WARSAW SCHOOL OF ECONOMICS
COLLEGIUM OF WORLD ECONOMY

Agata Wancio

The impact of foreign direct investment on
innovation of emerging economies: The case of India
Summary of doctoral dissertation

Supervisor:
Prof. dr hab. Kazimierz Starzyk

Warsaw 2015

Table of contents
Justification for the research problem selection ......................................................................... 3
Objective, thesis and hypotheses ................................................................................................ 5
The structure and content of the dissertation ............................................................................. 6
Research methods and sources ................................................................................................... 8
Findings and conclusions ........................................................................................................... 9
The outline of the dissertation .................................................................................................. 15
References (selected publications) ........................................................................................... 17

2

Justification for the research problem selection
Emerging economies, especially those of developing countries status, often place
foreign direct investment (FDI) in the centre of their investment policy as they hope that FDI
inflows will complement their modest national savings. Besides transferring the capital to the
country they expect foreign multinationals enterprises (MNEs) to create new jobs, increase
the labour productivity, develop employees’ skills, raise budget revenues, stimulate new
exports, affect the pattern of production and exports by increasing the share of knowledgeand technology-intensive industries, as well as to become an important source of knowledge
and provide an impetus for innovative solutions.
The benefits from the business operations of foreign companies in the national
economy, however, do not occur automatically. Moreover, they may lead to some negative
externalities. FDI may indeed become an important source of capital, but foreign subsidiaries
may also transfer profits to their parent company, which could have a particularly adverse
effect on their current performance and further development at the time of a global or regional
financial crisis. Instead of creating jobs through greenfield projects, they may reduce
employment in companies acquired through mergers and acquisitions (M&As). Besides
enhancing skills of the local workforce, foreign companies may also cause a “brain drain”
effect, stealing the best talents available on the local market by offering higher salaries as
compared to domestic companies. The FDI effects are similarly unambiguous for technology
transfer and innovation activities, an area of particular importance from the perspective of the
long-term sustainable growth of emerging economies.
Foreign direct investment has been identified quite early as a potential channel for
technology transfer both in theory and in empirical research (Teece 1977, Griliches 1979, Lall
1985). In addition to its direct effects associated with the transfer of embodied and tacit
technology to the host economy, it may also have a broader influence on the innovation of the
economy through various interactions involving knowledge diffusion to local companies
(Smarzynska-Javorcik 2004, Gorg, Strobl 2005, Moran 2006, Smeets 2008). The FDIinnovation linkage is then a question fairly well established in the theory of international
economics and having a striking record in the empirical literature. However, new phenomena
and processes occurring in the world economy pose some important questions in this area that
remain unanswered and require a further research to explore them.
One of such phenomena is an increasing share of emerging economies in
transnational FDI flows. On the one hand, their role as recipients of FDI has been growing
steadily, including FDI projects in knowledge- and technology-intensive industries
(UNCTAD 2005). A dynamic change in the scale and nature of foreign investors’ activities
may also entail a change in benefits and risks associated with inward FDI. Moreover, studies
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conducted so far have provided mixed results and led to rather varied conclusions with respect
to FDI impact on innovation not only in relation to different economies, but also to the same
economy. On the other hand, there is observed a growing importance of emerging economies
as exporters of capital and as a result a visible acceleration of the internationalization of
companies anchored in these economies. Owing to transnational M&As, they come into
possession of technology and knowledge that can be transferred to the parent company and
other subsidiaries within the group, thus improving their technological capacity and
competitiveness. For greenfield projects conducted by emerging multinationals, an additional
impact could be also made by increasing research and development (R&D) intensity at home
in response to the needs of demanding contractors and customers present at the foreign
market.
The phenomenon of rapid internationalization of emerging multinationals itself and
differences in behaviour between foreign investors from the North and the South have quite a
rich record of publications (e.g. Lall 1983, Dunning 1986, Wells 1983, Mathews 2006,
Gammeltoft 2008). Some of them refer somehow to the linkage between internationalization
and innovation, mostly through examining the so-called strategic assets-seeking investment
strategy that is considered to be a source of competitive advantage for "emerging"
multinationals acquiring abroad assets such as technology, know-how, brands and distribution
channels. Most of these studies, however, are either of theoretical nature or focus on the
empirical identification of motives lying behind the expansion of these companies (e.g.
Cantwell 1989, Dunning 2001, Mathews 2002, Pradhan, Abraham 2005, Berry 2006).
Publications oriented to an ex-post verification of the extent to which this goal has been
achieved and especially to effects of the expansion of emerging multinationals for improving
innovation at their home economies are still relatively rare (Pradhan, Singh 2009, Chen, Li,
Shapiro 2012). To the best knowledge of the author there is also no published research that
adopts an approach allowing to evaluate the internationalization effects of emerging
economies in parallel for their inward and outward investment. Thus, it remains an open
question which of these two internationalization strategies (active or passive) and under which
conditions can lead to a faster technological catch-up and, consequently, to a greater
international competitiveness and social well-being.
What makes this issue particularly interesting and justifies the need for further
research on emerging economies’ internationalization is the specificity of these economies. It
stamps its imprint also on the innovation activity and limits the accuracy of research focused
on developed economies. An expected impact of FDI on innovation differs in these two
groups of economies due to many factors, including different social and economic conditions.
An attempt to examine a linkage in question from the perspective of emerging economies and
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their efforts to stimulate innovation-driven development is undertaken by the author and
presented hereafter.
India, as a representative of the largest emerging economies, serves as an empirical
example for carrying out the research within this dissertation. The country selection is based
on several premises. Firstly, India participates in the FDI flows being one of the largest
recipients of investment among South countries and an important investor in foreign markets
(UNCTAD 2005, 2013). Secondly, India has been classified relatively high in the ranking of
competitiveness in the section evaluating innovation (41st in the world, the World Economic
Forum 2014), which indicates that the process of innovation-driven development has already
taking place there. Thirdly, looking at the technology motive, which is clearly stated in both
the policy of attracting FDI into the country and the strategy of indigenous companies’
internationalization, along with the industrial pattern of Indian inward and outward FDI (a
significant share of technology- and knowledge-intensive activities) suggests that MNEs must
have played an important role in this process.
Objective, thesis and hypotheses
The main objective of the dissertation is to examine the impact of the
internationalization of emerging economies on their innovation, introducing a distinction
between inward FDI (passive internationalization) and outward FDI made by companies
originated from these economies (active internationalization). India, for which this linkage
has been verified empirically, is treated then as the host and home economy simultaneously.
The definition of innovation adopted by the author covers both the ability and propensity to
create and develop innovations that determine innovation expenditure (innovation input), as
well as innovation activities and their results reflecting that ability (innovation output).
The thesis of this paper is a statement that foreign direct investment plays a
significant role in the process of transition of emerging economies to the development driven
by innovation, with the growing importance of outward investment.
Research hypotheses, related to each of the chapters, have been formulated as
follows:
Hypothesis 1: Emerging economies are characterized by a number of features distinguishing
them from both developed economies and developing economies at an early stage of
development, and these features to a large extent shape a way by which various determinants,
including the internationalization of the economy, affect the innovation activities.
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Hypothesis 2: Specific conditions of emerging economies have an impact on the scope and
nature of the linkage between foreign direct investment and their innovation for both inward
and outward FDI.
Hypothesis 3: India possesses a majority of the attributes of an emerging economy that lead
to the specificity of the innovation development path and influence the scope and nature of the
effects caused by factors affecting innovation.
Hypothesis 4: The benefits from inward FDI in India have resulted from both – R&D
activities of foreign investors and their innovations introduced to the market; however, they
have been focused more on serving the local market than on developing technologically
advanced solutions for global customers. The important role in enhancing innovation of
emerging economies has been played also by the rising overseas expansion of Indian
companies, which stimulated them to intensify R&D activities and to work on radical
innovations, and consequently led to strengthening their technological advantage.
The structure and content of the dissertation
The dissertation consists of an introduction, four chapters, summary and conclusions,
and a list of references, figures, tables and appendices.
In the first chapter, the theoretical issues related to the concepts of innovation,
innovations and innovation potential along with measures capturing innovation of economy
are presented, as well as an overview of the factors determining that innovation. As a result of
this discussion the author presents her own approach to innovation of the economy and
proposes a relevant definition as well as classifications. As such, this chapter is a starting
point for further studies in this dissertation. Given that the discussion in the first chapter, as
well as throughout the dissertation, is conducted in the context of emerging economies, the
author also makes an attempt to determine the meaning of the term “emerging economy”,
which is used in the literature inconsistently. The chapter ends with a selection of the features
of emerging economies that distinguish them from other economies and determine their
specificity in terms of innovation, and thus the potential benefits resulting from their
participation in FDI flows.
The second chapter deals with the impact of internationalization of emerging
economies in the form of FDI on their innovation. While analysing the above, a distinction
between the effects resulted from inward FDI located in emerging economies (passive
internationalization) and the effects related to the outward FDI undertaken by companies
originated from these economies (active internationalization) is introduced. Attention is paid
to both positive and negative effects related to the participation of these economies in the
transnational FDI flows. In the part, devoted to inward FDI, the effects associated with
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production first and then R&D activities of foreign investors are analysed. There are also
discussed conditions characteristic of both sides – host economy and direct investor, which
may facilitate the process of accruing benefits from FDI inflows on the one hand or cause
negative externalities on the other hand. In the further part, dedicated to the international
expansion of companies from emerging economies, there are classified and discussed factors
determining technological and innovation progress through outward FDI performed on mature
markets, along with the potential benefits from seeking knowledge abroad and ways of
achieving them. Finally, strategies of expansion of transnational firms from emerging
economies are discussed under the concept of ownership advantages proposed by Dunning
and developed by Mathews. The mentioned discussion focuses on the change in motives lying
behind their investments abroad, especially on the process of moving from the strategy of
exploiting the investors’ own assets and technological advantage to the strategy of benefiting
from strategic assets of the acquired companies and thus accelerating the process of
technological catch-up.
In the third chapter, the author tries to assess the innovation of the Indian economy
using the methodological assumptions proposed in the first chapter. The analysis starts from
evaluating the technological and innovation potential as well as India’s innovation position.
The set of traditional innovation indicators is expanded by measures used less frequently (e.g.
average relative citation, trademarks, balance in the transnational transfer of intellectual
property rights) in order to obtain a possibly complete picture of different innovation aspects
and dimensions in India, and then enriched by references to the specificity of emerging
economies. While discussing various measures of innovation, the logic presented in the first
chapter is applied. It means that all indicators are dividing into three basic groups: ones
reflecting availability of resources available for innovation, ones related to resources engaged
in the innovation process and ones presenting innovation performance. Such an analysis,
focused mainly on innovation from the perspective of international competitiveness, is
complemented by a dimension equally important for emerging economies, i.e. through the
prism of local conditions and needs of the Indian economy and society, which is expressed in
a concept of innovation known as "frugal". While discussing the above, there is also made an
attempt to demonstrate that India displays most of the features characteristic of an emerging
economy that constitute of a specific path of innovation-driven development.
The fourth chapter, using the example of the Indian economy, attempts to verify
empirically the impact of internationalization of emerging economies in the form of FDI on
their innovation. Firstly, the analysis of FDI inflows at the country level is presented with a
special emphasis on the aspects of significant importance for assessing the FDI impact on
innovation such as the industrial pattern of FDI and countries of investors’ origin. Next, a
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detailed analysis of R&D activities of foreign investors in India is presented. It is aimed at
determining the place of India in the R&D network of transnational corporations and at
identifying motives for locating R&D activities in the country. A qualitative description of the
R&D projects performed in foreign R&D centres in India helps to answer questions about the
type and sophistication of works carried out in those centres as well as the geographical
scope, technological advancement and novelty of solutions designed and developed there.
Then, Indian investment abroad is investigated. The analysis is focused primarily on these
FDI characteristics which seem to be the most important in terms of potential effects for
innovation of the home economy. Finally, a statistical verification of the impact of
internationalization of the Indian economy through FDI on its innovation is conducted. To
make this happen, the companies were divided into three distinct groups (foreign investors
present in India, Indian companies present on foreign markets and Indian companies with
only domestic operations) and relevant measures of their innovation activities are used. The
author supports the view that innovation activity of companies is the ultimate expression of
the innovation of the economy since companies are those entities which implement new ideas
and solutions to the market. Their innovation output includes innovative efforts of the other
actors of the innovation system which are the government and scientific-research institutions.
In turn, a poor performance of companies reflects to a certain extent weaknesses that reside in
this system.
The dissertation ends with a summary section, which shortly discusses findings
reported throughout the chapters and formulates conclusions regarding the effects of
internationalization of emerging economies through FDI for their innovation. Additionally,
the author suggests possible directions for further studies in this field as well as potential
benefits of such research for economic practice, especially for building the strategy for
development driven by innovation.
Research methods and sources
In the dissertation, a few quantitative and qualitative methods are applied. The first
of them is an analytical-descriptive method, which was used for classifying innovations and
determinants of innovation among other things. It is complemented by a statistical-descriptive
method applied to the analysis of empirical material. In addition, a comparative method is
used, especially for the evaluation of India’s position in the field of innovation in comparison
to selected emerging economies.
The dissertation also applies the computer assisted telephone interview method
(CATI) with the use of a questionnaire prepared by the author. The survey covers innovation
activities of indigenous companies and foreign investors present in India in 2008-2010. The
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collected data are then used in econometric modelling, which is based on three models: probit,
tobit and Heckman selection. They form together the so-called CDM model (the name comes
from the names of researchers who have proposed and developed this model, i.e. Crépon,
Duguet and Mairesse), which has been used so far mainly for examining the linkage between
FDI and companies’ innovation in developed countries. The author makes an effort to adjust
this model to the situation of emerging economies, trying to overcome the limitations
resulting from the incomparably worse availability of statistical data for those countries. She
also includes to the equations variables reflecting the specific conditions of emerging
economies, which are skipped in the study of highly developed economies due to different
level of institutional development. To operationalize the remaining variables, data from the
CMIE Prowess database, collecting economic and financial information on companies
operating in India, are used.
To sum up on information sources, the dissertation uses primary data collected
during interviews, secondary data from various databases (i.a. World Bank, OECD,
UNCTAD, WIPO, CMIE, the US Bureau of Economic Analysis, Ministry of Commerce and
Industry of India, Ministry of Science and Technology of India, Ministry of Human Resource
Development of India, Ministry of Home Affairs of India) and individual financial statements
of companies, as well as processed data collected by other authors and published in various
publications.
Findings and conclusions
Specific conditions of emerging economies can shape a way by which FDI affects
the economies and societies of the South. As a result the effects resulting from these
interactions may differ in comparison with highly developed economies. It also applies to the
impact of FDI on various aspects and dimensions of innovation, and consequently to their role
in stimulating innovation-driven development. This innovation-related specificity may be
presented as a set of the following characteristics:
 on supply side of the innovation process: technological backwardness, a relatively small
expenditure on R&D, the growing role in “talent production” in the global economy, the
demographic advantage, different pattern of R&D activities as compared to the North
economies (the predominance of developmental works) and thus a need to move up along
the R&D chain (to applied research);
 on demand side of the innovation process: a relatively large and rapidly growing domestic
market, an emerging middle class, different demand structure than in developed countries;
 related to an environment: low or moderate level of socio-economic development and as a
result a specific philosophy towards innovation, institutional constraints (weak protection
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of intellectual property rights and overregulation of the economy), ambition to join the
group of world innovation leaders.
Due to the specific socio-economic conditions of emerging economies and thereby
different needs and capabilities, an expected impact of FDI on their innovation is different
than in the other two groups of economies, i.e. developed economies and developing countries
at an early stage of development. This leads to a need to go beyond international
competitiveness in studies dedicated to emerging economies. Given that innovation should
ultimately support quality of life and social well-being, emerging economies have been
somehow forced to take matters into their own hands since solutions for the rich consumers
on the North have not been able to meet the challenges faced by the South. In result, a concept
of frugal innovation has been developed and widely applied in business practice in India and
other emerging markets. Frugal solutions are new products mostly targeted at a local or
regional market, actually not going beyond developing countries. However, they are
important for raising the standard of living in that part of the world as well as for creating
market opportunities and source of growth for companies recognising those needs.
Eventually, they may also affect innovation at the regional or global level, although the initial
impetus for them comes from local conditions and needs. The development of such
innovations may also be affected by foreign investors; however, the outcome of such an
activity is difficult to capture in the statistics, hence there is a need for conducting a broader
research of a qualitative nature.
Given the above, the assessment of innovation of the Indian economy, which
constitutes the starting point for the verification of the impact of scale and nature of FDI on
innovation in emerging economies, is carried out in two dimensions - from the point of view
of the countries of the North (a traditional approach that perceives innovation as a tool of
gaining a competitive advantage on a global scale) as well as from the point of view of
countries of the South (a frugal approach to innovation that is through the prism of the
conditions and needs of emerging economies). The former enables to capture different aspects
of India’s innovation by means of different indicators of innovation and compare them with
the performance of other countries. The latter shows the specificity of emerging economies in
the innovation area. Together they allow to confirm the hypothesis that India displays most of
the specific futures of emerging economies mentioned above, which to a large extent
determine a way by which FDI affects innovation activities and performance.
The author has identified three dimensions of developing and functioning of frugal
innovations in India. The first is the local one since such innovations play a vital role in
raising living standard of local people and in promoting social inclusion. Second, India,
having a capacity for becoming a centre of frugal innovation, may support a process of
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improving living conditions also in other countries in the South by serving bottom-of-thepyramid consumers and those being currently outside the pyramid. Thirdly, India may also
play an important role in adopting a different approach to innovation in the North, where the
philosophy of "more for more" starts to be outdated and insufficient.
While assessing the innovation of India from an international competitiveness point
of view, a steady improvement in human capital-related indicators of quantitative nature has
been found; however, attention has been also drawn to a low quality of teaching at different
levels of education and a shortage in talent pool with regard to the market needs. India faces
also a relatively small number of R&D personnel, particularly in relation to the country’s
demographic potential and respective results achieved by remaining BRIC economies. India
notes a relatively low R&D intensity (less than 1% of GDP); however, since several years
there has been observed a dynamic growth of Indian R&D expenditure in nominal terms. It
represents a small part of all innovation-related expenditures, which are dominated by
investment in machinery and equipment. As a particularly positive trend is acknowledged a
gradual change in the institutional pattern of R&D funding that is an increasing share of the
enterprise sector.
When it comes to indicators of innovation output, India performs well in terms of a
number of scientific papers and their citation frequency. In turn, the number of international
patent applications under the PCT procedure was quite low; although India reached a visible
specialization in a few disciplines such as organic chemistry, pharmaceuticals and
biotechnology, medical equipment and computer technology. A large number of registered
trademarks, a large share of services in knowledge-intensive production and a particularly
high share of technical knowledge-intensive services in service exports indicate an important
role of the service sector in introducing and developing innovative solutions. In turn, the share
of high and medium-high technology in exports did not exceed 30% in any given year. A
merchandise pattern of high-tech exports was, as for emerging economies, rather untypical
with a dominant share of pharmaceuticals and intermediate goods.
An analysis of the foreign investors operations in India suggests that in spite of the
rise in FDI inflows the level of internationalization of production activities remains relatively
low as compared to other emerging economies. India is also characterized by a low degree of
internationalization of R&D activities, which translates into a low share of foreign enterprises
in funding R&D expenditure.
Although India is particularly well known for FDI in services attracted by cost
arbitrage, in fact its industrial pattern of FDI inflow is diversified. Nearly half of all
investment has been located in manufacturing sector, with a high share of technology- and
knowledge-intensive industries such as pharmaceuticals, automotive and electronics. There is
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also taken place a gradual qualitative change in the service sector itself, that is a transition to
the services of higher value added, which is reflected in a growing interest of foreign
companies in investing into research, testing and technical services.
An analysis of the R&D activities of foreign investors in India shows a large
variation of R&D centres controlled by them, which carries certain consequences for
innovation of the Indian economy. The strength and character of their impact on innovation in
the host economy largely depends on the motives driving the decision on locating a R&D unit
and the place of India in the global innovation strategy of a given investor. The author
distinguishes three main types of foreign R&D centres located in India depending on the
dominant investment strategy: one making use of arbitration in labour costs, one associated
with meeting the demand of the local market and one focused on access to local talents.
Although there was no a hard rule, the tasks of strategic importance aimed at a global market
were carried out usually in the centres of the third type representing a minority among all
centres. Two other types of R&D projects were rather of supportive nature (and served the
needs of the global customer) or performed more sophisticated work but on products aimed at
the local/regional market. The above affects thus the internal R&D pattern which shows a
clear advantage of developmental works over applied research.
The expansion of Indian companies has accelerated admittedly a decade ago;
however, Indian investment abroad is still relatively modest as compared to other emerging
economies, especially China. At the same time it is observed an interesting trend with regard
to outward FDI that is an increasing role of Indian investment targeted at seeking and taking
over strategic assets, such as an access to new product lines, technological know-how, global
portfolio of intangible assets, and highly skilled workers. Among the industries of the greatest
interest of Indian investors were those considered the most advanced in terms of technology,
i.e. pharmaceuticals, transport equipment, electronics, IT services and telecommunication.
Such undertakings were conducted mainly in highly developed economies, which are
regarded as more technologically and organizationally advanced as well as characterized by
more matured consumer market owing to more demanding and educated consumers.
The econometric verification of the linkage between the internationalization of
companies in the form of FDI and their innovation has not confirmed a positive impact of
foreign capital neither on the likelihood of incurring R&D expenditures in the company nor
on the intensity of these expenditures. At the same time it has confirmed a statistically
significant positive impact of the FD inflow (foreign ownership in the ownership structure) on
the probability of introducing innovations, however only for product innovation (not for
process innovation). It allows to believe that these innovations were based more on
developmental works than on advanced research or resulted from technology and knowledge
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transfer (or ready-made solutions) from abroad. This conclusion appears to be fairly
consistent with the results obtained in the equation of R&D expenditure, which suggested a
lack of foreign investors’ supremacy in terms of R&D intensity.
On these grounds, however, it would be unfounded to come to the conclusion that
foreign investors have made no difference to R&D performance in India or more general – in
emerging economies, especially when taking into account the results of qualitative research
regarding their R&D operations in India. The estimates obtained in the selection and R&D
intensity equations show primarily that foreign ownership was not a differentiating factor
neither for the propensity of incurring R&D expenditures nor for the intensity of such
expenditures. A similar result was reported by other researchers employing CDM model with
regard to highly developed countries. A rationale behind this similarity may, however, differ
in those two groups of economies, and many factors indicate that this this might be the case.
A detailed qualitative analysis of R&D activities of foreign investors in India showed that the
majority of R&D projects carried out in India by the world leading innovators did not require
a significant spending. It can be assumed that similar behaviour is typical also of other foreign
investors conducting R&D projects in India. A relatively low capital intensity of R&D
activities, being a consequence of low technological advancement of these works and their
character as well as a definite place of India in the innovation strategy of the investor,
stemmed to some extent from the mentioned specificity of emerging market. The last one,
firstly, has a limited ability to innovate because of scarce resources, and secondly, creates a
demand for a particular type of innovation.
Moreover, it can be assumed that a greater activity of foreign investors in introducing
product innovations to the market as compared to Indian companies was beneficial for the
development of innovation in the Indian economy. In this way foreign companies created a
stimulating environment for the emergence of demonstration and competition effects,
although such benefits, as shown in the second chapter, do not occur automatically. A
confirmation of these and other types of spillover effects would require additional research.
For outward FDI of Indian companies a different result is achieved – their foreign
expansion market had a positive impact on the R&D intensity, but did not influence the
propensity to engage in R&D activity measured as the probability of incurring R&D
expenditure. There was also no significant impact of overseas expansion of Indian companies
on their propensity to innovate in both product and process innovation. A lack of statistically
verified impact does not mean, however, that the presence of Indian companies in overseas
markets did not affect innovative activities in the country. This influence might occur, for
example, in terms of a number of new innovations implemented or qualitative changes (e.g. a
transition from local to global innovation and from incremental to radical innovation).
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The results may be particularly important for emerging economies, whose
expectations towards foreign investors and their beneficial effects on the innovation of the
economy are higher than in developed countries. This issue becomes even more interesting
when compared with the estimation results for the impact of overseas expansion of Indian
investors on the innovation of their home economy. The obtained estimates confirmed a
positive impact of this form of internationalization on their R&D intensity. In the light of the
discussion in chapter two, it seems reasonable to assume that the active internationalization of
Indian MNEs positively affects their innovation. An absorption of technology and knowledge
acquired by Indian investors through transnational M&As (brownfield investments) or
through interactions with highly innovative environment in host country (greenfield
investments), and then their further transfer to the parent company and other subsidiaries in
the country of origin, required increased R&D expenditure. They might have been also
stimulated to undertake intensified R&D efforts by a global innovators presence itself since
MNEs from the North tend to undertake activities of higher intensity of technology and
knowledge at home rather than in their foreign subsidiaries located in emerging economies. It
is associated with potentially greater spillover effects through forward and backward linkages,
as well as with stronger demonstration and competition effects.
The benefits from operations performed aboard by emerging MNEs might thereby
outweigh those associated with the activity of foreign investors in emerging economies.
Therefore, an expansion on mature markets may prove to be a faster and more efficient way
of technological catch-up and competitiveness’ improvement for companies from emerging
economies than benefiting from the potential spillover effects related to the presence of
foreign investors from the North on a given emerging market. Consequently, a strategy to
support the expansion of domestic enterprises to mature foreign markets may turn out to be a
more effective tool of intensifying R&D efforts and accelerating technological and innovation
progress in emerging economies than a strategy of attracting FDI to the country, although the
latter may also benefit innovation process, which has been already presented.
Given the above, this dissertation, in the author’s humble opinion, can make a
contribution to the development of economic sciences in the field of international economics,
development economics and international management in both the theoretical and
methodological dimension as well as empirical one. It formulates a proposition of a new
paradigm in terms of building by emerging economies a strategy for innovation-driven
development through their parallel active and passive internationalization. Both foreign
investors in the country and indigenous companies investing abroad have an important role to
play in this process.
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