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Emerging Market Companies Ascending the Value Carve:
Rationale, Motivation and S A

Abstract

Bascd on a synthesis of ideas from international business and strategy, and drawing on the
expericnces of (1) Japanese, Korean and Taiwanese firms and (2) Indian software and
MW,WM&MWW&MM&M
market companics ascending the value curve in international markets. In this framework, the
propensity of EMCs to ascend the value curve is dependent on their motivation and willingness to
are drawn for action by emerging market companies, and for further research in this area.



Emerging Market Companies Ascending the Value Curve:

The objective of this paper is to understand the issues involved in emerging market companies
ascending the value curve in international markets. This is an important dimension of the process
of emerging market companies becoming multinationals that can compete on comparable terms
with established multinationals from developed markets. We focus on those companies based i
emerging markets that already have a prescnoc in external markets, either through exporis or
operations in those countries, but are secking to compete more effectively and on comparable
terms with maltinationals from established markets, This is an important issuc bocause unlike
assets such as technologics and brand nmmes (Vernon, 1966), multinationals from emerging
markets are typically evolving from a staie of relative resource scarcity, bothwnhmandmﬂ:e
immediate geographic cavirosment.

Companies from emerging markets (henceforth referred to as EMCs) typically enter international
markets by offering low prices, based on the low cost of inputs, principally labowr (Erramilli,
Agarwal and Kim, 1997, Pananond and Zeithaml, 1998). As labour costs increase, the
competitivencss of EMCs' is liable to be croded. To contimie to compete cffectively in
mternational markets, they then need to be able to compete on additional dimensions, of to be
able to build cost advantages that transcend factor cost advantages such as those based o scale,
proprictary leaming or proprietary product or process technologies. However, this is not an easy
transition, and not all EMCs make a determined effort to go up the value curve. Of those that try,
only some succeed.

What docs ascending the value curve mean? Building a defensible competitive position involves
identifying a position in the competitive space that provides the company protection against the
drivers of the five competitive forces identified by Porter (1980). While identifying such a
competitive position is a matter of creative strategy formulation, actually creating that position
depends on the finm’s ability to undertake the activities required in a beticr and more inimitable
way than others. Such a position is related to both the sources of advantage (cost and
differentiation) and the competitive scope of the firm. Though competitive scope is customarily
thought of in terms of the range of markets served (narrow vs. broad), other dimensions of scope
include the geographic locations in which the firm competes, degree of vertical integration and
the degree of related businesses in which the firm has a linked strategy (Porter, 1994:434),
Ascending the value curve refers to a firm moving to a new position where it creates more
customer value and has stronger barriers to imitation. A producer of generic pharmaceuticals that
creates a new and more effective patented drug through the work of a newly created research and
development team is an example of a firm ascending the value curve. Note that the ability of the
firm to appropriate the value created will depend on a number of factors including its ability to




In this paper, we seek to investigate the factors that influence the ability of EMCs to ascend the
value curve in international markets. We have not come across any systematic attempt to examine
this issue. Prior studies such as Mathews (2002) and Bartlett and Ghoshal (2000) do give insights
into this issue but were not conceptualized in this way to kook at the issuc we have raised. Our
aticmpt is to imegrate and synthesize thinking on competitive advantage with that on
internationalization to understand what we believe to be an important dimension in the evolution
of multinationals from emerging markets.

According to Mathews (2002), EMCs (or what he calls “latecomer multinationals”) were able to
establish themselves globally by capitalizing on the opportumities offered by the disaggregation of
the value chains of established mwltinationals. The ability of EMCs to capitalize on the
opportunities offered by globalization has been enhanced by their willingness to experiment with
2 number of strategic and organizational innovations. EMCs are nimbic and adaptable at making
use of new opportunities, often arising from the incumbent multinationals. EMCs rapidly create a
global presence and then use this presence to gain access to resources they would otherwise not
have. While incumbents’ advantage is built around inimitable resources, EMCs séck out, from the
their own resources and competencies. Thus Mathews attributes the emergence of EMCs to
opportunism, adaptability and learning or what he calls “linkage, leverage and learning.”
Mathews implicitly assumes that industry structure and the competitive positions of incumbents
do not constrain EMCs because, unlike established multinationals, EMCs do not subscribe to
conventional notions of product-market competition and find innovative ways of entering and
establishing themselves in external markets.

However, a close study of the case of Acer, onc of the most prominest EMCs and the anchor of
Mathews’ argument, shows that ascending the value curve, particularly in devoloped markets, is
far from simple. Acer founder Stan Shib was determined that Acer would be more than just a
manufacturer of products to the specifications of others, and that he would build the Acer brand
i the most advanced markets (Bartiett and St. George, 1998:4). However, this determination
mﬁmmmeommmyﬁmmmwofnﬁﬂimsufddhmhﬁwlmmuﬁngw
build an Acer brand in the US personal computer market. Acer ultimately pulled out of the
market two years ago (Lee, 2002). Shih (2002) attributes Acer’s failure in the US market to the
lack of (1) anything unique to offer that market, (2) a strong enough brand to pull in the
customers and (3) the supply chain, delivery and service capability required to compete with

mmmw&mmmmm@ﬁﬁwmoﬂumm
eavironments from which they emerge also influence the ability of EMCs to ascend the value
curve. Qur contribution is the integration of these perspectives to create a framework to
mdmmndﬂwphmmofEMCsasomdmgthevalucmm.ﬁﬁsﬁwmwukispmpwedm



the spirit of Porter (1994:428-429) as an idemtification of the rclovant variables and their
interoonnections 50 as to capture the complexity of the phencencnon and inform theory and
practice.

Our framework’ is built from (1) the published accounts of Japanesc, Korean and Taiwanese
firms that have been at the forefront of building muttinationals from emerging economies® and (2)
our own research into the evolution of Indian muitinationals, particularly in the two knowledge-
intensive domains of software and pharmaceuticals (sec Appendix 1 for a note on the evolution of
the Indian software indusiry and Appendix 2 for a note on the evolution of the Indian
pharmaceutical industry).

literature and the first section of this paper identifies this rationale. In subsoquent sections, we
look at the motivation, capabilities and opportunities of EMCs ascending the value curve in their
international business activities. The paper concludes by drawing implications for action by firms

Economic Rationale for Ascending the Value Curve

The rationale for ascending the value curve centres on the loss of cost advantages and the
consequent pressure on EMCs to find other relatively sustainable forms of competitive advantage.
Specifically, increased factor costs, poor bargaining power, the threat of backward integration by
their customers, and the threat of new entrants from other geographies competing on the same
cost dimension are the major drivers to ascend the value curve.

icreased fact: pding npetiivencsy. The competitiveness of most EMCs is
basedonﬂlelowpmthcymoﬂ’uduemﬂmrlowfamm(ﬁmmm Agarwal and Kim,
1997, Pananond and Zeithaml, 1998). However as the economies in which they are based grow
and wage levels rise, this competitiveness of these EMCs is liable to be eroded unless they find
sources of competitive advantage to overcome the loss of country comparative advantage.

ANt i paining power: Many EMCs compete in
MMawdeWmmmwm
corporations. The OEM market is particularly price-sensitive as the buyers enjoy high bargaining
power due to their own oligopolistic positions. Hence a loss of comparative advantage due to
increase in factor costs (such as labour, material or currency rates) can seriously undermine
competitiveness (Lee and Son, 1993).

) ackward integration: The bargaining power of buyers is strengthened by a credible
ﬂ:matofbackwmﬂmﬁegrauon An illustration of this phenomenon can be found in the Indian
software industry. Many large customers of Indian software companies have set up their own
subsidiaries in India to do their software work. The Indian software industry has seen an increase




hﬁemmﬂmofhahmsdmebythe&e“mpﬁwsbws.”w,uwy,mym
contracts came {0 Indian software companics through consulting firms (typically, the “Big Five”)
the Indian company doing the computer programwming and implemcatation. Now, leading
information technology comsultants like EDS and Accenture are seting up their own
programming and delivery centres in India to take advantage of the lower costs heve. Further,
they are offering their services at lower margina than those expected by Indian software
companies. To respond to this development, Indian software companies may now have no
altemnative but o offer a “vertical” range of services, i.c. including higher valuc-added services
such as consulting and system design as part of their servioe portfolio.

mtegmtewﬂhthcglobalmy mMsmmmmmmm
always compete on the basis of price based on factor cost advantages (c.g. Chinese companies in
meammoéﬂmdw)mwadm?mdmmm

In short, lack of sustainability of margins and difficulties in value appropriation are the significant
threats to & low cost strategy that is based on factor cost advantages and these can be potentially
overcome by ascending the value curve.

Factors influencing EMCs attempts te ascend the valae curve

While most EMCs face the pressures described above at some time during their evolution, in
practioe, the propensity of EMCs to ascend the value curve is dependent on their motivation and
willingness, the availability of suitable opportunities and their capability to do so (see Figure 1).
Thesc factors are in tumn related to diverse dimensions both within and outside the firm,

Willingness and motivation 1o ascend the value curve

Attempting to ascend the value curve in international markets involves considerable risks. The
likelihood that the top management team or dominant coalition that takes strategic decisions for a
company will go in that direction depends on their appetite for risk and a number of external
factors. The willingness of an EMC to attempt this transition is enhanced if establishing a higher
value position in external markets would help its domestic business, such a high value position is
closely identified with national pride and prestige, role models for the creation of such a position
exist and if there is a trigger such as a sudden decline in financial performance in global markets.
The willingness would be constrained by the extent to which a mindset of resource scarcity exists,
the extent to which top management pesceive they are unfamiliar with extemal markets and by
the existence of lower risk options.

MMMEMCmmchhdymbcmﬂmgmmkethemklfmmmdw



global market helps its reputation in the domestic market. However, this relationship could be
quite complex. Consider the casc of Goldstar {Aguilar and Cho, 1985). When Goldstar (now LG)
entered the U.S. market for televisions, it first competed in the lower end of the market through
discount channels and OEM sales. As time progressed, its managesced in the U.S. wanted to
ascend the value curve and scll more TVs with the latest features under its own brand aame,
However, this latter approach was likely to lead to a reduction in vohmmes and the necessity to
shift production to the U.S. to be closer to the market, more responsive, and overcome anti-
dumping levies. This would in turn reduce the volume of exports from Korea and could possibly
allow competitor Samsung to take a Jead in the high stake contest for “leadership” in the domestic
market. This issue is not as important for “bom global” companies (Oviatt and McDougall, 1994;
Knight and Cavusgil, 1996) or companies that compete principally in external markets such as
Indian software companics though even for these compenies the ability to project a better brand
mage could help in recruitment and resource generation.

{ J : sition with coutation: National pride and the
mmwmm;mmuammwm&ywmd&evﬂuemfmmy
Japanese companies when Japan was still an emerging market economy. This can be seen
explicitly in Sony’s mission statement (“dynamic activities in technology and production for the
reconstruction of Japan and the elevation of the nation’s culture™ (p. 740)) and their decision not
to sell transistor radios on an OEM basis but under their own brand name in the American market
(Quinn, 1988). This could be a powerful force to enhance the willingness of companies to take on
the risks of building their brands in global markets.

Existence of yole models: Companies would be more willing to take on these risks if they are able
to sce a role model based i their domestic geography whom they can follow (DiMaggio and
Powell, 1983). In the Indian pharmaceutical industry, early movers such as Dr. Reddy’s
Laboratories and Ranbaxy entered into the discovery of new drugs and new drug delivery modes
ahcad of others and their success in licensing molecules and controlled release drugs acted as a
spur for many other pharmaceutical companies to take a similar approach 1o address international
mkemlfsuchmdymmmmpmhgedtwwdmreﬁbns,thsmbcapowﬁddnvmg

o MANCE rigger: Though a decline in margins is inevitable in most
MHWMMm,mdeeclmembeqmwmmmyofﬁ)cm
m which EMCs compete globally (as discussed above), the rate of change in margins can vary
depending on other market-related conditions. For example, in the Indian software industry, till
the year 2001-02 many large companies enjoyed margins in excess of 30% due to excess demand
coupled with sustained demand growth, cconomies of scale, and some delays in the backward
integration of consultants and system integrators. In this scenario, the willingness of software
company managements t0 take on a higher degree of risk was low. This is natural as
organizations that have been successful with a particular strategy experience inertia that makes it
difficult for them to change their strategies (Hannan and Freeman, 1984). Successful routines




tend to get embedded in the organization and change happens only when a crisis happens (Hill &
Jones, 1997: 122). The results of the latest year, 2002-03, and the guidance to investors given by
mmmmﬁmumﬁumwmm.mmmamm
in steps to arrest the fall of margins. The performance expectations of the capital markets and the
extent to which they punish decline in performance could also impact the willingness of managers
to take action to improve margins.

The willingness and motivation of EMCs to ascend the value curve will be attenuated by some
bohavioral factors that are path-dependent and environmentaliy-influcnced outcomes of the path
that the EMC has taken. The EMC’s propensity to ascend the value curve will be dependent on
how strong these factors are and how determined the company is to overcome them.

oammmddm@cmhwﬂmmmmﬁm&w
typically been protected markets with low levels of competition (Medina and Dussauge, 2002)
and characterized by low purchasing power of consumers, and lower quality, environmental, and
occupetional safety standards than in developed markets (Prahalad and Licherthal, 1998). There
has oftens been little incentive for inmovation and, sometimes, even barriers to innovative activity
(Krishnan and Prabhu, 1999). A lack of sophistication m finsncial markets (Medina and
Dussauge, 2002), absence of financial sources such as vemture capital for investments in
innovative activity (Sabarinathan, 2002), and a mindset conditioned by capital and resource
scarcity {Bartlett and Ghoshal, 2000) make investments in new technologies, products or brands
scem too risky. The willingness to attempt to ascend the value curve would depend on the extent
to which such conditioning has taken place. This could impact cven “bora global” companies if
their top management is based in a resource-deficient environment.

mmum of kaey dwmon malncrs mmacts thc mernationalization process (Bloodgood,
Sapicnza, & Almeida, 1996; Reuber & Fischer, 1997; Precce, Miles, & Baetz, 1999). However,
many EMCs are family-owned and, while the family owners have a feeling of familiarity with
their domestic markets, they lack a similar familiarity with overseas markets and are reluctant to
makemajmhwesﬁnmtshﬁm(BmﬂeumﬂGhoshaLNOO).Top.mmyalsobe
relatively ignorant about extemal markets. This gap can be owercome by locating top
management in key overseas markets (¢.8. Morita’s move to the United States or the location of
Wipro’s CEQ in the U.S.) but its existence is likely to slowdown efforts to ascend the value curve
in external markets.

Fxis et risk options: The availability of options to slow-down the erosion of margins
wm&cbmpnnngpmofhm(mﬂn:ghﬂmemynmbembkmﬂnhng
term) can reduce the willingness 1o take concerted attempts to ascend the value curve. For
example, Indian softwarc companies have diversified into lower value-added activities such as
back-office processing or call centres as thesc opportunities exist with current clients and will



possibly allow greater lock-in with such clients, even though the return on investment in these
activities is probably lower than in their existing software business.

Ability to ascend the value curve: EMC Capabilities

Whikwﬂﬁng:essmtahetherisksmwwdisamwyomdimm&mdwdwdop
Mmpeﬁﬁﬁmhmﬂerwbcaﬂemmmevﬂwmm&ﬁlﬂy.wﬂﬂwhﬁww
ofdevdopdwmymhhaﬁmﬂsmm_mmmﬂmarkm,iMraIm,wlﬁmgem
advanced technologies (Vernon, 1966), EMCs typically lack strong technological knowledge.
Ammﬁngamddofﬁmsaslmnﬁngmganimﬁms,mofﬂwrdmknmiedgembe
mmmmmghﬂwmumhmummmeﬁ(mmwmm&m
l975;LdLl983).‘1hedﬁ&l@nmo£mmbgicd@pabiﬁﬁwmbemﬁaedthmug:
ddibmtcdfortsashasbemdmwbmemﬁnm(Khn,1997;Fcu'bwandWield,2002).
mmw&mmmmmmmmwﬁm
mamdmwmmmzwﬂmm@nmhﬁhmw
wm.wﬁmw@m&ﬁa,mmﬁmmwmmm
acquisiﬁmhncgmﬁm,ﬂmplydmhoptﬁniuﬁmmdm-wlwﬂmagam.m&abo
nmdwhawmdwmuaﬁmdminmﬂumbeabkmmmgcpmdmmandm
thatmdiﬂ‘amﬁawdmmﬂwmedsofdimmgmupsindmelopednmkas.

Fhmdonat)pimllydnﬂopcapabiﬁﬁﬁbywcidanmmammn.meﬁstmoeofmc
eapabﬂiﬁesdmmibedabmemlddmmdmanumbﬂofw@mmﬂmmm

ﬂmabﬂiwwdcvdopmpabiﬁﬁwforvahw«wﬁm.mmchdhnwﬁummdumy,ﬁmthm
mwmwdmﬂwmmofnmnpow(meﬁmpqimﬁvdymlbd“bodyshopping”)had
qummmwmﬁm.mmmmmwmw
projeas“oﬂkbme”ﬁunhdhdevdopedpmjoamwmﬂmnysysmhnplanmmﬁm
capabilities that enabled some degree of value addition.

jonalization stratepy: The reason for the firm's entry into international markets would
medmm.ummwmmmm
wasmdyﬁouﬁﬁmmwpadtyorwbcabkmpuﬁeaﬂnmyasanmm
mymMﬁcmmmmMﬁhMMMwmeMdm
quotas to exports, it is unlikely that significant capabilities would have been built, Further,
lemningﬁuninmmﬁmﬁmeﬁ'oﬂsmldbeoonﬁngmtmﬂwadstmwofspedﬁc
leumingmdmﬁmminthcorgaﬂmﬁm(seeswﬁmonbamingnwdnnimbclow).




Company Origin: EMCs that are “bom-global” cither due to the size of the domestic market or
the nature of the industry in which they compete may be expected to develop capabilities faster as
they are subject to the competitive foroes of global business from a very early stage and do not
have the luxury of addressing the domestic market (Oviatt and McDougall, 1994; Knight and
Cavusgil, 1996).

Contextual factors

Wkisﬁmmaommdmenaﬁmﬂmmmn“mﬁmdﬁmmd)
such as factor conditions, demand conditions, the presence and competitiveness of related and
supporting industries, and firm strategy, structure and rivalry affect the pressure on firms to
innovate (Porter, 1990). Government policy can also help or hinder capability development.

Factor conditigns: EMCs are more likely to have the ability to build the capabilitics to ascend the
value curve if they have access to skilled people, financial resources, managerial skills, access to
more likely that they will be the basis for value-adding strategies in external markets. The
availability of innovative sources of funding that allow companics 1o experiment in international
markets increases willingness to take greater risks.

Demand conditions: The demand conditions in the domestic market would have also influenced
the development of firm capabilities that could facilitate value addition in external markets. In the
carly 1990s, Indian sofiware companies creating banking solutions for the Indian market were
unable to improve their domain or business process design capabilities because Indian banks were
hrgelyhsulmdﬁmndewbmnmhgbbalbmkingandhokedatmmedmﬁmnrmlyas
automation of existing business processes. Not only were the products created unsuited to
mmmmmdﬁmmmmwm
deq:dmmmompﬂmmhowhdgcofbummspmﬂmemﬁbelc\mmthe'

Wmmmmmmwmmmumbem
in external markets as well. In the Indian software industry, strong system integration and facility
management capabilitics are limited to those companies that hagd prior experience in the hardware
Myauhswm.thﬁewmdhhfamﬁmsymmmmmp
multi-year contracts that bundie software design and implementation with the provision of ail
related services such as management of the information technology infrastructure, system
iscgmﬁmmdemplmisionofd:esuvioeitsdf(sud:mpaw%pmsionﬁmd,or
mlunarkeﬁng),phmwﬁthintegmtedmbﬂiﬁwmybeatanadm.

developmmtAmmgﬂ:etoplndxansoﬁwareoompames there is considerable rivalry to attract
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the best talent. Companics scek 1o position themseives as the best leaming and career options for
young, talented engineers. As part of this, they seck to emphasize their advanced technological
capabilitics and their initiatives to promote inmovation. Infosys Techmologies has set up a
Software Engincering & Technology Laboratory to showcase the latest technologies while Wipro
has laonched an initiative to support innovation and intrapreneurship within the company.

Goversment policy: Government policies can both enhance and inhibit the ability of EMCs to .
develop capabilities for value creation. In technocratic states like Korea and Taiwan, the
governments recognized carly the implications of increases in real wages and supported domestic
R&D activity as a means of improving competitive capabilities. Continued protection of the
domestic market and the availability of fow-cost credit were made contingent on R&D efforts and
export performance (Amsden, 2001). The fact that India will shift to a WTO-compliant patent
regime from 2005 means that Indian pharmaceutical companies will have to foliow intemnational
patent conventions in the domestic market. This is putting pressure on them to create new
molecules. Until a few years ago, by placing restrictions on overseas investments by Indian
companics, the government restricted the options available to Indian software companics to make
capabilities or gaining access to higher margin markets,

Level of Complexity involved: In different busincsses, the differences in complexity and skilis
required between succeeding steps of the value curve vary. These also differ in different pasts of
the value curve. For example, the process engineering skills developed by Indian pharmaceutical
companies to reverse engineer bulk drugs could be easily extended to finding new ways of
manufacturing gencrics going off patent. But the development of new drug release mechanisms or
new drugs involves completely different skills from those involved in finding more efficient
processes for generic drugs. Whether a capability can be built or not is related to the degree of
compiexity mvolved. It is also related to the extent to which the related skills and technologies
are available in the market (see section on “Product-market Opportunities and Constraints™ below
for a further discussion on this issue). .

arning Mechanisms & Abs apacity: During the course of earlier internationalization
eﬁbm,ﬂ:eEMCmHMvehadd:moppmummwmmwogmmdm
How well these were exploited will influence the firm’s ability to ascend the value curve. An
impostant dimension of this effort to build absorptive capacity (Cohen and Levinthal, 1990) is the
creation of structures and systems to learn from alliances. The success at leaming is probably
more important than the outcome of the alliance itself. For example, Indian pharmaceutical
company Ranbaxy formed an R&D joint venture with Eli Lilly in the early 1990s. Though the JV
was subsequently dissolved, Ranbaxy benefited by leaming good laboratory practices and
patenting procedures that could be transferred to its own R&D activity. Internal research and

11



capacity.

Lm:m&m&mpa&mmdswﬁmammmsﬁpkoﬁm
medudingmof&ﬁmhwlﬂﬂﬂhﬂwwﬁrm%mpmmmof
Dr. m’aummu),ammmmmmm,mwam
Iaboratory for new drug discovery in 1992 even though at that time Indian pharmaceutical
Wmmmmmmmmmmwmm
mmmwmwﬁhammmmwﬁm
molecules. But the CEO of DRL, Dr. Anji Reddy, decided that they could not afford to lose time
hmmﬁﬁﬁwﬁamﬂ&wymmdmdaymmthaw
played 2 role in overcoming other barriers, particularly those related to the resource-scarce
mindset. It is such a vision that induced Parvinder Singh, the then CEO of Indian pharmaceutical
company Ranbaxy to invest in the creation of corporate research capabilitics in spite of alternate
investment opportunitics in local distribution that may have yielded higher short-term retumns
(Ghoshal, Piramal & Bartlett, 2000).

develqnnaﬁcﬁmﬁamahoh:pommwbuﬂdmwcapabﬂiﬁmthmmmabmmﬁw

h%mm«ﬁm&m&mmﬁawﬂaﬁaﬁemwa
company 0 ascend the value curve.

Ability to ascend the value curve: Product-market Opportunities and Constraints

The EMC’s ability to ascend the value will depend on opportunities and constraints related to the
mmwﬁummmmmmmmm
disaggregate their supply chains constitute important opportunitics in the product-market.
Hypercompetition in end product markets makes direct entry into those markets very difficult but
mmmmmmmm.mmwﬂnmcmm
oforiginwﬁhﬂwpro&mfsuvicchqmﬁmandrdamdgm&maﬂmﬁeeswﬂldso
Mm&mwmmmmmhm.mmof
tacitness of technical knowlodge and the extent to which technical knowledge is traded in the
market, the ability to penctrate decision-malkiug networks, and the degree of market access are
mwm&mmmmﬂmmmmmcmmemm
curve. '

brand thanks to the convergence of digital technologies and its ability to position itself at the
mdmwm.mmmmmmmmw
hdianwﬁwmucawmiwadﬁwsanewlymmformmgimmgeﬁsﬁngsduﬁm
uwﬁuaﬂmmm.%md&%aﬁmsﬁﬂﬁym
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Indian software companics the opportunity to design and implement complete software solutions
on an even footing with established information technology service companics.

{ODM). Many semiconductor and computer manufacturing companies in Taiwan started out by
mamufacturing products to specifications given by their customers and competed based on lower
companics over time shified to Own Design and Manufacture (ODM). This shift enabled them to
capture some of the downstream value that was otherwise being lost to their customers. It also
caabled them to use techniques like Design for Manufacturing to optimize designs and push down
the cost of production thereby recovering some of the cost advantages Jost due to higher labour
costs {Shih, 2002). The ODM strategy became possible because the marging of the large brand
names in the computer business were themselves under tremendous pressure and they were
unable to resist the benefits of lower costs offered by the ODM suppliers. With product cycle
times reducing, and technologies becoming more modular, the brand name players were unable to
add more value than an ODM supplier. '

ot of hvpercompetition: Hypercompetition in end-product markets can raise substantially the
nskofomnpwngmmm The experience of Acer in the U.S. personal computer market
sugpests that it will be nearly impossible for an EMC to penetrate such a market through a frontal
entyy and in the absence of a credible differentiator. In such a market, eniry may be next to
impossible until a major change in technology or market structure takes place. However, as
explained above, hypercompetition in the end-product market may also accelerate the
disaggregation of the supply chain and create new opportunities as well,

i Awoen Coun Tig t/service offered: The ability of an EMC to ascend
lhewlmwmuhkdymbeenhmoednmeaposﬂwsymgybﬂmﬂnmuﬂry—of-
ongin and the product offering. However, the association of a country with a particular product or
services. In the low end of the software services business, the Indian connection helps as India is
clearly identified with the provision of such services. However, a strong Indian comnection could
be a disadvantage for a company seceking to be a provider of consulting services as India’s “brand
image” is not consistent with the provision of such “high end” services. Thus an Indian company
socking to be a consulting firm would have to not only position itself as a global firm, but also
behave like one. The latter depends on developing a global mindset — “the extest to which the
corporation as a oollectivity reflects an understanding of diversity across culiures and markets
coupled with an ability to integrate across this diversity” (Govindarajan and Gupta, 2001: 9). This
may be difficult if the top management of the company has very strong emotional mvolvement
with the country of origin and is unable to find ways of creating genuinely global teams. Thus
emotional involvement with the country-of-origin may influence the abilty of the firm two
actualize the synergics between the country-of origin and the product/service offered.
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knowiede in the market: The knowledge required to operate at the higher cads of
&mcmmmyomwgmmmuadedm&emAvmhbMyofm
Wmmmﬂmhmhwof&mwmwﬁnmmaw@
Higher levels of technical and market complexity increase “revenue distance” (Aron and Singh,
2&3),Mmbedomdaﬂy&rm@mm&mwmdmmm
mﬁes&ﬂmcmoumofﬂme\ﬂnmmw(m owners of
intellectual property, etc) and the capabilities of the soeckers i.e. the financial and absorptive
Wam;,mm&mmwmmam&mw
to be contractually transferred. Empirical research shows that the Jess codifiable and the harder to
teach is technology, thcmeﬁkdyﬁwmﬁm'mﬂbewwhnﬂyomodopamwmd
Zander, 1993)Agmﬂ:mdmterpmhmofﬂmmh:sﬂmmmﬁom
mpahhuandknoﬂedgewhd:mnﬂavmhblemhommdwhwhmhcﬂm%my
not find a market in which they are available and traded. A related issue is that techmical
complexity may be easier to deal with than market complexity. EMCs have demonstrated the
ahhywummmofﬂnnmwmnphxwmmmmﬂuﬂcpmdunm
MWWMWMm&MEBMMmm
technical skills, In contrast, the subtle and tacit understanding of customer needs and consumer
mmmyummmmﬁmaﬁm.wmwmmm
complexity get inter-twined, this may be the most difficult situation of all.

mmmwmmmmmmmmMaﬁ&w
m:pmmhﬂ;edmt%mﬂmﬁmldmsmngmdmgmmmmkmbyﬂwmp
management of the client. A large multimillion dollar enterprise-wide IT contract for a top
nndunahoualﬂaathassuateglcmplmnmsmbmmdmmvdwlhecmofthcmg
company. Even if onc ignores the anecdotal information that sugpests that such comtracts are
dﬁ&dmgﬁfmﬁaekwobaﬂymhﬁhmthefaﬁthﬂddhwmmm
play a role in the determination of such contracts. While in theory a foreign company including
one from an emerging market coukl employ top management in the external market that conld
hawmmhqrdemmnmkmsmchentmthmmybcdaﬂiaﬂtmpm.

rict aceess: Though the forces of globalization have improved the access to
MMMMmﬂmmamkmmwmw&mBmmﬁe
mamfmmmmwpmm&mmmmmwm
end of the value curve like information technology consulting, access to the customer’s site is
cssential 1o be able to provide the service. However, such restrictions on market access cover the
whohspmummdudmgeifommpasslegulaumtopwmm:angofback-oﬂioe
operations to Indian companies.

Implications for Action by EMCs
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The framework proposed above suggests that to ascend the value curve in international markets,
an EMC has to increase its willingness to do so, develop relevant capabilities, make use of
~ product-market opportunities and overcome product-market constraints. Some of the approaches
used by EMCs to achicve these are described in the following sections.

Enhancing willingness

A number of practical approaches can enhance the willingness of an EMC to ascend the value
curve in intemational markets. Some of these lic within the locus of the EMC itself while others
mwwmmmwmwm.maem
(2000) advocate two approaches that they call “Push from Home™ and “Pull from Abroad™ to
break out of the marginal mindset of lack of confidence. The former consists of upgrading local
products to giobal standards even if the local market does not demand such standards or shocking
domestic managers into realizing the position of their products or company in the global market
by exposing them to the reality which is often a sharp contrast to the position enjoyed in the
domestic market. The letter consists of exercising a “pull” on domestic capebilities by hiring
strong managers in global markets who place difficult demands on the domestic operations. I is
worth noting that in both these cases it is assumed that the problem lies with middle managers
and that the top management is leading the effort to overcome the mindset challenge.

The resource scarcity mindset can be partially overcome by targeted govenment support. For
example, in the early years of the evolution of the Indian software industry, the government
provided a one-time support of part of the export marketing expenses, thereby making the
participation of Indian software companies in important exhibitions in new markets easier. This
also enhanced the familiarity of the top management of firms with external markets. Governments
and industry associations can facilitate this familiarity through study tours, couniry visits and the
setting up of market intelligence and information centres related to different markets. Family-
owned businesses can do this by encouraging their family members to attend educational
programmes and wotk in different countrics; in this, care should be taken to avoid excessive
focus on one or two countrics.

Acquisitions of companics in developed markets can overcome the risks and difficulties of
organic market entry; removing regulatory constraints to foreign acquisitions can increase the
EMC's willingness to ascend the value curve in those markets. The Indian pharmaccutical
company, Ranbaxy, has created a manufacturing base for generic drugs by acquining
manufacturing companies that have regulatory approvals in their Jocal markets.

Development of Capabilities

Thanks to the attention given by scholars to the resource based view in recent years, the processes
by which firms develop new capabilities are well studied and documented. In the specific context
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of EMCs ascending the value curve, the focus noods to be on those capabilities that will lead to
the greatest creation and appropriation of valuc in giobal markets.

There is a close link- between resource endowments (in this case firm capabilities), resource
commitmenits and activitics undertalcon by firms (Ghemewat and Pisano, 1999). The enhancement
of capabilities that allow the firm to undestake higher valuc-adding activitios takes place through
ﬁeﬁ:mmdchgkmsibbmomm}wnmdm
capability-building activitics within the finn (Leonard, 1995; Ghemawat and Pisano, 1999).

EMCs can build a resource base by acquiring the generic resources that are within their reach and
combining them, using organizational mechenisms, $ result in capebilities that facilitate
mm&mmmmamzwi).mm&mhm
mm2m2).M(l990)mMﬁmundﬁngeﬁﬁmwmm
systems, improve the national diamond, welcome domcstic rivalry, globalize to tap selective
advantages in other countrics, usc alliances oaly selectively and locate the home base to support
competitive advantage. Technological capebilitics can be built by shared problem-solving,
outside the firm (Leonard, 1995). Forbes and Wield (2002) advocate a process of incremental
mmmﬁmwumwmwm;MmmM
bam&hmnmm&uﬁm;hamtommm;a&ﬁmﬂy,lﬂmhdeﬁgnm
products.

Overcoming Product-market Constraints & Leveraging Opportunities

EMCsmadomdiﬂ’uemeomprodmmmmmdmpﬂaﬁmm
new opportumitics. One important approach is to look for “loose bricks™ (Hamel and Prahalad,
l%S),’ﬂmemhwﬁdmbﬁMmlﬁnaﬁmhmnmfounhgﬁﬁrmaﬁmfor
strategic, goo-political or regulatory reasons. Bartlett & Ghoshal (2000) refer to a new form of
this that they call “benchmark and sidestep™ that consists of using the presence of MNC
mmmmm(wywmmmmc
¢experience in an effort to transfer best practices) and using those capabilities to enter markets
where the established MNCs have limited presence. Another approach is to change the mles of
dngaamhyoﬂhhgamnﬁmﬁmubwmammemym&mmeﬁﬁmw
(NJMMWMMMWM).DMEWM
mmmwmmmwwmmmwwmof
Indian software companics to take on software development projects for e-commerce. The other
wmwwmmmmwmmmmaam
strategy (Kohn, 1997; Porter, 1985:523); success in multiple niches can offer opportumities to
subsequently increase the degree of competitive scope (Shih, 2002).
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Tacit knowledge can be gained by hiring experienced managers who are natives of forcign
markets and who have worked in established companies that have sirong technological and
sources of tacit technical and managerial knowledge. With the downsizing of large firms and the
rationalization of operations through mergers and acquisitions, a number of individuals with
technical and managerial expertise arc today available and if the EMC has the ability to integrate
across these technical and managerial capabilities, it can build strong core competencies of its
- {developed) countries will depend on the EMC’s ability to adjust its managerial style and
mmwwmm.m,MaMM(Mmm
Gupta, 2001) is an cssential part of ascending the valuing curve in international markets. This
global mindset will also help the EMC bridge the revenue distance, penetratc decision-making
networks and play a more proactive role in tackling mariet access.

Future Directions for Research on EMCs
Timing and Positioning

There are interesting questions that this paper does not address. An EMC that attempts to ascend
the value curve 100 early may find ths risks outweigh the benefits as the EMC is still vulnerable
to sudden changes in the environment. If it postpones it for too Jong, it runs the risk of its core
competencies getting converted into core rigiditics (Loonard Barton, 1992) and being typecast as
a “low-end” player as in the case of the Indian Software industry. Similar to the problem faced by
companies in responding to disruptive technologies (Christensen, 1997), ascending the value
curve can actually come in the way of servicing present customers and present profitability, yet
failure to do so can jeopardize the future of the company. Is there an optimum time in the
evolution of the EMC for it to make this attempt? To what extent should it attempt to do so?
Going t00 far may bring the EMC into direct competition with MNCs from established markets, a
confrontation for which the EMC may not be ready. These are some of the dilemmas faced by
EMCs, and fisture research needs to take a closer look at how these can be resolved.

Manufacturing vs. Services

Much of the earlier research on strategy in international business (with notable exceptions such as
Erramilli and Rao, 1993; Sharma and Johanson, 1987) focuses on manufacturing businesses.
Particularly in the context of EMCs becoming globally competitive, it is common to find
discussions of companies following the sequence of acquiring a production capability, followed
by an investment capability and then an innovation capability (Dahiman, Ross-Larson and
Westphal, 1987) or equivalents thereof (Kim, 1997; Forbes and Wield, 2002). Thus, in the
manufacturing context, the focus has been on the acquisition of technological capabilities. In
service businesses, the acquisition of technological capabilities is not such a major challenge.
With the increasing globalization of services, and the success of Indian companies in global




service businesses without apparently facing any difficulty in terms of technological capabilities,
there is & new stream of research to be pursued.

Ifmeom:pmmthehdimsoﬁwueindmﬂytoﬂwhimﬂm,ambaof
hawhrgeﬂhﬂgﬂs,bmﬁmnthepaspwﬁwofmmmmmwhﬁt&e
mwmwmm.mmmmmmmmmmy
ﬁm'srdaﬁmﬂﬁpsandknowhdgeoﬁhedia:mmwﬂngmﬁxmedmsmm
mmmwwwm&m«mmmmmmmmy,
mammm&rmammﬁmam@m.mm
ahohawammhhwmnbwofpohﬁﬂammm;mﬁwm
MythmﬂwTaimehdum(CSFB,ZOOS).OmﬂLthmmmbelﬁghubmimw
Whummmmmmwmm;
mnthomﬁnehuﬁmmﬁhﬁnﬁmuﬂum(dmofmxm(wof
skills), and managerial capebilitics (managing large projects, quality management, efc.).
wmmmwmdmmmmm
is more complex because of the intangible nature of services and difficultics in standardization.

memmmammmmmmmmmmw
hpﬁmﬁmofthuediﬁuuwesforEMCshﬁcmbmmamhnpumﬁmmm
of research,

Vision and leadership

mh@ﬂmmmﬂwﬁwmmmm@mﬂuc@ﬂwwwmdmw
Mmmmm&mmmwwmmmwmmmm
WWMMMWMWmWMm&m
mmwmmmummymﬁmdmmmmmmm
&Mwmmmwmummhmm
M&@Mhmm(hmwmﬂwmymum 1989).
Casemmmdamcdohl(hurdiabh)mdeMCswmﬂmlmdushipmdvisimm
aiﬁmlwthdrc\ohlﬁmhmﬁlu-ﬂdgedmﬂﬁnaﬁmak.lfmeudaandprwﬁmmmbe
brklged,mearchuswﬂllnvetomtoiamswﬁthﬂmepbmm

Cross-paradigmatic research
Mammmmmmmmmmmmmmmcmm.
mehmshw&n&dmhokamcmissmﬁmamgklﬂuﬂomn
mwmﬁmdhmhmsdnrymﬂnrmmebasedﬁew)andmmmﬁshglyﬂﬁrmm
hawreﬁeﬁodmchnsmeyused.ﬂommmoﬁhmcﬂmimbyﬂnmdmmmm
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exphhﬂmsﬁa&gi&sndqﬁedbyEMCs.We&uefaebeﬁmmmmdﬁnﬂﬁsm
nwdshhnmwndpamligmﬁcbmmdmiﬁmifitnnhesihemchmmsyand
intractable.

Appeadix 1
The Indian Software Services Industry

Thegmwﬂnofﬂwhdimwﬁwmhﬂumyhasbemnmdanhdia’snwstpmﬁmm
success story. In the year 2001-02, the software and related services industry reported revenues of
US $10.1 billion, Of this figure, US $7.68 billion came from exports. This industry accounts for
almost 2% of India’s Gross Domestic Product and over 16% of India’s exports. Just five years
carlier, the industry accounted for only a little over 2% of the country’s exports (Nasscom, 2002).

Indian software companics entered the industry by providing low-cost, skilled manpower to
clients in developed markets (principally the U.S.). To start with, this manpower provided labour
at the customer’s site, typically under the direction of an external consultant or the firm’s own
testing, the software companies graduated to reengincering existing pieces of code to new
operating systems and platforms. Demand for the latter was creatod by the shift of users from
mainframes to client-server systems.

In the years immediately preceding 2000, Indian software companies obtained many projects to
solve the “Y2K” problem (Arora et.al,, 2001) The internet and e-commerce explosion helped
companies graduate to large-scale coding assignments that actually developed new applications.
Simultaneously, Indian software companies developed good project management and quality
processes that enabled them to manage large projects whether at the customer’s site or back in
India (“offshore™) at their own development ceatre.

The declining cost of telecommunication links and the wide diffusion of the “always on” internet
combined with the good track record of the companies have led to a steady increase in the
proportion of offshore revenues (Nasscom, 2002). The industry experienced the first economic
downturn in its short history during the financial year 2001-02 which resulted in a sharp decline
in growth rate but also arrested wage cost increases that had been threatening to affect the
competitiveness of the industry. Though margins fell as a result of intense competition between
the leading softwarc companics, they still remain healthy. Very specialized companies
particularly in domains such as telecom that suffered disproportionately due to the downturn were
the worst affected (Kumar and Krishnan, 2002). Low-end maintenance jobs proved to be the most
steady streams of revemic as clients cut down ambitious projects (Srinivas and Jayashankar,
2002). '
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some extent) MmWﬂMMhMWW(ﬁM
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knowlodge management systems that enable them o rewse code and make best use of
Mmh&MmhMMmmmmngﬁﬁw
hawumdmmsﬂﬂmuhammdwﬁchsduﬁmmbebﬁkform
servioes clients though they have not actually eatered the software products market,

m,mmwmmmmmmmmmm
mmmmmmmmmmmhwmm&
mwudammmhmammmum
Mmmmbmusmpmdmxdﬁdmmm&emw
investments involved, physical distance of the key global market for products from India (and the
absence of challenging customers in India), lack of domain expertise, limited ability to
conceptualize products and the casy rmvenues that can be generated from the services business
mwmmmmwmmmmﬁmm
Pmbhn;2002).ibuw,hdimsoﬁmsuviwoanpmiuhawsemamﬂardecﬁnem
mrgh:ssinceZOOl(CSFB,2003)andﬂ:ismyinchmemﬁeshﬂﬁnkinghdwhﬂusuy.

Other constraints to entry into higher value segments for Indian software companies inchude
government resirictions on forcign acquisitions, and the increasing limits on the movement of
professionals in the wake of the recession in major markets and the anti-ferrorism drive.

Ammmmu&mwmmmmmm
WWMWWOIMMMMMmmmﬂy
appliced to these businesses. Companies hope that the provision of these “IT-enabled” services
2002).

consulting firms who are setting up their own software development centres in India. This is the
ﬁmmingmofmehﬁmsoﬁmm.wpuﬁaﬂummhthcw
ﬁmmuﬁngﬁmuhﬁcmmymﬁwcmmwhﬁmmm
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andhnplanmhﬁm.%eﬂnmtofbadcwardimegmﬁmbyﬂncmlﬁugﬁnmismhmwdby
their reported willingness to work on lower marging than the Indian software companies.

Indian software service companies have been pioneers of noteworthy organizational innovations
such as the conoept of the Offshore Development Centre (a software development centre devoted
to a particular clicnt, often located within a larger facility that shares infrastructure and support
servioes) and the widespread use of Employee Stock Options in India. They have graduaily been
moving towards developing a global mindset by hiring more foreign pationals (particularly in
sales and marketing) and shifting decision-making closer to the key markets in which they
operate. '

Another recent phenomenon in the software services business has boen the growing importance
of mega deals through which large clients award high-value, multi-year contracls to service
companies that are willing to take over and run their entire IT infrastructure and servioes. The
ability to take on such contracts requires a strong financial base, a diverse range of competencics
and strong managerial skills. However, so far, Indian companies have had cnly limited success in
being awarded mega deals. This may due, in part, to their inability to penctrate the top
large companies operating in the U.S. market.

There is increasingly direct competition between large Indian software companies for big
contracts. This has accentuated the decline of margins. Other forms of competition include
competition for talent, and for brand image in the market for talent. Companies try to differentiate
themselves on the work environment they provide and the leaming opportunities for software

‘The Government of India has, in general, played a supportive role in the growth of the Indian
industry, though the growth of the industry has been led by the firms themselves and not by the
government. In the early years of the evolution of the Indian software industry, the government
provided some financial support for marketing through a scheme managed by the Export-Import
Bank of India, thereby making the participation of Indian software companies in important
exhibitions in new markets easier. This also enhanced the familiarity of the top management of
firms with external markets. The government has also helped through the Software Technology
import of hardware by software exporting companies and exempting software services from
income tax for 2 period of ten years, The govemnmentcreated education and research
infrastructure was the source of much of the mitial manpower for the software industry though
there are now a number of private educational institutions as well.

Prominent Indian software companics include Infosys Technologies (listed on NASDAQ) and
Wipro (listed on NYSE). Infosys reported revenue of Rs. 36.2 billion in the year 2002-03 ($753
million under US GAAP) and a net margin of 26% (Infosys, 2003). Earlier, Infosys’ topline grew
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by about 37% in 2001-02 and reported healthy margins of 31% (Infosys, 2002) despite a global
recession. Infosys has refrained from dramatic efforts to go up the value curve like 2 major entry
into software products or the acquisition of a big-name consulting firm, preferring incremental
efforts to buttress its reputation and capebility profile. It has made a name for its high and
consistent quality of execution, and standards of corporate governance. Wipro Technologics, the
global tecimology services division of Wipro Ltd., reported revenue of $902 million in 2002-03
(Wipro, 2003). Like Infosys, Wipro cajoys a strong reputation for the quality of its software
services. In addition, thanks to its evolution from a hardware company into a software compasy,
Wipro has pethaps the widest competence base in the Indian software industry. Wipro’s Chief
Mwomvmmwﬁmmemmmwmmwy
headquartered in India.

Appendix 2
The Indian Pharmacestical Industry

The Indian pharmaceutical industry has been onc of the high performance industries of the 1990s.
About onc-third of its 2002 production of $5.2 billion was exported to other countries. At least
two Indian pharma companics have displayed the potential to be significant global players in the
future.

Like other industries in India, the pharmaceutical industry had a high degree of regulation before
1991 (for details of the changing regulatory framework for pharmaceuticals in India and the
response of firms, see Madanmohan and Krishnan, 2003). Two peculiar features governing this
industry were price control and India’s recognition of only process (and not product) patents. In
response to these comstraints, Indian drug companics developed the capability of finding new
low-cost routes for drugs being sold in other markets and entered extornal markets in search of
higher margins. This was typically manifested as either sale of formmlations 1o the erstwhile
Soviet Union or export of bulk drugs to established markets. In 1995, exports accounted for 20%
of the Indian pharma industry’s revenucs.

In the face of the deregulation of the Indian economy, and indications that India would sign the
WTO agreement (thercby introducing product patents for drugs in India), some of the larger
Indian pharma companies kike Ranbaxy and Dr. Reddy’s Laboratorics (DRL) turned their
attention to new drug development and the development of new drug delivery systems in the mid-
1990s. Ranbaxy and DRL have hired large numbers of scientists, many of them with research
experience with MNCs, to staff their rescarch laboratorics. By the end of the 1990s, three Indian
Mmmmhmmmw&mhﬁammd
US pateats.

Indian pharma companies have also addressed the growing market for generics and have used
their process skills to identify alternate routes to manufacture molecules going off patent. In some
cases, they have also been able to utilize the American provision for 180 days exclusivity for the
first company producing a drug going off patent.
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In November 1993, Ranbaxy CEQ Parvinder Singh announced a goal of transforming Ranbaxy
into a rescarch-based international pharmaceutical company with $1 billion in sales by 2003
{Ghemawat and Kothavala, 1998). In pursuance of this goal, Ranbaxy invested in the creation of
corporate vesearch capabilities in spite of alternate investment opportunities in local distribution
that may have yielded higher short-term returns (Ghoshal, Pirame! & Bartlett, 2000). Ranbaxy
entered into a global alliance with Eli Lilly in 1994 and formed joint ventures for marketing and
R&D. Though the R&D JV was subsequently dissolved, Ranbaxy benefited by learning good
laboratory practices and patenting procedures that coukd be transferred to its own R&D activity.
Ranbaxy has created a globa! manufacturing base for drugs by setting up new plants and
acquiring manifactaring companies that have regulatory approvals in different markets. By 1998,
Ranbaxy had joint ventures or subsidiaries in fourteen countries including the United States,
China, the United Kingdom and the Netherlands, marketing offioes in another 6 countries, and 2
licensing arrangement in Indonesia (Ghosh and Datt, 1998). Ranbaxy’s latest results indicate that
it is on track to achicve the $1 billion mark in consolidated revemues by 2004,

The top management of DRL set up a rescarch laboratory for new drug discovery in 1992 cven
though at that time Indian pharmaceutical companies were still trying to persuade the Indian
government not to adopt international patent conveations and insicad to continue with a regime
that permitted reverse engineering of patented molecules. But the CEQ of DRL, Dr. Anji Reddy,
decided that they could not afford to lose time in developing capabilities that would be inevitably
required one day. From 1992, DRL invested about Rs. 1120 million in R&D over an 8-year
period. By 2001, it had filed 55 US patents of which 19 had been grantod and licensed three
molecules to foreign drug firms (two to Novo Nordisk, and one to Novartis) for a total revenue of
$8 million up to June 2001 (Business Today, 2001). It is now building up a pipeline of new
chemical entitics that it hopes to convert into some globally successful drugs. Though smaller in
size than Ranbaxy, DRL has demonstrated its ability to identify new drug niches and have a
relatively high success rate in drug discovery. In the current year, DRL has increased its R&D
intensity from 5.5% to 8%.

The success of Ranbaxy and DRL has influenced many other Indian pharmaceutical companies to
invest in research and development and pursue external markets more aggressively (Ghosh and
Datt, 1998).
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Notes

" In this paper. any reference to an EMC is related to a company from emerging markets that has a presence in international markets. Value addition is looked at
int the specific context of its intenationalization,

* We would like to acknowledge recent work by Makino, Lau and Yeh (2002) in giving us the idea for the general form of this framework,

? Though Japan. Korea and Taiwan are not emerging markets, the experiences of the multinational companies from these countries are relevant to this study as
they cvolved into multinationals with similar starting disadvantages as faced by companies from today’s emerging markets.
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