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Abstract

The paper uses data from a recent survey on Baailims to investigate the role of technology e t
internationalization of firms, and whether if affedhe destination of foreign investments. Emerging
markets FDI is a much-debated topic these daysttaidtechnology-seeking purpose is a strong drive
for the internationalization, as firms are searghior assets in order to compete. We apply a Iogidel

to seek for the influence of determinants and sdinms’ competitive advantages on the choice for
developed countries as a destination for Brazift&x. We also test which modes of entry are preterre
when investing in a developed destination. Ourltegwoint out the importance of a skilled laborceion

the decisions to invest in developed destinatidde. found out that technology is an asset used as a
competitive resource, and that Brazilian firms dmt mndertake technology-seeking investments in

developed countries, and that acquisitions andr@iedd investments are the main modes of entry.
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1. INTRODUCTION

The internationalization of firms from emerging Iketis has recently become a widely-studied
topic, with several important publications givingesial emphasis on this subject, as the speciad$sef
the Journal of International Business Studies 2Q@urnal of International Management (13), 2007;
International Journal of Technology and Globalaati(4), 2008) including recent books, such as
Matthews (2002), Goldstein (2007) Sauvant (2008) Ramamurti (2008). Many of these studies focus

on firms emerging from Asian countries — with Chiyaand large being the most studied case.

The reason for such a rise of interest in the stiligethe growing dimension of the phenomenon
of emerging FDI, which has increased from US$ 1dlbb to US$ 2,288 billion in the period 1990-2007
(UNCTAD, 2008). The speed with which firms from egieg economies are spreading worldwide is
unprecedented, and unpredicted by any of the dalyries of internationalization. They are expagdm
different and distant markets, partnering with logeoducers (Embraer has a joint venture to produce
airplanes in China; Sadia sells poultry in a simileangement with a Russian partner), and makitg b
acquisitions of established brands (such as IBM&iyanese Lenovo and Jaguar Land Rover by Indian
Tata Motors) or key assets (Vale acquired Canatfian and now holds nickel reserves) (Goldstein,

2007; van Agtmael, 2008).

An interesting aspect that has caught the atterticscholars in the study of emerging countries
outward investments (OFDI) is the growing role dfategic asset-seeking investments as a key
determinant for the internationalization of firm®rh these countries (Makinet al, 2002; Child and
Rodrigues, 2005; Luo and Tung, 2007). For instafices from newly industrializing countries from
Asia (Korea and Taiwan in a first moment, followdyy India and China) have based their
internationalization strategies on the search tmpetitive assets not yet possessed or fully |@ezta

(Dunninget al, 1997; Matthews, 2002).

This specific feature has changed completely thdittonal (or expected) timing for firms to

become multinationals, as some of them started th&rnationalization without possessing the pre-



assumed necessary assets to venture overseassnatiethas prompted some scholars to claim thd nee
for a new strand of theory to explain emerging fatthews, 2002, 2006; Child and Rodrigues, 2005).
In special, this new dynamics of emerging investismidras brought about the rise of multinationals at
earlier stages of economic development of theipaetive countries of origin (see chapter 1 for a
discussion of outward FDI and development). Eveudin having not yet accumulated strong Ownership
advantages as envisioned by the eclectic paradiyzmr(ing and Lundan, 2008), firms from emerging
markets are internationalizing — and this early emgnt has led several authors to suggest that amgerg
multinationals follow a unique rationale, havingithspecific combination of resources and competgnc
that demand a special attention in order to be fuiiderstood (Luo and Tung, 2007; Matthews, 2002,

2006; Child and Rodrigues, 2005; Goldstein, 2007).

Having in mind the recent context of foreign dirgwestments from emerging markets, we take
an in-depth look on the determinants of Braziliarefgn investments, focusing on technology anddirm
capabilities as drivers of the internationalizatgtrategies of Brazilian firms. The main questienta
understand if on one side, technology and innoxateated capabilities are a key asset for theigore
competitiveness of Brazilian firms, and, on theeothwhether technological assets are sought atfter i
international ventures, in special to developedntiies. In other words, we want to investigate wbet
Brazilian investments have followed the same assiomgp taken to the emerging markets investments —
and hence Brazilian firms are going abroad in $eafdechnological strength rather than relyingloem

as an advantage.

The internationalization process of Brazilian firresn interesting object of investigation. Brazil
led the first movement of outward FDI from the egieg world in the 1980s, when such flows had less
significance in comparison to total levels of FDIiver time, the level of outward stocks of investisen
from Brazil has stagnated to around 3% of the wtotdl levels since 1990. Since then, the world has
witnessed rare outstanding performances of Brazibatward investments, as in 2006, when huge

acquisitions abroad by domestic firms have raikecbutward FDI flows to US$ 28.2 billions, way abov



the inward flows) (UNCTAD, 2007). Currently, Brazias outward flows of FDI that amount to US$
7,067 million and its level of outward investmettcks has reached US$ 129,840 millions (UNCTAD,
2008). Comparatively, in the same year Mexico hatflamvs of US$ 8,256, China of US$ 22,469 and
India US$ 13,649. Their outward FDI stocks in 20@3re, respectively, US$ 44.7, US$ 95.8 and US$

29.4 billions.

Studies of the foreign investments of Brazilianmir are still scarce; in special using firm level
data such as the Global Players survey that isiegpph our study. A larger firm-level study can
contribute to the information already accumulatediradividual Brazilian firms, given by case studies
We believe that a survey comprehending a wide rarfigeectors will provide a better understanding of
the determinants and main characteristics of Beawiinvestments, leading to a clearer portraithef t

country’s pattern of outward investments.

The reminder of the paper is divided in four smtdi Next section places the debate on emerging
FDI and the role of technology and technology-segknvestments in the development process of firms
from emerging countries; section three brings up tlonceptual framework and hypotheses of the
research. Section 4 describes the data, hypotlaesesempirical method; section 5 brings the resalts.

final session presents the main conclusions.

2. DETERMINANTS OF FOREIGN DIRECT INVESTMENTS AND T HE EMERGING

MARKETS

The international business research has an exéeasicount of both theoretical and empirical
works on the determinants of foreign productiorfimhs. Dunning’s eclectic theorem discusses the key
drivers of a firm towards internationalization; feoare summarized by the ownership of some valuable
assets, that can be tangible and intangible (Qhbyadvantages presented by certain locationsafigd,

the advantages of internalizing (I) the companwstivities rather than transferring it to third pes.



Having this set of advantages, firms pursue int@nalization according to a range of objectives:
market-seeking, natural resource-seeking, asskirge®r efficiency-seeking (Dunning and Lundan,

2008).

The possession of technological advantages, asyaoWwnership advantage, has always been
considered a key determinant for the growth offiime, and is also the main asset sustaining itsifpr
expansion. Technology has become more and moreciakicomponent of a successful venture, both
domestically and international, as we move furtaed deeper towards a knowledge and information
intensive era , when knowledge is not anymore aetawestricted to high-tech sectors, but plays an
important role even in traditional industries (Narand Dunning, 2000). In fact, the most successful
firms, who accomplished to become large and cortipein worldwide markets, were those who attained
a significant level of technological capabilitiesdannovativeness. Technological assets are thagsgts
that multinational firms resort to in order to baccessfully competitive. Traditional multinatitsra
(those originated from the most developed countgash as USA, Japan and Europe) base their foreign

activities on the exploitation of their ownershivantage, in special, technological asset ownership

Recently, however, firms from less developed eouae have started their internationalization
with, apparently, less (or very specific) technadatjcapabilities as competitive assets. This hrasidght
back the discussion of the main objectives of simfestments. Instead of relying on solid asset
ownership, firms from emerging countries would insdionalize with a technology-seeking motivation.
The debate brings to date the role of internatiaatbn in the process of technological catchingofip

firms from emerging countriés

In fact, several countries from East Asia havemaikdvantage of the imitative industrialization as
a source of fast paced catching up (Matthews, 200&) Japanese industrialization in the after-wea i

good example of a late industrialized country thatceeded to take advantage of the backwardness as

! Emerging markets, or countries, is the term weseho designate those also called late indusinalizountries,
new industrialized countries, or developing cowsriThough not a homogeneous group, they are often
mentioned as such in the economic and internatioumsihess literature.



way to leap forward (Kojima, 1960; Ozawa, 1975)eTdame occurred with South Korea, whose firms
invested in developed markets with the delibenatient to source advanced technologies not avaiktble
their home markets (Sachwald, 2001). Recently,rd#@st Asian countries, such as China, Taiwan and
India are following the same trend (Matthews, 208&hreye and Goldwin, 2008). Firms from those
countries target their investments to more develogestinations, with a clear strategic asset-sgekin
purpose, reaffirming the role of advanced econoragsource of capability building for firms froms$e

developed locations (Makiret al, 2002).

Backwardness can therefore be seen as a driver thian a deterrent of investing abroad, which
gained strength as a catching-up strategy of fimosy emerging markets. As posed by Dunning and
Narula (1996: 17), “precisely this insufficiency Ofadvantages needed to become global competitors i
medium to high-technology intensive industries foamother motivation to invest in economically
advanced regions”. In this sense, foreign investsn@om emerging economies are the strategic resspon

of these firms to the evolution of globalized cafp#m.

Furthermore, Dunning and Narula (1996) posit thatnature of motivations leading to strategic
asset-seeking FDI is changing as the world econergives. In addition the search for accessing
knowledge-intensive assets, firms are also engadéi in order to enhance their learning experisnce
which involve a better knowledge of foreign markatgl their consumer specificities better (Dunning,

1998).

The existence of technological spillovers — le@agnexternalities that originate from the
exchange of information, voluntary or not, betwegents (firms in this case) in a close locatiore tiu
the characteristic of public good that informatioss to some extent - is also a driver for technglog
seeking investments. In contact to technologies &uhnological capabilities, firms have stronger
opportunities to learn and absorb the knowledgelata in the foreign environment (Blomstrom and
Kokko, 1993; Carvalho, 2005). The boom of investtadn the Silicon Valley in the last decade is a

strong example of the attractiveness of a techmmdbgntensive location due to the existence of



technological spillovers. Technological spillovesise a good opportunity for firms from emerging
markets that are locating in more developed ddstimsa The interaction with established agents —
companies that have accumulated a great deal oflkdge and technologies - enhances the learning
possibilities, hence turning developed countrigs attractive destinations for setting up faciitiwhen

looking for increased knowledge and fast absorption

Firms from emerging markets that succeeded innat@nalization have relied on different kinds
of innovation — new organizational and manageriayswof thinking, innovative ways to provide sergice
etc. This is the case of Chinese Lenovo, Brazikambraer and Mexican Cemex (Matthews, 2002; van

Agtmael, 2007; Goldstein, 2007).

The Brazilian aircraft manufacturer Embraer becamwldly famous due to its innovative
organizational structure that improved the compsupgrformance and profitability, and also due ta ho
they decided to outsource to reliable suppliers é@yponents and the company’s own R&D activities,
thereby reducing costs and risks (Goldstein, 200@yeover, Embraer achieved its success by focusing
in a market share that was neglected by the topeain the industry, and used this opportunity to

become number one in the market of regional jeia Agtmael, 2007; Goldstein, 2008).

In the same line, Mexican cement company CEMEXabex the leading firm in its sector by
developing a simple strategy to build plants iratetgic locations, mostly through the acquisition of
existing but slacking companies, and thereforesbel@se as possible to clients, while also expanin
exporting range. As a result, the company’s busieesre so widespread that no country has more than
one third of total revenues — a clear strategynoft having all his eggs in one basket’ (van Agtmael

2007).

This highlights the fact that firms with alreadyieedded technological efforts, those that have
accumulated a significant set of capabilities, hawonger chances to succeed, both locally or
internationally (Barnard, 2008). The previous acuolation of capabilities is also crucial to make

technological and learning spillovers more effextiv absorptive capacities and complementary
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capabilities have proved to be determinants inesafal catching up processes, being explored ierakv

studies in the field (Cohen and Levinthal, 199Mmas&hita, 2001).

There are two distinct moments in the history ol kFDm emerging economies: a first flourish of
investments in the early 1980s and a more recarlexation of the process in the late 1990s anly ear
2000s. However still recent, these two momentsegorteguite distinctive features and have been asgess
and debated by scholars for some time (Lall, 1988lls, 1983; Tolentino, 1993; Dunnirgy. al, 1996;

Narula, 1996; Dunning, 2008).

In the first moment, FDI from emerging countried hepecific features that remounted to the
specifics of the economic development and industagon characteristics of such countries, whietd h
an effect on the competitiveness of firms and anghtterns of their innovative efforts. The multioaal
firms that rose in that first moment had their ®ssclinked to their capacity to attend to the nesds
emerging markets, and for this reason usually iotstt their scope to close and culturally similar

locations (Wells, 1983; Tolentino, 1993).

The second and more recent phase of emerging meast has as its main feature an increasing
speed with which firms are internationalizing, atler stages than their developed countries copatts
did. The intensification of the globalization preseand the facilitation of communication trans-frers
prompted by new technologies are the main rea3drese are less restrains to the mobility of firisusg
more and stronger motivations. “In a world withdurders, only global competitiveness is good
enough”, and internationalization becomes lessad@ion and more of a necessity (van Agtmael, 2007
35). When firms are faced with the absence of kaypetitive (especially technological) assets, they

internationalize with the purpose of acquiring such

Among the characteristics observed from the repesftle of foreign investments from emerging
markets’ firms is the pursuit of strategic asse$s a central motivation. Strategic asset-seeking
investments are by no means new and had a spemalttance for late industrializing countries inithe

catching up process (Dunnieg al, 1997; Kim, 1997). The search for strategic assatsbeen addressed
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as one of the main drivers of the internationaiiratof firms in general (Dunning, 1993 and 1998;
Narula, 1996; Li, 2007; UNCTAD, 2005), and the moatstanding characteristic of this motivation in
present days - and specifically in FDI from emegggtonomies - is the growing importance of this
specific determinant of FDI for emerging multinaiids, that undertake this type of investment earlie
than theories of the growth of the firm and of s&gial internationalization had predicted (Toleatin

1993; Dunning and Narula, 1996; Narula, 1996).

The increasing number of multinational firms fremerging countries means that those firms are
starting to invest at much earlier stages of dgamaknt of their home countries, therefore with less
weaker ownership (O) advantages. Asset-seekingsiments reshape the O-advantages of emerging
multinationals, originally a result of home countiyaracteristics. The search for strategic asseds
important determinant of outward investments fromin@, for instance (Child and Rodrigues, 2005).
Child and Rodrigues (2005) reviewed the determmaat recent Chinese foreign investments,
highlighting their central motivation to become lghd players in international markets. The relative
disadvantage®f Chinese firms are precisely the propellers of,H2en as an effective mean to equip
firms with the competitive strength that they lagk.the case of Chinese FDI it is worth noticing th
importance of acquisition as a route towards irggomal markets. Along with joint ventures and othe

types of partnerships, these are a fast accesarkets, technology, R&D skills and internationaduis.

The growing importance of asset-seeking investmenggests that developed countries have
grown importance as destination for emerging matkitms, given that more advanced economies
would have more to offer in terms of technologiespabilities and managerial skills (Dunniagal,
1996). Some previous studies have dealt with #sigd, revealing the relationship between straggget
seeking investments and developed countries déstisaMakinoet al. (2002) tested this relationship for
Taiwanese firms and found that asset seeking imards tend to locate in more developed destingtions

provided that investing firms possessed some chipedithat enabled them to compete in such
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destinations. The conclusion of the study corroteatathe importance of accumulated skills and

absorptive capacity so that firms can benefit flmeing in a more advanced location.

Other studies highlight the role played by mergamd acquisitions on the internationalization
patterns of emerging economies. Their share i kég€aA flows climbed from slightly more than US$ 40
billions in 1990 to US$140 billions in 2006 (ThedBomist, 2008). Some of these acquisitions have
gained international attention, such as the pueludsthe IBM PC line by Chinese Lenovo, of Land
Rover by Tata Motors, of RMC by Mexican cement campCemex, and of Inco by Brazilian mining

company Vale.

Brazil is an interesting case among the emergingldis foreign investments. As mentioned
earlier in the chapter, Brazilian firms starteditheternationalization already in the late 1970l dad
since early had an inclination to invest in develbpmarkets, especially the USA (Villela, 1983;
UNCTAD, 2006). Apart from the geographic proximity this country relative to other destinations, the

determinants of the locational choice of Brazilimms have never been deeply investigated.

Acquisitions by Brazilian firms have also gainedmentum in the past years. Brazilian firms
have profited from the Brazilian currency valuatamd took over several firms from strategic markets
Among these operations are: the acquisition of @hap Steel and Qanex by Gerdau, Swift by JBS-

Friboi, US Zinc by Votorantim — all in 2007 (FDQ)@8).

We believe that Brazilian firms have their veryrofeatures that evoke the country’s specific
past - just as so many other emerging countrigshiiive proved to require a whole new approactbio F
and international business in order to be proparigerstood (Child & Rodrigues, 2005; Matthews,
2006). Brazilian firms are driven to certain deations according to their specific motivations, dhd
determinants of their internationalization varidstan time and through the sectors. While a féhese
firms are worldly famous (Petrobras, Embraer, Vaedny other interesting cases are are not yedlyroa

know.
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Sabd is an autoparts company that started itsniatienalization process already in the early
1990s, following its customers. The company alsik tthe opportunity of being in foreign markets to
establish partnerships with local firms in ordeldarn and absorb new technologies and better ptiadu
processes. The company was the only Brazilian firnthe autoparts industry to survive the boom of
acquisitions by foreign firms in the late 1990snggoother successful but smaller companies, lesestu
internationally, are Weg, Artecola, Marfrig, Tigilegcaliza, Bematech, Politec; SOBEET, 2007; Ramsey
and Almeida, 2009). Each case highlights the mampetitive assets, their drivers, and other spEci
the internationalization of firms. However, we Idtiick more comprehensive studies that attemptaad

a general portrait of Brazilian FDI, placing it sewhere in the recent boom of emerging investments.

Specific case studies of some well-known caséradilian multinationals have stressed the role
of technology in their internationalization processch as the role of the accumulation of techriotdg
capabilities in the successful international inserbf Petrobras (Carvalho and Goldstein, 2009)vels
as the innovative global business model of Emb¢(@aidstein, 2008). However, no broader study has
taken the role of technology and its influence be tlestination of Brazilian investments into furthe
consideration. We hence raise this as the mairtignesddressed in this chapter, and in the nexiosec

we try to bring some light to this issue.

3. CONCEPTUAL FRAMEWORK AND HYPOTHESES

Having in mind the traditional approaches to tle¢ecminants of foreign direct investments, in
special the OLI paradigm, and the new debate atroetrging FDI, we will test what are the main dréver
of FDI by Brazilian firms. Moreover, we will test Brazilian direct investments fit into the new veaof
FDI from emerging economies and therefore are driwe technology-seeking motivations. We also test
the hypothesis that acquisition is a preferred mafdentry for an emerging market firm in a develdpe
country. Our hypotheses were built having in mihd basic assumptions of an extensive theoretical

debate on the subject of emerging multinationals.

14



The debate on emerging multinationals evolved ftbm original discussion of the then called
‘third-world multinationals’ (Tolentino, 1993; Lalll984; Lecraw, 1983). Even though those can lsill
considered one group, in terms of the differencethéir strengths and weaknesses vis-a-vis firims fr
developed countries, they present an essentiahatisin: the group of emerging market multinatianal
seem to rely on FDI as a strategy to access théreshassets to compete more effectively and hence
overcome the constraints of their home markets @b Tung, 2007). In other words, their strategpis
go abroad in order to grow and become competiting, this is the central distinction brought in hg t

recent debate (Matthews, 1006; Dunnitgl, 2008).

Therefore, in order to assimilate superior tecbgigial knowledge, it is reasonable to expect that
technology-seeking investments aim at more developeonomies - those with an advanced
technological base that can offer the foreign itimgs firms numerous learning and assimilating
opportunities (Narula, 1996; Narula and Dunningd@0Lee and Slater, 2007; Goldstein, 2007). From

this we draw the following hypothesis:

Hypothesis 1a:Firms from emerging economies are more likely t@st in developed countries when

their main motivation is tseekfor strategic assets (etgchnology) in the host country

Firms undertake market seeking investments foradety of reasons: to comply with the
company’s growth aspirations, to fulfill an unsttory domestic demand, to establish in compésitor
markets, to have lower logistics costs, among sthierBrazil, it seems reasonable to assume thava
growing market in some moments of the economi@hjdtave driven firms to invest abroad (Carvadio
al., 2010). At a first glance, Brazilian investors wbihave incentives to invest both in developing and
developed countries for market seeking reasons.fdll@ving hypothesis tries to clarify whether they

favor developed markets.
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Hypothesis 1b: Firms are more likely to invest in developed coi@stwhen their purpose is to

gainmarkets.

The premises of foreign direct investment consttiet a minimum of competitive assets and
capabilities are required to circumvent the ‘ligipibf foreignness’; according to the OLI paradigimese
are the “O”, referring to ownership advantages, ynanthe form of technological capabilities, brands
managerial and marketing expertise (Dunning anddhan 2008). It is therefore expected that firms
undertaking foreign direct investments, whatevertaeir main determinants, already rely on a mihima
set capabilities required to successfully compéi®ad, capabilities that are also required in otder

absorb external knowledge.

In order to test their influence on the propensifyfirms to locate in developed markets, we
named two important competitive advantages, orlwépes: first, the existence of a skilled labarée,
(LABORCAP); second, the existence of a certain (fetechnological, managerial and organizational
advantages - asset ownership advantages reqaredmpete in foreign markets (TECHNOLOGY)
(Dunning and Lundan, 2008). We therefore put togetBome determinants of investments and

capabilities in the same hypotheses:

Hypothesis 2a:Firms are more likely to invest in developed costivhen they posseskilled labor

resources

Hypothesis 2b:Firms are more likely to invest in developed coiestwhen they possess a set of

technological assets
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Hypothesis 2c:Firms are more likely to invest in developed coi@stiwhen they possess previous

experiencein operating in foreign markets

We also raise the hypothesis that similar or tksgeloped countries are chosen as the destination
for Brazilian firms’ FDI when their purpose is taptore the availability of cheap labour and/or maku
resources. It is also in those countries wherepraling to the early theories of emerging FDI, rm

would be able to exploit to the fullest their teotogical advantages (Lecraw, 1977; Wells, 1983ndde

Hypothesis 3a:Firms are more likely to invest in developing coied when their main motivation is to

have access t@sourcesand low cost labor.

Hypothesis 3b:Firms from emerging economies are more likelynieest developing countries when

their purpose is texploit their specifidechnologicaladvantages.

Investments with market seeking purposes haveeat gange of motivators. Market size and
growth are important ones, but firms also folloypgliers and customers (and many times competitors),
have product adaptation needs (Dunning and Lun2@®3). Similar emerging countries would be, in
thesis, less attractive for market-seeking purpasesto their smaller purchase power and lower atark
dynamism. Obviously, this is not true for the emtgroup, as some emerging markets have the most
dynamic market growth of the past decade Firmsccatdo target emerging markets in order to benefit
from similar consumer preferences. Hypothesis lbthérefore test what is the case for our sample o

Brazilian firms.
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We also test the possibility of existing preferraddes of entry according to the destination.
Studies on other emerging countries FDI have sugdethat many firms prefer acquisitions or
associative modes of entry when their destinat®m ideveloped country (Matthews, 2002; Barnard,
2008). By acquiring assets, it also buys some @fetkpertise of the firm and its employees. Assuiat
with local partnersyia joint ventures or mergers are also a ‘shortcutdugy emerging investors in order
to diminish their uncertainties regarding that nearket, and hence neutralizing some of their ‘ligbi
of foreignness’. Acquisitions and partnerships @s® good ways to leverage the local knowledge and
facilitate the learning process (Matthews, 2002pdil 5 tests how different modes of entry relatéhto

choice of a developed destination.

Hypothesis 4:Firms from emerging markets prefer to enter devedogountrieyia acquisitions  of

local firms

Based on these hypotheses, next section will appdya from a survey about the
internationalization of Brazilian firms. It is tHest time that firm-level, primary data is appli@d order
to study the general trends in investments fronzaa firms of a broad range of firms in this cayn
The novelty of the information is its major richseand is by drawing, with firm level data, a paittof
the general state of Brazilian FDI that we aim take our biggest contribution to the literature hie t

field.

4. DATA AND METHODOLOGY
Sample

The data used in the chapter is from the Globaldts survey on the internationalization of

Brazilian firms, carried out in Brazil in 2007. Tiserrvey was submitted to the 1.000 largest Brawilia
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firms in terms of total revenues. A small resporae was already expected due to the fact thatnaoty
Brazilian firms are engaged in foreign activitiasd hence would not be interested in joining theeu
From the total target firms, 93 provided valid r@sges to the questionnaire. Of these, 73 firmsrtego
to have some kind of international operation. Theial revenues amount to over 2.4 billion Braxzilia
Reais (around US$ 1.3 billions). The majority mins from sample, 92%, are composed of firms with
more than 500 employees. Most firms from the saroplerate in foreign marketga export activities,
but manufacturing and higher end activities abraalso present in some sectors. Firms in the lsamp
are predominantly from intermediate goods (31%) serdices sectors (30%). The sectoral distribubion

firms from the sample is presented on Table 1.

(TABLE 1 AROUND HERE)

Brazilian investments have a wide geographic dgpe. Developed destinations, represented by
Europe and North America, respond for 37 percergllohvestments. South and Central America (exc.
Brazil) hosts 23 percent of investments, Africadsol0 percent, and Asia 13 percent ; Oceania laosts

small share of 2.5 percent of Brazilian investments

(PICTURE 1 AROUND HERE)

As described on the previous chapter, productimeestments (manufacturing and R&D
activities) concentrate in two regions: first, Sodmerica; then, developed countries as a whole &t

USA).
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Variables and Models

The variables of the models were constructed basdte survey’'s questionnaire. The questions
aimed to capture the perception of the respondmoaistly firms’ top management) on the referring
subject, for which a Likert scale was applied tcamge the agreement level. A scale of six was used
order to avoid central tendency bias. We then bdidimy variables for the following aspects: main

motivation to internationalize; main competitivevadtage of the firm; and investment location.

The dependent variable is the location of foreigvestments, where developed destinations
assume the value 1 and less developed destinatiengiven 0. Firms were asked about the locatfon o
their foreign activities and the option given coimpd eight regions: North America, European Union,
Eastern Europe and Russia, Middle East, South amndti& America, Asia, Africa and Oceania. The first

two regions are the ones that we considered adapededestinations.

As independent variables we use two sets of vi@salmnotivation related and capability related.
We create five sets of investment motivations, 8age the respondents grade for each investment
determinant; dummies are created based on thegevefasuch responses, where one is a positivetresul
Among the set of motivation variables are: strategsset seeking (TECSEEK), market seeking
(MKTSEEK), technology exploiting (TECHEX), efficiey seeking (EFISEEK) and resource-seeking
investments (RESEEK). With information on the pered competitive strengths of the firmis-a-vis
their international competitors we built three wabies related to firm's capabilities. These are th
presence of skilled human resources (LABORCAP); fibleance on innovation, new technologies,
modern equipment usage and responsiveness to atimral customers demand, which we label as
innovative advantages (INNOVATION). As a measuréirof size we use the logarithm of the number of
employees (LNEMPLOY) and also EXPERIENCE, measurgdhe logarithm of the number of years
that the company has been established overseamrélation matrix between the variables is used as

tool for checking colinearity between variables.
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We apply a logit model to test the possible infice of firm’s motivations and capabilities on the

location choice for foreign investments.

TABLE CORRELATIONS HERE

5. RESULTS

In order to test hypotheses 1 to 3, we run 4 logitlels that relate investment determinants and
firm competitive advantages to the destination Bi.An each of these models, we controlled for the
technological intensity of the industry sectorsv liech in model 1, average low tech in model 2yaye
high in model 3 and high tech in modél Fo test Hypotheses 4 we run a logit model usingles of

entry and location of FDI. The results are presgote Tables 2 and 3.

The results have shown that, contrary to what leasine a trend among emerging markets firms,
Brazilian firms do not invest in developed courgrigith technology-seeking motivations. In fact,wer
few firms have identified technology-seeking asignificant factor for internationalization. On the
contrary, we found a positive and significant resoil technology-exploiting investments into deyed
countries — a determinant that was the strongeshgrall respondent firms (see chapter 2). Therefoee
cannot accept hypothesis 1a. This leads us toveeliet firms rely on their existing specific cajiibs

in order to establish abroad.

Little can be said about market seeking investmemtoough this was the second strong
motivation pointed by respondents, the resultshim nodels were negative though not significant for
developed countries. Whereas this leads us totrejgmthesis 1b, it does not mean that market sgeki

investments would prefer non developed location.ridde assume that market seeking investments have

2 We applied the concept of technological intenbiged on a categorization that took into acconRRD
expenditures of firms in the Brazilian market. $egtado and Carvalho, 2005).
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a certain balance between locations, which seeasonable since all markets have their specific atark

attractiveness.

Regarding firms capabilities tested by hypothezes2b and 2c, LABORCAP has shown the
strongest positive effect over the investment iocatTechnology, on the other hand, showed a negati
sign, though not statistically significant. The seaf experience in foreign markets, as well assihe of
the firm did not have effect over location choides a result, we accept hypothesis 2a, and reject

hypotheses 2b and 2c.

Investments to developing countries — the ‘zerailtésr our dependent variable - we can argue
that, though results are not statistically sigmifit; efficiency and resource-seeking investmerdsare
inclined to go to those countries, rather thant®d@a developed ones. That leads us to accept hgpist
3a. On the other hand, as mentioned before, tesppaxploiting investments were positive to

developed countries, which leads us to reject hgsis 3b.

We also tested the moderating effects of the gssse of technological capabilities, and
experience in foreign markets, on technology segkitivations. The interaction variable between
technology and technology-seeking investments sdawdlinearity, which means that the possession of
previous technological capabilities is correlateddchnology seeking investments. Similarly, weetgs
the moderating effects of skilled labor and techglal capabilities on market seeking investmenis,

the results were negative and not significant.

Based on such results, we can say that, for tBoaalian firms in our survey, the quality of their
labor force is their main competitive asset, anat tiney might perceive their technological skills a

embedded in their personnel.

The interaction variables did not present any igant results, meaning that the capability

variable in question does not influence the deteami of market seeking investments. The interaction
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between innovation and technology exploiting inrestt also did not present neither positive nor

significant results.

With regard to modes of entry, Model 5 resultseavthat acquisition has a strong, positive
relation to developed destinations, as does Gradnihvestments (Table 3). That leads us to accept
hypothesis 4a and reject hypothesis 4b. This rggds in line with the noticeable boom of acqlosisi,
from Brazilian firms, of firms located in developethrketé. The preference for Greenfield investments,
vis-a-vispartnerships with local firms might be linked motly to the traditional preference for majority
ownership, but also due to the fact that firms @eeloying their own technological skills in foreign
locations.

In resume, the sample of Brazilian firms studiedhis chapter proved to be another ‘one of a
kind’ set of emerging multinationals. Brazilianrfis have characteristics that evolve from the cgimtr
past, and also from recent political and economadities. It reinforces the belief that there issuzh an
homogeneous group as those of emerging multindsiphat rather several groups of firms from diverse

origins with very particular ways to do businesd arternationalize.

% For a list of recent acquisitions of foreign firnsee the previous chapter, Table 1, and CEPALgRA0d Almeida
(2009).
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Table 2: Results of the Logistics Regression

Dependent Variable: LOCATION (DC=1; LDC=0)

VARIABLES Model 1 Model 2 Model 3 Model 4
tecseek -0.654 -0.599 -0.373 -0.525
(1.191) (1.223) (1.249) (1.178)
techex 2.050%** 1.755** 2.169%** 1.822**
(0.930) (0.873) (0.894) (0.861)
reseek -1.656 -1.524 -1.282 -1.905
(1.579) (1.598) (1.678) (1.541)
mktseek -0.361 -0.362 -0.174 -0.482
(0.877) (0.870) (0.875) (0.907)
efiseek 0.0302 0.0625 -0.262 0.170
(1.409) (1.384) (1.493) (1.351)
laborcap 1.906%*** 1.868** 2.399%** 1.855%*
(0.739) (0.734) (0.824) (0.735)
technology -0.243 -0.117 -0.554 -0.0863
(0.770) (0.755) (0.840) (0.760)
exper 0.475 0.371 0.127 0.347
(0.441) (0.440) (0.453) (0.419)
Inemploy -0.00736 -0.0445 0.00123 -0.0333
(0.145) (0.139) (0.148) (0.141)
low -0.671
(0.715)
avglo 0.178
(0.961)
high 1.603
-1.917
Constant -2.001 -1.959 -1.896 -1.933
-1.423 -1.518 -1.529 -1.419
N 61 61 56 61
Prob> Chi 2 0.0457 0.0597 0.0112 0.0466
Pseudo Chi2 0.220 0.2117 0.2754 0.2213

Standard errors in parentheses: *** p<0.01, ** p<0.05, * p<0.1

*** p<0.01, ** p<0.05, * p<0.1

~The variable avghigh was dropped for predicting success perfectly.
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Table 3: results from Model 5

Dependent Variable: LOCATION
(DC=1; LDC =0)
VARIABLES Model 5
Acquisition 3.124%*x*
(0.975)
Jv 0.708
(1.045)
Franchising -1.812
(2.144)
Licensing -1.652
(1.292)
Greenfield 1.695*
(0.924)
Alliance 0.0443
(0.887)
Merger 0.122
(2.384)
Constant -1.559%
(0.922)
N 53
Prob > Chi2 0.0209
Pseudo Chi2 0.2464

Standard errors in parentheses
*** n<0.01, ** p<0.05, * p<0.1

6. CONCLUDING REMARKS

The main purpose of this chapter was to investighé relationship between the choice of a
developed country as a destination for FDI from razBian firm and its competitive advantages, as
perceived by the investor himself. We also wantedest if Brazilian investments had a technology-
seeking drive, a condition present in the investsesf several emerging market firms. The main
underlying question was to understand the roleeohtiology as a determinant to internationalization,

either as an ownership asset or as a strategy-sassgt.

Our main finding, regarding the role of technoldgythe internationalization of Brazilian firms,
was that this is an important competitive advantageng firms to diverse markets, and that Braili

firms do rely on such advantages to compete evemoire developed countries. This leads us, once,more
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to highlight the influence of the country’s induatrstructure and industrialization process, whiblaped
the firms that are today national winners (see whrab). It is not a surprise that few multinatic&iom
Brazil are in technological intensive sectors,lesé were dominated mostly by foreign capital (Ntace
1999). This does not mean to say that Braziliamdidack technological capabilities; the do possess
significant technological advantages in severddi$iefor example oil & drilling, pulp & paper, aufarts,
aircrafts, and many others. These firms, rathdfr fetiv, are important examples of companies with a

successful trajectory towards foreign markets.

Another important characteristic highlighted inrauodels is the role of skilled labour as a
competitive asset for internationalization. Whergashnology did not outstand as an advantage, firms
have identified their main asset in their humaroueses. This means that much of the technological

advantages of these firms are intangible, and péisd in their human resources.

We had already pointed out the growing importaoteleveloped countries as recipients for
Brazilian investments, and that higher value-addetivities have a preference for locating theree Th
importance of acquisitions as a mode of entry ms¢hmarkets was also corroborated by our model, in

accordance to what we had stated earlier in the@gt{€hapter 2, Box 1).

It is clear, by all means, that Brazilian firms antensifying their internationalization strategie
and trying to gain markets outside the country ergwhere and anywhere that they can foresee a
possibility of profiting and growing. Recent invesnts show that Brazilian firms are moving towards
more advanced markets and sectors. As a resul, tteeigh Brazilian investments did not maintain its
leading position among emerging investors, firms an the way to make an upward shift of outward

investments.

Regardless the small size of our sample, it @tiraly significant given the number of Brazilian
firms that actually have direct investments ovesseatill very limited. Moreover, we have some o th
most prominent examples of Brazilian investors imitbur sample. Nevertheless, the sample size has

posed some challenges in the econometric testsadd difficult some further analyses.
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In summary, the Brazilian firms analyzed in thiegppr presented a different pattern from that
followed by investing firms from East Asian couassj which, to a large extent, target developed etark
in order to access technologies, brands and sduatdsssiness models (Narula and Dunning, 2000;
Makino et al, 2002; Child and Rodrigues, 2005). That, obvioudbes not mean that there are not cases
of firms in Brazil that are expanding in order teiease their technological capabilities, but hthest

they are not solely or specially driven by the sbaif assets.

Regarding the specificity of emerging investmetiis,case of Brazilian firms prove that, indeed,
they have (as is the case of most emerging coshiieery peculiar range of characteristics théieda
lot from traditional FDI - and that even the groapemerging countries cannot be considered as a
homogeneous group. While comparative analyses iaralze to best practices and suggests some
successful policies to foster foreign investmeatdy in-depth studies can reveal the true facetsagh

country’s idiosyncrasies.

An interesting investigation for future researchemuld be to assess of the impact that more
technologically intensive investments, and specitiibse driven by the pursuit of technological &sse
would have on the domestic economy. Studies orfighé of absorptive capacities and technological
spillovers would say that there is much gain irs tlyipe of foreign incursion. There is a lot stdl e
unveiled about the investments of Brazilian firmand the dissemination of more information on this
subject can be of great value to forecoming investsm and policies that want to support the

internationalization of firms.

Important aspects regarding the political envirentnand specific regulatory issues still need
further attention. In Brazil, a still conservatigpproach from the Government regarding outward igDI
one of the main reasons for low levels of foreigmestment from Brazilian firms. Among the several
barriers to a broader foreign insertion, firms frdma sample have cited the heavy tax burden imdinee
country, along with the high costs of capital taduoreign ventures (Carvallet al, forthcoming). Such

difficulties could be lessened with an active pplidmed at fostering the internationalization ofrastic
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firms. In this regard, the difference is also compde to Asian countries. The Chinese Government, f
instance, has a very active engagement in inflmgnGrms’ decision to invest with its “Go Global”
strategy, and many authors question the very pitigsilif Chinese firms becoming multinational witlio
the Government support (Child and Rodrigues, 200&i, 1999; Luo and Tung, 2007). The policy
scenario in Brazil remains unclear, with some pedidoeing proposed, approved, but still not thohdyg
disseminated among investors and causing contip¥erthe political ambit. Such topic is a rich ofwe

be further researched.
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Table 1: Brazilian Investments by sector

Sector

Nr. firms

Food & Beverages
Wholesale & Retail
Construction

Automotive & Aeroespace
Rubber & Plastic
Construction materials
Pulp & Paper

Textile, apparel & Shoes
Eletronic equipment
Pharmaceutical, Hygiene &
Cosmetics

Metalmechanic

Chemical & Petrochemical
Mineral extraction, Oil & Gas
Agroindustry
Communication Services
Transport Services
Financial Services
Consulting, Auditing, Advertising &
other professiona services
Mettalurgy & Siderurgy
Technology (IT)

Energy

(o)

WO wu LUl oy

WNNNNOOHFEN

(o) N e) [N

Source: elaborated by the author with data fronGlubal Players Survey, 2007.
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Picture 1: Brazilian investments by region of deshation
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