achieve
resource exploration through undertaking OF@c&d, strategic choicascluding

entry mode transformation, are not only driven by firm productivity, internal resources
and capabilities and industry conditions htgalso a reflection of home national and
subnational institutional frameworks. Firntmmercial success hinges on how well
their intellectual property rights are protected and how much government miierve

and regulatory uncertainty they experience. Both national and regional governments need
to ensure transparent, predictable, sound and well-enforced rules, regulationscasd pol
in order to reduce interferene@d provide sufficient institutional suppefor POES

outward internationalisation.

The study has a few limitations. First, due to data availability, industry factdrs a
institutional contetual factors in the host countriase not included in our research

design. In particular, theustomer needs, industry life cycle and location attractiveness of
host countries should be incorporatedutufe work.Another set of missing variables at

the firm level includesenior executives'dlobal leadership entrepreneurshipnd

networks. Future studies should examine the impact of such factors to enrich our
understanding of th©FDI decisions of Chinese firmSecond, our measure for industry

entry barriers is based omanagers’ perception of whether it is difficult for new entrants
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to enter the industry in which their firms operate. This is a broad measituee Btudies
should examine the impact of entry bars, such as targfimposed on host country
industries. Third, we have followed the existing literature to measure thetiofpa
international experience. However, such a measure may not fully reflect the fact tha
firms may engage in internationalt®n in various ways, such as using their own
distribution networks or doing contracted manufacturing/OEM. Future studies are
awaited examining the impact of international experience gained through § wériet
channels. FinallyPeng et al. (200&uggest pagg attention tahe interactions among
firm resources, industry dynamics andtitutional factorsFor example, firms are
motivated to gain or enhance their legitimacy and performance by becoming isomorphic
within their industry and institutions. They, therefore, adjust FSRs and impieme
strategy accordingly in responsethe competitive pressure of thelustrialenvironment
and institutional changéndustrial and institutional forcesanpromote otinder the
further development of existing FSRs and capabilitied, the access of new strategic
assetsA deeper level of inteationalisation might bevarrantedoy the interplay of a
firm’s internal resourcewith industrial and institutional factaréin extension to this
study therefore could explore how the interaction among firms, industries aiatimrssi
influences firms’ strategic decisions armlldaddress the contingency impact of these

factorson internal capabilities in shaping firms’ internationalization strategies.
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Table Al: Summary of Studies of Chin@$-DI
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Authors Research theme | Theoretical Setting Key arguments/findings
foundation
Agyenim, | Motives and RBV, TC, 27 listed firms | Crossborder M&A (CBMA) by Chinese firms imotivated
Wang and | performance learning between 2000-| by market seeking and strategic assets seeking, i.e. fast e
Yang implication perspective, 04 into new markets, diversification and the acquisition of
(2008) efficiency foreign advanced technologies and other resources. CBM
theory creates value for acquiring firms.
Athreye Patterns, motivatey OLI, LLL Literature Outlines the quantitative and qualitative patterns of
and Kapur | and strategies of review internationalisation activitiesf Chinese and Indian firms,
(2009) Chinese vs. Indian identifying factors that motivate these firms to invest overg
firms and describes the internationalisation strategies they have
adopted.
Boisot and| The TC, IT Conceptual Explains that the internationalisation of many Chinese firm
Meyer internationalization paper because of a strategic exit from the home country becaus
(2008) of SMEs high transaction costs associated with local protectionism
inefficient domestic logistics rather than strategic entry intg
foreign markets.
Buckley et | Determinants OLlI, three Macro data Tests the extent to which mainstream theory OLI is applic;i
al. (2007) special between 1984- to the emergingountry context, and whether special

explanations

2001

explanations (capital market imperfections, special owners
advantages and institutional factors) nested within genera
theory are needed. Chinese OFDI is found to be associate
with host country variables includinglitical risk, market
size, and natural resources endowments and culture and
geographical proximity with China, though the degree of th
impact of these variables varies during different sample
periods. The special explanations help to explain the
behaviour of Chinese MNEs.
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Buckley et | Patterns and Firm-, industry- | Macro data Identifies historic and emergent trends of Chinese OFDI w
al. (2008) | motives and institution- | between 1990- regard to investment destinations, activity types, entry mo
level analysis | 2004 choices and investment motivations.
Cai (199) | Patterns and IDP, OLI Macro data Outlines the development of Chinese OFDI, characteristic
motives between 1979- and motives, OFDI regime, government policies and existi
97 problems, and the prospects for the future trends of Chineg
OFDI.
Cardoza | Internationalization LLL 125 surveys of| Barriers (7 internla+ 5 external) hinder firms’ international
and Fornes of SMEs SMEs in expansion. State ownership does not play an important ro
(2011) Ningxia, China| and support from the state in the form of funds is helpful in
the first stages of expansion (regional level) and the funds
from private sources are kéy crossing country borders.
Chen and | Performance Principal 39 transactiong Government ownership in the acquiring firm is negatively
Young implication of principle by 32 Chinese| related to the favourability of investor perceptions of a
(2010) CBMAs perspective publicly-listed | proposed CBMA deal. The moderating effett
firms during environmental complexity is not supported.
2000-08
Child and | Determinants and | OLI, latecomer | Cases of firms| Examines the patterns and motives of internationalisation
Rodrigues | motives perspective, including prominent market-seeking Chinese firms. Concludes that
(2005) catchup Galanz, Chinese case offers apmortunity to extend present
perspective, IT | Huawei, theorizing in four primary areas concerning the latecomer
Ningbo bird, | perspective and catalp strategies, institutional analysis with
Holly group, | reference to the role of government, the relations between
SAIC, Lenovo,| entrepreneurs and institutions, and the liability of foreignne
TCL and Haier
Chou, Detaminants Economics Macro-level The pattern of China’s OFDI tends towards a complex FD
Chen and perspective panel data without thirdcountry effects. A high level of economic
Mai between 1993- integration and political risk are not conducive to China’s
(2011) 2008 OFDI. Culture proximity and per capita income have

significant benefits and the hagiuntry’s market opportunity:

has a significant negative effect on China’s OFDI.
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Cui and Entry mode choice Strategic Survey data of| Chinese firms are likely to choose WOS if they enter a
Jiang -WOS vs. JV behaviour 138 Chinese | competitionintensive host country industry, seek
(2009) perspective firms complementary assets overseas, and pursue a global strategy.
A joint venture entry mode is more likely to be chosen whe
Chinese firms enter high growth foreign markets to establi
first or earlymover advantages.
Cui and Entry mode choice| RBV, IBV 10 multiple On the resource side, Chinese OFDI is both ssgdbiting
Jiang —WOS vs. JV case studies | and asseaugmenting. On the institution side, Chinese firm
(2010) adjust their entry strategies to attain regulative and norma
institutional legitimacy in host countries.
Cui etal. | Entry mode choice RBV, IBV, IT Survey data of| The cost advantage of the investing firm and learning
(2011) —WOS vs. JV 138 Chinese | opportunities in the host industry have positive effects on t
firms likelihood of a firm opting for WOS against JV, while the
market attractiveness of the host iatty, host country
restrictions, cultural barriers and cognitive pressures have
negative effects.
Deng Motivates and Business Macro There are five motivations for Chinese firms to invest abrg
(2004) implications perspective (UNCTAD) to gain resources, technology, strategic assets, and marke
and micro data| and diversification. Outlines the unique features of China’s
(firm-level OFDI.
data and cases
Deng Trends and IT, asset Cases of firms| Chinese MNEs are motivated primarily by the quest for
(2007) strategieassets seeking including strategic resources and capabilities, and the underlying
seeking motives | perspective Haier, Galanz, | rationale for such asseeeking FDI is strategic needs.
Huawei,
Lenovo,
Ningbo Birder
and TCL
Deng Motives IT Cases of TCL | CBMAs by Chinese firms represent a means to acquire
(2009) BOE and strategic assets, which is the logic of China’s unique
Lenovo institutional environment. The factors under consideration




include the role of government (respond to the governmer
national development strategy, political and financial
incentives provided by the government, escape response
institutional constraints (institutional constraints at home,
difficulty in internally distinctive capabilities), corporate
values and norms (entrepreneliggaentation, going global
orientation) and inward FDI as stimulus to overseas M&A.

to

Deng
(2010)

Performance
implication of
CBMA

Absorptive
capacity
persgctive

Cases of
Lenovo and
TCL

Performance of Chinese firms’ overseas acquisitions is
affected by the acquiring firms’ absorptive capacity at
multiple dimensions. The factors under consideration incly
prior related knowledge (international experience [R&
intensity), combinative capabilities (organ, mechanisms &
training, knowledge sharing/learning) and strategy
execution/effect (complementary resources, business
environment).

de

Deng
(2012)

Antecedents,
processes and
outcomes of the
internationalization
of Chinese firms.

RBV, IBV, IT,
TC

Survey paper.
Qualitative
content
analysis

Reviewarticles published in major scholarly journals during
the period 1991-2010. Within the reviewed literature, thre
primary streams of enquiry are identified which focus on th
antecedents, processes and outcorhégeo
internationalization of Chinese firms.

D

e

Duanmu
(2012)

Location choice

194 location
choices in 32
countries
between 1999-
2008

SOEs and non-SOEs react differently to host country factg
SOEs respond to fitical risks in the host country less
negatively and favourable exchange rates more positively
Economic risk and natural resources are found to be
unimportant for both SOEs and n8®Es. At the firm level,
manufacturingariented investment projects resato the
host market size and cost structure more strongly than tra
oriented projects.

ding-

Duysters,
Jacob,
Lemmens

Internationalization
strategies of China

Haier vs. India’

Haier and Tata

Examines several aspects of two firm’s internationalisatior
including the mode of internationalisation and the choice g

—h

overseas destinations. Explores the importance of, among




and Jintian

Tata

others, conglomerate structure, prior experience, the state

FDI

n

y

(2009) entrepreneutsp in internationalisation.
Gao, Liu | Human mobility in | IDP Macro data The twoway mobility of highlyskilled Chinese students an
and Zou | promoting OFDI between 1979-| scholars significantly promotes Chinese OFDI. Chinese O
(2012) 2010 is also driven by domestic economic development, but
substitutes exports.
Ge and Internationalization LLL Galanz Examines the process of Galanz’s integration into the glok
Ding strategies market.
(2008)
Globerman| Acquisition vs. Strategic Evidence from | Discusses the economic and strategic implications of OFC
and Greenfield by perspective existing from China to US from the perspective of both Chinese
Shapiro Chinese OFDI in literature investors and US policymakers. Argues that Chinese FDI
(2009) us US is more likely to take the form of Aaisition than
Greenfield.
He and Opportunities and | Business Cases of Proposes that Chinese firms’ lack of expecein foreign
Lyles challenges of perspective CNOOC, operations creates a high liability of foreignness, specifica
(2008) China’s OFDI in Lenovo, and | in political, culture, marketing, and technological aspects.
us TCL Explores how Chinese firms might deal with these inheren
disadvantages of competitiveness.
(Hong & | Dynamics of IT, strategic Macro data, Assesses the progress and strategic orientation of China’s
Sun, 2006)| investment seeking firm-level data | OFDI.
strategies perspective and cases
Kang and | Location choices | IT, traditional Macro-level Traditional economic factors of host countries have a majgq
Jiang economic panel data of | role to play in affecting Chinese MNEs’ OFDI location
(2012) factors Chinese OFDI | decisions. Institutional factors also matter.
to 8 economies
in East and
Southeast Asig
during 1995-
2007




also

the

Kolstad Determinants IT, locational Macro-level Chinese OFDI is attracted to large markets, and to countri
and Wiig advantage in panel data of | with a combination of large natural resources and poor
(2012) oLl Chinese OFDI | institutions.
in 142 host
countries
during 2003-06
Liang et Determinants RBV 553 Chinese | Chinese private firm’s likelihood of venturing abroad is
al. (2012) POEs associated with resource endowment advantages vis-a-vis
foreign-invested |terprises, organisation capability
advantages via-vis stateowned enterprises. These same
advantages (or disadvantages) in organisation capabilities
increase a firm’s likelihood of choosing a high-risk entry
mode. A firm’s resource endowment and organisation
capabilities interact with each other and mutually enhance
each other’s effect on the likelihood of outward
internationalization.
Liuetal. | Patterns and IDP Macro-level The level of economic development, proxied by GDP per
(2005) determinants data between | capita plus refinements, is the main factor explaining China’s
1979-2002 OFDI, a finding consistent with the refined IDP hypothesis
Liu and Li | Driving forces and Haier Addresses the internationalisation strategy that has made
(2002) constraints for Haier successful, the factors influencing the strategy, and
Haier's strategic implications for both Western and Chinese firms.
internationalization
Lu et al. Determinants of | RBV, IBV, IT Survey data of| Supportive government policies are important motivators f
(2011) the motives for 198 Chinese | bothstrategic asseteeking and marketeeking OFDI. Firms’
Chinese OFDI POEs technology-based competitive advantages and a high leve

industry R&D intensity tend to motivate strategic asset
seeking OFDI, whereas firm’s export experience and high
level of domestic industry competition tend to induce mark

of

er

et-

seeking OFDI.




Luo etal. | The role of Political Theoretical Investigates governmental institutions’ impact on Chinese
(2010) governments in perspetive, IT | paper OFDI. Discusses evolutionary changes of OFDI policies, and
facilitating OFDI describes current policies and measures that stimulate Chinese
companies to expand into the global market.
Morck, Patterns and Economy and | Macro data Investigates the trend and driving forces of China’s OFDI
Yeung and| determinants firm-level between 2003-| growth from both the economy and firm level. Chinese OFRDI
Zhao perspeadve 06 is biased towards tax havens and South Asian countries and is
(2008) mostly conducted by statmntrolled enterprises with
government-sanctioned monopoly status.
Quer, Location choice IT 139 location | Investigates the role of host country variables. Host count
Claver and choices by 29 | political risk is found not to be associated with the location of
Rienda Chinese MNEs Chinese OFDI and culture distance does not have gstro
(2012) in 52 countries negative influence on such decision.
from 2005-09.
Ramasamy Location choice 1,350 location | Locational determinants of Chine®&DI differ by firm
et al. choices by 63 | ownership. SOEs are attracted to countries with large natural
(2012) Chinese MNEs resources, risky political environments and strategic assets
investing in 59 advantages in technology, brand names and know-how. BOEs
. are markeseekers.
countries from
2006-2008 out
of 137
countries
considered
Rui and Determinants and | Strategic intent | Cases of Chinese firms have a strategic intent perspective when m4
Yip (2008) | motives perspective Lenovo, acquisition decisions. They use CBMA to achieve goals of
Nanjing, acquiring strategic assets, leveraging competitive advantages,
Automobile making strategic choice and growing entrepreneurship and
and Huawei management skills.




Sun (2009) Internationalisation] RBV, OLI, Huawei EE MNEs’ competitive advantages are based on the domg
strategy and firm’s| Uppsala process market. Facewvith the challenges of internationalisation, they
international theory, prefer makets with low barriers and low distances in cultural,
development international technological, economic and institutional dimensions. They

entrepreneurship use inward and outward linkages to complement their strength
theory and overcome weakness in the global market.

Voss et al. | Impact of home Network Interviews Larger, wellconnected Chinese firms benefit most from

(2010) country perspective, IT | (Chinese firms| institutional advantages, but smaller firms internationalize
institutional effects and because of institutional constraints.
on government)
internationalization

Wang et | Determinants of | RBV, IBV, IT 1,231 Chinese| Government support (proxied by a dummy which indicateg

al. (2012) | the volume of manufacturing | whether a sector is classified by government as one that
OFDI firms with should be “encouraged” for international expansion) and the

OFDI in 2006- | industrial structure of the home country of the investing firs

07 play a crucial rolén explaining OFDI. By contrast,
technological and advertising resources tend to be less
important.

Wu and Patterns and Macro data Examines the progress$ China's OFDI with special attentio

Chen motives of China’s between 1976-| to motivations, sector distribution, scale of operation and

(2001) OFDI 99 geographical distribution, overall benefits and problems, and

future prospects.

Yang et al.| Patterns and RBV, IBV, IT Case studies o] How firms internationalize is influenced by the industry-,

(2009) motives of OFDI, Haier and resource-and institutional frameworks governing these
Chinese vs. Matsushita endeavours.

Japanese firms

Yiu etal. | Motives and RBV, IT, Survey data of| The relationship between firspecific ownership advantage

(2007) processes of corporate 274 firms and international venturing is moderated by the degree of
international entrepreneurship home industry competition and export intensity. Such a
venturing perspective relationship is mediated by the intensity of corporate

entrepreneurial transformati in the form of innovation, new




business creation, and strategic renewal.

, 10

ts of

Zhang Patterns and OLlI, IDP Macro data Four motivations of Chinese ODI are to maintain and expe
(2009) motives between 1980- international markets, to secure a supply of key resources
2006 obtain fim assets from advanced economies, and to seek
overseas opportunities with an international version.
Zhang and| Determinants Macro-level China’s overseas investments are positively related to hog
Daly panel data country factors including international trade, market size,
(2011) between 2003-| economy growth, the degree of openness and endowmen
09 natural resources.
Zhao, Liu | Productivity Technology Macro-level China’s OFDI has beneficial spitiver effects in improving
and Zhao | implication sourcing panel data of | home country’s TFP growth, and that gains in efficiency hi
(2010) (technology Chinese OFDI | been the chief reason for this.
spillover) in 8 developed
perspective countries

between 1991-

2007

ave
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Tablel: Profile of Sample Firms

Industry Firm No. Firm No. Age Years of No. of
without FDI with FDI Exporting Employees

Food & Beverage Production and Processing 11 0 9.1 7.9 1,171
Textile and Clothing 27 8 89 7.3 1,706
Leather, Fur, Feather and Related Products 2 3 11.8 7.8 3,156
Timber Processing, Wood, Bamboo, Rattan, Palm and Cane Prod| 7 S 7.3 55 720
Printing and Record Processing 1 0 18 7 961
Stationery, Education and Sports Goods 2 0 12 3 410
Processing dPetroleum, Coking, Processing of Nucleus Fuel 1 1 20.5 17.5 3,342
Raw Chemical Materials and Chemical Products 10 1 154 7.1 814
Medical and Pharmaceutical Products 7 1 85 9.3 1,247
Rubber & Plastic Products 11 1 8.8 6.4 487
Nonmetal Mineral Products 7 2 11.8 4.9 710
Smelting & Processing of Metals S 1 11.3 4.2 5,185
Metal Products 13 3 12.1 8.1 711
Manufacture of General Purpose Machinery 7 3 96 6.1 1,149
Electric Equipment and Machinery 18 1 14.4 6.3 1,719
Equipment for Special Purposes 17 2 11.1 8.5 934
Automobiles 4 0 11 6.8 1,003
Other Transportation Equipment Manufacturing 9 4 111 7.1 1,241
Home Appliances 3 0 15.7 6 503
Communication Equipment, Computer and Other Electronic Equip| 8 1 10.2 5.9 893
Instruments, Meters, Culturahd Office Machinery 3 1 145 6.3 4,573
Manufacture of Artwork, Other Manufacture 9 1 7.1 5.7 564
Others 3 1 85 2 10,390
Average 10.8 6.9 1494
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Table2: Motives of OFDI Firms

Strategieasset seekin Total
<3 =3 >3
<3/0 O 1 1
Marketseeking =3[0 3 1 4
>33 4 28 35
Total 3 7 30 40

Notes: The questionnaires contain six questions that are related to Chimssediward

FDI motives. For the strategassetseeking motive, the respondents were asked, along a
five-point scale (1=not important, 5=very important), to assess the importance ofcutwar
FDI in terms of (1) obtaining advanced technologies, (2) acquiring high-quality brands,
and (3) attracting higlend human resources. We construct an ordinal medsiredguals

the average of the three items to reflect firms’ market seeking motivehd-orarket

seeking motives, the respondents evaluated the importance of outward FDI: @iyito av
market competition in the domestic market, (2) to enter new foreign markets, (3) to
increase market share in host countries. Similarly, an ordinal measure that #verage
above three items is calculated to reflect firms’ masestking motive.

16



Table3: Descriptive Statistics and Correlation Matrix

Variable Mean s.d. 1. 2. 3. 4, 5. 6. 7. 8. 9. 10. 11. 12. 13. 14.
1. VFDI (x10°) 0.058 0.251

2. OFDI 0.178 0.383

3. TFP 0.131 0.664 -0.152 -0.102

4. TC 0.024 1.037 0.084 0.111 -0.108

5. Brands 0.466 0.500 0.150 0.150 0.007

6. Export_exp 0.090 0.158 0.053 0.092 -0.030 -0.064 0.033

7. Entry barriers 0.453 0.499 -0.006 -0.027 -0.113 0.172 -0.001 -0.057

8. Industry R&D 4.065 1.911 -0.040 -0.080 -0.030 0.083 -0.005 -0.099 0.106

9. RRU 15.126 0.433 -0.013 0.045 -0.011 0.026 -0.028 0.137 0.068 0.026

10. IPRP 27.140 9.533 0.058 0.076 0.091 -0.120 -0.018 0.185 -0.037 -0.012 0.380

11. RGI 10.434 1.757 0.022 0.074 0.098 -0.108 -0.017 0.140 -0.035 0.018 0.173 0.894

12. Institutional supportf 0.689 0.464 0.093 0.061 -0.026 0.011 0.191 -0.120 0.014 -0.015 -0.142 -0.130 -0.065

13. Size 5.170 1.673 0.187 0.138 -0.161 0.007 0.207 -0.311 -0.064 0.134 -0.131 0.054 0.104 0.063

14. Age 10.760 7.088 0.076 0.039 -0.016 0.039 0.226 -0.186 -0.015 0.007 -0.098 -0.045 -0.002 0.101 0.319

15. Born_global 0.178 0.132 0.020 0.024 0.061 -0.032 -0.059 0.172 0.080 -0.052 0.074 0.099 0.099 -0.057 -0.182 -0.200
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Table4: Regression Results

(1.1) (1.2) (2.1) (2.2)
OFDI VFDI OFDI VFDI
TFP -0.616 -0.281" -0.665 -0.282
(0.223) (0.099) (0.317) (0.132)
TC 0.464~ 0.186 0.507" 0.190"
(0.079) (0.032) (0.086) (0.036)
Brands 0.563 0.188
(0.486) (0.144)
Export_exp 1.740" 0.463" 2.499" 0.844"
(0.338) (0.092) (0.377) (0.133)
Entry barriers -0.389° -0.144° -0.480" -0.162
(0.171) (0.061) (0.175) (0.072)
Industry R&D -0.038 -0.012
(0.048) (0.011)
RRU -1.777 -0.687 -1.577 -0.617"
(1.037) (0.361) (0.862) (0.286)
IPRP 0.241 0.093” 0.251" 0.096
(0.100) (0.034) (0.078) (0.025)
RGI -0.999" -0.374" -1.1117 -0.406
(0.368) (0.129) (0.269) (0.093)
Institutional support 0.470° 0.221" 0.416° 0.189"
(0.202) (0.050) (0.183) (0.039)
Size 0.359" 0.158"
(0.075) (0.036)
Age -0.007 0.001
(0.022) (0.008)
Born_global 1.104" 0.472"
(0.314) (0.155)
N 225 225 221 221
Pseudd?’ 0.121 0.126 0.176 0.205

Notes: Robust standard errors clustered by region in brackets. * p < 0.10, ** p < 0.05,

< 0.01
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