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L that It would sell H\{.U\y Uf IS ‘)p(_'(,lkxlty car oranas, 1inciucing vyoiw
D purchase Volvo for $1.8 billion. At the time this was the largest ove

obile maker.
ins for the acquisition, but they have been proved wrong. The marriage

with Geely’s manufacturing capabilities has proved to be a
engineered designed, and tested in Gothenburg Sweden, but

and one in South Carolina.
e Volvo, where the brand is valued for its safety and ele-

fést car on the road that handles well under any roadside

f -proof" car by 2020, with a commitment that no one

The technologies required to achieve this include auto

. d animal detection for collision warnings and avoid-

henburg

? sales rose 7 percent year-on-year to a new record

|d, wuth performance in the Asia Pacific region grow-

now the largest market for the Volvo brand.

king more foreign investments. In 2017, 1t ac-

rer Lotus Cars, a 49.9 percent stake in Proton,
edufh Truck Company, the Volvo Group (the



nvests directly in facilities tq Prody,
ding to the U.S. Lepartment of Cqp, - = 0
AccOr® = ffiliated group takes ap i, "t
izatio ©. " indertakes FDI, it becomeg
CvolVO discussed in the opening Casemlllti.

=
=
o
—
E<Q
o
o
=
o
-
—
~
-
Q
®)
c
=

'

%—
&
=
U9
2
S
7,
N
>
s
= O
<
N
@'
=
N
o
s
Q
\ o
B
=
O
=
o
=
=

eenfield ventures—building up Subsid'ls an
hicle for foreign investment, gy

4 FDI in the world economy, Ne
from scratch—ac by looking at the 1 . why enterprises undertake foreign dire Ctip .

. . Geely needed Volvo's ape: o8t
cquired Volvo S eNgine. .
why Gee:clly1 izllc quolvo' Although Geely perhaps coulq havze;"?g
. d equity internally: itias duicker sand p FopaDly Cheape:l .
sociated bra;: Ay ‘nvestment, by combining Geely’s Manufag, 0
S ;g?neering skills and brand, has gHav cCOcelyits "
design

: . tl'ansfol,mi
qtomobile company into a global player in the luxury o, . 1
g-

FDI, the chapter moves on to look at governmen;
: ection on implications of g, mlcy
dle.

Xt, We :

p—

nstance) to acquir
| ﬁ" . _ 0 w ,S
\pabilities with Volvo

- &-om a little-known Chinese a

- ' ories of .
e ont. The chapter clos€s with a s

‘ irect investm :
iy foreign dire management practice.

discussed in the chapter for

ign Direct Investment Iin the World Economy

oG i+ is important to distinguish between th
n discussing foreign direct investment, 1L 1S 1MP T o > ﬂO}” of R
EDI. The flow of FDI refers to the amount o unde €Il OVer a gjy

- 3
e |
_— -~

R e D tim
Stgfm:lly a year). The stock of FDI refers to the total accumulated value of foreigne_

ets at a given time. We also talk of outflows of FDI, meaning the flow of FDJ o ofa
nd inflows of FDI, the flow of FDI into a country.

e N s

"IN FDI The past 25 years have seen a marked increase in both the floy, and
in the world economy. The average yearly outflow ot FDI increased from $250 by,
3 trillion in 2017 (see Figure 8.1)." Over the past 25 years, the flow of Fp) has
er than the growth in world trade and world output. For example, between 19y

e

otal flow of FDI from all countries increased around sixfold, while world rade by
irfo :’éfé;_ d world output by around 60 percent.? As a result of the strong FDI flow
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stock of FDI was about $32 trillion. The foreign affiliates of multinations
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had $31 trillion in global sales in 2017
qccounted for more than one-third of all c compared to $22.5 trillion in global ex d
: ; ross-bord . ports, an
any measure, FDI 1s a very important phenom .er trade in goods and services.> Clearly, by
FDI has grown more rapidly than world trazllon lcrll the global economy.
spite the genel:al decline in trade barriers over the al:lst\;((;ﬂd L several reasons. First, de-
s Exceutivs sce FDI & way of icumventing furs st i Gnen e 1oy
pressures or protectloms.m. associated with the election of Donald Tafrlers. Gwer.\ the rising
-..nit,.ed States and t.he decision by the British to leave the European Ul‘l.lmp £ presxden.( b iENe
% for some time. Second, much of the increase in FDI has been c?rli(:/trltglst;zemsl'l?ke:y 3
e s'héseiﬁgz bzfilzio;@r ri}lg i.n many of the world’s developingynatiolr)l(s).l'tl"ltclz gaennc-l-
G C 1nstitutions anq free market economies that we discussed in
. Across much of Asia, eastern Europe, and Latin America, eco-
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deregulation, privatizati
TRyl %II;I'Il\l'latlzatlon programs that are open to foreign investors,
. [” e ave made these countries more attractive to foreign
ited Nations, some 90 percent of the 2,700 changes made

o, h

o S
S
LY

ind 2 :\)E the laws governing foreign direct investment created a

< z is also having a positive effect on the volume of FDI.
d w m.arket, and they are undertaking FDI in an attempt to
1t presence in many regions of the world. For example, a third of
vr the profits of firms in the S&P 500 index are generated
lore f»;i in this book, many firms now believe it is important to
ajor customers. This too creates pressure for greater FDL.

Historically, most FDI has been directed at the developed

.in advanced countries invested in the others’ markets (see
990s, the United States was often the favorite target for FDI
an attractive target for FDI because of its large and wealthy
Stable economy, a favorable political environment, and the

ors include firms based in Great Britain, Japan, Germany,

nt into the United States remained high during the 2000s
velo so been recipients of

seloped nations of Europe have al
he United States and other European nations. In 2017,

sillion. The United Kingdom and France have histori-

Int for the largest share of FDI intlows, FDI into

f eastern Europe and the old Soviet Union has
ant inflows into developing nations have been

/

1995-2017 ($ billions).

Source: UNCTAD statistical data set, http://
unctadstat.unctad.org.




much of the Increase has
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gouthed Asl1a: LGl qttracted about $60 billion R lhe

:»g Of ien . w2017_6 The reasons for tbe Strong flo I Ih C
c1p 36 billion = Country Focus. Latin Americ, Yor o f 4,0

DI inflows. In 2017, total inwgyg
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tAt the other end of the scale, Afric, bllhgn > »

$42 billion in 2017. In recent year i Ong 23
particularly in extraction industries In

5.0 valuable raw materials. The inability of X?ﬁre | .

he political unrest, armed Confljey

war 11, the United States has consistemly b
ce countries include the Uniteq Kingdeen

n. Collectively, these six countries accounteq foom

1018 (see F1gure 8.3). As .might be expected, th e C; 60 ; il
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cerve Asian or world markets with exports (although rising |apq,
' 'n China are now making this less important).
‘move the econ- Less obvious, at least to begin with, was how difficult it woyq be for

x,;:%./\,\ m ’jone that was  foreign firms to do business in China. For one thing, despite decades of

een 40 years of sustained high  growth, China still lags far behind developed nations in the wegjt ang $83 billior
01 H,;fa’.’n sophistication of its consumer market. This limits OPportunitjes for extractive 1

racted substantial foreign investment. Starting from  western firms. The average annual wage in 2014 was only $ggsc countries).
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N only earns around $2,000 a year. The middle class, which accountsfor world’s la

~ about 20 percent of the workforce, has an average income of $1 000 | B i
a year, still way below Western levels. Only 0.2 percent of the popul- |

‘more than $50,000 a year.

advanced 1
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oblems include a highly regulated environment, which cay
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ItNe establisment OFMOre thafl = make it problematic to conduct business transactions. and shifting tax
P ek vaeis Bo et o ondiregL iatory regimes. Then there are problems with local joint-venture

that are inexperienced, opportunistic, or simply operate accord
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S s AR el Ing to diff _”ﬁt"‘goals. One U.S. manager explained that when he laid of
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Vernment, it had an “obligation” to reduce unemployment. West
1 need to be concerned about protecting their intellectd |
there is a history of intellectual property notbeingre: |

éfl_}hough this may now be starting to change.
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@ FIGURE

cumulative FDI outflows,
1998-2017 (S5 billions).

source: UNC rAD statistical data set, hitpd/
unctodstat ynciod.org
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mos eveloped nations with the largest economies during much Q) Did You Know?
Did you know that America is the

erefore home to many of the largest and best-capitalized enterprises. e
tad a : . - 2 world’s largest forel n investor
ad a long history as trading nations and naturally looked to foreign e \a?gestrec\?)'\ent of foreign

> expansion. Thus, it i nO surprise that enterprises based there have investment?
Visit your instructor's Connect®

investment trends.
jorthy that Chinese firms have started to emerge as major foreign ource and click on your eBook of
Smartbook® to view a snort video

ns invested some $12 billion internationally. Since then, the figure
ecord $196 billion in 2016 before declining to $125 billion in explanation from the authors.
- another $60 billion of outward FDI in 2016 and :
tment by Chinese firms has been directed at greenfield ITESRES,
h b : : ¢ . Afl' Establishing a new operation in a
2s been a major investor in AIrCan — toreign country.

5 accounted fO
he outward 1nves

sJoped nations (€-g-» China
hese investments has been to

irn their attention to mMOI€ - i e
e firms invested $25 billion Which |Is Better, an Acquisition
&
- ONS VER_ a foreign country .€.,.8 parent company starts a new venture in a
- foreign country by building NeW oroduction facilities from the
7 5forelgn cou: ter and Chapter 13, we diSCusS reasons for greenfield and acqui-
g with an exisung <ition-based investments in a foreign country. While mergers and
ar, FDI flows advantages expected. Tne failure rate of M&AIS somewhere be-
+ _,evelop- tween 50 and 83 percent. Al the same time, the trend shows that
you were making the decis \d you prefer to make a green-
e field investment or 10 engage \erger or acquisition I

China is one of the
e are sSigns, however, that
Uurl
\illion in 2003.° or a Greenfield Investment?
A greenfield investment is an astablishment of a new operation in
el ,:, EDI til.( lsl ground up). The acquisition approach refers to buying or merging
' _1ment, I operations with an existing firm in a foreign country. In this chap-
Al some 40 acquisitions (M&A) are typically quicker 10 execute than building
n of mergers <omething from literally the qround up, M&A often fails to gain the
hout one- hoth the number of MErgers and acquisitions and the sums Of
B and money spent on M&A are - creasingly consistently every yeat \
. sion, 'NOU
in either @ Me
; ' 0 a foreign country’

he MRA Paradox. Eactors of Success
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nonships,f m:o:in e acquisition ‘; iose ass€tS thanS hecause they believe they cap s Ougha hi
rly a 1act acquir ’Si[iOn €ag <
cleary ' risky for a firm 0 862 - ake acquiST™ .\ “technology; Of mana(zi;ernent skill ﬁ‘he C:
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Jence that many QUiSition, fail\: ;
e e
; ir
I
: orel K
Theories of F | :
: | theor1€s O PProg
- - review severd : Ct] Ch s
~In this section, W€ . on direct 1nVeSs Lves, Oy
" the various phenomena of fore1g by a firm will favor direct | . f enter; . ;
" <et of theories seeks o explain V‘; t}’ AT exporting and licensing, are open to it. AHOthenga (
. her alter ’ - ndert tor 1" Tser B
foreign market when two otWh G in the same mdus'try often u : ake foreign direcy inve:t v
of theories seeks to explain - Ythey favor certain locations over others as targets fo; foreigy dF‘ c
L_f; at the same tme and W1 J R th eories attempt to explain the observed pattern of o I~ t
rect investment. Put dlfferenthY { theoretical perspective, known as the eclectic parg dign L |
direct investment flows. A h1r - perspectives into a single holistic explanation of foreigp ¢ O
= . e |
empts to combine the two ot P potet it hecause the best aspects of other i lregt
: ical perspective 1S €¢ COrieg
investment (this theoretical p s are
N and combined into a single explanation). i
o T? Whydof
NHY FOREIGN DIRECT INVESTM EN o ™ yh irms g0 to the troypy, ;|
o , : ent w '
establishing operations abroad throu gh foreign dlI"C.Ct investm f. en tW(.) .alte.rnatlves, eXpor. B
ng and licensing, are available to them for exploiting the profit Opportunities in a forejgy nr B
cet? Exporting involves producing goods at home and then shipping them to the receivipy |
el - . . - : - - ;
sountry for sale. Licensing involves granting a foreign entity (the licensee) the right ¢, Produce
and sell the firm’s product in return for a royalty fee on every unit sold. The questiop i Impor- eq
, given that a cursory examination of the topic suggests that foreign direct investmep may be ex
1 expensive and risky compared with exporting and licensing. FDI is expensive becawses |
must bear the costs of establishing production facilities in a foreign country or of acquiring ,' ac
enterprise. FDI is risky because of the problems associated with doing businessing | g
1lture wh cre the rules of the game may be very different. Relative to 1indigenous firms 11
greater probability that a foreign firm undertaking FDI in a country for the first fime 0!
g f‘*’ due to its ignorance. When a firm exports, it need not bear the costs | S
Bl Lt Can re.duce the risks associated with selling abroad by using a native | ti

ee b f.'::u:; Costs or risks (e.g., fashion retailer Burberry originally entered
2 £ m with a Japanese retailer—see the accompanying Managemen!
g NS apparently prefer FDI over either exporting or licensing? The
£ eAdmuning the limitations of exporting and licensing as means o
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ensees and regain control of

y Shifts Its Entr S :
y Strategy in Japan Ahrendts was determined to rein in {ic
Burberry’s sales in foreign markets, even if it meant taking a short-term
licensees before

Burberry; the icC
hign-fashlon outerwear, has been operating in Japan for nearly half a
“century. Until recently, its branded products were sold under a licens- ALY B Apple’s retall division in 2014, :
ing agreement with Sany(':1 Shokai. The Japanese company had consid- ?Sﬁggzzogta; CbEO’ Christopher Bailey, who 0%F through the, 25
: - 1 ur | [ :
o as to how it utilized the Burberry brand. It sold iy japan, th e%:Z;\Z:SV::::;‘;:;:’63‘::\5;3:‘;‘?Ssggsa\okai s e
ry stores. Burberry is not

s and Burberry-clad Barbie dol
1S quired to close nearly 400 licensed Burber
¢ all, Japan is the world

nstead, the company Wi

'e second-

erable discre
m golf bags to miniskirt
Il now sell

evewthing fro
-es around the country, typically at prices significantly be-  giy;
giving up on Japan, however. Afte

n it 400 sto g
ose Burberry charged for its high-end products in the Uni
low t nited  |argest market for luxury goods. |
ducts through a limited number of wholl d stores. The oal 1S
like a good deal for Burberry. San KAl O olly owned s - J
T ry. Sanyo Shokal g have 35 to 50 stores in the nost exclusive locations in Japan DY
d products, such as gurberry’s classic

s

Jarket devel ent in Japan, generati
'year and r‘x;whié?z b_er?y 51368r(€):l t:;\iﬂicr)ivier\n:szuc:l 201Baiheywilloffer only O S
by 2007, J@lﬂe% dag R VR $1 800 trench coat. In general, the price point Wi
e WU Japanese licensing dea,l than. Was common.for.most Burberry products in Jap.a.
i m Lot b e ape iy r.ee?hzes thg move IS nsky ar.wd fully expects sales tp ini
M\w e nage Licensee; rising fagaln as it rebuilds IS prand, but .CF.O Bailey
LT move is absolutely necessary if Burberry is to have a

| be 10 times higher
n. The company
tially fall before
argues that the

coherent global

per Yy
T i . fJCtS ata much  prand image for its luxury products.
aarged for products in its own stores.
hu and Megumi Fujikawa, «Burberry Gets a Grip on Brand in Japan,” The
urberry’s CEQ on Turning an

Sources: Kathy C

Wall Street Journdl, August 15-16, 2015 Angela Ahrendts, “B
3l Luxury Brand,” Harvard Business Review, January—

d be CEOQ,” The Wall Street Journal
Its ‘Japan Problem. at Least for

d. “ubiquity will kill you—it means that

. et
v, g - - - 3

foreover, with an increasing number

el e . Aging British Icon into 3 Glob
11cts O 1 ne d on

onl ne an trips 1o Britain, February 2013; Tim Blanks, “The Designer Who Woul

jpmar Ey Ahrendts felt thatitwas  Magazine, June 18, 2015; and G. Fasol, “Burberry Solves
< al ;;rw%);’\_l‘%i‘ image. Now.” Japan Strategy, August 19, 2015.
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. United States. For Jap
f expor ting and 1ncrea§ed that Z}
2 derstand that trade. barriers ¢, oy
ting. Often, tl.w de§1re to redyce 0
foreign direct investmen; , az

s

g e B e L S

.. theory known as int.ernaliz
direct investment over 1.10ensmg as g

<o known as the market Imperfectjg
.ng has three major drawbacks as 5 Strateg
ng may result in afl.rm 'S glVlng any

etitor. In a classic example, ;- thz

ati()n
Strat.
HS ap~

of economm

.
RS Soge

. 1@ gogq
market without the Costs and rjgk o

nd Sony quickly assimilateq RCA',

compete directly against RCA. Ag , resyly

arket, while Matsushita and Sony Wens

give a firm the tight con'tro.l Over prodyctj,,
y be required to maximize its proﬁtability’
or a service), marketing, and strategy -
fee. However, for both strategic and Operationa] re,
- these functions. One reason for wanting contrg] OVer
mafrmony ot want its foreign subsidiary (o price and
the strategy ) : competitor 1n check. Unlike a wholly OWne(
SR e e ihe a way such an imposition because it would likely re.
| the licensee to take a 1oss. Another Ieason for
; 2y of a foreign entity is to make sure that the entity does ot dam-
A e yrimary reason fashion retailer Burberry recently terminateq
hed to a strategy of direct ownership of its own re

t Focus about Burberry above for details)
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n the United States, s Sy
e an offset by the jobs s i(z,m[j ;T_g;l\f, :;St athe jobs creoted by this investment have been
to their Japanese competitors. As a consequence (;lft(SDUC(;lmpam?S, .WhiCh have lost market share
new jobs Cre.ate.d by FDI may not be as great as initia;:l S‘;b.Stltutlon effects, the net number o7
likely net gain 11l employment may be a major negOtiazli:: Ly d by an MNE. The issue of the
qndertake FDI and the host government. g point between an MNE wishing to
when FDI takes the form of an acquisition of an established it
posed {0 a greenfield investment, the immediate effect m ayetl)‘;e:frlsg i the host economy as
rnultinational tries 1o res.tructure the operations of the acquired unit toeirﬁcioi/rzr'):oymem'as o
FREACy HovEvEL Tin such cases, research suggests that once the it period of festri% s
enterprises acquired by foreign firms tend to increase their err?ploYmen:etigs\::C;L:ro

ing is OVeT i
e than domesuc rivals. An OECD study found that foreign firms created new jobs at a

stic counterparts.”?

companies 1
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National accounts that track both
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foreigners.
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he current

yre concer [k their country is running a deficit on t
> of pay1 us\ra; current account tracks the export and import of
-ent a e~ deficit, or trade deficit as it 18 often called, arises current account
ﬁ and services than it is exporting. P anients  nthebalance o payments, records
ccount surplus rather than a deficit The only way in which forssctons Imoing 1
e . : import of goods and services.
> sU y@@ in the long run 1s by selling off assets 1O foreigners
/hy ﬁs‘g_ is the case, see the appendix to Chapter 6). For €X-
deficit since the 1980s has been financed by 2
cks ) real estate, and whole corporations) to foreigners.
1§ m‘.},;:gfif dislike seeing the assets of their country fall 1into
ation to run a current ~ccount surplus. There are two ways

rvices, the effect can be to 1IMprove
. Much of the FDI by Japanese
mple, can be seen as substitut-
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States and Europe, for exa
e current account of the
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ital inflow that comes with FDI

Z?;n subsidiary to its parent compann)}.u;tugﬁ :)huetfsll(l)t\)x?: cslllieor\: gmf\ow O'f it el bl
of-Payments accounts. Some governments have respond ey gl bidy on.bz}\ance-

'+ of earnings that can be repatri POl ed to such outflows by restricting the
L5 arises when a foreign pb -l(lia-ued to a foreign subsidiary’s home country. A second
concern &.- e gn subsidiary imports a substantial number of its inputs from
abI‘Oad’ thCh. r.es:u ts 1n a debit on the current account of the host country’s balance of pay-
nents. One CI‘lthlSIIT leveled against Japanese-owned auto assembly operati\ons in the Ur?itzd
States for exarnple‘, 1S that they. tend to import many component parts from J ap.an. Because of
this, the favorable impact of tln§ FDI on the current account of the U.S. balance-of-payments
0 osition mg.;y not be as gr‘eat as initially supposed. The Japanese auto companies responded to
these critic1Sms by pledging to purchase 75 percent of their component parts from U.S.-based
i anufacturers (but no.t necessar.lly U.S.-owned manufacturers). When the Japanese auto com-
,“m the Umted Kin gfiom, Nissan responded to concerns about local con-
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The benefits of FDI to the home (source) country
benefits from the inward

Is FDI a Form of Colonialism or
joits. Thus,  Ethical Investing?

By Some critics of globalization suggest that FDI is an advanced form
;“and of colonialism that destroys local cultures in developing coun-
tries. What these critics say may have Some limited validity, but it
'<n’t the whole picture. Take Freeport McMoRan, a U.S.-based
mining company With operations in West Papua (the former Irian
Jaya), Indonesia, where the world’s largest gold, mineral, and
copper reserves have been found. Freeport formed a joint ven-
ture with the Indonesian governrnent 1o mine a concession, an
isolated tract of land the size of Massachusetts on a remote Is-

& land, half of which is the country of Papua New Guinea. Freeport

& has brought education, Internet connections, world-class heaith
) solated local tribes in West

B care, and the modern world to the |

i;apua, nomadic peoples who wear loincloths and hunt in the for-
.;.éTheir traditional, subsistence way of life is threatened, while
e. they gain from their share of the operation's
oased health care and education, and from
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political influence to persuade host countries to relax their rest
ICS

example, in response to direct U.S. pr

e 4 FDL In response to furtheerégs,u;reésJ;prin ~;elaxed many of its formal restrictions on

ward EDI. One beneficiary of this trend was Toys :‘RE},p?JnS rel}e:.x ed its inf'ormal barriers to in-

|obbying by company and U.S. government offic; » Which, gfter fw.e years of intensive
1991. By 2012 (T3 3> Icials, opened its first retail stores in J [

DCCen}bef . s y ,“T?’YS R” Us had more than 170 stores in Japa d by eyten

operation. 111 which Toys “R” Us retained a controlling stake, had a 1i§ir?é 2Lnn tl}::: szgz?\eessee

stock market. Interesting!y, although Toys “R” Us ceased operations | .
7017 due 1o bankruptcy, it continues to operate in Japan. et Lo USSR

rictions on inbound FDI. For

Restnctlng Outwa:rleDl Virtually all investor countries, including the United States

E v sed some control over outw ° - : Ty

T ?xerl d so R ard FD,I from time to time. One policy has been to limit
~_avital outflows O ';_;czoncern for the country’s balance of payments. From the early 1960s until

s i

ST s& 21 exchange-control regulations that limited the amount of capital a
of m}‘: Although the main intent of such policies was to improve the
ayments, an important secondary intent was to make it more difficult for
Ties h-;};ﬁ manipulated tax rules to try to encourage their firms
(kn behind such policies is to create jobs at home rather than in other
Bri i;:}-";;_gff such policies. The British advanced corporation tax system
jes’ foreign earnings at a higher rate than their domestic earnings. This tax
\tive for British companies to invest at home.
\;,_g prohibit national firms from investing in certain countries for
) restrictions can be formal or informal. For example, formal U.S. rules
rom 1 esting in countries such as Cuba and Iran, whose political 1de-
1dged to be contrary to U.S. interests. Similarly, during the 1980s, 1n-
“oolied to dissuade U.S. firms from investing in South Africa. In this

sressure South Africa to change its apartheid laws, which happened

Pad 8 .
'A!.N. -

- ‘,‘,

D &~
P

L
patier” .

P 'i.'* ES Host countries adopt policies designed both to re-
ard EDI. As noted earlier in this chapter, political ideology has deter-
in the past. In the last dec ade of the twentieth century,
rom adhering to some version of the radical stance and

where a combination of free market objectives and prag-

01 "ra for governments (O offer incentives to foreign
antives take many forms, but the most common are
ants or subsidies. Incentives are motivated by a de-
m ment effects of FDI. They are also motivated
)0 ;'z tial host countries. For example, in the mid-
S eted with each other on the incentives they
. In the United States, state governments

£

L b 3 R p QA ¢
Sxample, Kentucky offercd Toyota an 1n¢
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R
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M | | W
'
33

v

é'fi\. range of controls to restrict
besiraints and performance requites
"z‘untl'ies’ foreign companies arc
and mining in Sweden and from
_ VIorocco. In other industries,

Qf the equity of the subsid-
q 10 25 percent or less of an
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heories als us?fsi;igzz:eet:ey Ithntify with some precision how the relative profitability of
eign direCHIIYC oL C R D 52 an.d 11c§n31ng varies with circumstances. The theories
fo t that exportln.g is preferable to licensing and FDI so long as transportation costs arc
nd trade barriers are trivial. As transportation costs or trade barriers increase, eXport-
s unprofitable, and the choice is between FDI and licensing. Because FDI 1s more€
4 more Tisky than licensing, other things being equal, the theories argue that licensing
le to FDI. Other things are seldom equal, however. Although licensing may work, 1t
tive option when one or more of the following conditions exist: (1) the firm has
w-how that cannot be adequately protected by a licensing contract, (2) the firm
trol over a foreign entity to maximize its market share and earnings in that
kills and capabilities are not amenable to licensing. Figure 8.4 pres-
‘a decision tree. '
S _a_fw:w;‘séifj option tend to be clustered in three types of industries:

ooy industries in wh ch protecting firm-specific expertise 18 of paramount
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