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Abstract
The foreign direct investment outflow from emerging economies has grown
tremendously in the last two decades, fld8%73 billion to more thardS$350 billion.
These numbers demonstrate the growing importance of developing economies in the
global economy landscapEhe entry mode strategy is a critical component of
internationalexpansiorfor these companies. Most of the resbastudies on entry mode
have been done through the lens of manufacturing firms in developed economies entering
developing economigand most of theelatedframeworks and theories have been
developed to explain this perspective. This study providemderstanding of entry
mode strategies of services firmgi@veloping economies entering into developed
economies by considerirsgverakoftware services firms in India entering developed
economies. The study developgamework that incorporates mulkgptheoried both
from an emerging econonperspective as well as a services perspeattased presents
the findings based amumerouscase study analyses of services firms in India. The
dissertation alsaddressethe applicability of strategitheories thaéxist in the market
place and identifies different aspects of theories beippglicable talifferent sizes of

companiesas well agecommenihg future areas ofhvestigation irthis space.
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CHAPTER 1. INTRODUCTION

Interest inissues ofjlobalization andnternationalization has gained substantial
momentum in the last two decades d@ndhe lastlOyearsin particular managers and
scholarshave spent considerable time and energy on these {@lasm,2007 Rossi,
2007) Many mmpany &ecutives have made expansiotoiforeign countries the
cornerstone atheir company strategyelieving thatsubstantiagrowth will come from
successful penetration of foreign mark&isms that undertake international business from
the onset are emerging in significant numbers world\@deerawardena, Mort, Liesch, &
Knight, 2007)

ZouandCavusgil 1996)definad global strategy as theethods used by a business to
be competitive in global marketandarguedthat global strategy plaga critical role in
performance in the global marké€itherresearchermaintainedhat the global marketas
not a single market butas composedf anumber of marketsherefore, dferences across
thesemarketswereas important to leverage as similarit{@&hemawat2007, Peng,2009
Rugman & Hodgett2001).

There are a number of perspectives regardiadield of global strategfPeng, 2009
Zhu & Cavusgil, 1996)including thosalerivedfrom the fields ofinternational business,
strategyand culture. The focus of theperspectivesndresearch, until recently, has been
on developed economigddowever,developingeconomies are becoming increasingly

important intheworld economyAccordingto the United Nations Conference on Trade and



Development (UNCTAD2005) five of the six most attractive business locatifmrs
growtharedeveloping economie€hina, India, Brazil, Russjiand Mexico.

The classificatioaof countries and economies inghdissertation follow the groupings
in the UNCTAD 201World InvestmenReport(UNCTAD, 2011),in which, despite being
in the top 10 world economies, India, China, BreaaidMexico are classified as developing
economies.

According to Arnold and Quelclag cited inHoskisson, Eden, Lau, & Wright, 2000
adeveloping economy can be defined as a country that satisfies two criteria: a rapid pace of
economic developmerand government policies favoring economic liberalization and
adoption ofafree markesystem Foreigndirectinvestment (FDI) inflow into developing
economiesncreasedrom US$190hillion in 1997, to US$499hillion in 2007(UNCTAD,
2008).This growthwasmatched by the outflow from these countriesm US$73 billion in
1997, to US$253billion in 2007. These numbers demonstrate the growing importance of
developing economiésanimportanceeinforced by the upsurge of strategy research on
this topic in the last decad@/right, Filatotchev, Hoskisson, & Peng, 200&)substantial
portion of tte existingresearch has been stmategic issues with developing economies
However,gapsin this areaemain specificallywith respect tdirms in developing
economies operating in other developamglor developeadconomiegWright et al.,2005).

This qualitativestudyhas been designed to addriessrnational market entry
strategies of firms in developing economigultiple case studies of software services firms
in Indiawereconducted t@valuate the factors that drive the expansion of these ifitims

developedcononies and the factorsegardingentry mode selections.



In theremainderof Chapter 1, théackground, problem statement, purpose and
rationale, research questioasd significancef the studyare discussed brief overview
of appliable theoriesalong withassumptions and limitationis alsopresentedbriefly, and
covered in moreletail 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 investmeitymer, 1960)In many ways,tese
two types of investment are simijdaut they differin regard tacontrol in the enterprise in
which the investment is made. If the investor has no control¢drisidereda potfolio
investmerttif the investor directly controls the investment, itémsideredh direct
investmen{Hymer, 1960)

In the fifth edition ofthel nt er nat i onal Monetary Fundés (I MF) bal ance
manual (BPM 5)FDI was definedas a category dfternational investment that reflect
the objective of a resident in one econoiig. {the direct investor) obtaining a lasting
interest in an enterprisecatedin another economy.€., the direct investment enterprise).
Thelasting interesimplied the existence of a loAgrm 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 dbevelopment (OECD) benchmark
useda similar definition but addedhat FDI includé the initial transaction between the two
entities as well as subsequent capital transactions between them and among affiliated

enterprises, both incorporated and unincorgatdOECD, 1999).



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 irottme 6f FDI from one country
to anotherFrom1960 b 1970 the emphasis was on the movement of capital and not on the
entry mode of the movement. Different theories emeoyedthe next30 yeass to explain
the entry mode strategy of international expamsiacludingthetransaction cost theory,
eclectic paradignresourcebasedperspectiveandinstitutional theoryMost of he research
sought to validate these theories with data gathered from developed countnigssthat
extrapolatedo developing counigs.

Williamson (1985)definad transactionas the transfer of a good or service across a
technologically separable interfaicewhich one stage of activitwasterminatedand
anothemwasinitiated. Transaction costs analysissdevelopedo examine the comparative
costs of planning, adaptingnd monitoring task completion under alternative governance
structuressuch as markets and hierarchies

D u n n i (10§86 2001kclecticparadigmconsisedof three components to explain
the scope and geography of vahgded activities undertaken by multinational companies.
The firs® ownershi® addressétheownership and control aspecthe second
internalizatio® referedto theideathat itwasin the bestnterest of firmavith ownership
advantages to transftreir products or servicegross countries within their own
organizationsather tharselling or licensing these advantages. The thimtatior® was

concernedvith whereproductionwassituaed



The resourcebasedview or perspectiveasadvancedy Barney(1991) positedthat
sustained competitive advantage deadifrem resources and capabilities a firm corad!
thatwerevaluable, rare, imperfectly imitahland not substitutable. These resources and
capabilitiescouldbe viewed as bundles of tangible and intangible assets, including
managementskille f t he f i r,tmfoganizaticnal graocesses gnd routities
were usedand the information andnowledgecontroled (Barney, Wright, & Ketchen, Jr.,
2001)

The emphasis imstitutional theorywas orthe influence of systenis an
organization that shageocial and organizational behavior (Hoskisdéden, Lau&
Wright, 2000). Institutional forcewere thought t@ffect organizational processes and
decision making. According to Nor{ti990) institutional constraintarereframeworks
within which human interactiortsok place andwereanalogous to rules of the game in a
competitive sportScholarsbelieval that institutional theorywasthe most applicable
paradigm tadescribe enterprises in developegpnomies (Hoskisson et,&000).

In this study synthess and integraon of thesedifferent theoretical perspectivase
used tdouild a conceptual framework to discuss entry mode selecfidsts takeninto
accountarethe differences between manufacturing and services firmseBearch
designed aa multiple case study appieg provida insight into the thought processsesed
by executivedo makestrategic decisionaboutentry mode selection in firms in developing
economiesThe dataadds to the growing literature dealing with entry mode selections in

developing economy fins



Statement of the Problem

Seekingo stave off competition in their local markets from established
multinationals and capture a portion of the global maykietas based in developing
economies typically wisto do business in developed econon{i#fsight et al, 2005
Khanna & Palepu, 2006frirms in developing economies face two challenges when
competing with established multinationals:

1. Multinationalshave the advantage wkll-known brands, advanced
technologiesandestablishearganizationatapabilities

2. Multinationals can leverage their acces#hi followingresourcesfinance,
talent supplief and distribution networks.

Leaders ofirms in developing economigsay consideracquisitionsjoint ventures,
license agreementsr greenfieldventured or a combination of treeapproaches to
address the above challengBsouthers, 2002)Just as choice of entry mode has been found
to be crucial irthe successful internationalization of firrosiginating indeveloped markets,
it is likely the @me is true for firms from developing economid®se leaders aseelng
internationalizationhowever verylittle researcthas been conducted regardthg factors
influencing entry mode selectiai thesefirms.

Purpose of the Study

The purpose of tkistudy is to investigate and synthesize international market entry
strategies from the perspective of companies in developing economy countises. Th
qualitativestudywasconducted withindividuals in senior managemenvm software

services firms in In@ to evaluatehe decisiommaking procesand factorghathave led to



stratedesto expand tgarticulardeveloped economigand the factors thdiave led tdhe
selection of a particulantry mode. The findingsereanalyzed and evaluatédsed on
environmental, strategic, culturaind geographical factors such as country risk, location
unfamiliarity, demand uncertainty, global synergies, global concentration, and global
motivation. The analysialsoincluded anexamirationof existing strategichieories. As
noted the entry mode selectisof developed economies entering into developing
economies have been studedensivelyand the cultural, strategiand environmental
factors have been discussed within the context of developed economiebjddizve of

this studywas to examine the influence of these factors and discover new ones when the



economiesnumerous articles and books hanevbeen published in this area. However,
there are still gaps in determining the suitability and applicability of theloaigsdon
developed econoiesto explain the internationalization process of fiffineen developing
economiegWright et al, 2005) With the exception of a few studiéSlango & Pattnaik,
2007;Luo & Tung, 2007)there is a substantikdck of researchddressig the issues
related tdfirms fromdeveloping economieseekng to do business ideveloped economies.

In terms of applicability of strategic theories in developing economNigsyanan
and Fahey (2009rguect hat Porter déds five forces model does not auto
developing economiedlelson(1990)discussed the lack of applicability of popular
American and European strategic tools in Braile flow of FDIlinto developing economy
countries habeen well studiedAmaya & Rowland, 2004; Patibandla, 20@inha, 2007),
but a paucity of resear@xistswith respect tdirms in developing economies warg to
expandnto developed economies. This stuasesss whetherthe managemerstrategies
of firms in developing economie®ald 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 followingmanageriabnd research questiofsmedthe basisof this study:

1. Management Questiorow canleaders of



Supporting Questions

1.

How do firms in developed and developing economies differ in the challenges
they face while pursuing expansion?

How do firms in developip economies select developed countfiggheir
market entrg

To what extent dexisting entry mode strategic theories and research (based
predominantly on developed economiesplain the phenomenon when
appliedto firms in developing economiesitering developed nations?

To whatextentdo environmental variables (country risk, location
unfamiliarity, demand uncertainty, network linkaget) play a role in

decisiors to expand business operations into developed edesfim &
Hwang, 1992

How dostrategic considerationisteract withimportant environmental

conditionsfor these firmgo makedecisiors abouimarket selectioh

Significance of the Study

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

addresssa significant gap in the literatufsee Table 1)andis used toevaluate the

applicability of global strategic theoriestime internationalization of firms based in

developing economies. The study alsousesonthe entry mode strategies bktservices

industryd another gap in the literatuewithin the context of internationalizatiomhe

limitations of the study also enable future research in this area.



For managers, thstudy providsinsight into the various factotkatinfluence entry
mode strategiesandit is intended to provida framework for managers to evaluate and
select the entry mode strategy thatuhd be most effectivén a successful expansion into

foreign countries.

Table
Comparison of Internationalization Reseawsbross Developed and Developing Economies

Typeof Studies Focused dbevelopedEconomyFirms Studies Focused onedeloping
Firm and hternationalization EconomyFirms and
Internationalization

Product Anderson and Gatigndii986), Barney (1991) Bonaglia, Goldstein and Mathews
Buckley and Casson (197&)aves1971), (2006), Deng (2009Hoskisson, Eden
Dunning (1988, 2001), Gatignon and Anders Lau, and Wright (2000)L.uo and Tung
(1988),Hennart £982,1988, 1991)Hymer (2007),Makino, Lay and Yeh(2002),
(1960),Johanson and VahI{&977),Kogut Mathews (2006)
and Singh(1998), MadhoK1997) Moran
(2000),Rugman (1981),Veron (1966),
Williamson (1975)

Service Blomstermo, Deo Sharmand Sallis (2006), Current research
Brouthersand Brouthers (2003), Ekeledo anc
Sivakumar (1998), Erramilli (1991 rramilli
and Rao (199), Gavlen and Endressen (200
Malhotra (1999), Javalgi, Griffittand White
(2003), Moen, Bouquet, Hebeand Delios
(2004), Peinado, PiBarber and Hebert
(2007).
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Definition of Terms

The followingkey termsand their definitiongirerelied uporthroughouthis
researctstudy.

Developedcononies A developedeconomyhas most recently beelefined as
member countrof OECD (other than Chile, Mexico, the Republic of Kgaad Turkey)
(OCED, 2011)plus the new European Union member counthiesare not OECD
members (Bulgaria, Cyprus, Latvia, Lithuania, Ma#tad Romania)as well asAndorra,
Bermuda, Liechtenstej Monacgand San Marino.

TransitioneconomiesTransition economies include Southeast Europe and the
Commonwealth of Independent States (including the Russian federation and countries
associated with the former Soviet Union).

DevelopingeconomiesDeveloping 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,
aqquisitions, joint ventures, and greenfield investment.

Firm size The size of the firm is defined in terms of reveramall firms have
annual revenue d#S$10 million or less, medium firms betwe&ts$10 million and
US$100million, and largdirms have annual revenue of more tha@&$100million.

Greenfield investmenA greenfield investment is one of the four entry modes and

refers to a startip investment in new facilitiggogut & Singh, 1988)
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ServicesServices aréefined as economic activities that provide time, plaod
form utility while bringing about a change in or for the recipient of the actfi@igidle,

1986)

Assumptions and Limitations

Oneassumptiomadein this study isthat strategic theories have had their origins in
developed economies and may not be completely applicable or valid in developing
economiesthere is some evidence sapportthis asa valid assumptio(Mathews, 2006
Peng, Wang, & Jiang, 20Q&urther, t is assumed that the differences between services
and manufacturing firmi& developed economids terms ofentry mode selection
(Brouthers & Brouthers, 2008)ay also be relevant in developing econonfésally, it is
asumed that the respondeinighis studyaccurately and honestly respeado the
guestiongheywere asked

The limitations of the study aesfollows:

1. The sample size and the nprobabilistic distribution of the sample

2. The choice of one country fdne study and

3. The selection of one industry within that country

Becausehe nature of the study is exploratory, the findibgsed orthe results may

suggestheories for firms in developing economigarting to do business in developed
economies. elimitations may prevent the generalization of fimelings and resulting
theories. The studiesultscontribute to the existing literature and provide insights into

strategic and internationalization theories relevant to developing econboies/er thes

12



findingsarenot generalizabléo all countries or all types of industriés.addition, t has
been suggested in the literature that performing longitudinal studies may provide the most
insight into the internationalization and global strategy of a éiver 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 aselsigned to addresssearch questions about
thehowof somethind namely,how companies in developing economies enter developed
economiesConsequentlyqualitative research techniquesve been choseRurthermore,
the difficulty in gathering information from surveys andatiquantitative instruments in
developing economy countriéss been noted in the literatuBrquthers, O'Donnell, &
Hadjimarcou, 2005Wang, 2001 Wright et al., 200k This researcHollows a case study
approach and includénterviewswith senior exectives such ashief executive officers
(CEO9 and those involveih the formulation of company strategy. Each individual
companyis consideredhsa separate case and collectivéihe casesiereexamined to
synthesize a modghfer the validity of the exsting theoriesand whennecessary, postulate
extensions to theories. This is consistent \Eith s e n {1889)etotnmendatiothatcase
studiesbe useckither to test or to generate theofhe breadth versus deptiadeoff issues
prevalent in qualitative studiegeretaken into accour(Patton, 2002anditist he aut hor 6 s
intentionto balance the two. The research desalows the four tests of qualitior case
study design (Kidde& Juddas citedn Yin, 1994: construct validity, internal validity,

external validity and reliabilitydescribed by Yin (2009) and discussed below

13
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Figure 1 Conceptuaframework ofgualitativeresearch

Organization of the Remainder of the Study
In Chapter 2the literaturerelevant to this researéhidiscussed, includinthe
rationale for FD] global strategyand the factors that influence entry mode decsidhis
chapter alsincludeshighlights regardinghe differences between manufacturing and

services firmsn regard to thdéactors affecting etry mode decisions.
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