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ABSTRACT

The conceptualization of the phenomenon of firms doing business outside
their home country as “intemational entreprencurship™ has captured academic interest
of late. However, this sticam of research has pnmanly looked at firms from
developed economics entering international markets. In this paper, we specifically
look at firms from cmerging cconomies going intcrnational. We detail the historic
trajeciones of three Indian industries that have been performing well internationally in
the recent past. Despite the differences n ihe natvre of opportunity among these three
mdustries, what enabled them to overcome constraints 1In intcrmationalization was
active rehance on institutions that provided them the requisite skills and legitimacy.
We theonize about the role of insttutions in enabling intemational entrepreneurship,
particularly from cmerging economies.

INTRODUCTION

Research in entrepreneurship has transcended debates on the behavioral traits
of entreprencurs. While concepts such as “entreprencunal personality” (De Vrics,
1977) do find application, current rescarch places the individual cntreprencur in
perspective with refercnce to environmental and firm level attnbutes. Miller’s work
(1983) laid the groundwork for placing emphasis on firm characteristics, and
following his lead. scveral researchers studied the entrepreneurial orientation of fimms.
Entreprencunal orientation has traditionally been operationahzed through constructs
such as proactiveness, innovation and risk taking. These features of a firm are
arguably put to the most stringent test when it internationalizes, as the environmental
complexity, differences in customer preferences and the concomitant demands on the
organizational response are of a higher magnitude and order. This aspect, coupled
with the increasing globalization of firms has lent urgency to the cmergence of
mtemational entrepreneurship as a field of inquiry.

International entrepreneurship

As a field that grew rapidly, international entreprencurship looked at several
pertinent issues such as market entry modes, venture financing, national cultures,
transitioning economies and the like, despite being plagued by definitional problems.
McDougall and Owiatt (2000) helped clanfy matters by conceptualizing international
entreprencurship as “a combination of innovative, proactive, and nsk-seeking
behavior that crosses national borders and is intended to create value in
organizations.” However, the multi-disciplinary nature of this field and increasing
interest in other relevant issues such as knowledge management and cognition led to
their re-conceptualization (Oviatt and McDougall, 2005) of the definition of
ternational  entrepreneurship as “the discovery, enactment, evaluation, and
exploitation of opportunities—across national borders—to create future goods and
services.”

Despite the increased scope of the field of intemational entreprencurship, both
n terms of the extended definition and the multiplicity of research questions tackled,
the institutional perspective is conspicuous by its absence in this research stream
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(Young, Dimitratos and Dana, 2003). Considenng that international entreprencurship
literature draws from alhied ficlds such as rescarch m start-up firms and small &
medium enterpriscs, where the role of institutions is stressed, this mmcidence mav
appear to be surpnsing at first glance. However. we believe that the reasons for the
hmited presence of institutional perspective n this siream of rescarch are not far to
seck. Thev can be traced entirely to the contexts the rescarchers in international
entreprencurship arena have been predomimantly preoccupied with

While the intemational entreprencurship hicrature has generated scveral
mteresting msights that have pushed the boundanes of 1ts envelope (Sce Zahra and
Garvis, 2000, for example). it has vicwed these issues from the perspective of a well-
established firm of a developed economy {mostly US) going international. A US firm
going intcrnational may indeed face tough and complex questions on product-market
choices and cultural compatibihty: however, its pedigree as an cstabhished finm' from
an economically advanced nation would obwviate the need to either acquire technical
skills or signal legitimacy through recourse to institutional support. Also, it would not
be out of context to mention here that the alliances 1t enters mnto with firms in its
mtermnational markets have the pnmary objective of appreciating cultural differences
and market realities rather than achieving technical supenonty or legitimacy with
reference 1o its antecedents. Given this explanation. 1t does not appear too surpnsing
to notice the limited presence of institutional perspective in the intemnational
entrepreneurship hiterature to date.

Narratives of the success of firms from Japan and Korea, when these
economies were still in transition, - albeit perhaps not grounded in cither the
mstitutional perspective or the ntemational entreprencurship rescarch - suggest that
state intervention and the active role of govermment bodies contributed 1o the success
of these firms. Building on this 1dea, we argue that mstitutions play a major role in the
surfacing and the success of intemational entreprencurs from emerging economies.
These institutions need not be restncted to the state and its organs; they can range
from nation-wide industry bodics to intemationally renowned cntities such as reputed
universities. We believe that the role of institutions would be found to be significant
in intemational entrepreneurship research if it engages strongly with the scenario of
emerging economies. While research has been carried out 1n the context of emerging
cconomies (See London and Hart, 2004 for example), such research has been more
concemed with the performance of firms from developed economies entering
emerging economies. It would be an apt research sctting to look at firms from
emerging economies going international, especially to advanced markets such as the
United States, to understand the role of institutions 1n this phenomenon.
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Firms _from emerging economies

Intemational enireprencurs from emerging cconomics cntenng  developed
countnes (IE-EEDs hercafier) arc of topical interest as firms from countrics such as
China and India have started going global. But for a fow exemplary studies (sce
Aulakh, Ketabe and Teegen, 2000, for examplc), very little research has been camcd
out on 1E-EEDs within the ambit of either international entreprencuiship or even the
much broader domain of international business”. If entreprencurship is measured
through aspccts such as proactiveness and nisk-taking, it 1s indced concervabie that 1E-
EEDs display higher levels of entreprencurship as 1t 1s difficuli to display
proactiveness and rnisk-taking while hailing from industnal backwaiers lacking in
managenal and technical talent. This premise, m comunction with the role of
mstitutions is what we look at in this paper. Unlike the Chincse, Japancse and Korean
contexts where the state and its institutions played a major rolc (Johnson, 1982; Oi,
1995), not much evidence is available for the role of the state in the Indian context
(Kapur, 2002). Hence, we focus on IE-EEDs from India, as it would uncover an
additional layer of the role of institutions, namely in the absence of active state
mtervention.

Structure of the paper

We specifically look at the historic trajectories of three Indian industries that
have becn performing well internationally in the recent past. The first section looks at
the nature of opportumty in each of these mndustrics and its antecedents - ranging
from the technological to the legal: we restrict the description to the nature of
opportunity availablc to the Indian firms in the US market for two rcasons - (i) for the
purposes of maintaining a linear narrative and focus and (it) US has been the primary
and the largest market for Indian firms in the thrce industries we detail. The
subsequent section looks at the nature of constraints followed by the section where we
look at how different institutions were leveraged by cach industry in overcoming the
constraints. In the penultimate section, we theorize about the versatile role of
institutions in enabling interational entreprencurship in an emerging economy
context. Finally, we indicate the implications of this study and look at ways and
means to advance this stream of research.

THE NATURE OF OPPORTUNITY

In early 2006, the market capitalization of the Indian software services major
Wipro reached $20 bn_; in sharp contrast, the market capitalization of EDS, the US
firm that pioncered outsourcing, was $13 bn. on that day (Hamm, 2007). Wipro was
not an exception in its industry; rather, it was an exemplar of its industry-wide trend
n India, as were Sundram Fasteners, a five time winner of “Supplier of the year”
award from General Motors in the auto components industry and Ranbaxy
Laboratories, the tenth largest generics pharmaceutical company in the world with
three fourths of its tumover generated outside India in the pharmaceutical industry.

In order to understand the success of the intemational entrepreneurs from
India in the global software services, pharmaceutical and auto components industries,
we look at the historic trajectory of each of these industries, starting with the nature of
opportunity in cach case.
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Opportunity in software services indusiry

Of the three industries that we detail. the success of Indian firms in the
software scrvices industry 1s probatly the most commented and commended upon in
the busincss press (Sce Ramachandran & Garg, 2006 for a detasled description).
Hence. o the nterest of brevity, we provide a perfunctorv description of the
cmergence of opportunity in the software services industry. For the sake of clanty,
however. we emphasize those aspects of the industry that defined the contours of the
opportumty.

Two trends revolutionized the paradigm of computing, pushing it firmly from
the ambit of military and scientific apphcations to the arena of business problems.
Onc was the advent of personal computers and networking: the other was the
mcreasing importance of software vis-a-vis hardware. While these trends enabled
flexibihity that was paramount for business applications, they also brought in their
wake, a new source of demand in the developed countrics for customized softwarc.
Typically, the tasks required a large number of people with knowledge of diverse
software Janguages and protocols, which was not easily available in the West. Even if
1t was avatlable, such expertise was rather expensive to acquire.

This led to the exploration of alticmate sources of manpower. Some Indian
firms addressed this demand by supplying engineers from India. who were lower
priced and the fundamental value proposition of the industry became its ability to
“dehiver” a working team of professionals capable of undertaking anv software
cngincenng task. The projects were concenved. designed and managed by chient
organizations while Indian software professionals worked on specific “tasks™ assigned
to them. Bulk of the work undertaken by the industry durning this period was the so-
called “low end project work” — legacy application development, migration and
maintenance, providing support to technology products in the mature phase of their
lifecvcle etc. The dominant revenue generation model dunng this period was to
second software engineers to overseas chient organizations to work onsite in client
projects.

While this model solved the problem of the client by handing over to him, a
workforce that was skilled and inexpensive, the flipside was that it also brought to
fore, some unanticipated problems. Globalizaion theones advocate frecing up of
capital, trade and labor, in that order, as globalization of labor is the most problematic
in the sense that it raises attendant socio-political 1ssues such as immigration. The
growing number of Indians working abroad at chent sites meant that demands for
capping visas could place this model in jeopardy.

A possible solution to this vexatious issue presented itself in the form of
advances in ICTs (information and communication technologies) which enabled work
to be done from anywhere 1n the world and to be integrated secamlessly. Operationally,
this meant that the Indian firms could have bulk of their workforce working from
India itself, with only a skeletal workforce staying abroad at the client site for
purposes of integration and co-ordination; additionally, this would also enhance the
value proposition. However, this also meant that the client had to cede a significant
amount of direct control on the project and trust his Indian vendor to carry out work
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cthciently m his absence and at a distant location. Thus, the onus lay on the Indian
vendors to convinee the chient that they are capable of exccuting projects without
supcrvision. Their lack of pnor expenicnce in planning and exccuting such work
meant that 1t was very difficult for the client to be convinced of their abilitics — thus. a
Jarge opportunity beckoncd Indian software services industry with an cven larger
constramt.

Opportunity in pharmaceutical indusiry

Untted States has been the largest pharmaceutical market world-wide for many
decades now. For a long time, the operating paradigm in the US pharmaccutical
mdustry had been the relentless pursuit of mnovation encouraged by the strong patent
regime. Increase in R&D expenses and exploitation of monopoly rents resulted m
higher drug prices and consequently, higher healthcare costs. The resultant public
pressure to bring costs down, orchestrated under the auspices of health management
organizations (HMO), managed care orgamzations (MCO), prnvate insurance
schemes, company employee health plans and group purchasing organizations, led to
legislation aimed at “genericization”, where generic alternatives could be made more
casily available.

This legislative action culminated in promulgation of the Drug Pnce
Competition and Paicnt Restoration Act of 1984. The primary aim of the Act.
commonly referred to as the Waxman-Hatch Act, after the two senators who had
drafted 1t, was to increase generic drug availability. The Act sought to enable
availability of altematives by, among other things. creating a genenic drug approval
process called the Abbreviated New Drug Apphcation (ANDA). An ANDA s an
application to the US FDA (Food and Drug Administration) for permission to float a
generic version of the drug. The ANDA process removed the burden of proving the
safety and efficacy of the generic drug from the manufacturers by allowing the
genernic manufacturer to refer to the safety and efficacy data supphed by the innovaior
company - thus obviating the need for costly and time consuming ficld tnals and
substituting them with bio-equivalence studies. As a consequence, ANDA filings are
cheaper (costs around $1 million) and faster (takes around 18 months) than filing for a
New Drug Application - the process required to be followed for approval of a new
drug. Further, the Act authorized the pharmacist to replace the branded drug in the
doctor’s prescription with an equivalent generic drug unless it specifically mentioned
“dispensc as prescribed”.

While these potentially rule-changing shifts were taking place in the US
pharmaceutical industry, changes of a different complexion were taking place in the
Indian industry. We now look briefly at the changes in the Indian industry to see how
it evolved to be well poised to exploit the generics opportunity in US. There were two
major interventions by the Government of India (GOI), which impacted the growth
and evolution of the Indian pharmaceutical industry. The first was the introduction of
the Indian Patent Act in 1970, which recognized only process patents rather than the
product patents (Ramachandran, Mukherji and Sud, 2006). Thus it permitted Indian
companies to reproduce patented drugs provided they produced them in a novel way.
Second, the GO, with a view to ensure availability of drugs at affordable prices
introduced the Drug Price Control Order (DPCO) that capped prices of select drugs
sold in the Indian market. These two regulations impacted the form and nature of the
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Indian pharmaccutical industry. The first regulation helped m the production of
genences by the Indian firms as it s relatively simpler to reverse-engincer a drug and
find out a non-mfnnging alicmate process of production rather than sift through
thousands of molecules and (dentify and develop the one with the most potential to
become an cffective drug. This regime facihitated speciahized synthetic chemistny skill
sct acquistiton by Indian fimis. The sccond regulation forced the Indian companies to
mprove cfficiency. These two regulations led to fast availabihity of mexpensive
clones of costly branded drugs launched by MNCs from developed world in the
Indian market.

Thus, the process patent regime helped Indian firms to be cost-cfficient as well
as be well-versed n the production of a vanety of drugs - exactly the attributes
required by the US pharmaccutical industry in the changed scenano, thus opening a
huge window of opportumity for Indian firms. However. the Indian fimms werc
acquamted with neither the US vegulatory processes nor the requisite channel
management skills. Apprehensions about quahty of products produced by firms from
underdeveloped economies also meant that the opportunity could not be acted upon
casily.

Opportunity in auto components industry

Starting n the 1970°s, US auto manufacturers found that competitors from
Japan were much nimbler. thus enabling them to capture market share. This led the
US finms to take a hard look at their own processes and start focusing more on core
activities, outsourcing the rest. Outsourcing increasingly became the accepted practice
of the mdustry. with OEMs sourcing almost 75% of the vehicle from suppliers. while
they themselves focused on core activitics hike design, research and development,
vehicle assembly, marketing and brand management.

This also forced a hard look at the automobile industry supply chain, leading
to its restructuning n the latc 1980s through the 1990s. Reducing the overall number
of suppliers and dealing with a sclect few “systems integrators’ became the operating
paradigm. The onus of mantainming competiiveness shifted to these system integrator
companies in a large way. These supplicrs were under pressure to reduce costs on a
continuous basis and started looking scriously at opportunitics to cut costs by sourcing
globallv. They scouted aggressively for sub-assembly manufacturers and component
manufacturers from low-cost cconomics in Asia, among others. Chinese firms, known
for their skills in large scale mass-manufacturing at low costs, fitted the bill.
Encouraged by their expenence with Chinese fimms, the system integrators looked to
develop other sources of supply in the vicinity.

Around the same time, the Indian auto components industry, which grew
size due to the Indian government’s shift to market economy and the consequent entry
of auto majors from around the world, expenenced improvements in quality and
productivity due to this global association. This set a platform to exploit internatianal
markets. However, considening that China had a head start both m terms of scale and
time, it became imperative for the Indian finms to overcome the late mover
disadvantage through bases extending beyond cost, such as quality. While their
expernience with global majors in India madc them competent to offer global quality at
low cost, it also became imperative to signal this to the world at large, before
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cmbarking on capital expenditure decisions pertaining to capacity cxpansion. Thus.
agam. as in the casc of other two industrics, we find that the opportumty came along
with a constraint.

Variety in the nature of opportunity - fertile ground for entrepreneunrship

We see that the nature of opportunity was vaned 1n the thice industries. While
cost advantagc was an important factor that contnbuted to the nawre of the
opportunity, the antecedents that made this advantage mmportant were all very
diffcrent — ICT. genenicization and outsourcing. However, along with the nature of
opportunity, came severe, potentially debilitating constraints. Achicving success
requires careful navigation through the mynad set of constraints confrented by them.
We first detail the nature of constraints faced by Indian firms and then cngage with
the role of institutions in the successful navigation of constraints.

THE NATURE OF CONSTRAINTS
Liabilities of origin

As elaborated upon in the previous section, there were distinct sets of
opportuinties available for Indian firms in the software services, phammaceutical and
auto components ndustnes that were secking to establish themsclves m key
intemational markets. The abilitics of Indian firms in these industries to exploit these
opportunities were, however, constrained by their ‘habihtics of ongin.” As
intemational entrepreneurs from cmerging economies like India venture into
developed economy markets, they come up against a set of interrelated obstacles that
pertain to enduring credibility issues with customers in host countnes. deficient
institutional support in home countries, and lack of organizational readiness to engage
with the challenges of competing in the intemational arena. The liabilities of origin
bome by emerging economy firms are significantlv broader and deeper than those
disadvantages of foreign firms in host markets that are recognized in the intemational
business literature (specifically the literature pertaining to the liability of foreignness;
Zaheer, 1995). We explicate these disadvantages on three dimensions in the
subsequent parts of this section. '

Constraints in securing customers

The first dimension of the liabilities of ongin bome by emerging economy
firms in developed country markets pertains to the constraints in sccuring customers
and convincing them of product / service quality. Evidence in the Country-of-Ongin
hiterature in intemational marketing has repeatedly demonstrated the belief of
consumers in developed nations that products from developing economies are of
mfenor quality and carry a high nsk of poor performance (Verlegh and Steenkamp,
1999). For example, the Indian software services industry, in its carly years, faced a
significant challenge in convincing clients located in the United States of their ability
to deliver services that met the quality threshold. We wish to emphasize that the
challenge of attaining the said quality threshold is only the precursor to the challenge
of convincing the client that service delivered from a distant location would meet the
expected threshold of guality. What compounds the problem for firms from emerging
economies is that pegative impressions of product / service quality (in the absence of
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inal) mesh with negative country image brases to create a scenano where attempts by
firms to aitcnuate their habilitics of ongin with customers arc onlv parialhy successtul
in the absence of an improvement i the country of ongin image. These biases prevan
not only among purchasers of consumcr goods. but also among purchasers of
industnal goods (Verlegh and Steenkamp, 1999). Furihermorce. studics suggest that
firms can overcome ncgative country of ongin biascs only when therr performance is
exceptionally radical {Lotz and Hu. 2001). Incremental improvements go urnoticed. 1t
would secm. bv customer who have dominant country image biases. This was
precisely the challenge faced by Indian scftware scrvices firms n the carly vears of
the industiy.

The crux of the challenge for emerging economy finms cntenng developed
economies is their lack of Tinkages to key nstitutions (Baum and Ohver, 1991) m the
host country environment that allow them to demonstrate their rehability and
accountability (Hannan and Freeman, 1984) in terms of cultural accounts established
mn the host country. For example, the Indian genenc pharmaccuticals industry sceking
to enter the US market needed to demonstrate their ability to produce quality genenc
drugs using procedures and norms that were established by regulatory institutions n
the United States.

To pull together the different strands of the argument m tlns sub-section, not
only was 1t necessary for Indian firms in the softwarc scrvices and genenic
pharmaceuticals industry to give proof of quality of their products and services in the
US market, they had to do so i terms of the established accounts of rehability and
accountability in that market.

Constraints in accessing factor markets

The second dimension of the habilities of ongin bome by emerging cconomy
firms n developed country markets pertain to the constrants faced by them n
accessing factor markets. The institutional charactenstics of home countries have
been shown to significantly influence the competitive advantage of firms abroad
(Nachum, 2001). For emerging economy firms competing n developed countrv
markets, this suggests a senous disadvantage vis-a-vis developed economy firms on
their home ground since emerging economies arc marked by ‘underdeveloped
economic and institutional infrastructure” (Hitt, Dacin, Levitas. Arrcgle and Borza.
2000). The underdeveloped institutional infrastructure In cmerging cconomics
constrains the ability of local firms to access two broad kinds of resources essential
for an intemationalization program ~ patient capital and global managenal talent.

In emerging economies, the absence of a mature institutional infrastructure for
allocating capital sharply reduces the ease of capital access for local firms (Aulakh et
al,, 2000, Hitt et al, 2000). Of the three industries discussed in the paper, this
mstitutional void (Khanna and Palepu, 1997) most adversely impacted the Indian
pharmaceuticals industry and, as a consequence, firms such as Dr. Reddy’s
Laboratories found their programs for challenging patents under pressure. Such
programs — a quintessential component of any bid to gam a presence in the generic
phammaceuticals arena — entail high regulatory and legal costs that need stable sources
of patient capital for sustenance.
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'The other scarce resource in cmerging cconomics is global managerial talent,
Emcrging cconomy firms making inroads intc developed cconomy markets need to be
well equipped with managers having the skill set and experience 1o work in mature
market economics and manage cross-national operations. The low level of histoncal
cngagement of emerging cconomy firms with international operations ensurcs that
there 1s an extremely scarce pool of managenal talent in emerging economics that
meets such critena (Aulakh, et al., 2000; Uhlenbruck, Mever and Hitt. 2003). The
absence of an ccosystem that can provide global managenial talent imposes high costs
on emerging cconomy firms entering devcloped markets and slows the process of
their internationalization. This problem surfaced again in the internationalisation
process of the Indian genenic pharmaceutical firms {Ramachandran ct al., 2006).

Constraints in internal organization

The third dimension of the habilities of ongin relate to the constramnts
emanating from within the organization. In the absence of a pool of examples of peers
who have successfully internationalized and established themselves in developed
country markets, champions of pioneernng internationalizing initiatives by firms in
emerging economies must first tackle lack of active support from organizational
insiders who do not share the confidence of the champion in the ability of their firm to
take on developed country firms in their home market. Managers in such firms have
to do more than merely make economic scnse. They have to convince sceptical
organizational members of the feasibility of the intemationalisation initiative. Their
challenge is all the more acute because they cannot provide tangible evidence that
such a foray would pav off nor can thev cite tradition to their emplovees mn
Justification of the foray. since such initiatives would have been largely unheard of in
the community of firms to which the focal firm belongs (cf. Aldrich and Fiol, 1994).

Taken together, these interrclated disadvantages of international entrepreneurs
from emerging economies creatc a severcly restrictive countervailing force to the pull
of the opportunities discussed in the previous section. Unlike the success of a single
firm, where firm-specific idiosyncrasics may probably account for that success, we
see that all the industries detailed in the previous section did very well, despite the
severe nature of constraints that we described in this section. In the next section, we
seek to explain what led to the success of these industries.

EXPLOITING OPPORTUNITIES THROUGH INSTITUTIONS

What 1s it that enabled these industries to overcome their constraints and
exploit the opportunities at hand? We argue that it was their leveraging of well known
stitutions for support and sustenance that accounted for their success. We now tumn

to a description of the role of institutions in cach of these industries to further bolster
OUr premise.

The case of Indian software services industry

Advances m ICTs meant that it was possible for a major part of the work that
was hitherto carried at the client location to be done at a fraction of the cost from
India. It would however mean that the client ceded direct control. This ceding of
control needed to be recompensed suitably for the new model to work. Initially, the
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Indian firms sought to do this by adopting the chent’s propnictary processcs. Soon.
thev realized that propnetary processes need not alwavs represent best practices. Also,
dealing with multipic chients and their disparate processes would not result in
efficieney gains for the suppher. More importantly. this course of action docs not
bestow signal value to the supplier's actinvitics. The genus of Indian software firms
lay in their reahzatior that all these concems could be addressed by resorting to a
standard proccss which could assuage the chent's concemns about their ability to
dehiver high quahty software on time. They sought to do this by embracing the
standard newlv launched by the SEI {Softwarc Engincenng Institute) of the Camcgic
Melon University. Pitisburgh. USA.

The mandate of the SEL under the commission of the US Department of
Defense was to improve the software development processes that would enable rapid
development of software without sacnficing quahity. By 1993, SEI released the stable
version of its assessment process. known as the Capability Matunty Modcl (CMM).
CMM is designed as a lavered svstem with five levels. level 5 being the most evolved
- Achieving level 5 ccrtification of CMM translates into a capabihity that helps
improve the software development process by increasing the efficiency, imparting
measurabilitv and making it “scicntific”; however, achieving the certification at level
5 was not casy.

In December 1998, Wipro, an Indian software company, became the first
software services company in the world to be assessed at level 5; overall, it was only
the eighth entitv in the world to achieve that certification. By June 1999, four other
Indian firms also got asscssed at the samce Jevel. Apart from improving the quality
levels and signahing this to the world at large. the certification, by virtue of converting
the software development process from the “craft” mode to the “engineering” mode
also helped in the rapid development of software and more importantly from the
perspective of the Indian software industry, 1n the scaling of the organization as well,
which was cntical for exploitation of the growng opportumty.

Apart from the tangiblc bencfits of the certification, the legitimacy of the
certification due to its association with the reputational capital of Camegic Mellon
University enabled these Indian software finms n allaving the apprehensions of the
chient. Also, a realization that it was not enough if a few firms adopted it and that
several firms needed to do so to lend it the character of “best practices™ took root.
Following this, NASSCOM (National Association of Software and Service
Companies), the nodal body of the Indian softwarc industry urged the Indian firms to
try and achieve CMM level 5 certification and lent them a helping hand in doing so
(Ramachandran and Mukheni, forthcoming). To give a further fillip to its efforts to
boost the growth of the Indian software industry, it commissioned the now famous
NASSCOM-McKinsey study i 1999. The stellar reputation of McKinsey and
company aided its efforts to provide visibility to the Indian industry in international
markets. Follow-up studies were undertaken in 2002 and 2005. These initiatives bore
fruition and within a short period, the scope and character of the Indian software
services industry changed — Not only did the industry grow spectacularly - in mid
2006, the top four Indian IT & IT-enabled services exporters had a combined market
capitalization of $73.44 billion; in comparison, the six corresponding US-Europe
based players had a combined market capitalization of $66.98 biilion (Shirsat, 2006) -
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over 73% of all the companies assessed at CMM level 5 m the world arc located
India.

The same trend continued when the SEI launched two more certification
nstiatives for the renewal and the continuous improvement of tirm precesses — the
People Capabihty Maturity Model (PCMM) and the Integrated Capability Maturity
Mode! (CMMi), geared towards improvement of people skills and integrated
management skills, respectively.

We see that NASSCOM and SEI complemented the efforts of cach other in
thc adoption of CMM and its derivatives. These two institutions were not only
mdividually cffective but also collectively cohesive with the former playving the role
of an enabler by design, and the latter, that of an enabler by default. It was the
cffective leverage of these institutions that aided the Indian software services firms in
transcending the habilities of origin.

The case of Indian pharmaceutical industry

While the opportumty was huge for Indian pharmacecutical firms in the
changed scenario of the US market, they did not initially pessess the resource
configurations to enter the market. The firms needed to have their plants approved by
the US FDA to produce drugs for consumption in that market. While at one level, this
was a barricr, at another level, this was also an cnabler as having an FDA approved
plant made the market contestable immediately.

Having access to FDA-approved plants 1s a necessary condition to compete in
the US market. While this approval of plants may solve several problems, it was
important to tackle the missing piece in the puzzle — the problem of complementary
assets, especially access to distnibution channels — of reaching out to the consumer.
However, the unique structure of the distribution channels in the US pharmaceutical
mdustry obviated that problem to a great extent. The US distribution network
compnsed large distributors which are typically chain drug warehouses or dedicated
healthcare  distribution companies, which acted as the kev link betwcen the
manufacturers and the final outlets from which consumers buy the product. This
structure, coupled with the power to the pharmacist to replace the branded drug in the
doctor’s prescription with an cquivalent generic drug, averted the need for having a
laige sales force calling on doctors as long as the firms could be competitive on costs
they offered to the drug chains. Indian firms were among the most competitive on
costs by virtue of their location and home market context. Thus, in the case of the
Indian firms, having access to FDA-approved plants also became a sufficient
condition to compete in the US market.

Realizing this, Indian firms rapidly scaled up facilities in India that would
make the cut with the FDA approval process. Today, India has the largest number of
US FDA approved plants in the world outside of the USA - over a hundred plants and
growing, in contrast to fifty five in ltaly and twenty seven in China, .other key
competitors i the market (Financial-Express, 2006). This also has led to better
performance in related areas ~ of all the ANDAs filed, 20% are from the Indian firms.
Also, the greatest number of DMFs {Drug Master File)™ refers to the plants in India.
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Todav. over 50% of the tumover of the top 10 Indian pharmaccutical firms
cemes from exports. mosthy to the US: this 1s all the more impressive because of the
fact that the Indian fimms cntered the US genenc market in a big way onlv in the
1990°s. It 1s evident that 1t was the access to the stamp of approval for the Indian
tacihtics by the US FDA that drove this rapid growth. Thus. US FDA approvals
became an institution that enforced quality m Indian plants and bestowed them with
the requisite legitimacy.

The case of Indian auto components industry

Unlike the casc of the software services and pharmaccutical industnes where
the focus was on exploiting opportunities at hand. the Indian auto componcnts
industry had to contend with overcoming the late mover disadvantage as well, since
Chinese firms which were known for cost competitiveness, had been established in
the market. Thus, the focus shifted to advantages bevond cost such as quahity, and
importantly signahing the same by leveraging institutions.

Sundram Fasteners, an exemplar n the Indian auto component industry opted
to signal its capability by gaining recogmtion for its operational excellence from the
well-known Japan Institute of Plant Maintenance 1n 1998 in the form of the TPM
(Total Productive Mainicnance) Excellence Award. It was the first Indian component
manufactuning company to get that award. The same vear, the brakes division of
Sundaram-Clavton . a sister company became the first Indian company to win the
prestigious Deming Pnze by the Union of Japanese Scientists and Engineers (JUSE)
for having “achicved distinctive performance improvement through the application of
company-wide Quatity Control.” What made this award all the more remarkable was
that this was only the fourth instance that a firm outside Japan won the award.
Sundaram-Clavton improved upon this record when it won the even higher rated
‘Japan Quality Medal’ from JUSE for the year 2002, becoming only the second firm
outside Japan to win the same.

Other firms noticed these occurrences with keen interest and set about
improving their quality practices — by 2006, India had 16 companies that won the
Deming prnize and 92 companies that won the TPM awards. Considenng that Indian
companies had not won either of these awards even once just eight years before, this
transformation bordered on the revolutionarv. This also led to the auto component
industry of India beng rated higher than China and Thailland on quality (Kapur,
2006).

Here agam, mdustry bodies played a crucial role in orchestrating the
transformation of the industry. The Confederation of Indian Industry (CII) initiated a
mission for manufacturing innovation and improving quality. In 2004, ACMA_ the
Automotive Component Manufacturers Association of India commissioned McKinsey
to prepare a vision document for the year 2015 for the industry, emulating the path
followed by NASSCOM in the software services industry.

Efforts of the individuai companies and the industry bodies in raising the

profile of the industry had a salient effect on the performance of the industry. It grew
at a compounded annual growth rate of 20 per cent for five years, reaching $ 10

13
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bilhon n 2005. The McKinsey report expected this figure to double cvery four vears.
rcaching $ 40 billion in 2014

We find that centifications and awards helped improve the pereeption of the
quahity standards of the industry. apast from helping it mitigate the effccts of being a
latc mover finn. Howcver, a disclaimer may be 1n order here - unhke the sofiware
services and the pharmaceutical industry where the relative competitive positrons of
firms of cach country have been more or less firmly esiablished. this story is siill
plaving out m the globa! auto component market place.

INSTITUTIONS AND THEIR VERSATILITY
Similarities in the nature of overcoming consiraints

We see that it was the effective leveraging of a range of institutions that
hclped the Indian firms in overcoming the constraints. Qur description illustrates how
the customers were won over in cach of the industries. They were not the only oncs to
change their perceptions. Achievement of the standards put forth by these mstitutions
mcant a positive impact on the morale of the finms as well; this fostered a can-do
spint among the employees apart from imparting to them, better training and
scnsitivity on issues such as quahty. Acquisition of legitimacy by allying with these
mstitutions also helped in attracting global talent, which was imperative to further the
intcmational foray of the firms. Attaining the approval from these institutions also
opened doors to global capital; apart from raising debts globally. firms also got histed
on US stock exchanges such as the NYSE and the NASDAQ. Allving with these
stock exchanges, which were cstablished nstitutions themselves. advanced the

legitimacy of the Indian firms and helped them battle the negative stereotypes about
India.

Differences in the expression of isomorphic forces

We notice a steady patiern of isomorphism in the actions by Indian firms in
cach of the three industries we described. However, the nature of forces that led to
1somorphism was different in each of the cases. In a seminal paper, DiMaggio and
Powell (1983) describe the types of isomorphic forces; based on their typology, we
brefly highlight the variety in the nature of isomorphic forces in each of the
industries. In the pharmaceutical industry, the nature of isomorphism was mostly
coercive, in that, unless the firms had access to FDA-approved plants, they could not
compete in that market. In the software services industry, isomorphism was clearly
achieved through normative forces, as the stress was on professionalization and
improving the process matunity through CMM; also, the role of NASSCOM in
identifying the appropriate standards to adopt as prescriptive solutions, makes it an
apparent case of normative isomorphism. In the case of auto components industry, a
clear solution did not present itself to the uncertain nature of the opportunity — the
Standard response was to imitate actions of those Indian firms that were active
~intemationally; this led to several firms mproving their efficiency and processes to
vie for prestigious internaticnal awards — a patent case of mimetic isomorphism.

14
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DISCUSSION & CONCLUSIONS
The overarching role of institutions and bevond

Do we have a robust explanation on the role of nstitutions 1 the success of
IE-EEDs? “Once may be happenstance. and twice may be coincidence. but thirce
times is more than a conjecture” 1s what we would like to believe. We have looked at
three industnes, each widely different n the scale and scope of opportunities and the
nature of challenges. We see that appropnatc leveraging of institutions plavs an
important role in overcoming the habihitics of ongin by intemational entreprencurs,
regardless of the context.

With this work, we seck to cstablish imnstitutional perspective as an important
conceptual lens in the domain of international entreprencurship. We belicve that an
interesting body of work studying the differences between the contexts of firms from
emerging economies vis-a-vis those from advanced cconomies can emerge from this
research stream. At a normative level, this work also has imphications for practitioners
ranging from industry representatives to entrepreneurs going international.

Having said that, we beheve that this strcam of Ihiteraturc can be advanced
further by looking at what firms do after they acquire legitimacy through isomorphic
processes. For example, Archibald (2004) infers from his study that while cultural
Jegitimacy is available to orgamzations when they imitate other organizations’
competencies, socto-political legitimacy 1s a function of the degree to which therr
competencies are differentiated from those of theiwr peers. Furthermore. he finds that
differentiation and not mimetic 1somorphism ncreascs the viability of organizations
over time. We anticipate that such a line of inquiry would inform the institutional
perspective about the interplay between firms and institutions in the changed context,
possibly along with how institutions revise their mandates with the passage of time.
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NOTES

' The same arguments would apply to even a start-up firm from US, albeit in a weakened form.

The primary difference between the intemational business litcrature and  international
entrepreneurship is that the former focuses more on models derived from economics and stage-process
models while the latter focuses on entreprencurial strategies and capabilities, despite both these
disciplines looking at similar contexts.

" A Dmug Master File is a submission to the USFDA providing information about the facilities,
processes or articles used in the manufacturing of raw material or the bulk active. It is mandatory for a
manufacturer intending to sel} the bulk active in the US to file a DMF.
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