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ABSTRACT

This thesis considers the case of foreign direct investment into the developed
country, by examining the internationalisation of Malaysian companies into the
United Kingdom. The study on FDI by companies from the developing countries
has been under-presented in the literature of international business and especially
not to the extent of those that have been conducted on western countries’
multinationals. There 1s also lack of thorough investigation on the influence of

company’s characteristics on FDI practices of developing countries’ transnational

corporations.

This study was pursued using a qualitative approach where data was obtained via
semi-structured interview as well as documentary information. A preliminary
search of the database Financial Analysis Made Easy (FAME) found 180 Malaysian
companies in the U.K. which correspond to 80 parent companies in Malaysia. This
was later scaled down to 45 companies that actually have active operations in the
U.K. The companies broadly fall into three types: conglomerates, Chinese family
firms and government-linked companies (GLCs). A total of 19 companies 1n
Malaysia and 8 companies in the UK. finally agreed to participate in the research.
Interviews in Malaysia took place in July to October 2003 and those in the U.K.
were conducted 1n November 2003 to January 2004.

Generally, the International Business (IB) theory can be used to explain foreign
direct investment by Malaysian firms into the U.K. As such, the motivation of
Malaysian firms investing in the U.K. is still enveloped within resource seeking,
market seeking, efficiency seeking and strategic asset seeking types of FDI.
However, there are other factors that are not clearly explained in the mainstream 1B
theory, especially with regards to the characteristics and types of the companies that
influence FDI motives and strategies such as Chinese family business,
conglomerate firms and GLCs. This study found that Chinese family businesses
undertake FDI to increase shareholder value, that is, the family wealth or family
capital accumulation. The motive of conglomerate firms is either to create new

core competence in the hierarchy, to strengthen the existing core competence and/or

v



risk hedging. For the GLCs, the goal to help support the Malaysian government

policy on transfer of technology has driven them to undertake similar investments

1n the U.K.

Other specific factors have also driven the investment namely the entrepreneurship
and opportunistic behaviour of the business actors i.e. the major shareholder in the
Malaysian companies. The strategy of investment has a strong tendency towards
‘emergent strategy’ rather than ‘deliberate strategy’. The study also shows that
Malaysian companies prefer wholly-owned subsidiaries where the parents are in
control of finance and determine the business directions. There 1s, however, limited

direct involvement of parent companies’ personnel in the running of the

subsidiaries.
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ASEAN

CHAEBOL

EU
FAME
FDI

FMM
FSA
GLCs
GNP

GDP

[DP
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LDCs
LSE
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MITI
MNCs
MNEs
NAFTA
NEP

NICs

OCFB
R&D
SOEs
TNCs

UNCTAD

USD
U.K.

U.S.A.

ABBREVIATION AND GLOSSARY OF TERMS

Association of Southeast Asian Nation which consists of Brunei.
Cambodia, Indonesia, Laos, Malaysia, Myanmar, Singapore, the
Philippines, Thailand and Vietnam.

Refers to a large, family-owned conglomerates comprised of firms
that operate 1n different sectors of the Korean economy

European Union

Financial Analysis Made Easy Database

Foreign Direct Investment involving a long-term relationship and
reflecting a lasting interest and control of resident entity in one
economy in an enterprise resident in an economy other than that of
the foreign direct investors (UNCTAD, 2000)

Federation of Malaysian Manufacturers

Financial Services Authority

Government-Linked Companies

Gross National Product —refers to the total market value of all the
goods and services produced by a nation during a specified period
Gross Domestic Product — refers to the total market value of all the
goods and services produced within the borders of a nation during a
specified period

Investment Development Path

Joint Venture

A network of businesses that own stakes 1n one another as a means
of mutual security, especially in Japan, and usually including large
manufacturers and their suppliers of raw materials and components
Less Developed Countries

London Stock Exchange

Malaysian Industrial Development Authority

Ministry of International Trade and Industry, Malaysia
Multinational Corporations

Multinational Enterprises

North America Free Trade Agreement

New Economic Policy — refers to Malaysian government policy on
redistribution of wealth among ethnic group

Countries that are obtaining a considerable level of industrialisation,
the switching of primary business from agricultural to industnal
economies.

Overseas Chinese Family Business

Research and Development

State-Owned Enterprises

Transnational Corporations: Incorporated or unincorporated
enterprises comprising parent enterprises and foreign affiliates

(UNCTAD, 2000)
United Nations Conference on Trade and Development

United States Dollar |
The United Kingdom of Great Britain and Northern Ireland [1.e.

England, Northern Island, Scotland, Wales]
United States of America



CHAPTER 1: INTRODUCTION AND RESEARCH BACKGROUND

“In March 2002, YTL Power International Berhad, a subsidiary of YTL Corporation
Berhad completed its acquisition of a 100% stake in Wessex Water Ltd, one of the most
efficient water and sewerage companies in the United Kingdom for total consideration of
£1,239.2 million. YTL is one of many Malaysian conglomerates venturing in the overseas
operation and among a few venturing into a developed market. YTL is 47% owned by the
Yeoh family. It was founded by Yeoh Tiong Lay, and is now run by his son Francis Yeoh.
This form of business represents a common phenomenon among Malaysian conglomerates
which are typically Chinese controlled family companies. It is a highly diversified
company with activities including property, financial services, information technology.
power generation and utilities. The acquisition of Wessex Water took many by surprise
since Y TL was competing with many companies including from the developed countries in
an open bid which it eventually won. Ironically YTL has no previous experience in water
management except it has been involved in power generation activities in Malaysia and
Australia. The Yeoh family has long had close ties with the UK. It started as a small
construction company in 1955, building ammunition depots and garrison for the British
army when the UK. still ruled the country. Francis Yeoh graduated from London’s
Kingston University with an engineering degree. He works from a penthouse office that
looks like a London club: mahogany-panelled walls, leather chairs and English landscape

prints. In the reception room are photographs of him meeting the Queen and Prince
Charles”

[ Adapted from YTL (2002) and
Burton (2003)]
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1.1 INTRODUCTION

The study on the evolution of multinational corporations (MNCs) has always been
dominated by MNCs from industrialised nations. It 1s therefore not surprising that
the development of the theory and framework of international business has always
been a reflection of the behaviour and motivation of western style corporations. The
widely cited ‘product cycle theory’ for example, is based on the evolution of
international production of American firms in the 1960s (Vernon, 1966). Although
the generalisation of this theory in the broader context of international production

framework is quite limited (Buckley, 2002), it provided an early understanding of

the firm’s internationalisation behaviour.

In contrast to the attention given to the study of MNCs from the developed
countries, the evolution of MNC from the developing countries has only received

attention in the last three decades. Among the writers who have brought this issue



forward are Ferrantino (1992), Lall (1983), Lecraw (1977), Wells (1983), and
Yeung (1999). The context of their studies has been dominated by MNCs from
Tatwan, South Korea, India, Singapore and Hong Kong 1n Asia and Brazil and
Argentina in South America. Due to the lack of attention given to MNCs from
developing countries, only a limited number of literatures have discussed third
world multinationals’ (Lall, 1983; Tolentino, 2000: Wells, 1983) or transnational
corporations (TNCs)' from emerging economies (Yeung, 1999). As a result, the
literature on third world multinationals and its framework of internationalisation
has not fully developed as fast as the literature on western multinationals. In
addition, the existing framework of third world multinationals has not rigorously

looked 1nto the structure of ownership and types of organisations that might

influence their foreign investment practices.

For reasons above, the purpose of this study is to bring into focus TNCs from
developing countries such as Malaysia into the developed countries i.e. the United
Kingdom (the U.K.). Malaysia 1s a small economy within the ASEAN nations
which also includes Singapore, Thailand, Indonesia, the Philippines, Vietnam,
Myanmar, Cambodia, Laos and Brunei. There 1s however, no established
convention for the designation of “developed” and “‘developing” countries. The
World Bank has been using the term ‘developing countries’ to denote the set of low
and middle income economies while developed countries refers to high income
countries. It was based on Gross National Income (GNI) per capita in which low
income is USD825 or less; lower middle income 1s USD826 - USD3,255; upper
middle income USD3,256 - USDI10,065 while high income i1s more than
USD10,066. Based on the above income parameter, the World Bank classifies
Malaysia as a developing country and the UK. as a developed country (World

Bank, 2005).

Malaysia was chosen because it is one of the developing countries that has had

relatively substantial involvement in outward investment (UNCTAD, 2003). In

! The term TNCs will be used throughout this thesis to denote developing countries’ multinationals.
It refers to incorporated or unincorporated enterprises comprising parent enterprises and foreign

affiliates.



2004, Malaysian outward stock was valued at USD13.8 billion which represents
1.3% of total outward investment from developing countries and 0.14% of global

outward mvestment (UNCTAD, 2005a). Malaysian outward investment is small as
a percentage of world’s FDI, but it has grown in importance, particularly its

Investment in other developing countries (Ragayah, 1999). Similarly, Malaysian

investment into Western countries is still limited, but the size of the investment by
individual companies can be considered quite large. For instance, the acquisition of
AET Tanker in the U.S.A. by Malaysian International Shipping Corporation

(MISC) for USD1.1 billion, the acquisition of Wessex Water in the U.K. by YTL
Group for USD1.765 billion (Bursa Malaysia, 2002%) and the acquisition of Loders

Croklaan BV 1n the Nertherlands by IOI Corporation Berhad for USD213.667
million (Bursa Malaysia, 2003a).

Apart from looking into their motivation and strategies for investing abroad, this
study also seeks to find out some inside information on the Malaysian companies
and the extent to which the nature of ownership and type of companies such as
conglomerates, Chinese family-owned companies and government-linked
companies (GLCs) are reflected 1in their internationalisation process. This study
therefore hopes to contribute to, and fill in some of the gaps to better understand
international business framework, especially with regards to FDI by firms from

developing countries.

This research undertakes a qualitative approach mainly by analysing qualitative
data from interviews with the Malaysian parent companies and their subsidiaries in

the U.K., as well as data obtained from published and un-published documents from

the respondent companies.

1.2 A STUDY OF MALAYSIA’S INVESTMENT IN THE U.K.

This study draws upon Malaysian investment into the UK. as a case study for

practical reasons. The researcher is of Malaysian origin and is based 1n the UK.,

> Bursa Malaysia is the Stock Exchange of Malaysia. It was formerly known as Kuala Lumpur Stock
Exchange (KLSE).



which makes it possible to gain access to information from these two countries.
Although the UK. is not the biggest recipient of Malaysia’s foreign investment
globally, in comparison with other western European countries the U.K. has
consistently received high Malaysian investment over the last decades (further
discussed in Chapter Four). This seems to suggest that there 1s a constant interest by

Malaysian companies to invest in the U.K., for which the reasons are presented in

this thesis.

As a small country that has constantly been the recipient of FDI, outward
Investment by Malaysian companies is relatively new compared with other
countries in Asia such as Korea, Taiwan, Singapore and Hong Kong that had begun
their outward investment in the 1950s and 1960s (Tolentino, 2000). The earliest
figure of Malaysian overseas investment was for 1972, which involved a total value
of RM 148 million (Ragayah, 1999). The value of Malaysian overseas investment
was small because prior to the 1970s Malaysia had implemented an import-
substitution strategy that made it more a recipient of FDI than an exporter of
capital. In addition, low levels of domestic savings and higher demand for
domestic 1investment discouraged any intention to invest abroad (Ramasamy and
Viana, 1995). As pointed out by Tolentino (2000), this development course of
inward FDI has been influenced by factor endowments in national resources and the

level of development of the host country.

In the context of Malaysia’s economic development, 1t has grown progressively in
the 1980s and 1990s. During the same period, values of overseas investment have
also increased which might reflects the notion of the Investment Development Path
theory (IDP theory). The IDP theory postulates that the development of FDI by a
country is related to the country’s phase of economic development which 1s
measured by the Gross National Products (GNP) to the level of inward and outward
investment (Dunning, 1981). In the case of Malaysia, its gross investment overseas
in 1992 grew to RM1310.20 million (USD344.7 million) and by the year 2002, 1t
had increased to RM16424 million (USD4322 million) [see Appendix 1.1]. During

the same period Malaysia’s Gross Domestic product (GDP) experienced a constant




growth at 8.5% per annum between 1991 and 1997 (Economic Planning Unit,
2004).

Most of the imvestments by Malaysian companies in the early stages were
concentrated 1n other developing countries such as Singapore and Hong Kong. It
expanded 1nto the industrialised countries from the 1990s onwards. Malaysian
investment in the U.K. started in the 1970s when Malaysia’s state-owned firms
acquired British empire companies that were operating in Malaysia’s rubber
plantation and tin mining industries (Ragayah, 1999). While early investment was
state-driven, further immvestments from the 1980s onwards were as a result of
initiatives by the private sector. Malaysian investment flows into the U.K. makes up
between 2.44% to 17.85% of total investment flow over the period 1992 to 2002

(see Appendix 1.2). The highest investment tflow recorded was RM1.716 billion

(USD 452million) in 1997, just before the Asian economic crisis (see Appendix
1.1).

At present, there is limited understanding on the internationalisation of Malaysian
firms into the foreign market. Similar studies about multinationals from other
countries in the region such as Singapore, Hong Kong and Taiwan multinationals
are easier to find (Tolentino, 2000; Yeung, 1999), One is even less likely to come
across a study on Malaysian investment into developed countries. For instance,
Ragayah (1999) examined reverse investment (outward investment) by Malaysian
companies, but she only looked at Malaysian reverse investment in general without
looking at any particular host country. The only study about Malaysian Investment
in a developed country is by Gomez (2001) where he examined the intra-ethnic
cooperation of Malaysian Chinese companies in the U.K. with other ethnic Chinese

companies. The lack of study on Malaysian outward imvestment 1s probably due to

the small amount of FDI originating from Malaysia.

Despite this lack of visibility, a study of Malaysian investment into the U.K. could
«till be used as a basis for a better understanding of the internationalisation of firms
from developing countries. Preliminary data collection conducted over the period

October 2002 — January 2003, of Malaysian companies’ 1nvestment in the UK.,




revealed that Malaysian investment in the U.K. has mainly been carried out by
companies with different characteristics and ownership structures, namely the
conglomerates, Chinese family business and companies that are substantially
controlled by the government or GLCs. These are elements that have rarely been
explamned within the context of an international business framework, Dunning
(1999), for example, agrees that less attention has been paid to the type of
Internationalisation practised by conglomerates which is reflected in the
International extension of a company’s activities over geographical space. Study on
these organisational elements could provide insight as to whether firms of different

corporate structure and type of ownership act similarly or differently in their

Internationalisation process.

From another perspective, previous studies of developing country TNCs have also
been biased towards manufacturing TNCs. In contrast, however, preliminary
information obtained at the beginning of the research shows that Malaysia’s
investment in the U.K. tends to concentrate in the non-manufacturing sectors such
as hotel, research & development (R&D), utilities, marketing, distribution and sales
units. It appears that there are different motivations and strategies between
manufacturing and services firms when they internationalise their operations. For
example, the majority of Malaysian investment i the U.K. 1s undertaken via
acquisition. In some cases, the transactions involved the acquisition of equity
interest in a failing local company. Malaysian companies also tend to hold majority
shares in their U.K. affiliates. It also appears that the strength of these companies

comes from the ownership of large financial surplus together with the desire to

explore new market potential.

The case of Malaysian investment in the U.K. thus provides a research opportunity
in two areas of the international business circle. First, a study on the specific
motivations of FDI, given the distance between the two countries, can be
undertaken. In the context of host country, the U.K. is a developed country that
enjoys a dominant position in Europe as an inward investment location
(Invest.U.K., 2002). It also has a historical relationship with Malaysia, a former

British colony. Second, given the varied ownership structures of Malaysian




companies mvesting in the U.K., such a study could also provide some indication as

to whether there 1s any link between the type of companies involved and their

Internationalisation practice.

1.3

OBJECTIVE OF THE STUDY

Main Objective

The main objective of this research is to examine the motivation and strategy of

direct investment by Malaysian companies into the U.K. The study seeks to provide

a better understanding on the outward direct investment (ODI) by transnational

corporation (TNCs) from developing countries, using Malaysia as a case study.

Specific Objectives

1.

To examine the general factors that motivate Malaysian companies to
undertake outward direct investment into the United Kingdom;

To examine the influence of specific factors such as firms, locations, costs
and actors 1n the organisation, on the decision to invest in the United
Kingdom;

To understand the entry strategy and factors that determined the choice of
entry mode;

To consider the operational strategy and management relationship between
Malaysian parent companies and their U.K. subsidiaries;

To consider factors that determined the motives of 1nvestment and
operational strategies that are linked to the characteristic of Malaysian
companies investing in the U.K., namely Chinese family businesses,
conglomerate companies and government-linked companies (GLCs);

To consider the general implications of this study to the theoretical
understanding of the multinational firm theory, developing countries’

transnational corporations (TNCs), managerial capacity and with regards to

Malaysian government policy.

In summary, this study aims to generate explanations concerning the process of

internationalisation involving Malaysian companies and their investment in the




U.K, based on the firm’s specific advantages, the FDI motive (Dunning, 1993),
profit maximisation and transaction cost considerations. It is assumed that the
common determinant of FDI could be the factors that explain Malaysian ODI.
However, specific factors such as firm specific advantages, locational factors and
the motivation of actors in the organisation will also have influence. For example.
based on preliminary information available at the start of the study’, some of the
Malaysian companies do tend to possess a competitive advantage, but it is unclear
how they use this advantage within the context of their investment in the U.K.
Since the practices and strategies of investment in a foreign country might be
different from an internal domestic market point of view, this study also seeks to
understand the motives and strategies of internationalisation by companies such as
the conglomerate, Chinese family businesses and GLCs. For example, would
Chinese family businesses, conglomerate firms and GLCs retain their operational
characteristics in their subsidiaries, such as in the areas of control, decision making
and management practices? In the context of Malaysian government policy, 1t 1s
assumed that imvestment policy 1s favourable towards inward FDI rather than
outward FDI. The capital control policy introduced by the Malaysian government
after the Asian crisis in 1997 is also thought to have affected the flow of capital,
hence Malaysian outward investment. Similarities and differences in the motivation
and strategies of Malaysian TNCs with other developing countries TNCs are also

explored.

1.4 RESEARCH FRAMEWORK

The overall framework of this research is depicted in Figure 1.1. The topic of the

research is foreign direct investment from Malaysia into the U.K. and research on
this topic is focused on three main areas. The first and second focus 1s to look at the

motivations and strategies of such investment.

The third focus (under the Research Coverage in Figure 1.1) is to examine the
companies’ characteristics and the extent to which these are linked to their

internationalisation process. The inclusion of company’s characteristics 1n the

> Information based on company reports and FAME Data Base.




research framework is to find the answer to the 5" objective in Section 1.3. The

findings are then placed in the existing context of internationalisation framework

and developing countries TNCs which is hoped will broaden understanding of these

frameworks in general.

Figure 1.1: Research Framework

Research Main Research Research Research
Topic Focus Coverage Implications

Motivation
FDI and and Strategy
Developing
Countries
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. IB Framework
. Developing
Countries
Chinese TNCs
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. Malaysian
Government
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Internationalisation

FDI from Malaysia into the United

company

1.5 OVERVIEW OF THE THESIS

This thesis is organised along nine chapters. The thesis starts with the mntroduction
chapter which explains the purpose of the research and provides the background to
the research. An overview of the present theoretical underpinnings of
internationalisation framework which forms the basis for understanding the reasons
why firms operate in more than one country is presented in Chapter I'wo. Chapter
Two also presents a discussion of the organisational structure of emerging
countries’ TNCs, another focus of the study, in addition to the motivation for their

outward investment. Chapter Three looks at the underlying context of the research

and presents an overview of Malaysian inward and outward direct investment with



special emphasis on Malaysian direct investment to the U.K. Chapter Four
discusses the specific organisational forms of companies commonly found in Asia
and particularly Malaysia. These are the conglomerates, the Chinese family
business and GLCs. The research methodology is presented in Chapter Five.
Chapter Six to Eight torm the analysis chapters that also present the findings of the
research. They include the determinants of Malaysian companies’ investment in the
U.K. in Chapter Six, and their mechanism and strategies of investment in Chapter
Seven. The type of investing firms 1.e. the conglomerate firm, Chinese family firm
and GLCs, and their operation and management in international business is

discussed 1n Chapter Eight. Chapter Nine presents the summary of the findings and

concludes the research.
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CHAPTER 2: GENERAL FRAMEWORK OF FOREIGN DIRECT
INVESTMENT AND DEVELOPING COUNTRIES’ TNCs

2.1 INTRODUCTION

This chapter forms the first part of the two literature review chapters. The first
section presents the theoretical and conceptual frameworks that underpin foreign
direct investment (FDI). UNCTAD (2005) defines FDI as "an investment involving
a long term relationship and reflecting a lasting interest and control of a resident
entity in one economy (foreign direct investor or parent enterprise) in an enterprise
resident 1n an economy other than that of foreign direct investors (FDI enterprise or

affiliate enterprise or foreign affiliate). FDI also involves a significant degree of

influence on the management of foreign affihates and flows of capital between

economies (UNCTAD, 2005 p 297).

An understanding of the underlying literature of FDI 1s important for analysing the
case of Malaysian companies’ direct investment in the U.K. Discussion 1s focused
on the general theories of FDI and its relevance to firms from the developing
countries. It includes an overview of the motives of FDI, and the strategies for

foreign market servicing.

This is followed by a discussion of the organisational structure of TNCs. For this,
the discussion is centred on the structures and strategies of international companies,
and the management of their subsidiaries. The final section presents the results of

past empirical research on the motivations and evolution of FDI by firms from other

developing countries.

2.2 MOTIVES FOR FOREIGN DIRECT INVESTMENT

The origin of the FDI framework goes back to the Hymer-Kindleberger theory that
was developed in the 1960s. It addresses the question of why a foreign-owned firm
is able to compete with local firms in the host economy given the advantages of
local firms (Buckley and Casson 1976). The theory postulates that for a foreign-

owned firm to compete in a host country market, 1t must possess Some transferable
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ownership advantages over local firms. It was further argued that barriers to trade
and other barriers that prevent host country firms from duplicating this advantage

means that FDI 1s frequently the preferred form of exploiting this advantage in the

foreign market (Buckley and Casson, 2002).

The 1internationalisation of the firm involves incremental stages in the market
servicing strategy from domestic-oriented to international market servicing through
export, licensing, franchising and direct investment. Johanson and Wiedersheim-
Paul (1975) explain this phenomenon as being an incremental process that starts
with a nearby country to a more distant country as the firm increases its experience.

Different approaches have been used by different schools of thought to explain the

internationalisation of the firm. However, the motivations for the
internationalisation are not fixed as they change as the firm grows (Dunning, 1993)

or emerge as the business environment changes (Mintzberg, 1994a).

The main impetus for a firm to internationalise lies in its corporate strategy which is
in turn, influenced by factors in the business environment. The evolution of the firm
normally starts with “born local’ in which its market, resources, technology and
assets are locally based. Once the firm reaches a certain size, its corporate strategy
changes to accommodate new requirements within the business and market, 1n
which locally available resources are insufficient for the firm’s expansion or to

maintain its competitiveness. As transactions are considered less etficient in the
open market, FDI would be the best choice to maintain competitiveness. In other

words. a firm undertakes FDI in order to maintain its competitiveness locally or

internationally, as well as to ensure its survival.

With regard to the literature on types of FDI, Dunning (1993) presents four main
types of FDI namely, resource-seeking, market-seeking, efficiency-seeking and
strategic asset-seeking FDI. There are, however, other explanations for FDI aside
from Dunning’s FDI types although these are not totally independent of the basic
Dunning’s ‘seekers’ motive. Buckley and Casson (1976, 2002), for example,
present the view of the emergence of multinational enterprises from the perspective

of the firm’s profit maximisation, imperfect market and internalisation (as discussed
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in Section 2.2.2). The following section discusses the different types of FDI which
1s based on Dunning’s Model of FDI.

2.2.1 Dunning’s FDI Types

Dunning (1993) divides FDI types into resource-seeking, market-seeking,

efficiency-seeking and strategic asset-seeking.

2.2.1.1 Resource-seeking FDI

Resource seeking investment refers to the acquisition or utilisation of natural or
human resources that are in short supply, or not at all, in the home market, in a host
country. Dunning (1993, p 57) presents three main types of resource seekers. The
first 1s the case of, investing firms that seek to exploit physical resources, such as
raw materials available in foreign countries to complement their current activities.
The motives for such investment are to secure supply and minimise cost. The
second form of resource seeker exploits the abundant sources of cheap labour in the
host country for labour intensive manufacturing. This usually involves transferring

the mnvestment of manufacturing companies from higher real labour cost to lower

real labour cost countries.

In the context of resource seeker FDI (Dunning, 1993), higher real labour cost
normally refers to home country labour market and lower real labour cost basically
refers to the host country labour market. However, the reverse 1s true of investment
originating from developing countries into the developed countries in which
developing countries possess lower real labour cost. It is assumed that the objective
of such an investment is other than for labour intensive manufacturing as 1t seeks
skilled labour in technology based investment. It is likely that such resource seeking
FDI is related to the third type of resource seeker proposed by Dunning, namely the
case of a company that acquires technological capabilities, management expertise
and/or organisational skills as a result of its lack of ownership of those capabilities.

This research therefore, seeks to fill some of the gaps in understanding resource

seeking FDI.
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2.2.1.2 Market-seeking FDI

Market seeking FDI 1s undertaken to supply goods and services which may
previously be supplied by exports. The motive for bypassing this market
transaction, amongst others, is due to transaction costs caused by market
imperfections (Williamson, 1984), tariff barriers (Dunning, 1993) and/or other

forms of protections imposed by the host country. Dunning (1993) describes four

motives of market-seeking FDI:

e To follow the customer overseas so as to retain the business:

e To enable companies to adapt their products according to local
requirements; it also enables firms to familiarise themselves with local

market environments;

e FDI is assumed to be less costly than supplying from a distance; and

e FDI that 1s driven by follow the leader’ or competitors’ motives so that

the firm can be present in the market that 1s served by the competitors.

2.2.1.3 Efficiency-seeking FDI

Efficiency seeking FDI is undertaken to enable the investing company to gain from
the common governance of geographically disperse activities. The aim for
efficiency seeking is to take advantage of different factors endowment, cultures,
institutional arrangements, economic systems and policies and the market structure
of different geographical locations. The prerequisite for efficiency seeking FDI 1s a
well developed and open cross border market. Therefore, a regionally integrated
market is the best place to realise the benefit of efficiency seeking FDI (Dunning,
1993). The investing company will benefit from economies of scale, economies of
scope and risk diversification which is stemmed from cross border product or
process specialisation or learning experiences and opportunity for arbitraging cost
and price differences across exchange. It is also to take advantage of differences 1n
consumer tastes and supply capabilities (Dunning, 1993, p 59). In the context of
economies of scale, it arises in all aspect of MNE operations. It can be achieved if

more units of a good or services can be produced on a larger scale such as
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producing 1n fewer countries to supply multiple markets. In the context of
international business, the idea is that unit cost fall as output rises in supplying
markets 1n different countries. Meanwhile, economies of scope come about from
the joint use of assets that result in lower overall costs than the firm units had when
they operated independently (Haspeslagh and Jemison, 1996, p153). Companies
are also able to diversify assets and capabilities by exploiting the benefits of

producing 1n several countries and risk diversification (Dunning, 1993).

In addition, Rugman and Brewer (2001) note that efficiency seeking FDI is a

reflection of the rationalisation of the multinational activities where affiliates’

activities are specialised, and benefits are gained from the flow of goods and

knowledge between the firms.

2.2.1.4 Strategic asset-seeking FDI

Strategic asset seeking FDI involves the acquisition of assets in a foreign country to
sustain the firm’s strength and competitiveness both internationally and locally
which otherwise would be costly or difficult to generate internally (Dunning, 1993;
Rugman and Brewer, 2001). The motive for acquiring the foreign strategic asset 1s
to add to the acquiring firm’s existing assets (asset augmentation), which the firm
perceive will sustain or increase its competitiveness in relation to its competitors. It
is also to capitalise on the benefits of common ownership of diversified activities
and capabilities (Dunning, 1993, p 60). There 1s also a relationship between
strategic asset-seeking FDI and the motive to create a synergy between the acquired
assets and the other segments in the investing firm. This is in line with Dunning’s
(1993) classification of support investment in which the purpose of the acquisition

is to support the activities of the rest of the enterprise of which they are part (p 61).

Based on the above theoretical underpinning, a general assumption can be made
about the motive of Malaysian FDI into the UK. In general, Dunning’s four types ot
FDI could be used to explain Malaysian FDI. They would not, however, be able to

provide a complete explanation. For instance, although the UK. 1s a high cost

country, it is relatively advanced in technology. Therefore, the resource-seeking
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motive of Malaysian investment into the U.K is more likely to be around gaining
access to technological capability and skilled personnel rather than lower cost of
input factors. Market seeking FDI could only be used to explain the motive of
Investment by Malaysian manufacturing based companies that are involved in the
production of exportable goods. It is also assumed that Malaysian companies.
especially conglomerate firms, aim to gain from economies of scale and scope as
well as risk diversification from their investment in the U.K. Finally, it is assumed

that the two most important strategic asset seeking motives of Malaysian FDI into

the U.K are acquisition of technology and international brands.

2.2.2 Profit Maximisation and Transaction Cost

Buckley and Casson (1976) postulate that it is the natural objective of the firm to
maximise profit. However, because transactions in the market are -costly,
transaction cost reduces the potential profit of the firms. Costs are, for example,
incurred in contract implementation, discriminatory pricing, asymmetric knowledge
and tariff restrictions. Costs also relate to the cost of finding and negotiating with
partners, communication and coordination cost, and failure to adapt to
environmental condition and safeguarding specific asset, and also the cost of
monitoring performance (Buckley and Casson, 2002, p 37-38). To maximise profit
in imperfect markets, there are often incentives for the firm to bypass the impertect
markets by bringing the entity that was previously linked by the market into
common ownership, or by creating an internal market. It is also more profitable for
the firm to undertake certain activities and transaction within its organisation, rather
than subjecting them to a market mechanism (Buckley and Casson, 1976). The
motive to internationalise due to market imperfection is further expanded in the

transaction cost hypothesis that explains the motivation of the firms involved 1n

international operation.

Williamson (1985) posits transaction cost as a firm’s evaluation of the cost of
integrating an operation within the firm as compared with the cost of using an

external party to act for the firm. Transaction cost can also be defined as the cost

of running the system’ (Standifird and Marshall, 2000) or ‘the cost of organising

16




the economic system’ (Arrow, 1969 cited in Levy,1985). Theory postulates that
there 1s an alternative method of organising the product market in which the market
1s treated as costly and inefficient. Therefore, the theory was brought about by the
notion of market failure. It begins with the assumption that competition within the
market discourages supply side opportunistic behaviour and forces suppliers to
perform efficiently (Anderson and Gatignon, 1986; Hennart, 1991). Williamson
(1981) attaches two behavioural assumptions on transaction cost analysis, namely
bounded rationality and opportumism. Bounded rationality implies that human
actors as well as firms are incapable of perfect contracting due to environmental
and behavioural factors, which is limited by information and communication
abilities. Opportunism is a situation where, given the opportunity, decision makers
may unscrupulously seek to serve their self interests, and it is difficult to determine
a priori who is trustworthy and who 1s not (Standifird and Marshall, 2000, p 20).
Given the situation of market imperfection and asymmetric information, a firm may
assume that the cost of doing a transaction in the market will exceed the cost of
organising the activity within the hierarchy, and therefore, the firm may opt for

internalisation of operations abroad; that is, to conduct FDI (Buckley and Casson,

1976).

There are studies that have found the influence of transaction cost in investment

decisions. Brouthers (2002) in his studies of European Union firms suggests that a

firm that perceives higher levels of transaction costs tends to venture as a wholly
owned subsidiary. Transaction cost factors are also strong predictors for the choice

between joint venture and wholly owned subsidiary irrespective of the nationality

of the investing firms (Neupert and Makino, 2000).

The effect of transaction cost on firm’s investment decision could also be relevant
to Malaysian investment in the U.K. Therefore it 1s assumed that Malaysian firms
undertake direct investment in the U.K. because they feel it is more profitable to
undertake certain activities and transaction within the hierarchy rather than be

subject to the market mechanism due to the perceived costs of transactional market

failure.
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The above FDI motives provide the basis for explaining the types of FDI in
international business literature. However, FDI motive varies among firms and
between business environments. Therefore, it is difficult to embrace all motives of
FDI 1nto a single explanation. The most that the analyst can reasonably do is to
formulate paradigms to provide an analytical framework for explaining the various
FDI motive (Dunning, 1993, p 63). Thus, the motive of firm’s internationalisation
can be explained by relating the firm’s business environment and location factors,
to the tirm’s overall corporate objectives. Japanese corporations, for example,
actively pursue investment overseas in response to yen appreciation, protectionism,
higher labour costs, slower domestic growth and the need to secure natural
resources and markets (Farell et. al., 2004, p 162). Yeung (1998) in his study of
Indian FDI suggests heavy home government restrictions have forced many Indian

INCs to operate abroad in order to better exploit their ownership specific

advantages.

In relation to the notion that it 1s difficult to find a single explanation on the motives
and strategies of FDI for every country, this research on Malaysian investment in
the U.K. seeks to provide an alternative explanation of the uniqueness of factors
that are specific to the firms and countries that influence their foreign investment

behaviour.

2.3 FOREIGN MARKET SERVICING STRATEGY

Firms have various options on how to serve a foreign market. The decision
normally involves the selection of direct export, licensing, franchising, management
contract, joint-venture, merger and acquisition and greenfield entry. These options
are regarded as an incremental process that normally involves a gradual shift from
less integrated to more integrated mode (Welch and Luostarinen, 1988; Gatignon,
1986). The resources and capabilities of the investing firm are the most influential
determinants of the mode of foreign market servicing types. Theoretically, the
ownership-location-internalisation (OLI) paradigm is the most widely cited, and
remains an important model to explain why and how firms decide to be mvolved 1n

a foreign market.
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With regard to the definition of strategy, some authors consider market Sservicing
strategy as 'a deliberate choice’ (Dunning, 1993, p 186) and involves setting goals
and objectives, analysing markets and developing options (Tallman and Y1p, 2001).

Mintzberg (1994) proposes an “emergent strategy’ which explains that there is no

fixed strategy because a strategy changes as the environment changes. This point is

discussed 1n details 1n the following section.

2.3.1 The Emerging Strategy in Internationalisation

Internationalisation strategy 1s complex, firm specific and context dependent. By
definition, strategy 1s a Greek word meaning ‘leading the army’, and in business
this always refers to competitive and corporate strategy (Kenyon and Mathur,
1993). Leading discussions on business strategy have highlighted the contrasting

features between conventional "designed strategy’ and ‘emerging strategy’ (Kenyon

and Mathur, 1993).

Briefly, the ‘designed school model’ of strategic planning associated with the
Business Policy Group at the Harvard Business School (Mintzberg, 1990b, p 171)

1s based on the following premise:

Strategy formation should be controlled and conscious as well as a formalized and
elaborated process, decomposed into distinct steps, each delineated by checklists
and supported by techniques. The responsibility for the overall process rests with
the chief executive in principle; responsibility for its execution rests with staff

planners in practice. Strategies come out of this process fully developed, typically as
generic positions, to be explicated so that they can then be implemented through

detailed attention to objectives, budgets, programs, and operating plans of various

kinds.
(Mintzberg, 1994a, p 42)

The ‘emerging strategy’ is a concept established by Henry Mintzberg, who
criticises the notion of strategy of the design school which he considers as 'if the
concept is not exactly dead, it has certainly fallen from its exalted pedestal’
(Mintzberg, 1994, p 12). According to him, strategies are not only designed or
planned, but also ‘emerge’ (Campbell, 1991; Kenyon and Mathur, 1993). Planner
‘craft’ their strategies rather than ‘design’ them (Campbell, 1991). Mintzberg

argues that during the implementation of a strategy, planners face surprises and
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accidental discoveries and they react to these environmental changes by modifying
their strategies either incrementally or even radically (Kenyon and Mathur, 1993. p
358). However, the design school denies the planners the chance to adapt

(Mintzberg, 1990, p 180). These two forms of strategies are presented in Figure 2.1.

Figure 2.1 explains that an intention that is fully realised is called deliberate
strategy, or a strategy that 1s not seen as something inadvertent or accident but
conscious, deliberate and explicit (Kenyon and Mathur, 1993, p 357). The
unrealised intention 1s called unrealised strategy, while emergent strategy is the
realised pattern that was not pre determined and is sporadic. The design school

pretfers deliberate strategy and does not recognise the emergent strategy.

‘ Figure 2.1: Forms of Strategy e

Intended
strategy

Deliberate
strategy

Unrealised
strategy

Realised |
Strategy l

Source: Mintzberg (1994b)

The concept of deliberate strategy is also applied in explaining strategy in the
international business literature, instead of emergent strategy. Li (1994), for
example, proposes the definition of strategy as the ‘firm-specific choice or
managerial choice with regard to the broad perspectives and specific actions In
conformity with the holistic fit between the firm’s internal profile and external

context to obtain, sustain, and enhance its competitive advantages to transform 1its
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Intended goals into realised performance’ (p 149). Dunning (1993) also describes
business strategy as a deliberate choice taken by entrepreneurs or managers of firms

to organise the resources and capabilities within their control to achieve an

objective or set of objectives over a specific time period (p 186).

In the context of emerging strategy, firms may decide to organise their resources
and capability across different markets, or to internationalise their operation across
borders. This may be a reaction to environmental change such as rising cost due to
market imperfection, a threat to changes in demand in the market and continuity of
supply of materials and emerging opportunities. Another important element in
emerging strategy 1s the role of intuition. This 1s deeply, often passionately felt;
rooted 1n experience of the context, even if the learning 1s subconscious; and
emerges as a conscious choice and direction (Campbell, 1991, p 109). The essence
of intuition lies in the organisation of knowledge for quick 1dentification, and not in

its rendering for inspired design (Mintzberg, 1994b, p 310). Theretfore, a manager
may make a decision that is not based on a consciously planned process but rather

on feelings that rely on past experience.

In the context of international business, one of the basic strategies of
internationalisation of the firm is to provide services or sell products to every part
of the world. It is a globalisation of business activities in which multinational
enterprises engage in foreign direct investment to create foreign subsidiaries which
add value across national borders (Rugman, 2002, p 3). In reality, however, the
globalisation strategy of a firm is not as systematic as thought. Crick and Spence
(2005) in their studies of UK. high-tech small- and medium-sized enterprises
(SMEs) find that a majority of the firms exhibit both planned and unplanned
strategies, and serendipitous encounters that were important to several firms either
initially and/or in later times after they had internationalised. They thus suggest that
entrepreneurs may not have undertaken planning in a formal sense, but rather react

to changing circumstances, and had a notional idea of where they wanted to take

their firms, operating a series of emergent strategies as a result of opportunities that
were identified (p 182). Karagozlu and Lindell (1998) in their study of small and

medium US technology-based firms also suggest a similar situation in which
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dramatic changes in the business environment promoted new management

paradigms encompassing such characteristics as allowing structure to emerge from

action, becoming more responsive, evolving strategies from bottom-up processes

and focusing human resources more on individuals.

Emerging strategy also explains the opportunistic strategy in which the manager is
able to recognise chance® opportunities and be ready to take advantage of them
(Crick and Spence, 2005). Merrilees et al. (1998) cited in Crick and Spence (2005)
describes a four stage-process with regards to serendipity in international market
selection. First, networking, referrals and meetings through which entrepreneurs
widen their horizons and have the chance to identify potential opportunities.
Second, 1dentification of emerging opportunities where opportunities for one person
could be considered hopeless encounters by others. Third, is a predisposition to
respond quickly to relevant opportunities and fourth, resource leverage’, or the
adaptability of resources to enable implementation (p 172). It 1s also the
entrepreneurial spirit leading to the seizing of opportunities (Karagozoglu and
Lindel, 1998). Basically, the emerging strategy is relevant at any stage of the
internationalisation process. The concept of emergent strategy has been widely used
to explain strategic planning in organisations. Its application in international
business research is, however, still limited and this research seeks to provide the
applicability of emergent strategy in the case of Malaysian companies Investing in
the UK. Therefore, it is assumed that the internationalisation strategies of
Malaysian firms are more likely to be guided by business opportunity that 1s

‘emergent” and not by a well structured investment strategy and norms of

investment.

2.3.2 Incremental Process of Internationalisation

The evolution of transnational corporations describes the sequence in which a firm
evolves from domestic organisation, serving a relatively homogenous home market,
to becoming an active exporter, and subsequently an international corporation
serving a large number of diverse multinational and cultural markets (Hibbert,

1997). It can be, therefore, an incremental process 1n which the firm starts
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internationalisation by exporting, before it eventually begins production in the host
country. It ranges from buying and selling goods and services in the open market.
through a variety of inter-firm non-equity agreements, to the integration of
intermediate product markets and an outright purchase of a foreign operation
(Welch and Luostarinen, 1988). Incremental internationalisation mostly refers to
the sequential process of a firm’s involvement in the international market, and is a
function to acquire knowledge and market commitment (Johansson and Vahlne,
1977). In contrast to incremental internationalisation is the ‘born global’ firm
(Gabrielsson and Kirpalani, 2004; Hashai and Almor, 2004; Sharma and
Blomstermo, 2003). Gabrielson and Kirpalani (2004) define ‘born global’ as a firm
which from inception, seeks to derive significant competitive advantages from the
use of resources and the sales of output in multiple countries without any preceding
long term domestic or internationalisation period’(p557). A born global firm
essentially leaps over the ‘stages’ in the internationalisation process by

internationalising rapidly and almost from its inception (Hashai and Almor, 2004).

In a broader scope, Welch and Luostarinen (1988) define internationalisation as
‘the process of increasing involvement in international operations’. This definition
is broad in the sense that it looks at the process of internationalisation that involves
interconnection and a close link between inward and outward flow of investment.
Other explanation that is frequently quoted regarding the internationalisation
process is one that was proposed by Johanson and Vahlne (1977) or better known
as the Uppsala Model. This model 1s based on a number of assumptions (for a
review, see Forsgren, 2002, p 259). The basic assumption is that the major
constraint to firms to undertake foreign investment is the lack of knowledge of
foreign markets. As this knowledge 1s tacit, firms have to be in the market to
acquire it. The second assumption is that the firm will undertake foreign investment
incrementally because of uncertainty about the market. This means that the more a
Fm knows about the market, the less the perceived risk to 1t and the more 1t 1s
willing to undertake foreign 1nvestment in that market. The proposed
ternationalisation can also start when the domestic market 1s near saturation and 1t
secks new alternatives abroad. Hence, the process starts as a CONSequUence of

erowth and profit motives. In addition, internationalisation is a framework where
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the investing firms evaluate their alternative approaches to invest in the host

countries.

Empirical evidence of TNCs from developing countries tend to produce a mixed
result 1n relation to incremental FDI and developing countries’ TNCs. Young et. al.
(1996) in their study on outward investment by Chinese multinationals show that
although some results support the internationalisation process models, there are also
evidence of leap-frogging of stages. Similarly Lau and Rose (2002) in their study of
the internationalisation process of Hong Kong garment firms show many of these
firms started exporting from inception. They are also different from some of the

technologically driven born global firms (see Gabrielson and Kirpalani, 2004 and

Hashal and Almor, 2004) because they do not have firm specific advantages in

technology.

Firms operate in different industries and face different situations in their
Internationalisation process. Therefore, there is no single framework in the
literature that can explain every aspect of internationalisation of the firms and
research that 1s based on different countries could provide a broader- based
literature on internationalisation of firms. Andersson (2004), for example, posits
that firms 1n an early stage of internationalisation in a mature industry can succeed
by means of a slow, incremental internationalisation strategy. When the industry is
matured and the firm has become more experienced, then its choice of market entry

1s more dependent on the actions of its rivals.

Based on the geographical location of Malaysia within the Southeast Asia, it can be
assumed that the internationalisation of Malaysian companies follows the path of

incremental FDI that started with neighbouring countries in the Southeast Asian

region before becoming distributed more wider afield.

2.3.3 Ownership, Location and Internalisation Advantages (OLI Paradigm)

The international business framework has also been developed based on

explanation in the context of Dunning’s OLI Paradigm. The OLI paradigm 1s usetul
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1n the explanation of the process in international production, but it i1s more likely to

offer a framework of international production rather than a theory. This was

explained by Dunning (1988) as follows:

The .intention was to offer a holistic framework by which it was possible to
1dentify apd evaluate the significance of the factors influencing both the initial
act of foreign production by enterprises and the growth of such production

(Dunning, 1988, p 1)

The theory suggests that geography and the industrial composition of foreign
production undertaken by multinationals is determined by the interaction of three
sets of interdependent variables or sub-paradigm: ownership specific advantages,
location specific advantages and internalisation advantages. The first sub-
paradigm, firm ownership advantages, relate to the advantages possessed by the
investing firms relative to those owned by domestic firms. They are sometimes
called competitive or monopolistic advantage and must be sufficient to compensate
for the costs of setting up and operating a foreign value-adding operation, in
addition to those faced by indigenous producers or potential producers. They arise
from ownership of specific assets vis-a-vis those possessed by other firms, and
transaction advantages arising from the capacity of firm hierarchies to capture the
transactional benefits arising from common goverance of a network of these
assets, located in different countries (Dunning 1988). Ceteris paribus, the greater
the competitive advantages (arising from ownership specific advantages) of
investing firms relative to those of domestic firms or other firms, the more they are
likely to be able to engage in or increase their foreign investment. Amongst others,
the ownership specific advantages may be those owing to size and established
position of the firm, product or process diversification, monopoly power, propriety
technology, patent and trademark, R&D, marketing capability and access to input
and resources. There are also advantages arising from multinationality such as the
ability to take advantage of international differences in factor endowment,

government intervention, and the ability to diversity risk between different regions

and/or countries.
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The second sub-paradigm, country-specific location advantages, refers to
attractions offered by a country or region that needs to be exploited for value-
adding activities by investing firms. It may comprise of natural resources, labour.
infrastructure tacilities and government incentives. As argued by Dunning (1988),
firms will engage 1n international production whenever they perceive it is in their
best interest to combine spatially transferable intermediate products produced in the
home country, with at least some immobile factor endowments or other
intermediate products in another country. It is also asserted that the more the
immobile, natural or created endowments, which firms need to use jointly with their
competitive advantages, the more firms will choose to exploit their ownership

advantages by engaging 1n direct investment (Dunning, 2000).

The third sub-paradigm, internalisation, offers a framework in which firms evaluate
alternative strategies for exploiting their ownership advantages to complement the
location attractions offered by different countries. Firms have alternatives, from
transacting in the open market for goods and services to internalising the market for
intermediate product. They may eventually internalise production in the foreign
market by outright purchase of the foreign operation. It 1s perceived that the greater
the net benefits of internalising cross-border intermediate product markets or the
greater the perceived costs of transactional market failure, the more likely a firm
will prefer to engage in foreign production itself, rather than license the right to the
foreign firm (Dunning, 2000). There are many elements of internalisation Incentive
advantages such as to: avoid transaction and negotiation costs, avold cost of
enforcing property rights, avoid or exploit government intervention, control an
uninterrupted supply of raw materials and inputs; and also to be able to engage In
cross-subsidisation and transfer pricing strategies. At the same time, a firm will also
be able to exploit the economies of large-scale by directly undertaking the
production of intermediate goods in the foreign market that would eventually
benefited it in the home country in terms of lower cost of product. Generally,
ternalisation is undertaken in the event that the international market place is not

the best place for exploiting specific advantages due to risk, uncertainty and

transaction costs.
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Buckley and Casson also emphasise that the decision to internalise depends on four
main factors, namely industry-specific factors which rely on the nature of the
products and the structure of the industry; region-specific factors based upon
geographical and social characteristics of nations; nation-specific factors that
relates to political and fiscal relations between nations and firm-specific factors
which reflect the internal factors within the firm such as resources and management
capabilities (2002, p 33). Then, there i1s a straight forward link between
internalisation and 1nternationalisation in which different stages of production, for
example, requires different combination of factors that are available in different
geographical location. Internalising product value chains in different countries will
create MNEs, which at the same time gives an explanation on internationalisation
of the firms. Buckley and Casson’s approach on internalisation and the consequent
internationalisation of the firm is also reflected in the concept of the Eclectic
Paradigm laid down by Dunning. Dunning (1999), for example, suggests that the
ownership advantages arise not only from the exclusive possession of certain assets,
but from the ability of firms to internalise these assets to protect themselves from

market imperfections.

The interaction of ownership, location and internalisation in the OLI paradigm
could provide a foundation for making an assumption about Malaysian ODI. It 1s
assumed that the greater the competitive <ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>