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Overseas Expansion of Emerging Market Firms :

Choice of Entry mode of Chinese Firms into Japanese Market

GONG Yuanyuan

Graduate School of Economics, Kyoto University

Abstract

In the recent decade, outward foreign direct investment (OFDI) from emerging markets increased
significantly. Although it is only a small percentage among OFDI from emerging markets, cross-
border M&As against companies in developed countries have risen in a fast pace and a rich body of
research has been studying this phenomenon. The aim of the paper is twofold: first it attempts to
explain the influence factors on emerging market firms’ choice of entry-mode into developed markets
(i.e. M&A or greenfield). Second, it attempts to provide additional explanation for what triggers M&As
in developed countries by firms from emerging markets.

Existing literature explains that emerging market firms internationalize in order to gain access
to strategic resources, know-how and brand names and that in the case of China the government
actively promotes outward FDI flows since 1999. We pointed out that it is also important to consider
the industry-level condition of host country and whether Chinese firms had inward foreign experience
prior to their entry to developed markets. We collected data on Chinese firms’ OFDI activity
toward Japan in the period during 2002 to 2011. We tested our hypotheses on a sample of 75 cases
of investment by Chinese firms and found that lower industry growth rates and higher inward

international experience coincided with a higher likelihood of M&A.
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Abstract

The purpose of this paper 1s to clarify how business models are localized and how they evolve
through that process. In order to clarify this issue, we looked at the case of Nestlé Japan’s Nescafé
Barista and used this case as an illustration for our discussion. In other words, we are aiming to
clarify how business models originating from head offices overseas are tailored to the needs and
circumstances of Japan and adapted to local conditions (i.e., localized) to achieve further success, by
looking at the case of Nescafé Barista, a very successful recent case of this approach.

In this paper, we presented details of Nescafé Barista and discussed the following points: (1)
Localization comprised two aspects: the products and the business model. (2) The local unit (Nestlé
Japan) adapted the business model from one based on instant coffee to one based on an appliance
(the Nescafé Barista coffeemaker). (3) Localization of the business model required that characteristics
of meta-national management be incorporated into a global matrix organization, and that during
the localization process, the local unit be given a lot of freedom to determine not only the products
it would sell, but also the business model it would employ. Specifically, the local unit needed to
exercise strategic initiative and negotiate with head office on product development and other aspects
of business. Furthermore, to carry out such negotiations successfully, the local managers had to be

creative and capable of logically persuading head office to approve their ideas.



