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Abstract 

The foreign direct investment outflow from emerging economies has grown 

tremendously in the last two decades, from US$73 billion to more than US$350 billion. 

These numbers demonstrate the growing importance of developing economies in the 

global economy landscape. The entry mode strategy is a critical component of 

international expansion for these companies. Most of the research studies on entry mode 

have been done through the lens of manufacturing firms in developed economies entering 

developing economies, and most of the related frameworks and theories have been 

developed to explain this perspective. This study provides an understanding of entry 

mode strategies of services firms in developing economies entering into developed 

economies by considering several software services firms in India entering developed 

economies. The study develops a framework that incorporates multiple theoriesðboth 

from an emerging economy perspective as well as a services perspectiveðand presents 

the findings based on numerous case study analyses of services firms in India. The 

dissertation also addresses the applicability of strategic theories that exist in the market 

place, and identifies different aspects of theories being applicable to different sizes of 

companies, as well as recommending future areas of investigation in this space.  
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CHAPTER 1. INTRODUCTION  

Interest in issues of globalization and internationalization has gained substantial 

momentum in the last two decades and, in the last 10 years in particular, managers and 

scholars have spent considerable time and energy on these topics (Glaum, 2007; Rossi, 

2007). Many company executives have made expansion into foreign countries the 

cornerstone of their company strategy, believing that substantial growth will come from 

successful penetration of foreign markets. Firms that undertake international business from 

the onset are emerging in significant numbers worldwide (Weerawardena, Mort, Liesch, & 

Knight, 2007).  

Zou and Cavusgil (1996) defined global strategy as the methods used by a business to 

be competitive in a global market, and argued that global strategy played a critical role in 

performance in the global market. Other researchers maintained that the global market was 

not a single market but was composed of a number of markets; therefore, differences across 

these markets were as important to leverage as similarities (Ghemawat, 2007; Peng, 2009; 

Rugman & Hodgetts, 2001).  

There are a number of perspectives regarding the field of global strategy (Peng, 2009; 

Zhu & Cavusgil, 1996), including those derived from the fields of international business, 

strategy, and culture. The focus of these perspectives and research, until recently, has been 

on developed economies. However, developing economies are becoming increasingly 

important in the world economy. According to the United Nations Conference on Trade and 
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Development (UNCTAD, 2005), five of the six most attractive business locations for 

growth are developing economies: China, India, Brazil, Russia, and Mexico.  

The classifications of countries and economies in this dissertation follow the groupings 

in the UNCTAD 2011 World Investment Report (UNCTAD, 2011), in which, despite being 

in the top 10 world economies, India, China, Brazil, and Mexico are classified as developing 

economies. 

According to Arnold and Quelch (as cited in Hoskisson, Eden, Lau, & Wright, 2000), 

a developing economy can be defined as a country that satisfies two criteria: a rapid pace of 

economic development, and government policies favoring economic liberalization and 

adoption of a free market system. Foreign direct investment (FDI) inflow into developing 

economies increased from US$190 billion in 1997, to US$499 billion in 2007 (UNCTAD, 

2008). This growth was matched by the outflow from these countries: from US$73 billion in 

1997, to US$253 bil lion in 2007. These numbers demonstrate the growing importance of 

developing economiesðan importance reinforced by the upsurge of strategy research on 

this topic in the last decade (Wright, Filatotchev, Hoskisson, & Peng, 2005). A substantial 

portion of the existing research has been on strategic issues with developing economies. 

However, gaps in this area remain, specifically with respect to firms in developing 

economies operating in other developing and/or developed economies (Wright et al., 2005). 

This qualitative study has been designed to address international market entry 

strategies of firms in developing economies. Multiple case studies of software services firms 

in India were conducted to evaluate the factors that drive the expansion of these firms into 

developed economies, and the factors regarding entry mode selections.  
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In the remainder of Chapter 1, the background, problem statement, purpose and 

rationale, research questions, and significance of the study are discussed. A brief overview 

of applicable theories, along with assumptions and limitations, is also presented briefly, and 

covered in more detail in subsequent chapters.  

Background of the Study 

For the past half century, international capital movement has been defined as one of 

two types: direct investment or portfolio investment (Hymer, 1960). In many ways, these 

two types of investment are similar, but they differ in regard to control in the enterprise in 

which the investment is made. If the investor has no control, it is considered a portfolio 

investment; if the investor directly controls the investment, it is considered a direct 

investment (Hymer, 1960).  

In the fifth edition of the International Monetary Fundôs (IMF) balance of payments 

manual (BPM 5), FDI was defined as a category of international investment that reflected 

the objective of a resident in one economy (i.e., the direct investor) obtaining a lasting 

interest in an enterprise located in another economy (i.e., the direct investment enterprise). 

The lasting interest implied the existence of a long-term relationship between the direct 

investor and the direct investment enterprise, and a significant degree of influence by the 

investor on the management of the enterprise (IMF, 2003). 

The Organization for Economic Cooperation and Development (OECD) benchmark 

used a similar definition, but added that FDI included the initial transaction between the two 

entities as well as subsequent capital transactions between them and among affiliated 

enterprises, both incorporated and unincorporated (OECD, 1999).  
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A number of theories and frameworks have been proposed by researchers to explain 

the rationale for companies to expand into international markets. Hymer (1960) was the first 

to propose a theory to explain the movement of capital in the form of FDI from one country 

to another. From 1960 to 1970, the emphasis was on the movement of capital and not on the 

entry mode of the movement. Different theories emerged over the next 30 years to explain 

the entry mode strategy of international expansion, including the transaction cost theory, 

eclectic paradigm, resource-based perspective, and institutional theory. Most of the research 

sought to validate these theories with data gathered from developed countries that was 

extrapolated to developing countries.  

Williamson (1985) defined transaction as the transfer of a good or service across a 

technologically separable interface in which one stage of activity was terminated and 

another was initiated. Transaction costs analysis was developed to examine the comparative 

costs of planning, adapting, and monitoring task completion under alternative governance 

structures, such as markets and hierarchies.  

Dunningôs (1988, 2001) eclectic paradigm consisted of three components to explain 

the scope and geography of value-added activities undertaken by multinational companies. 

The firstðownershipðaddressed the ownership and control aspects. The secondð

internalizationðreferred to the idea that it was in the best interest of firms with ownership 

advantages to transfer their products or services across countries within their own 

organizations rather than selling or licensing these advantages. The thirdðlocationðwas 

concerned with where production was situated.  
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The resource-based view or perspective, as advanced by Barney (1991), posited that 

sustained competitive advantage derived from resources and capabilities a firm controlled 

that were valuable, rare, imperfectly imitable, and not substitutable. These resources and 

capabilities could be viewed as bundles of tangible and intangible assets, including 

management skills of the firmôs leadership, the organizational processes and routines that 

were used, and the information and knowledge controlled (Barney, Wright, & Ketchen, Jr., 

2001).  

The emphasis in institutional theory was on the influence of systems in an 

organization that shaped social and organizational behavior (Hoskisson, Eden, Lau, & 

Wright, 2000). Institutional forces were thought to affect organizational processes and 

decision making. According to North (1990), institutional constraints were frameworks 

within which human interactions took place, and were analogous to rules of the game in a 

competitive sport. Scholars believed that institutional theory was the most applicable 

paradigm to describe enterprises in developing economies (Hoskisson et al., 2000).  

In this study, synthesis and integration of these different theoretical perspectives are 

used to build a conceptual framework to discuss entry mode selections. Also taken into 

account are the differences between manufacturing and services firms. The research, 

designed as a multiple case study approach, provides insight into the thought processes used 

by executives to make strategic decisions about entry mode selection in firms in developing 

economies. The data adds to the growing literature dealing with entry mode selections in 

developing economy firms.  
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Statement of the Problem 

Seeking to stave off competition in their local markets from established 

multinationals and capture a portion of the global markets, firms based in developing 

economies typically wish to do business in developed economies (Wright et al., 2005; 

Khanna & Palepu, 2006). Firms in developing economies face two challenges when 

competing with established multinationals: 

1. Multinationals have the advantage of well-known brands, advanced 

technologies, and established organizational capabilities.  

2. Multinationals can leverage their access to the following resources: finance, 

talent, supplier, and distribution networks.  

Leaders of firms in developing economies may consider acquisitions, joint ventures, 

license agreements, or greenfield venturesðor a combination of these approachesðto 

address the above challenges (Brouthers, 2002). Just as choice of entry mode has been found 

to be crucial in the successful internationalization of firms originating in developed markets, 

it is likely the same is true for firms from developing economies whose leaders are seeking 

internationalization; however, very little research has been conducted regarding the factors 

influencing entry mode selection of these firms.  

Purpose of the Study 

The purpose of this study is to investigate and synthesize international market entry 

strategies from the perspective of companies in developing economy countries. This 

qualitative study was conducted with individuals in senior management from software 

services firms in India to evaluate the decision-making process and factors that have led to 
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strategies to expand to particular developed economies, and the factors that have led to the 

selection of a particular entry mode. The findings were analyzed and evaluated based on 

environmental, strategic, cultural, and geographical factors such as country risk, location 

unfamiliarity, demand uncertainty, global synergies, global concentration, and global 

motivation. The analysis also included an examination of existing strategic theories. As 

noted, the entry mode selections of developed economies entering into developing 

economies have been studied extensively, and the cultural, strategic, and environmental 

factors have been discussed within the context of developed economies. The objective of 

this study was to examine the influence of these factors and discover new ones when the 
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economies; numerous articles and books have now been published in this area. However, 

there are still gaps in determining the suitability and applicability of theories based on 

developed economies to explain the internationalization process of firms from developing 

economies (Wright et al., 2005). With the exception of a few studies (Elango & Pattnaik, 

2007; Luo & Tung, 2007), there is a substantial lack of research addressing the issues 

related to firms from developing economies seeking to do business in developed economies.  

In terms of applicability of strategic theories in developing economies, Narayanan 

and Fahey (2005) argued that Porterôs five forces model does not automatically translate to 

developing economies. Nelson (1990) discussed the lack of applicability of popular 

American and European strategic tools in Brazil. The flow of FDI into developing economy 

countries has been well studied (Amaya & Rowland, 2004; Patibandla, 2001; Sinha, 2007), 

but a paucity of research exists with respect to firms in developing economies wanting to 

expand into developed economies. This study assesses whether the management strategies 

of firms in developing economies could be explained within the context of theories that have 

been the basis for explanation of entry mode strategies of developed economy countries.  

Research Questions 

The following managerial and research questions formed the basis of this study: 

1. Management Question: How can leaders of 
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Supporting Questions: 

1. How do firms in developed and developing economies differ in the challenges 

they face while pursuing expansion? 

2. How do firms in developing economies select developed countries for their     

market entry?  

3. To what extent do existing entry mode strategic theories and research (based 

predominantly on developed economies) explain the phenomenon when 

applied to firms in developing economies entering developed nations? 

4. To what extent do environmental variables (country risk, location 

unfamiliarity, demand uncertainty, network linkages, etc.) play a role in 

decisions to expand business operations into developed economies (Kim &    

Hwang, 1992)? 

5. How do strategic considerations interact with important environmental 

conditions for these firms to make decisions about market selection? 

Significance of the Study 

This study is significant for both academics and managers. For academics, the study 

addresses a significant gap in the literature (see Table 1), and is used to evaluate the 

applicability of global strategic theories in the internationalization of firms based in 

developing economies. The study also focuses on the entry mode strategies of the services 

industryðanother gap in the literatureðwithin the context of internationalization. The 

limitations of the study also enable future research in this area.  
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For managers, this study provides insight into the various factors that influence entry 

mode strategies, and it is intended to provide a framework for managers to evaluate and 

select the entry mode strategy that would be most effective in a successful expansion into 

foreign countries.  

 

Table 1:  

Comparison of Internationalization Research Across Developed and Developing Economies 

 

Type of 

Firm 

Studies Focused on Developed Economy Firms 

and Internationalization 

Studies Focused on Developing 

Economy Firms and 

Internationalization 

Product Anderson and Gatignon (1986), Barney (1991), 

Buckley and Casson (1976), Caves (1971), 

Dunning (1988, 2001), Gatignon and Anderson 

(1988), Hennart (1982, 1988, 1991), Hymer 

(1960), Johanson and Vahlne (1977), Kogut 

and Singh (1998), Madhok (1997), Moran 

(2000), Rugman (1981),Vernon (1966), 

Williamson (1975). 

Bonaglia, Goldstein and Mathews 

(2006), Deng (2009), Hoskisson, Eden, 

Lau, and Wright (2000), Luo and Tung 

(2007), Makino, Lau, and Yeh (2002), 

Mathews (2006).  

Service Blomstermo, Deo Sharma, and Sallis (2006), 

Brouthers and Brouthers (2003), Ekeledo and 

Sivakumar (1998), Erramilli (1991), Erramilli 

and Rao (1990), Gavlen and Endressen (2004), 

Malhotra (1999), Javalgi, Griffith, and White 

(2003), Moen, Bouquet, Hebert, and Delios 

(2004), Peinado, Pla-Barber, and Hebert 

(2007). 

Current research. 
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Definition of Terms 

The following key terms and their definitions are relied upon throughout this 

research study: 

Developed economies. A developed economy has most recently been defined as a 

member country of OECD (other than Chile, Mexico, the Republic of Korea, and Turkey) 

(OCED, 2011), plus the new European Union member countries that are not OECD 

members (Bulgaria, Cyprus, Latvia, Lithuania, Malta, and Romania), as well as Andorra, 

Bermuda, Liechtenstein, Monaco, and San Marino.  

Transition economies. Transition economies include Southeast Europe and the 

Commonwealth of Independent States (including the Russian federation and countries 

associated with the former Soviet Union). 

Developing economies. Developing economies, in general, are those countries that 

are not included in developed or transition economies. 

EE MNE. An emerging economy (EE) multinational enterprise (MNE). 

Entry mode. Four kinds of entry mode were examined in this study: export, 

acquisitions, joint ventures, and greenfield investment.  

Firm size. The size of the firm is defined in terms of revenue: small firms have 

annual revenue of US$10 million or less, medium firms between US$10 million and 

US$100 million, and large firms have annual revenue of more than US$100 million. 

Greenfield investment. A greenfield investment is one of the four entry modes and 

refers to a start-up investment in new facilities (Kogut & Singh, 1988).  
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Services. Services are defined as economic activities that provide time, place, and 

form utility while bringing about a change in or for the recipient of the activity (Riddle, 

1986). 

 

Assumptions and Limitations 

One assumption made in this study is that strategic theories have had their origins in 

developed economies and may not be completely applicable or valid in developing 

economies; there is some evidence to support this as a valid assumption (Mathews, 2006; 

Peng, Wang, & Jiang, 2008). Further, it is assumed that the differences between services 

and manufacturing firms in developed economies in terms of entry mode selection 

(Brouthers & Brouthers, 2003) may also be relevant in developing economies. Finally, it is 

assumed that the respondents in this study accurately and honestly responded to the 

questions they were asked. 

The limitations of the study are as follows: 

1. The sample size and the non-probabilistic distribution of the sample;  

2. The choice of one country for the study; and  

3. The selection of one industry within that country.  

Because the nature of the study is exploratory, the findings based on the results may 

suggest theories for firms in developing economies starting to do business in developed 

economies. The limitations may prevent the generalization of the findings and resulting 

theories. The study results contribute to the existing literature and provide insights into 

strategic and internationalization theories relevant to developing economies; however, these 
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findings are not generalizable to all countries or all types of industries. In addition, it has 

been suggested in the literature that performing longitudinal studies may provide the most 

insight into the internationalization and global strategy of a firm over time (Coviello & 

Munro, 1995). This study has the limitation of focusing on a single point in time.  

Theoretical/Conceptual Framework 

The study is exploratory in nature and designed to address research questions about 

the how of somethingðnamely, how companies in developing economies enter developed 

economies. Consequently, qualitative research techniques have been chosen. Furthermore, 

the difficulty in gathering information from surveys and other quantitative instruments in 

developing economy countries has been noted in the literature (Brouthers, O'Donnell, & 

Hadjimarcou, 2005; Wang, 2001; Wright et al., 2005). This research follows a case study 

approach and includes interviews with senior executives such as chief executive officers 

(CEOs) and those involved in the formulation of company strategy. Each individual 

company is considered as a separate case and collectively, the cases were examined to 

synthesize a model, infer the validity of the existing theories, and, when necessary, postulate 

extensions to theories. This is consistent with Eisenhardtôs (1989) recommendation that case 

studies be used either to test or to generate theory. The breadth versus depth tradeoff issues 

prevalent in qualitative studies were taken into account (Patton, 2002) and it is the authorôs 

intention to balance the two. The research design follows the four tests of quality for case 

study design (Kidder & Judd as cited in Yin, 1994): construct validity, internal validity, 

external validity, and reliability described by Yin (2009) and discussed below.  
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Multiple data sources were 



 

 15 

 

Figure 1: Conceptual framework of qualitative research 

 

Organization of the Remainder of the Study 

In Chapter 2, the literature relevant to this research is discussed, including the 

rationale for FDI, global strategy, and the factors that influence entry mode decisions. This 

chapter also includes highlights regarding the differences between manufacturing and 

services firms in regard to the factors affecting entry mode decisions.  


