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Abstract: By analyzing the dynamic path of internationalization, this study attempts to explain the entry
mode choice, location choice, and speed of entry in the process of internationalization from the learning results
obtained from previous international activities. Our research shows that the speed of the entry process depends
on the type of experiential learning generated by the implicit decision-making in the process of
Internationalization: the entry mode choice and the market location choice. We find that the experience
accumulated in the host country has an inverted U-shaped effect on the speed of entry; while the experience
accumulated of the entry mode has a U-shaped impact on the speed of entry. We perform an event history
analyses(EHA) on 153 Chinese innovative firms with 905 OFDI observations during the period from 1991 to
2015, and analysis what and why is the paths of internationalization of Chinese firms.We find that Chinese
innovative MNEs have more likelihood to choice the entry mode of acquisition and WOS than other entry
modes in OFDI activity, and there is a higher probability that the Chinese innovative MNEs choice the market
location of developed countries than developing countries in OFDI activity.Most importantly, we find that
accumulated experience in host country has an inverted U-shaped impact on the speed of internationalization
operation with acquisition mode and the speed of internationalization in developed countries; while
accumulated experience in focal entry mode has an U-shaped impect on the speed of internationalization
operation with branch or WOS mode and the speed of internationalization in developing countries.This claim
is supported by both non-parametric and parametric tests in the EHA. Our research highlights the short-term
and long-term consequences of different types of paths associated with the internationalization process.

1 Introduction

The new development pattern will bring China higher
quality opening-up to the outside world. At present, China
is committed to promoting a higher level of opening-up,
promoting high-quality economic development, building
a powerful economic and trade country, and creating a
good development policy environment for "going out"
enterprises to carry out foreign investment and
cooperation[1]. According to the statistical data of
"China's foreign investment cooperation development
report 2020" released by the People's Republic of China
Ministry of Commerce, China's foreign direct investment
flow is 136.91 billion US dollars in the year of 2019,
accounting for 10.4% of the global investment flow in that
year, ranking second in the world after the United States.
In the year of 2020, although COVID-19 has caused
serious impact on the world economy, the Chinese
government has made a decision to build a new
development pattern of “domestic and international
double circulation” as a main force. China's foreign
investment cooperation will usher in new opportunities
for development in terms of quality, efficiency, safety and
sustainability.

* Corresponding author: yuxuan_0917@aliyun.com

Hence, the high-speed growth and the big scale of
China’s OFDI has drawn the attention of academics,
business managers and policy-makers, and has resulted in
increased research on this topic[2]. A review of the extant
research on China’s Outward FDI shows that most studies
have examined the entry mode and market locations
choice. The internationalisation path of Chinese firms is
by no means universally observed[3]. Compared with the
volume of research on the antecedents of the paths of
internationalization and the influence of
internationalization on the firms’ performance, the area of
research in the paths of internationalization has received
the least attention.

Prominent recent work on the paths of
internationalization is about the market locations choice,
entry mode choice, and some about the pattern of
internationalization. Some findings of  the
internationalization paths of Chinese MNEs from[4-7]
were based on case study, other research focused on only
one dimension witnin the choice of entry mode[8,9], the
choice of foreign market entry mode[10,11], and the entry
timing. On one hand, previous studies lack a dynamic
description about the internationalization trace of Chinese
MNEs, especially they have ignored three dimensions of

© The Authors, published by EDP Sciences. This is an open access article distributed under the terms of the Creative Commons Attribution License 4.0
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firms’ internationalization (foreign location,entry mode
and entry timing) at the same time. On the other hand, it’s
hard to avoid bias problem from the case study and
questionnaire method, findings were difficult to represent
the  universal = mode of  Chinese MNEs’
internationalization paths. As a result, despite the growing
literature, our understanding about the
internationalization paths that Chinese firms have formed
and the factors that influence the Chinese MNEs to choose
are limited.

This study will analyze the following issues: what is
the paths of internationalization of Chinese enterprises?
how does the past international experience affect the
speed of international activity? We distinguish the
learning of three standard internationalization decisions:
entry mode, market location and speed of entry — and we
put forward three hypotheses based on these three
internationalization decisions. In order to explore our
hypothesis, we conducted a longitudinal empirical study
based on 905 OFDI events observations of 153 Chinese
innovative firms during the period of 25 years (1991—
2015).

This study helps to improve the understanding of the
internationalization path of emerging multinationals,
insofar as it: (1) analyzes dynamically of the three classic
internationalization process decisions—entry mode choice,
location choice, and entry speed; (2) adopts a longitudinal
approach to study the influence of international
experience as a dynamic capability on international
choices; and (3) distinguishes the different effects of

international experience on international decision-making.

In summary, our contribution is to extend existing
theories (path-dependent viewpoints and learning
perspective) to the emerging economy MNEs’
international context[12]; and to study the unique
functional relationship of the international environment
(the influence of the learning process on the path of
internationalization).

2 Literature review and hypotheses

2.1. Entry mode choice

The previous research was more about the Chinese firm's
decision-making in establishing joint ventures and
wholly-owned subsidiaries[13], or the choice between
greenfield investment and mergers& acquisitions[10,14].
Cui and Jiang found that Chinese companies are more
likely to become wholly-owned subsidiaries when
adopting global strategies, face fierce host industry
competition, and focus on finding assets in OFDI.
However, if the company invests in a fast-growing host
country, it is more likely to choice the entry mode of joint
venture[13]. At the same time, some Chinese companies
face huge knowledge differences, which hinder their
competion on the global stage, and they frequently use
acquisitions as a means to close these gaps[10,15,16].
Anderson and Sutherland found that “compared with the
entry mode of greenfield investment, Chinese enterprises
mainly through M&A to seek strategic assets in the

developed countries to carry out internationalization” [17].

Liou believes that the industrial sector will affect the
overseas transactions of Chinese companies. For example,
China's large oil and gas companies tend to choose M&A
due to lack of resources and similar M&A transactions in
the history of the industry[18].

Hypothesis 1. There is a higher probability that the
Chinese innovative MNEs choice the entry mode of
acquisition and WOS than other entry modes in OFDI
activity.

2.2 Market location choice

The overseas location selection of multinational
companies is another important dimension of the
internationalization path. Specifically, the research on the
location selection of Chinese enterprises was mainly
focused on the choice between emerging economies and
advanced economies. Since China is a middle-income
country, Chinese multinational companies not only do
some OFDI activities in this developed countries that
richer than China but also in other developing countries
with lower income level[19,20]. Cuervo-Cazurra and
Genc found that most EMNEs would choose to expand
overseas in emerging economies because they have less
supervision and control of corruption, and they have more
operating room in overseas expansion through the
system[21]. For example, some Chinese multinational
companies tend to invest in certain tax havens and
Southeast Asia countries[22]. However, Ramamurti
found that the location choice of Chinese multinational
companies may depend on the ownership structure. State-
owned enterprises tend to choose these regions with
abundant natural resources and less political risks, while
private enterprises pay more attention to the market size
and production efficiency of the host country[23].

Hypothesis 2. There is a higher probability that the
Chinese innovative MNEs choice the market location of
developing countries than developed countries in OFDI
activity.

2.3 International experience and speed of entry

The internationalization process assumes that liability of
foreignness are gradually reduced with the increase of
corporate market commitments. Market commitment is
developed through a learning process, during which
companies acquire foreign marketing knowledge,
institutional ~ knowledge and  foreign  business
knowledge[12]. Similarly, increasing network sites by
accumulating experience in a focal market location
decreases the liability of outsidership[24]. According to
this, the speed of internationalization should be higher
when firms do new OFDI business in countries where
they have previous experience.

Hypothesis 3a. A higher accumulated experience in
host country has a curvilinear influence on the speed of
internationalization operation with acquisition mode
(inverted-U form).

Hypothesis 3b. A higher accumulated experience in
host country has a curvilinear influence on the speed of
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internationalization in developed countries(inverted-U
form).

Some similar situation is likely apply to the
international entry mode. Each entry mode (branch,
wholly-owned subsidiary, joint venture, acquisition, etc.)
requires a different skill set. For example, in the case of
international acquisition, different specific challenges
have arisen, such as the ability to incorporate resources
into the multinational companies and their acquired
business[25].In the early stage of the internationalization
process, firms often choose the lower commitment mode,
such as establishing branches, leading to the speed of
internationalization is high at the beginning. However,
when a company adopts a deeper business mode of
operation, the knowledge accumulated by this diversified
experience will be higher, enabling speed to decrease,
because they will choose a higher commitment entry
mode. Thus, we propose a curvilinear relationship
between the diversity of business mode of operation and
the speed of the internationalization process:

Hypothesis 3c. A higher accumulated experience in
focal entry mode has a curvilinear influence on the speed
of internationalization operation with branch and WOS
mode(U form).

Hypothesis 3d. A higher accumulated experience in
focal entry mode has a curvilinear influence on the speed
of internationalization in developing countries(U form).

3 Methodology

3.1 Data source

We constructed an unbalanced panel dataset for the period
of 1991-2015 to test our framework and hypotheses.
Information on the OFDI activities of China's innovative
companies comes from the Ministry of Commerce of the
People's Republic of China(MOFCOM). In our research,
the obtainable final data set includes 153 innovative
companies with complete information. We further
checked each investment event and checked the overseas
entry modes (branch, JV,WOS and aquisition) from the
website and annual reports of innovative firms. Finally,
we left with 153 innovative firms with 905 OFDI
observations during the 1991-2015%.

3.2 Measurement of variable

Dependent variables. The choice of entry methods that
we measure for the dependent variables are as follows: 1
for creation of a branch, 2 for creation of a wholly-owned
subsidiary, 3 for creation of a joint venture(JV), and 4 for
an acquisition. Location choice is a dummy variable that
represents the level of market locations choice, which is 1
for developed countries and 0 for developing countries[8].
The speed of entry has been measured as the number of

* Because the number of Chinese foreign subsidaries/branches varies
each year, for example, it may be have 0 subsidiary/branches in 2000, 3
subsidiary/branches in 2001, and 1 subsidiary/branches in 2010.
Therefore, it was impossible to build a balanced panel dataset.

days between the focal operation and the immediately
prior operation of the same firm[12].

Independent variables. The host country experience
is measured by the number of years a focal firm has
conducted business in a specific host country since its first
OFDI activity in that country[26]. The entry mode
experience is measured according to the number of
overseas subsidiaries/branches established by a focal firm
has built with specific entry mode[27].

3.3 Survival analysis

Survival analysis usually carries on the investigation and
observation to the occurrence of the event and the related
factors that affect the occurrence of the event, and carries
on the related statistical analysis to the law of its
occurrence at the same time[28,29]. In this paper, we use
the following two basic methods: (1)nonparametric
method. The Kaplan-Meier product limit estimation
method in the nonparametric method of survival function
is mainly used[30]. This paper makes a related study on
the OFDI activities selection of Chinese enterprises under
the overall sample and different types of samples.
(2)Semi-parametric method. Cox proportional risk model
is used to study the influence of multivariable factors on
entry mode and Location choice.

In survival analysis, a specific period is the survival
time, which refers to the time from the beginning of a
certain starting event to the occurrence of the terminal
event of the observed object. Survival time is usually

described by three functions: survival function S(¢) ;
probability density function f (#) ;risk rate function A(z) .

Survival function. Survival function S(¢) is the

individual's survival time is greater than 7. That is, the
probability distribution of the failure event has not yet
occurred until a certain point in time. In this study, it is
assumed that the duration from the beginning of
observation to the occurrence of OFDI events is a non-
negative random variable 7 . And the cumulative

distribution function '(¢) is:

F(t)= jo £(s)ds = Pr(T <1) 0

A complementary concept as a cumulative distribution
function is that the duration of the unperformed OFDI is
equal to or greater thans. The probability is a survival

function. S(¢) Give out:
S(t)=1-F(t)=Px(T >1) @)
Probability density function. Because the survival

time is a continuous numerical variable, it has a
probability density function. Probability density function
f (¢) was also known as the density function. The graph
is called a density curve. The proportion of death and the

peak value of the chance of death in any time range can
be found from the density curve.The first order
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differential is carried out, and the probability density
function is obtained. the expression of the function is as
follows:

10 =dF () di =—dS(0) ) dt = lim ZEST=HA) - (3)

A, ’

Hazard function. /(?) refers to the time when the
duration of the OFDI is not performed by the enterprise; .
The probability of instantaneous occurrence of OFDI is :

. Pr[t<T <t+h]
h(t) = %111101 P “4)

Consider a discrete case, set?,<<t,<<... <<t .lItis
the discrete life time that the sample can observe.
Definition d y is the duration of the OFDI not performed at

all times l‘j. At the end of the research time, the OFDI

schema that some enterprises have not yet studied or
terminated at other events is the deleted data (censored

data). Definition 772, , It's in the interval [t j,l‘ 411 The

number of samples with right deletion. Definition7;, it's at

the moment ¢ IR The number of samples previously

k
available for possible OFDI is 7, =Z(dl+m,) :
12
Therefore, the Kaplan-Meier estimator of the survival
function is:
d

“ J

So=]1a- rj) )

i1 ;

In survival analysis, the survival function S(¢) ,
Probability density function f'(¢), and risk rate function
h(t), their relationship were as follows:

f(@)==§'),
h(t)=-S'(t)/ S(t) =—dlogs(x)/dx

log S(x) [, =— jo’h(x)dx

S(t) = exp(~ jo h(x)dx) = exp[~H ()]

H(t)= jo h(t)du = —log S(¢) ©)

H (t),it’s called the Cumulative Hazard Function.

4 Results

The study use the Kaplan-Meier analysis and Cox model
to identify the probability of each entry mode choice and
location choice vary across the speed of entry. The results
are presented in Figure 1, Figure 2, Figure 3, Figure 4 and
Table 1. All our hypotheses are supported. We also
conduct many robust checks to ensure our results keep
consistent.

4.1 Kaplan-Meier analysis

Figure 1 shows the survival curve of the four entry modes
of the sample enterprise. The survival time of the
horizontal axis is the age of the enterprise and the survival
rate of the longitudinal axis is the survival rate. The
following information can be obtained from the Figure 1:
firstly, with the increase of enterprise age, the survival
curve gradually decreases step by step from 1 to O.
Secondly, the curve of branch entry mode drops steepest,
followed by acquisition, WOS and Joint venture.Thirdly,
The selected probability of branch entry mode is the
highest, followed by acquisition, WOS and joint venture.
Log-Rank test statistics and Wilcoxon test statistics show
that there is statistical significance at the level of 1%. The
result supports hypothesis 1.
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Acquisition
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0.00

T T T T
0 5000 10000 15000 20000
Speed of entry(day)

Log-Rank Test? (3)=10.22%* ;Wilcoxon Test# (3) =24.65%+*
Figure 1. Kaplan-Meier survival function, by entry mode

Figure 2 shows the survival curve of market location of
the sample enterprise. The survival time of the horizontal
axis is the age of the enterprise and the longitudinal axis is
the survival rate. The following information could be
obtained from the Figure 2: firstly, as enterprises grow
older, the survival curve gradually decreases step by step
from 1 to 0. Secondly,the curve of investing to developing
countries falls steeper, followed by investing to developed
countries. Thirdly, the survival curve indicating that the
probability of investing to developing countries is higher
than that investing to developed countries. Log-Rank test
statistics and Wilcoxon test statistics show that there is
statistical significance at the level of 1%. The result
supports hypothesis 2.
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Figure 2. Kaplan-Meier survival fuction, by location choice
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4.2 Cox regression analysis entry speed of acquisition (R=0.068, P < 0.01) (Figure 3).

The result of model 10 shows that the entry mode
The Cox regression results of the internationalization experience has an U-shaped relationship with the entry
experience of innovative enterprises in China to the entry speed of investment to developing country (R=-0.007, p <
speed are shown in Table 1. The results of model 2 and 0.1). The result of model 12 shows that the host country
model 6 show that: the entry mode experience has an U- experience has an inverted U-shaped relationship with the
shaped relationship with the entry mode of branch (R=- entry speed of investment to developed country (R=0.019,

0.016, P <0.05) and WOS (R=-0.008, P <0.001). The P <0.01) (Figure 4). Overall, the results in Table 1 support
result of model 8 shows that the host country the hypothesis 3.

experience has an inverted U-shaped relationship with the

Table 1. Empirical results -coefficient of cox model.

Developing
Branch JV WOS Acquisition Developed country
Variables country
Model Modell
Modell Model2 | Model3 Model4 | Model5 Model7 Model8 | Model9 Modell0 Model12
6 1

Host country | -0.133%%* -0.107 0.078 0.088 0.051* 0.019 -0.134%* - -0.012 0.005 -0.013  -0.184%*x*
experience 0.632%**

0.050)  (0.129)  (0.057)  (0.145)  (0.027) (0.071)  (0.070)  (0.191)  (0.030)  (0.081)  (0.028)  (0.067)
Entry mode | 0.171%%%  0324%%* 0089  -0.293**  0.052  0.32*% -0461*** .0280% 0035  0.101**  -0.006  -0.025

*

experience
0.044)  (0.079)  (0.059)  (0.115)  (0.036) (0.061)  (0.066)  (0.148)  (0.029)  (0.050)  (0.027)  (0.054)
Host country -0.006 -0.003 0.004 0.068%** -0.003 0.019%**
experience (0.020) (0.015) (0.007) (0.023) (0.010) (0.006)
squared
Entry mode -0.016%* 0.016 -0.008* -0.032 -0.007* 0.001
experience (0.007) (0.011) (0.004) (0.022) (0.004) (0.005)
squared
Chi2 140.68 149.69  68.74 78.06 79.51 8294 15391 162.36  309.92  316.66 24662 250.89
Standard errors in parentheses; *** p<0.01, ** p<0.05, * p<0.1; Control variables were not shown in Table 1.
g 5 Conclusion
5 | In summary, we focus on the choice of internationalization
5 of Chinese innovative firms. Based on the perspective of
e organizational learning, we argue that international
" experience including the host location experience and
g/ entry mode experience has a curve relationship with the
speed of entry. Our theoretical arguments and empirical
ol : : : : : evidence can not only contribute to the emerging literature
0 2 hostounty experonce 8 10 on IB, but also contribute to a deeper view on the
internationalization of emerging economy multinational
Figure 3. Curvilinear relationship between host country corporations.
experience and the speed of entry(with the entry mode of
acqusition)
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