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Abst r act

Foreign Direct Investnent (FDI) and Multinational Enterprises (M\E s)
have attracted increased interest from scholars in all over the
world. The article analyzes with the use of a literature review the
theoretical incentives concerning the choice of a firmto participate
in international production. It highlights the key role of the new

market form (internalization) and KT (Know edge, Infornation,
Technol ogy) advantages. Then tries to discover, with the use of a
review from the 21 century enpirical literature, the outcones of

the exploitation of these incentives for MNE's and Host Countries.
The majority of the enpirical studies for MNE's outcone refers to the
scope they seek and indicates that there is a turn to the creation of
regional KIT advantages vs. global KK T advantages of ME's, the
Merger and Acquisitions inpact on FDI and the role of M\EE's as a
channel to exploit KIT advantages that exist in the host countries.
On the other hand enpirical studies reveal that nore inportance for
host countries are intra and inter industry spillovers of M\E's KIT
advant ages, trade spillovers, but inportant is also the inpact of
M\E's culture that forces both host countries donestic market and
governnent policies to be liberalized and open to conpetitiveness.

Keywords: FDI, MNE's, KIT advantages, New market form Intra-industry
spi |l l overs.
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| nt roducti on

Almost  fifty years after the conpletion of Hyner’s! doctoral
di ssertation in MT (1960) on Foreign Direct Investnments and
Mul tinational Enterprises, both theoretical and enpirical literature
on these subjects have increased substantially: a phenomenon that
i nposes a need for a review in order to exam ne the key conmon facts
that derive from the literature and propose sone further research
i ssues for the 21 century.

Even though Foreign Direct Investnments and Multinational Enterprises
that Hynmer first introduced describe two different itens, it is nore
than common to be used interchangeably in literature due to the fact
that they are strongly rel ated.

This relation is described fromthe analysis of the definitions that
J.H Dunning (1996, p. 3-5), one of the nobst referred scholars,

Y Hyner’'s contribution is so-called “the starting point” (Safarian,
2003, p. 117) for the research on FDI & M\E's and as Cal vet (1981, p.
43) defends “Hymer’s contribution has renai ned unshaken”.
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presents for t hese t wo subj ect s. FDI has t wo specific
characteristics: “(1) The investnment is nade outside the home country
of the investing conpany, but inside the investing conpany. Control
over the use of the resources transferred renains with the investor.
(2) It consists of a ‘package’ of assets and internediate products,
such as capital, technol ogy, managerial skills, access to markets and
entrepreneurship”. On the other hand M\E's have two distinctive
features: “(1) they organize and coordinates nultiple value-adding
activities across national boundaries, (2) they internalize the
cross-border markets for the internedi ate products arising fromthese
activities”. From the definitions it can be derived that FD is a
core conponent for an enterprise in order this to be naned ME.

Keeping in mnd the two definitions of Dunning for FDI and M\E s that

will help us understand the follow ng analysis, section one presents
a historical theoretical literature review in which will be based the
review of the enpirical literature that penetrated the 21 century
in the second section. In the last section conclusions (key comon
facts) will be drawn from the synthesis of both theoretical and
enpirical review and suggestions wll be presented for further

research i ssues.

Theoretical Literature Review

This review will try to enlighten the key common factors that exist
in all major theoretical approaches, which wll be presented
according to their core analytical base: (i) Hynmer's approach is
based on theory of industrial organization, (ii) internalization
approach is based on theory for the nature of the firm (Coase, 1937),
(iii) Pr oduct Life Cycle, (iv) Conpetitive Advantage, (v)
Macr oecononi ¢ approach, (vi) Eclectic paradignf.

Hymer' s Approach

Hymer presented the first approach for a conplete theory on
International Production in his doctoral dissertation. Hs nain
contribution can be sunmarized in two sentences (Yam n, 2002, p. 89-
108):

I. FDI can’t be explained as an international capital novenent due
to interest differentiation.

I[1. In order to explain FDI, we need firstly to explain why MFE s
find profitable to own a conpany in a foreign country.

These two sentences describe the failure of portfolio theory to
explain FDI's (Dunning, 1996, p. 69-70). The standpoint of this
approach as Kindleberger (Calvet, 1981, p. 43), Hynmer’'s doctoral
supervisor, said, was the inperfect conpetitive market where exi st
barriers of entry, information asymetry, external economes etc.
Keeping that in mind a firm should have an ownership advantage® in
order to outweigh the disadvantages against the firms of the host
country and create a structural market failure (Dunning, 1996, p. 69-

2 There are many nore theoretical considerations that soneone can

find in either Dunning (1996, ch. 4 & 6) or Cantwell (2002, p. 25-
88). For research purposes in this work will be presented the nost
referred theoretical considerations.

3 As Horaguchi & Toyne (1990, p. 487-494) suggest this advantage
seens to be symetrical with the “extensive and versatile internal
nmanageri al resources” that Penrose (1956, p. 225) claims in her work.
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70). This approach was based probably to Bain s* ideas for barriers
to conpetition on donestic markets that was extended internationally.

Hymer, in his French-language paper “The Large Miltinational
Corporati on” on Reveue Economique in 1968 (1990, p. 8-31), tried to
enrich his work and incorporate the Coasian (Coase, 1937, p. 386-405)
approach of the firm sonmething that gives himthe title of pioneer
for “lInternalization Approach” that will be examned in the next
section. H's paper was divided in four thematic sections. In first
section (Hymer, 1990, p. 9-13) firm was examned as better tool
agai nst the market (under inperfect conpetition) due to the fact that
could mnimze the costs because liberalizes information and provi des
a structure where it could be traded freely. The next section (Hyner,
1990, p. 13-17) examned the role of the internationally unified
organi zational managenent that <creates profit opportunities by
exploiting firms vast resources. The third section (Hyner, 1990, p.
17-23) referred to the reasons that drive a firm to expand wth
vertical integration internationally, which are market inperfections,
market uncertainty in international raw materials narkets, financia

market inperfections and lack of information. In the last section
(Hynmer, 1990, p. 23-29) sunmarized the above work to that “direct
investment in a foreign processing industry protects a firm against
conpetition and helps it maximze the quasi-rents it earns owing to
its technol ogi cal advantages and product differentiation”

Concluding the reference to Hyner’s® work, soneone may support that
his first approach was somehow partial because it did not refer to
the common organi zational structure of international production. In
his foll ow up beconmes obvious that he presented a conplete theory for
international production (meaning FDI & M\E's). Two were the key
factors ownership advantage (that creates and probably created by
i nperfect conpetition) and common nmanagenent (or as later on
described Internalization that is nore profitable than operating
under inperfect conpetition).

The Internalization Approach

The common base or a starting point of work for one of the nost
predom nant theoretical approaches is the work of Coase (1937, p.
386-405) for the deficiencies of neoclassical theory of trade and
i nvestment which creates opportunities for firms to keep in their
organi zati onal structure a market. A market with inperfect
conpetition creates costs (WIIlianson, 1981, p. 1541) such as
negoti ating costs, costs of noral hazard and adverse sel ection, cost
of broken contracts etc. (Dunning, 1996, p. 81). The firm can avoid
such costs by internalize market transactions in order to be in line
with its scope to maximze its wealth (McManus, 1972, p. 66-93) up to
a point of course that the costs of organizing an extra transaction
within the firm become equal to the costs of carrying out the sane
transaction by neans of an exchange in the open nmarket or the costs
of organizing in another firm (WIIlianmson, 1981, p. 1541).

4 Bain (Waldman & Jensen, 1998, p. 5-7) was a pioneer of Industrial
Organi zation theory and presented the Structure - Conduct -
Performance nodel to explain oligopolistic markets.

° Hymer in ‘70s turned his work to a Marxian analysis of
i nternational production, sanple of this work can be find in Cohen et
al (eds) “The Miltinational Corporation: a radical approach”
Canbridge University Press 1979.
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Thi s coasian approach extended to international production nostly by
Buckl ey & Casson (1998, p. 539-561) even though a first hint was
provided by MManus (1972, p. 66-93), who suggest ed, “an
international firm chooses to operate foreign subsidiaries so as to
maxi m ze the sum of the values of the international activities under
its control”. Buckley & Casson examined a research-intensive firm
that it was better off by keeping internally a market and the only
choice it had, was the location of its investnment. This |ast choice
is better explained with the question horizontal (target to nake
known its products in the new market) or vertical integration (target
cheaper production)(Caves, 1996, p. 2-19).

Internalization approach is not a conplete approach as it is based
only in the malfunction of the market and does not pay attention to
owner shi p advant ages as Hyner suggested in his earlier work.

Product Life Cycle

Vernon (1993, p. 3-15), a distinguished professor of economics in
Harvard University, based his ideas in the role of technology-
i nnovation and cost in the production process. H s approach described
the cycle that a product has fromthe tinme of first introduction till
the decline of its demand. For the first time technology earned a
great respect due to the role that it has in the concern of the firns
to be always conpetitive.

Product Life Cycle was presented with the use of stages, in the first
stage the production of a new product in snall scal es begins near the
R&D centers that devel oped technologically this product. The denmand
elasticity of this product is low and the firmtries to comunicate
the new product to buyers and suppliers, in order to neasure its
acceptance fromthe narket. Then donestic demand increases and starts
to becone known in countries with simlarities where the product is
delivered through comon trade. Next the conpetitors increase their
production and of course conpetition against the first introducer and
the product becones standardized. The firm that firstly introduced
the product starts to search for the nminimzation of the production
cost and transfers part of the production to countries with | ow | abor
cost®. In the last stage the product becomes technologically “old”
and the demand drops, so the introducer transfers all of its
production to a country with |low production cost and covers the |ow
donestic demand with inports.

This approach even though it introduces an inportant factor,
technology, to the analysis it does not provide information for the
internalization factor

Conpetitive Advant age

Departing from the trade theory of Heckscher-Onlin-Sanuel son (HOS)
and their conparative advantage, Porter (1998, ch. 3) goes a step
further and introduces the conpetitive advantage in a segnment |evel.
H s work focuses on the role of home nation in the firms creation and
sustain of a conpetitive advantage in gl obal industries.

6 Sweezy (1978, p. 102-103) from a Marxist point of view describes
such investnments in |owcost |abor countries or countries rich in
natural resources inperialistic with only scope as Lenin said to
econom cal | y abuse t hese poor undevel oped countri es.
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Porter describes the determnants that can create a national
advant age (sonetines called as “dianond”), starting fromthe question
“why does a nation achieve international success in a particular
i ndustry?”. The answer referred in four broad attributes of a nation
that shape the environment for the creation of conpetitive advantage
in an industry cluster’. First are factor conditions necessary for a
production Iline (human resources, physical resources, know edge
resources, capital resources and infrastructure), and then is the
nature of hone demand for the industry’'s product or service (denmand
conditions). Third is the presence or absence in the nation of
supplier industries and related industries that are internationally
conpetitive and last are the conditions in the nation governing how
conpanies are created, organized, and nanaged, and the nature of
donestic rivalry. Each nation can create such an environment for a
certain industry cluster that can enmpower it and turn it into an
i nternational conpetitive player.

This approach is not a conplete one as it focuses to the
technol ogical (including information) advantage of a conpany that
goes internationally and only how such an advant age can be gai ned.

Macr oeconom ¢ Approach to FDI

Kojima (1973, p. 1-23), one of the pioneer’s in this theoretical
ground, examned two different types of FDI: trade-oriented (the
Japanese style) and anti-trade-oriented (the American type) and
attenpted to identify their characteristics.

According to his work FDI® could be classified in five notives: (a)
natural resource-oriented which is obviously trade-oriented, (b)
| abor-oriented investment which is also trade-oriented because it
assi sts the reorganization of the international division of [abor and
harnoni ous trade growh between |abor scarce and |abor abundant
countries, (c) market-oriented investnent that is induced by trade-
barriers in the host country is nostly trade-oriented, (d) narket-
oriented investnent that is oligopolistic and is found in new
manufacturing product industries (Arerican mainly) and is anti-trade-
oriented and (e) internationalizations of production and marketing,
through vertical and horizontal integration, which is anti-trade
oriented or not according to the conprise of an oligopolistic
i nvest ment .

Japanese investnments were mainly natural-resource seeking, a policy
that naned “devel opnent assistance for inport” due to the |ack of
i mportant resources in Japan like oil, gas, iron, coal etc. Another
type of Japanese investments was |abor-oriented especially in sectors
that Japan started to |loose its conparative advantage due to cheaper
| abor. The Japanese-style FD was heading from a conparatively
di sadvant ageous industry in the investing country to a potentially
conparatively advantageous industry in the host country and harnfully
pronotes an upgrading of industrial structure in both sides and thus
accel erates trade between the two countries.

" Papandreou (Papandreou & Bergsten, 1973, p. 455-457) says that the
internationally increasing power of ME s describes a nationa
broadcast of private funds (same description with Porter’s dianond)
that can be | abelled as inperialism

8 Kojima (1973, p. 3) says “FDI, that is, the transnmission to the
host country of a package of capital, nanagerial skill, and technica
know edge, is a potent agent of econonmic transformation and
devel opnent ”.
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Anerican investnents were nmainly from innovative (according to
Product Life cycle nodel of Vernon) and oligopolistic (according to
the approach of Hymer for inperfect conpetitive markets) industries
sonet hing that categorized them as anti-trade oriented. This was the
reason that they were not welconed in developing countries because
they did not pronote North-South trade.

Macr oeconom ¢ approach based on nore or less nationalistic notives,
tends to limt its use in the trade effects of FDI in order to
enbrace cross-border transactions of internmediate products (Dunning

1988, p. 9) even though it provides us a first categorization of the
notives of FDI

Ecl ectic Paradi gm

Dunning (1996, p. 76-85), a well-known scholar and |eader of the
Readi ng School, tried to provide a synthesis of the nmobst well known
theories that presented above (Cantwell, 2002, p. 25-88) in order to
provide an analytical framework that could be wused for further
enpi ri cal work (Markusen, 1995, p.173).

Starting point in his work were the deficiencies in the tw core
trade theories (Ricardo, HOS) in the rim of perfectly conpetitive
markets. It raised two facts (Dunning, 1996, p. 76): (i) market

discrimnates between firnms in their ability to gain and sustain
control over property rights or to govern nultiple and geographically
di spersed val ue-added activities and (ii) the failure of internediate
product narkets to transact goods and services at a |ower net cost

than those which a hierarchy mght have to incur. Dunning named two
important factors, first that firnms have advantages that need to keep
in order to succeed wealth nmaximzation and secondly the non-

exi stence of a market where soneone can trade non-finished products
(that are based in the previous advantages). These two factors seem
to draw the conplete work of Hynmer both in his dissertation (Dunning,

1996, p. 69-70) and his article in Revue Econom que (Hyner, 1990, p.

8-31). In order to explain the failure of the market of internediate
goods Dunning (1996, p. 78-79) provided three key facts: (i) Buyers
and sellers do not enter the narket with symetrical infornmation
which give rise in opportunism adverse selection, noral hazard
(WIIlianson, 1981, p. 1537-1568), (ii) market cannot take account of

the benefits and costs that arise as a result of a particular
transaction, but which are external to that transaction and (iii)
there is an inevitable tradeoff between the overall costs of a set of

val ue-added activities and the opportunities they offer for

synergi stic econom es(such is the case of internalization).

In order to provide an answer to all these deficiencies of the core
trade theory for perfectly conpetitive markets, Dunning presented his
eclectic paradigm (1996, p.79) that described the four conditions
that should being satisfied in order a firm to participate in
I nternational Production. These conditions are:

I. The extent to which it possesses sustai nable ownership-specific
advant ages (O advantage) vis-a-vis firns of other nationalities
in their particular nmarkets it serves or is contenplating
serving. This advantage seens to be drawn from the “extensive
and versatile internal managerial resources” that Penrose (1956,
p. 225) clained in her work as Dunning includes also “comon
governance of cross-border value added activities”.
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1. If O advantage is satisfied the other condition is called market
internalisation advantages (| advantage) that nay reflect either
the greater organizational efficiency of hierarchies or their
ability to exercise nonopoly power over the assets under their
governance. Here Dunning tries to incorporate both the work of
Buckl ey- Casson (1998, p. 539-562) and Hyner (Hyner, 1990, p. 8-
31) that is based on the work of Coase (1937, p. 386-405) for
t he deficiencies of neoclassical theory of trade and investnent.

I11. The third condition is called |ocation advantages (L advantage)
and explores the extent to which the global interests of the
firmare served by creating, or utilizing, its O advantage in a
foreign location. L advantage can be found in either the work of
Vernon (1993, p. 3-15) that the cost of production is the
driving force to search for a new production |location or the
nmacr oeconom ¢ approach (Kojima, 1973, p. 1-23) that describes
the reasons for <choosing a specific location in order to
transfer your production.

IV. The last condition is drawmn from the theories of strategic
managenent (Aharoni, 1966, ch.2) and examnes the extent to
which a firmbelieves that foreign production is consistent with
its long-term managenent strategy.

A conpany that fulfills the above conditions according to Dunning
takes the decision to participate in international production, even
though this is a well established framework it seenms to pay nore
attention on O advantage and less to the deficiencies of the market
and the oligopolistic power that MNE's exercise in their conpetitors.

Resul ts
From all the above theoretical literature review sone conmmon facts
can be drawn that will be used in order to examne the enpirical

literature review in the next section.

The nobst acknow edged factor is the internalization (Hyner, 1990, p.
8-31) of market due to the inperfections (or transactions costs) in
the free market that makes it nore profitable for a firmto perform
sone transactions (that otherw se could be perforned under the |aw of
trade theory) internally. Market internalization establishes an
intra-firm or intra-industry trade that otherwise could not be
performed due to market inperfections. This new form of market has
inmplications in both home and host country in ternms of know edge or
technol ogy transfer, welfare effects on | abor, foreign exchange etc.

Except internalization the other acknow edged factor is the firm
(MNE) advantage as Dunning (1996, p.79) and Penrose (1956, p. 225)
describe its role. The essence of this firm advantage is conplicated
because it can be either technological [Vernon (1993, p. 3-15),
Porter (1998, ch. 3)] or information (WIIianson, 1981, p. 1537-1568)
or know edge capital as Markusen defends (1995, p. 169-189). Al
three approaches seemto be right as they describe different periods
and different situations that refer to the actors that take part in
the new form of market. So it is not far fromtrue to say that this
firm advantage can be named KIT (know edge, information, technol ogy)
advantage. KIT advantage is the tradable factor in the new form of
market and it is what the host countries [L advantage of Dunning,
(1996, p. 79)] seemto need nore and to | ook for.

The acknow edged factors of new market form (internalization) and KIT
advant age (Know edge, |nformation, Technol ogy advantage) will be used
to construct the enpirical review in the next section.
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Enpirical Literature Review

After the review of the theoretical literature for FDI & M\NE's, this
section will review and try to nmake a synthesis of the enpirical
literature that penetrated in the 21%' century. The main source for
enpirical evidence wll be the leading Journal of International

Busi ness St udi es.

Driffield & Love (2007, p. 460-473) suggest that “two of the nost
i nportant and nost researched questions in international business are
what determines foreign direct investnent, and what effects FD has
on the economnmies of host countries”. This suggestion is not far from
true as Dunning (1996, p. xv) in his intention to provide a schenma
for analyzing the role of MNE's in the global econony concludes that
the outcone steps to two legs, first is the welfare of M\E's and
second the wel fare of countries (neaning nostly host countries).

Review will be separated in two subsections in the first wll be
presented the research for FDI determ nants and secondly the research
for the FDI effects on host countries.

Determ nants for FD

Even though the nmain purpose in this work is to present the enpirica
literature of the 21% century it would be mistake if it does not
refer to the notives for foreign production that Dunning (1996, ch
3) first provided and all the future researchers use. These notives
will be used for the exploitation of enpirical literature.

Dunning (1996, p. 56-61) identified four types of MNE activity:

I. Resource seekers are pronpted to invest abroad to acquire
particular and specific resources at a lower real cost than
could be obtained in their home country. Their notivation is to
nake the investing enterprise nore profitable and conpetitive in
the narkets it serves or intends to serve

I1. Market seekers invest in a particular country or region to
supply goods or services to markets in these or in adjacent
countries. Market seeking investnment nmay be undertaken to
sustain or protect existing markets or to exploit or pronote new

products.
I1l. Efficiency seekers intend to take advantage of different factor
endowrent s, cul tures, i nstitutional arrangenents, economi ¢

systens and policies, and nmarket structures by concentrating
production in a limted nunber of locations to supply multiple
mar ket s°.

V. Strategic assets seekers conprise those, which engage in FD,
usually by acquiring the assets of foreign corporations, to
pronote their long-term strategic objectives-especially that of
sustai ning or advancing their international conpetitiveness.

Resour ce seekers
In the 21 century FDI has changed and the idea that an MNE from a
devel oped country invest in a Low Developed Country to exploit its

° Efficiency seekers are multidonestic conpanies in a global basis

that try to create a global conpetitive advantage [as Porter
described it in a national base (1998, ch. 3)]
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resources is not so obvious!®. According to Wrld Investnent Report
of UNCTAD (2002, p.7) seventy percent (7/10) of FDI refers to
investments froma devel oped to a devel oped country.

Chen et al (2004, 320-333) while searching for |ocal |inkages of FDI
found that Taiwanese investors in US were active to pursuit |ocal
I i nkages because US offered nore strategic and know edge resources
that cannot be obtained from the market. This finding fits to the
statistics of UNCTAD and provides a new form of resource seekers, the
one that search to acquire technol ogi cal capabilities, nmanagenent or
marketing expertise or organizational skills (Dunning, 1996, p. 57).
Si ngh (2007, 764-786) in accordance with Chen et al (2004, p. 320-
333) di scovered that in technologically advanced countries,
subsidiaries of foreign ME's gain significantly nore than they
contribute in terms of know edge. In spite that nost people fill that
this is not desirable, Singh (2007, 764-786) suggested that is
desirable in scenarios where it represents not uni nt ended
externalities but actual market transactions, for which domestic
firms get conpensated in the form of contractual paynments, royalties
or license fees. A nore radical approach was that of van
Pot t el sberghe (2001, p. 490-497) that described inward FD as a
“Trojan Horse” that tries to take advantage of the technol ogy base of
the host country and as Altononte et al (2001, p. 1-27) said MNE' s by
acquiring domestic firns try to exploit their conparative advantages
and drive their conpetitors out of the narket.

Is this nmotive the only for a resource seeker in the 21 century?
The answer is obviously no, as literature unveils in the case of
transiti on economes [Sgard (2001, p. 1-24), Janicki et al (2004, p.
505-509), Danmijan (2005, p. 271-295), Mysidis (2006, p. 153-154)].
In transition economies MEs nostly from EU tried through the
extensive privatization prograns to gain access both to natura
resources |ike copper, steel etc, and lowcost labor [slightly
different is the case of US nultinationals which are nore likely to
choose foreign locations with high wages (Flores et al, 2007, p.
1187-1210) nost probably because nost of their investnents are in
devel oped countries] in order to transfer part of their production
there, which then re-inported back. This case, gave rise to the
regionalization effects of FDI (Rugman et al, 2004, p. 3-18), where
MNE's try to build regional clusters.

As an abridgenment of resource seekers in the 21% century can be
assunmed that two are the main motives either to gain from the
exploitation of donmestic KIT advantages or to exploit public policies
[privatization (Damjan, 2005, p. 271-295), nmarket openness (Buckl ey
et al, 2005, p. 3-31) etc] that provide access to resources. A nore
traditional case is that of Chinese outward FDI (Buckley et al, 2007,
p. 499-518) that are predominantly natural resource seeking as a
response to donmestic econom c inperatives.

Mar ket seekers

The main target for investors in this category still is the market
expansion and the nost predom nant cases are that of China and
Central & Eastern European Countries (CEEC s). Buckley et al (2005
p. 3-31) found that after the openness of the Chinese market (1994
and on) the main notivation for FDI was market seeking and this will
continue as long as the accel eration of Chinese econony continues. At
the same tine another market this of the former state owned econonies

1 This type of FDI fits nore to PLC theory of Vernon (1993, p. 3-
15) .
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in eastern Europe attracted Ilarge number of foreign direct
investments that targeted their willing to consune [Sgard (2001, p.
1-24), VMysidis (2006, p. 153-154)] or as Paul et al (2008, p. 249-
266) said “US firns invest in transition econonies to capture market
share”. It becones obvious that FD is connected wth narket
expansion in the 21% century, nostly in the cases that host
countries are entering into the world nmarket. Not in line with this
result is FDI's in the service sector (including banks) were the
followthe-client rule still works (Qan et al, 2007, p. 231-248),
sonething that it is a defensive strategy in order to mnimze the
potential |oss.

Another old nmotive is that of offsetting high trade costs by
internalize a nmarket (Hyner, 1990, p. 8-31), which changes from
skipping tariffs and quotas to skipping logistics and transportation
cost. Feinberg et al (2006, p. 1515-1558) concluded that in the case
of MNE based trade between US and Canada inproved |ogistics enable
firms to better organize “convergent” production processes that
involve frequent intra-firm transfers of goods, and reduces
inventory-carrying costs. This is an inportant result for a gl obal
nmar ket where the cost of transportation increases day to day based on
oil prices and firns can avoid that with FDI's instead of trade.

A newy found notive is that of presence in the |eading narkets. One
of the nost known cases is that of LENOVO (formerly known as Legend)
t he Chinese PC producer that acquired a | egendary Anerican firm |BM
Liu (2007, p. 573-577) CEO of Legend Holdings Ltd described that in
order to expand abroad they had to have “a strong presence in the
world nmarket”, which in that case indicated presence in US where the
new conpany transferred its headquarters.

Sumarizing the literature for narket seekers it can be assuned that
two are the nost favorable notives either market expansion (nmostly in
cases of countries that now open their donestic markets to gl obal
conpetition) or presence in leading markets in order to gain
recognition in the global conpetition, the other notives seem not to
be of great inportance.

Effici ency seekers

Dominant role in the literature for efficiency seekers has an article
by Rugman et al (2004, p. 3-18) that referred to regional and gl oba
strategies of nultinational enterprises. The main concept was that
there are two policies one for home region and one global. In the
first case MNE's attenpt to add value prinmarily by capitalizing on
simlarities across narkets and on the second case M\E's add val ue
primarily by exploiting differences across nations and regions. As it
is clear in the first case M\E's target regional sinmlarities in
order to exploit them such was the case in CEEC where FDI's from EU
accounted from 60% to 95% of total FDI (Lovino et al, 2002, p.7)%
Simlar was the case in inward FDI in China (Buckley, 2007, p. 447-
459) were nationality of ownership is crucial for FDI's success. The
second case was that of multidomestic M\E's |ike NIKE (Rugnman et al
2004, p. 3-18) which try to exploit differences across nations (| ow
cost labor and natural resources in South East Asia & China, expanded
financial nmarkets in US etc).

In this category two are the domnant notives either regiona
internalization or global internalization, the difference in these

M priffield et al (2007, p. 460-473) find that efficiency seeking
FDI can cause donestic productivity to decline.
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nmotives is the search for comon markets or a globalized conpetitive
advant age.

Strategi c Asset seekers

This category tries to capture the increasing volunes of global
nergers and acquisitions that domnate the financial news whenever
the take place. A leading exanple is the acquisition of [IBM from
LENOVO (Liu, 2007, p. 573-577), where except the presence in the
dom nant market of US that the Chinese wanted, the other notive was
the advancing of Lenovo's international conpetitiveness. The use of
this notive is of nbdest use as it refers only to a snmall nunber of
MNE' s, probably the Fortune 500.

Concl udi ng Remnar ks
The outcone of the above analysis can be gathered in the above
remarks:

I. Resource seekers
Expl oi tati on of host country’s KIT advant ages.

Exploitation of host country’'s government policies for narket
transformati on.

Seeking for labor with increased capabilities that ask for high

wages (the case of US M\E's).

Seeking for natural resources nostly fromcountries that are in

an increased devel opnent process (the case of Chinese M\E s).
Il. Market seekers

Mar ket expansi on

Presence in leading nmarkets in order to gain recognition in the
gl obal conpetition

I1l1. Efficiency seekers
Regi onal internalization

A obal internalization
V. Strategic Asset seekers

I ncreasi ng volunes of global nergers and acquisitions in order
to dom nate gl obally.

FDI effects on host countries

In this section literature is vast and its categorization is quite
difficult and at the same tinme inportant.

The nost inportant category for all host countries is that of KT
advant ages spillovers from MNE's to domestic firms. Meyer (2004, p.
259-276) provided a vast analysis on positive and negative spillovers
in which inportant role have the intra-industry spillovers either
through denonstration effect (through the direct contact between
| ocal agents and an M\E operating at different |evels of technol ogy)
or novenent of enployees (MNE's build local human capital through
training of |ocal enployees, who may nove to local firns or start
their own firm. The core subjects of these intra-industry spillovers
are know edge and technology; Narula et al (2004, p. 1-21) wote
“theoretically FDI provides to developnent a channel for capital,
t echnol ogy and know edge”.

Si ngh (2007, 764-786) except the cost of outward spillovers through
M\E's found that know edge is the key spillover from MNE's to host
countries, which inplement FDI-friendly policies with the prospect to
acquire nodern technology and know how [a suggestion on how to
i mpl ement such policies fromthe point of view of the Irish mracle
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provi des Ruane et al (2006, p. 1-41)]. Knowl edge is the advantage
that MNE's in service industry try to exploit and of course transfer
to their internationally split firns (Goerzen et al, 2007,p. 1149-
1169).

The role of technology had an inportant role in the analysis of
Keller et al (2005, p. 1-68) where the size of FD technol ogical
spillovers has been estimated in 11% of productivity growh of US
firms. Another analysis by Driffield et al (2007, p. 460-473) found
that the gains from FDI notivated by strong technol ogi cal advantage
are higher, this can be found also in Vlysidis (2006, ch. 5) where
the role of technology in the increase of industrial productivity is
hi gh.

Except know edge and technol ogy another inportant spillover is that
of R&D, Wei et al (2006, p.544-557) found a positive relation in
China's manufacturing sector, which not only directly affects the
productivity of the firm that conducts R& but nmay also produce
spillovers to other firnms’ productivity.

In many works [Meyer, (2004, p. 259-276), Narula et al (2004, p. 1-
21), Blomstrom et al (2003, p. 1-27), Kokko et al (2003, p. 1-27),
Zhang, (2001, p. 175-185), D kova et al (p. 1013-1033)] there is
prerequisite for spillovers to happen, the absorptive capacity of the
local nmarket. Conditions in order to devel op such capacity are: (i)
wel | educated human capital, (ii) well organized donestic nmarkets,
(i1i) protection of property rights, (iv) well organized financial
system et c.

In another work that of Lall et al (2004, p. 1-24) a negative
position was supported for the role of FD spillovers. Even though
they increase productivity and exports, they do not increase donestic
conpetitiveness or industrial capacity, which ultimately determ ne
economc growh in the long run.

It is clear that host countries look closely on intra-industry
spillovers as it neans transfer of know edge, technology or
i nformation, which are critical conponents for a grow ng econony.

Anot her category is that of inter-industry spillovers [Myer, (2004,
p. 259-276)]. MNE's have the choice not to produce sonme conponents
and to ask fromlocal suppliers or subcontractors to provide these to
them Chen et al (2004, p. 320-333) found that larger MNE's tend to
pursue nore local |inkages because their resources are distinctive
and inimtable.

This category could be seen as a subcategory of intra-industry
spillovers but seenms inportant mainly in host countries that are not
so technol ogi cal | y advanced.

A quite not so well known category is that of regional spillovers.
Del Sol et al (2007, p. 901-927) found that foreign affiliates of
Chilean firms operating in Latin Anerica were nore profitable than
simlar local firns at the beginning due to conpetitive advantage
that they had in the know how of business strategy during economc
l'i beralization.

In this category the key point is that regional M\E's can easily
transfer knowhowin firns fromcountries with commpn environments.
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An intuitive category is that of spillovers on the domestic market.
Kwok et al (2006, p. 767-785) found that corruption is lower in
countries with high flows of FD in the past. They said that the
i ntroducti on of new nodels of business practice in M\E subsidiaries
could challenge the legitimacy of existing patterns and stinulate
debat es on better busi ness practi ces, initiating a ‘de-
institutionalization process.

This category seens to be inportant for countries with no or infant
institutions that want to create a stable environnment for grow h.

A wel | -anal yzed category is that of spillovers in exporting trade of
the host country. Banga (2006, p. 558-568) found that FDI had a
significant effect on the export intensity of industries in the non-
traditional export sector and therefore has, to sone extent, led to
diversification of Indias exports. Sgard (2001,p. 1-24) found that
exporting foreign-owned firms carry nmuch nore benefits for the
econony than inward |ooking ones. Parallel results found also in
VIysidis (2006, ch. 5) where FD have positive effect on the host
country exports.

Spillovers in exporting trade of host country is inportant nostly
because as Banga shows in nobst of the cases refer to trade that
previously was either |low or did not exist.

A last very inportant category is that of spillovers on governnment
(or state) policies and strategies of the host country. In the 90's a
huge transformation took place in CEECs and in China, these
countries tried to re-enter the global narkets and discover
capitalism ME s seened to have an inportant role in this
transformation [Janicki et al (2004, p. 505-509), Damijan et al
(2005, p.271-295) and Kaminski (2001, p. 1-43)] by asking from the

governnents stable privatization policies, r adi cal econom c-
political -social ref or s, consi st ency with i nternational
organi zations rules (WO |IM, Wrld Bank, EU), nacroeconomc

stability. This transformati on gave boost to the inward FDI in sone
cases there was a help fromincreased public expenditure (Le et al
2005, 45-49), mainly because this public expenditure was on needed
infrastructure for devel opment of conpetitive industries.

Spillovers on government policies and strategies together wth
spillovers on the market can create a new reinforced business
envi ronnment that can have multiple positive effects in the econony of
t he host country.

Fromthe literature review six seemto be the core economic (with a
broad sense) effects on host countries (as we did not refer to
ef fects on natural environnent, social issues etc):

KIT advantages spillovers fromME' s to donestic firms
Inter-industry spillovers
Regi onal spillovers

<<---

Spill overs on the donestic market
Spillovers in exporting trade of the host country
VI. Spillovers on governnent (or state) policies and strategies of

t he host country

M BES E- BOOK 2008 168



Viysidis, 156-172

Results

The above enpirical literature review reveals the two key actors in
the FDI gane, on the one side are MNE's and on the other the host
countri es.

MNE's include, in their core strategy to succeed weal th maxi m zation
FDI as a catalyst to provide them nore resources, nmarket expenditure,
regional or global conpetitive advantages and entrance in the markets
for strategic assets.

On the other hand host countries seek to increase their growth
perspectives with the exploitation of KIT advantages that M\E' s have
(through intra or inter industry spillovers and regional spillovers)
or with the participation in new form of nmarket (spillovers in
exporting trade and intra-industry trade). On the other hand the
culture of MNE's (which can be thought as part of KT advantages,
particularly in the know edge factor) forces both host countries
donestic market and governnent policies to be liberalized and open to
conpetitiveness.

Concl usi ons

This article has reviewed and discussed sone of the main theoretica
issues and the key enpirical issues of the latest research, in an
attenpt to provide the key factors for the incentives of a firmto
proceed in international production and the outcone that the two main
actors, M\E's and host countries, in FD look for, in order to draw
sone patterns of FDI

Al beit that nost of the theoretical issues refer to the ‘60s and ‘ 70s
soneone can always provide a new synthesis for the incentives of a
firmto proceed in international production. Dunning (1996, p. 76-85)
provides a vast synthesis of main theoretical approaches that does
not have a core objective and this is what the synthesis in this
article want to provide. The core objective here is the inperfections
of conpetitive markets (Coase, 1937, p. 386-405) that force firns to
create a new form of market (internalization) in order to trade
products (KIT advantages) that cannot be traded or is to expensive to
do so in the common markets.

These incentives are the force for firnms to proceed in internationa
production, where the latest enpirical research is focused on the
outcorme that MNE' s and host country seek fromtheir exploitation

As far as it concerns the outcone for MNE's it seens that the agenda
changes and inportant role have the creation of regional KIT
advantages vs. global KIT advantages of ME's, the Merger and
Acqui sitions inmpact on FDI and the role of M\E's as a channel to
exploit KIT advantages that exist in the host countries. A proposal
for further research seemto be the role of the nultidonmestic M\E s
(or the Gobal Enterprise) that is difficult to be explained with
traditional nodels.

On the other hand the main focus is on the intra and inter industry
spillovers of MEs KT advantages, which together wth trade
spillovers due to the creation of the new market formrefer only to
the economc effects. Inportant is also the inpact of M\E's culture
that forces both host countries donestic mnarket and government
policies to be liberalized and open to conpetitiveness. A proposal
for further research seemto be the environmental effects of MNE's in
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accordance with the increasing concern for the future of earth or the
social role of MNE's with enphasis in Less Devel oped Countri es.
Concluding this work it is inportant to say that the new nmarket form
and KIT advant ages appear to be a well analyzing environment for the

research in both theoretical and enpirical literature.
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