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Abstract

This study explores the impact of market-seeking
internationalization activities of emerging market
firms, including exporting, being a supplier to foreign
MNEs at home, and market-seeking foreign direct
investment (FDI) on digital transformation. We use a
mixed-method approach, combining multi-case
studies and regression analysis, to test our hypotheses.
The results show that market-seeking FDI directly
relates to digital transformation while exporting and
industry linkages with foreign MNEs lead to digital
transformation through dynamic capabilities. Our
findings highlight that emerging market firms'
capability enhancement through internationalization
is not only about acquiring foreign assets but also
about the endogenous growth path of learning by
doing.

Keywords: Internationalization, Digital
transformation, Springboard perspective, Emerging
market firms (EMFs)

1. Introduction

Digital transformation refers to a process that an
organization integrates digital technologies, which
triggers significant changes to its operation, processes,
organizational structure and can lead to capability
upgrading (Matt, Hess, & Benlian, 2015). Digital
transformation is of particular interest among
emerging market firms (EMFs) as digitalization can
significantly shorten EMFs’ technological distance
with developed market firms and facilitate the EMFs’
catching up process.

The springboard perspective offers insights on
how EMFs leapfrog in internationalization processes
and quickly increase competencies both globally and
domestically (Luo & Tung, 2007; 2018) through
acquiring strategic assets. A number of springboard
multinational enterprise (MNE) studies (e.g., Gubbi &
Elango, 2016; Gubbi, Aulakh, Ray, Sarkar, &
Chittoor, 2010; Gaffney, Karst, & Clampit, 2016;
Kedia, Gaffney, & Clampit, 2012; Rui and Yip, 2008)
focus on cross-border merger and acquisitions.
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However, more recent studies have found that direct
knowledge acquisition is not always an effective nor
efficient way to upgrade a firm's competitiveness (Su,
Kong, Ciabuschi, & Holm, 2020). Other forms of
internationalization, such as  market-seeking
investment (Schaefer, 2020) and collaboration with
foreign MNEs at home (Li, Yi, & Cui, 2017) can offer
equivalent or more learning benefits to EMFs.

This paper investigates how prior market-seeking
activities at home or abroad function as a catalyst for
EMFs to initiate the digital transformation process.
Although not seeking advanced technologies directly,
strategic entries in international markets are a
springboard act that supplies EMFs global visions and
soft skills to identify future capability upgrading
opportunities. The empirical studies are conducted
using industrial lead firms from China Fortune 500 list
and particularly focus on these firms’ digital
transformation process.

The contribution of this study is twofold. First,
while most studies on digital economy focus on the
burgeoning phenomenon of born digital firms, less is
known about how existing firms or traditional
manufacturing or service firms navigate industry 4.0
(Eden, 2018). Second, we integrate the springboard
perspective and the endogenous growth to explain the
learning paths of EMFs. Digital technology is
relatively a new technology to both developed and
developing countries. There is not always an
opportunity for EMFs to acquire existing solutions
from foreign partners especially considering the recent
deglobalization trend. Nevertheless, without asset
acquisition, internationalization can still be valuable to
EMFs in terms of digital transformation as it exposes
companies to new ideas and urge companies to
develop solutions to address complex customer
demands. More importantly, the inspiration and the
sense of urgency are not always from outward
internationalization but also inward
internationalization such as serving foreign MNEs at
home.

Page 4733



2. Theory and Hypotheses

We propose a general theory of the springboard
perspective, which considers the "learning by doing,"
the endogenous growth route of capability
improvement rather than just the asset-seeking type of
capability improvement suggested in the original
springboard perspective. Internationalization does not
always provide ready-to-acquire strategic assets, the
external knowledge, to the participating firms but
always supply learning opportunities. These learning
opportunities do not exist at home when the market,
institutions, and technology are underdeveloped. It is
through serving international customers that MNEs
evolve with their customer needs and technology
trends. Serving international markets becomes a
springboard for an emerging market firm because it
brings the firm's capability to a new height earlier and
allows an EMF to develop dynamic capabilities earlier
than peers who stay home. We adopt the definition of
dynamic capability as the "higher-level competencies
that determine the firm's ability to integrate, build and
reconfigure internal and external
resources/competencies to address, and possibly
shape, rapidly changing business environments”
(Teece, 2012, p. 1395).

Our hypotheses focus on capability building
through market-seeking internationalization. We
propose that appropriating international market
opportunities consist of not only pursuing market-
seeking foreign direct investment (FDI) but also
exporting and being an Original Equipment
Manufacturer (OEM) supplier to foreign flagship
MNEs at home, as these international market seeking
activities confront EMFs with more educated and
demanding customers who constantly require efficient
and quality output (Hertenstein, Sutherland, &
Anderson, 2017; Kotabe & Kothari, 2016; Kothari,
Kotabe, & Murphy, 2013; Xie & Li, 2018).

The Uppsala model informs us that the
internationalization process starts from serving foreign
markets via exporting. Furthermore, the upward spiral
model in the springboard perspective argues that
EMFs' internationalization starts from inward
internationalization, including serving foreign MNEs
at home. Although exporting and inward
internationalization is not the typical International
Business activity nor at the core of International
Business research (Monaghan and Tippmann, 2018),
they provide comparable benefits to EMFs in terms of
getting to know customer demands in other countries
and being exposed to new and diverse technologies as
the firm evolves to a multinational business enterprise
(Vahlne and Johanson, 2017). Therefore, our
hypotheses are proposed based on three

internationalization activities, exporting, backward
linkages with foreign MNEs at home, and market
seeking FDI.

~
OEM Dynamic Digital
activities |=—"| Capabilities Transformation
seeking /

Figure 1. Conceptual Model

2.1 Exporting and dynamic capabilities

Emerging markets have significantly differed
from advanced economies in terms of economic and
social factors, including consumer preferences and
doing business (Hobday, 1995). These differences
make exporting an eye-opening experience (Bratti &
Felice, 2012; Salomon & Jin, 2010) to emerging
market firms and thus enhance its capability to sense
future opportunities.

Exporting firms are confronted with a more
diverse set of customer needs and technology trends
than purely domestic firms. Part of this exposure is due
to the active contribution of international buyers.
Foreign importers may share with exporters
production techniques for cost and quality control,
downstream customers' requirements, competing
products in the market and transportation specifics.
(Wu, Sinkovics, Cavusgil & Roath, 2007).
Nevertheless, this information can be a generic type as
the foreign importers might simultaneously work with
several potential exporters. It is unlikely that foreign
buyers will purposefully and effectively customize
information for one of its exporters because import
and export are arm-length transactions without any
equity commitment. Therefore, exporting firms
consistently need to adapt information and strategies
and fit into their local operating context (Corredoira &
McDermott, 2014). This extensive adaptation and
combination activities sharpen exporting firms' skills
in sensing external information, including market and
technological trends. The diverse sets of information
from the international markets also activate an explicit
cognitive investment in retrospective sense-making,
which leads to the company actively engaging in
changes that are perceived as the best fit for the
organizational development.

H1 Exporting activities are positively linked to
EMF's development in dynamic capabilities.

2.2 Backward linkages with foreign MNEs and
dynamic capabilities
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Backward linkages with foreign MNEs refers to
EMFs as suppliers or OEM manufacturer to foreign
MNEs. Similar to foreign importers, foreign MNES
provide blueprints, managerial techniques and
international market information for emerging market
OEM providers to follow the stringent requirements
on quality, delivery time, and budget. What differs
from exporting is that backward linkages with foreign
MNEs are more likely to develop into a long-term
partnership in which EMFs can enjoy knowledge
transfer via industry linkages (Wei and Liu, 2006). Fu,
Sun, and Ghauri (2018) also argue that knowledge
transfer can occur in arm-length markets such as
customers and strategic alliance partners.

Besides direct knowledge transfer, Hertenstein,
Sutherland, and Anderson (2017) find that being a
supplier to flagship MNEs at home allows EMFs to tap
into industry big players' global network. Therefore,
EMFs can learn about advanced operation methods via
demonstration effects, such as visits to technologically
sophisticated production lines. Alcacer & Oxley
(2014), Bratti & Felice (2012), and Lileeva & Trefler
(2010) have shown that EMFs participating in the
global value chain enable access to knowledge that is
not available at home.

As a result of the industry linkages with foreign
MNEs, EMFs move from the bottom of the smiling
curve, producing inexpensive, simple goods, and
gradually upgrade to more value-added activities such
as premium product manufacturing and design. These
high value-added activities are supported by the
company's R&D ability, which generates new
products and patents.

H2 Backward industry linkages with foreign
MNEs are positively linked to EMF's development in
dynamic capabilities.

2.3 Market-seeking FDI and dynamic capabilities

Countries vary in cultures (Hofstede, 1980, 1993;
Kogut and Singh, 1988), technological development
(Soete, 1980, 1987), and the organization of industries,
markets, and distribution channels (Porter, 1990). In
recent years, political events and protectionism also
add uncertainty to multinational enterprises. Helfat
and Peteraf (2009) and Helfat and Winter (2011) argue
that dynamic capabilities are built when an
organization faces a new environment and changing
conditions. No matter how well-prepared a
multinational enterprise is, it will still face
unexpectancy.

Market-seeking FDI contributes to an EMF’s
dynamic capability building when the firm increases
its international diversity. International diversity refers
to a firm's increased reliance on foreign markets for
financial performance (Tallman & Li, 1996; Zahra,

Ireland, and Hitt, 2000). The more market-seeking
FDI projects, especially if these projects are in
different countries with the various institutional
environment, the more likely an EMF increases its
portfolio of diverse experiences. The variety of past
experiences contribute to the firm's ability to respond
to changing environments with flexible solutions
(Bowman & Hurry, 1993). This variety also increases
a firm's capability in the future to handle new
situations and motivation to learn. As a result of the
dynamic capability increase, EMFs' market seeking
activities in the host country can gradually switch from
niche markets such as diaspora community to more
general markets or premium offering to the niche
market. With the increased dynamic capabilities,
EMFs enter more international markets, which creates
a virtuous circle for market seeking and dynamic
capability building.

H3 Market-seeking FDI is positively linked to
EMF's development in dynamic capabilities.

2.4 Dynamic capabilities and digital transformation

Digital transformation is defined as the process
that encompasses the profound changes taking place in
the society or industries through digital technologies
(Agarwal, Guodong, DesRoches, & Jha, 2010;
Majchrzak, Markus, & Wareham, 2016). Matarazzo,
Penco, Profumo, and Quaglia (2021) argue that a
firm's dynamic capability enables its digital
transformation. If an EMF can continuously adapt to
rapid changes, the chance of this firm adopting digital
technologies for its normal operation is high.

At the firm level, digital transformation is a
process where organizations use newly developed
technologies to handle daily operations. These
technologies can include blockchain technologies,
cloud computing, and the internet of things. Specific
capabilities are required to handle digital technologies
such as sensing, learning, integrating and coordinating
(Helfat & Raubitschek, 2018).

Digital transformation requires the capability to
sense because firms need to be able to identify and
assess technology trends and opportunities. More
importantly, firms need to judge whether this
opportunity is relevant to their customers' needs and
wants. Digital transformation also requires the
capability to learn as most of the new elements such as
digital infrastructure and computer science skills are
newly developed, and not a large portion of the
population has been acquitted with. The digital
transformation process would become more natural if
the firm has established some learning routine. The
integration capability can be important as digital
technologies have to be combined with physical
operations for the value, such as accuracy and
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automation, to show. Finally, an organization's ability
to organize, reorganize, deploy and orchestrate tasks is
important for the firm to be successful in digital
transformation. In other words, simply acquire digital
technology will not make a difference to the firm. Only
when firms deploy and integrate the technology into
their everyday routines can the firm transform into a
smart organization.

H4 Dynamic capabilities are positively linked to
a firm's digital transformation.

3. Method

We adopt the mixed method approach to test our
hypotheses. A  mixed-method refers to the
combination of qualitative and quantitative studies in
one research project, with a wide range of possible
combinations of hybrid method designs (Hurmerinta-
Peltoméki & Nummela, 2006). Nielsen, Welch,
Chidlow, Miller, Aguzzoli, Gardner, Karafyllia, &
Pegoraro (2020) inform us that mixed-method studies
account for a small portion of empirical studies in
International Business but are in greater needs due to
the complementarity of the two approaches. We first
use multi-case studies to explore the mechanisms
presented in the hypotheses. Given that industrial
enterprises' digital transformation is a relatively new
and under researched phenomenon, case studies allow
us to understand the processes that large data analysis
cannot substitute. We also conduct three quantitative
studies to tackle the generalizability issue with a larger
and more representative sample, leveraging the large
population base of Chinese industrial enterprises and
the country's burgeoning digital technologies.

3.1 Case Selection

Our case study sample is selected from 2005-2019
Fortune 500 industrial firms in China, as many EMF
studies (e.g., Luo and Tung, 2007, 2018; Ozcan,
Mondragon, & Harindranath, 2018) have shown that
the internationalized EMFs are oftentimes the national
champions. The next selection criterion is to search for
firms that have both international market-seeking
activities and have undergone digital transformation
because our case studies' goal is to explore the causal
relationship  between internationalization  and
digitalization. We certainly cannot guarantee the
existence of such a causal relationship upon case
selection. Furthermore, we are interested in various
types of the market seeking internationalization. Each
type is the main international market entry mode of the
selected firm before its digital transformation. We
adopt Contractor (2013) approach in conducting
company case analysis by reviewing extant case
literature, documentaries, corporate presentations,

company annual reports and supplementing with trade
journals, internet-based information, and newspapers.
Considering all the criteria above and data availability,
we selected Luthai textile, Fuyao Glass, and Huawei
Technologies. They represent a diverse range of
industries, and they are the leaders of their primary
business industry.

3.2 Quantitative Sample Selection

We focus on traditional manufacturing and
service firms. Our sample is from Fortune 500
industrial firms in China, published by China
Manufacturing Enterprises Association. We acquire
firm-level information, including  financial
performance, export revenue, firm size and age,
innovation etc., from the Census of Industrial
Enterprises database (the Census database hereafter).
After merging with the Census database for
longitudinal information, 710 firms form an
unbalanced panel dataset between 2004 and 2013.
Outward FDI information of these 710 firms is
acquired from the Chinese Outward FDI directory (the
OFDI directory hereafter), published by the Ministry
of Commerce of China. Out of the 710 samples, 173
firms are multinational enterprises. These 173 firms
conducted 496 outward FDI projects between 2000
and 2015. 501 out of the 710 firms have exporting
activities while 184 firms have ever supplied to
foreign MNEs in China. We manually collect digital
transformation information from company annual
reports. 109 of the 710 firms have adopted digital
technologies by the end of 2019.

In study 1 (table 2), our dependent variable for
study 1 is the parent firm's dynamic capability. The
parent firm's dynamic capability is measured by new
product output. Zhou, Gao, & Zhao (2017) use "new
product output™ to represent dynamic capabilities. We
have three independent variables measuring
international market seeking activities, (1) export; (2)
backward linkages with foreign MNESs; and (3) market
seeking FDI. In study 2 (table 3), the dependent
variable is subsidiary's dynamic capabilities, whether
a firm conduct strategic asset seeking outward FDI
project in a year or not. Shamsie (2009) and Barrales-
Molina, Bustinza, and Gutierrez-Gutierrez (2013)
measures dynamic capabilities from firm actions in
making changes in strategy and operation. The
dependent variable for study 3 (table 4) is digital
transformation. We manually coded the status of each
firm's digital transformation from company annual
reports according to Vial (2019) and Matarazzo et al.
(2021). The independent variables include dynamic
capabilities at both levels, (1) new product output, and
(2) strategic asset seeking motive.
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4. Results and Findings

4.1 Case Findings

Luthai started to adopt automation, using robot
arms to replace workers, in dyeing workshops during
the global financial crisis, believing that long-term
cost reduction and quality improvement with
computer-controlled machinery is the way out for
export-intensive and traditionally labor-intensive
industries.  Luthai's research team and its
collaborations with local universities lead to more than
300 patents, which tackles industry-specific
challenges, including color matching and efficiency
management.  Zhang  reflected that serving
idiosyncratic customers worldwide made Luthai
sensitive to market trends and technology
development in the industry. Top and middle-level
managers frequently visit Milan, Tokyo, and New
York for trade fairs and meeting with clients. Zhang
and other managers noticed, beginning in 2011,
industry 4.0 became a hot topic.

Table 1 Case finding summaries

Luthai Fuyao Huawei
Company | Year of inception 1987 1987 1957
profile [ Corparate location | Zibo City, Shandong Fuging|City, Shenzhen City,
Province, China Fujian Province, China
China
Owmership structure | 80% domestic private 100 % domestic 100 % domestic
ovnership, 20% foreign private ownership | private ownership
ovwnership
Market position Top 10, based on annual Number 1, based | Number 1, based on
(nationwide) sales revenue, among 9,908 on amnual sales annual sales
firms in the same industry | Tevenue, smong | evenme, among
798 firms in the 1098 firms in the
same industry same industry
Tndustry Processed textile products | Industrial glass | Communication
manufacturing equipment
Products Tam-dyed fabric, cotton Auto glass Device for
vam, undergaments telecormunication
Tnternatio | Type of Esporting, 1993 Tnternational Narket-seeking FDI
nalization | intemationalization, OEM, 1988 (ereenfield)
entry modes, and
starting vear
% of foreizn sales T0%-85% 30%-65% 30%-60%
Main Foreign United States (Philips-Van- United States Europe, Africa,
markets (partners) Heusen), Japan (UNIQLO), (General Motors), | Southeast Asia
United Kingdom (Burberry), | Eurcpe
Italy (Armani, Gueed) (Volkswagen),
Japan (Tovota)
Dynamic | Relation to Idiogyneratic demands Technology Know-seeking in the
capability | mternationalization require constant product spillover from hest country, mamly
update; cost and time foreign MNEs: through hiring

pressure urge Luthai to adopt | High quality
up-to-date management tools | requirement from
and production techniques foreign MNEs

such as ERP and automation. | urges Fuyao to
update techniques

Activities related to | Luthai senses for changing Fuyao leam from | Huawei infegrates

the building of customer demands and new | industry big plays | and coordinates

dynamic capabilities | technologies andapplynew | global operations

tools and

Manifestation of 289 utility patents, 57 design | 710 utility patents, | 146396 utility
dynamic capabilities | patents 9 international patents, 590
46 domestic industry awards | awards and more | copyrighted
than 100 domestic | software
awards I

Digital- | Digital tools adopted | Big dafa, cloud computing, | AL robofs, cloud | AL 56, Cloud
1zation. APS, CDA, APR, 3D computing, 5G computing
measure network
Functions of digital | Shorten delvery fime: Enables flexible | Lessen bureaucracy.
technologies stabilize output quality production understand demand

Year of digital 2015 2015 2014
transformation

The Internet Plus Initiative (IP1) of China was first
mentioned in 2012 and officially entered the report on
the Work of the Government in 2015. Luthai leveraged
on the availability of digital infrastructures following
the IPI, such as clusters, data centers, cloud space, fast
speed internet, and IT talents, to establish computer-

aided design (CAD), advanced planning and
scheduling (APS), and Automatic Placement and
Routing (APR) systems. The CAD combined with
cloud space and web interface allowed overseas clients
to submit digitalized yarn and fabric samples stored in
a cloud space. The sample submitted, including the
pattern and color, contains 3D measures and is
digitally codified, which Luthai's APS can read and
automatically gather dye and textile materials to
produce the fabric. The APS system is also connected
to its ERP (enterprise resource planning), which
allows matching raw materials, employee skills,
warehouse spaces and shipping capacities. The digital
system allows Luthai to resolve the long-lasting (1)
color dis-match issue; (2) unavoidable human errors.

Relying on digital technologies and smart
manufacturing, Luthai has transformed its factory and
workshops from labor-intensive to technology-
intensive operations. Luthai also has won 12
nationwide and 34 province-wide industry awards in
the past decade and currently accounts for 18% of
worldwide exports in yarn-dyed fabric (Luthai, 2019).

The main channel for Fuyao to participate in
international markets before its digital transformation
is being an OEM supplier to global flagship auto
assemblers. Its first OEM contract was signed in 1989,
with Peugeot, a French automaker who had an
assembling line in Guangzhou. The booming of
Fuyao's OEM contracts begins in 2000, with
Volkswagen being the main purchaser. In the early
2000s, Fuyao was still a small glass manufacturer
offering an inexpensive flat glass to automakers in
China. However, Fuyao focuses only on auto glass and
devote all the resources to fulfill automakers'
requirements. Therefore, Volkswagen acknowledged
that Fuyao delivered good quality glasses with high
efficiency. And certainly, compared to VVolkswagen's
other OEM suppliers at home in the EU, Fuyao also
had cost advantages. In 2006, Fuyao was requested
that VVolkswagen supply its EU factories and form a
partnership with Audi and BMW. The same year,
Fuyao became the exclusive OEM supplier to General
Motors in Shanghai.

These OEM experiences allow Fuyao to (1)
receive blueprints from industry leaders; (2) observe
big players' technology-intensive operations both at
home and abroad. Fuyao leveraged on General Motors'
international supplier network to license float glass
manufacturing techniques from Pittsburgh Plate Glass.

In the recent decade, after the global financial
crisis, Fuyao has been facing the dilemmas as
everyone else. On the one hand, foreign purchasers
have been stringent on cost reduction, making smaller
orders than before. Foreign purchasers have also been
requesting more customized specifications because
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they develop more niche markets to fit as many
downstream customers needs. On the other hand, the
cost of manufacturing surged at home. Managing and
retaining employees also started to become a
challenge. Working on Fuyao's manufacturing site can
be tough as melting glass has an extreme temperature.
The factory also has long working hours due to the
strict delivery time. Cao reflected that as the old
employees retire, it is very difficult to get young
generations to work in manufacturing.

In 2015, Fuyao started its digital transformation.
A number of production lines replace human labor
with robots. In addition, Fuyao has adopted a cloud-
based ERP system from Seeyon Corp., which allows
the elimination of Information Island and connects all
departments in the corporate. Fuyao managed to do
flexible production due to the automation of data flow.
With Seeyon's V5 system, the whole process from
customer pre-order, product development, process and
resource planning to the final delivery is automated in
the blockchain. Before this automation, Fuyao needs
many inventory spaces and has always produced extra
in case of any quality issue emerge. Fuyao's warehouse
was bloated, but such arrangement was necessary.
Fuyao had to keep at least one month of finished goods
in inventory to fulfill OEM buyers' just-in-time
policies (Hsu, Thomas, Wang, & Wu, 2019). OEM
buyers tend to reduce their inventory cost by storing a
minimal amount of parts but requiring suppliers to
deliver the parts on a schedule. A failure to fulfill the
just-in-time requirement will result in a heavy fine and
damage to reputation.

With a combination of robots, Seeyon's V5
system and 5G high-speed internet, Fuyao has
transformed into a smart manufacturer from a capital-
intensive factory. Nowadays, the switch between
product lines only requires 1 hour, which largely
eliminates the time management issue in producing
multiple auto glass types with different specifications.
2000 pieces of glasses can be finished in 24 hours.
Starting 2018, Fuyao occupied 20% of the global auto
glass market, as it serves the world's major
automakers, including Volkswagen, General Motors,
Audi, BMW, Chrysler, Mercedes-Benz, Toyota, and
Hyundai. According to Cao, the upgrading of digital
capabilities is extremely important for the success in
the domestic market.

Established in 1987, Huawei is the world's leading
provider of information and communication
technology (ICT) solutions, focusing on the ICT field
and insisting on stable operations, continuous
innovation, and open cooperation. It is headquartered
in Long gang District, Shenzhen, Guangdong
Province. Huawei has established end-to-end solutions
advantages in telecom operators, enterprises,

terminals, and cloud computing, which provides
competitive ICT solutions, products and services for
operator customers, corporate customers and
consumers, and promotes to realize an information
society and build a better fully connected world in the
future. Huawei's products and solutions have been
applied in more than 170 countries worldwide, serving
45 of the top 50 global operators and 1/3 of the world's
population (Huawei, 2019). It laid a solid foundation
for Huawei's advanced digital knowledge and
technology acquisition from the host country.

In 1996, Huawei began to expand into the
international market. It introduced Huawei's C&CO08
machine into the local telephone network of Hong
Kong, enabling Huawei's large switches to enter the
international telecommunications market, laying the
foundation for Huawei's information stage. In 1998,
Huawei began to explore the European market. In
1999, the R&D center of Huawei was established in
Bangalore of India and became the main supplier of
China Mobile's national CAMEL Phase Il intelligent
network. This network was the world's largest and
most advanced intelligent network and then helped
Huawei build digital networking. Huawei successively
won the GSM market in Vietnam, Laos, Cambodia
and Thailand from 1999 to 2000. Subsequently,
Huawei gradually expanded its competitive
advantages to the Middle East and African markets. In
2001, Huawei signed a GSM equipment supply
contract worth tens of millions of dollars with the
Russian National Telecommunications Department.
Simultaneously, the global competence center,
financial center, and risk control center of Huawei are
all located in Europe. In 2014, Huawei proposed a
digital transformation strategy, hoping to apply
advanced digital data technology from abroad to
transform Huawei's business processes, and is
committed to taking the lead in realizing ROADS
(real-time, on-demand subscription, online, self-
service, social) experience and becoming the
benchmark in its industry. In 2017, Huawei released
Huawei Cloud El, an artificial intelligence service
platform for enterprises and governments. In 2018,
Huawei released HiAl, an artificial intelligence engine
for intelligent terminals. In 2019, Huawei integrated
"Huawei Cloud" and "5G + Cloud + AI" and
constructed a unique digital business model. In
summary, Huawei has successively gone through
digital transformation.

4.2 Empirical Results

Table 2 reports the regression results of study 1.
According to the Hausman test, the random-effects
model is appropriate for our sample. We added the
independent variable in a sequence. The results are
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consistent across models, such that export revenue and
backward linkages with foreign MNEs contribute to
product innovation in the next term (following year).
However, we did not find a significant influence of
market-seeking FDI on product innovation at the
parent firm level. We also identify that product
innovation is promoted by a firm's R&D expenditure
and institutional development of the region (including
intellectual property protection). These findings are
intuitive and complying with emerging market
innovation literature (e.g., Zhou, Gao, & Zhao, 2017;
Xie & Li, 2018).

Table 2 Coefficients of random-effects GLS regressions
predicting new product output (H1and H2)

DV- Baseline
ide(New product cutput) Model Medel 1 Model 2 Full Model
0.062%5% 0.06475%
log(Export_revenue},_, 0.017) 0.017)
0.751%* 078255
Backward linkages,_, (0.368) (0368)
0.028
MA_OFDI project count,_, (0210
0.008 0.039 0121 -0.003
ROA,_, (0.644) (0.642) (0.647) (0.643)
0.002 0.002 0.002 0.002
Firmage,_, (0.006) (0.006) (0.006) (0.006)
0.302%4% 0211+ 0298%+5 0205+
Firmsize,_; (0.060) (0.06%) (0.059) (0.065)
0323 0394* 0.333* 0.427%
Stateownership,_, 0.230) (0229) (0.229) (0.229)
1.260% 0984 1138 0.855
Foreignownership,_, 0.926) (0.928) (0.928) (0.929)
0.204%4% 0.284+% 0295%+5 0285+
log(R&D expenditure),_, 0.022) (0.022) (0.022) (0022
0363 0.406 0383 0420
SA_OFDI project county_; 0.754) (0.753) (©.754) (0.753)
0.459%+% 0421%5¢ DATI* 0433rer
Marketization,._, (0.056) (0.057) (0.056) (0.057)
0.401%5= 0391%== 04045+ 03028
log(New product output),_, (0.016) 0.016) (0.016) (0.016)
420064 3 pTIeeE 4421 3701k
Constant (0.598) (0.621) (0.601) (0.623)
IRy 2038.56 205546 2044.36 2066.10

Povalue (LR.39) P e san aa
R* (overall) 0376 0378 0377 0379
Notes: Mean VIF of the full model is 1.59; Max VIF is 3.05

Industry dommies were included in all models

P01 p=0.03 ¥ pe00l ¥+

We conducted a robustness check for study 1
using patent granted information from the parent firm.
The export revenue is no longer significant. Our
explanations are (1) export industries in China are
usually labor-intensive than technology-intensive.
Only industry leaders have transformed into capital
and technology-intensive operations due to their
resourcefulness. (2) patent granted in China does not
grant protection to exporting firms' markets overseas.
Therefore, exporting firms have less incentive to file
patents or engage in strategic patenting activities at
home. Nonetheless, backward industry linkages with
foreign MNEs are still significant as OEM industries
in China are more technology-intensive than exporting
industries. In addition, although selling to foreign
flagship MNEs, OEM firms' market is still in China
because they supply foreign MNEs at home. We also
notice that the marketization index, the measure of
institutional development, is marginally significant
but negative, indicating that in regions where formal
institutions are developed and intellectual property
protection is established, firms are less motivated to
protect themselves via expensive and cumbersome

patenting procedures. Market-seeking FDI remains
insignificant, while strategic asset seeking FDI shows
marginal significance. Foreign-owned firms are less
interested in filling patents in China. This finding is
consistent with Fan & Hu (2007) and Kathuria (2008).
Meanwhile, large firms with resources are more likely
to file patents.

We then conclude that H1 is supported for product
innovation as an outcome. H2 is strongly supported.
But H3 is not supported for any of the parent firm-level
dynamic capability measures. As a supplementary
analysis, we test for subsidiary-level dynamic
capabilities in study 2. No high correlation is identified
in the correlation table. The mean and max VIF in the
full model of study 2 also does not indicate
multicollinearity concern. Table 3 reports the results
of this supplementary analysis. According to the Wald
Chi-squared statistics, the baseline model does not
have enough explanatory variables to explain the
variation in the dependent variable. Once including the
independent variable, the model fit has significantly
improved. Table 3 shows that market-seeking FDI
contributes to subsequent strategic asset seeking
activities in the host country. Therefore, market-
seeking FDI contributes to dynamic capability
building, but this capability building does not occur at
the parent firm level.

Table 3 Coefficients of random-effects probit regression
predicting strategic asset seeking OFDI (H3)

DV:

SA_OFDI Baseline Model Full Model
0251%**
MA_OFDI project count,_; (0.072)
0.727 0.530
ROA,_; (0.500) (0.736)
0.018* 0.017**
Firmage,—; (0.009) (0.007)
-0.027 -0.066
Firmsize,_, (0.121) (0.095)
-0.016 -0.013
Stateownership;—; (0.446) (0.351)
1.757 1.764
Foreignownership,_; (1.462) (1.124)
0.014 -0.002
log(R&D expenditure),_; (0.036) (0.031)
-0.004 -0.007
Marketization,_, (0.108) (0.089)
-4.638%%% -3.449%%%
Constant (1.247) (1.053)
LRy 5.61 26.10
P-value (LR ¥ NG »E

Notas: Mean VIF of the full model 1s 2.02; Max VIF 1s 429
Industry dummies were included in all models

P<O.1*ps005=*p<(0l **=

Table 4 shows the mediation testing procedure
using regression analysis. In our conceptual model in
figure 1, market seeking internationalization is the
antecedent (X) while digital transformation is the
outcome (). Dynamic capability is the mediator (M)
in this relationship. The X to M relationship is tested
in table 2, which shows a largely supported
relationship from X to M. In model 1, we test the M to
Y relationship. Since the strategic asset seeking FDI
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does not show significance, we suspect that the
mediation effect of the subsidiary's dynamic
capabilities does not exist. But the mediation effect of
the parent firm's dynamic capabilities is possible. In
model 2, we test the X to Y relationship, and all three
of the channels are significant. What we want to see in
the full model is that (1) if the significance of X to Y
disappears when M is added to the model, then a full
mediation effect is approved; (2) If the significance of
Xto'Y does not disappear while M remains significant,
then a partial mediation effect is suggested; (3)
Regardless of the X to Y relationship, if M becomes
insignificant, then there is no mediation effect at all.

According to the procedures above, table 4
informs us that a firm's dynamic capability fully
mediates the relationship between export and digital
transformation in terms of product innovation. A
firm's dynamic capability partially mediates the
relationship between backward linkages with foreign
MNEs and digital transformation. Nevertheless, there
is no mediator between market-seeking FDI and the
digital transformation of the parent firm. Since there is
no mediation effect, we refer to model 2 and argue that
market-seeking FDI contributes to its digital
transformation. Our findings also indicate that
strategic asset seeking in the host country is not
relevant to adopting digital technologies at the
corporate level.

Table 4 Coefficients of logit regression predicting digital
transformation (H4)

v Basehine
Digital Transformation Model Meodel 1 Model 2 Full Model
log(Patent output) 0.609%%* 0.614%%*
{0.101) (0.105)
SA_OFDI project count <0425 <0.748
{0.404) (0.581)
lag(Export revenus) 0.046" 0.002
(0.024) (0.023)
Backward linkages 4.006%% 5.149%%
(1.815) (2.358)
MA_OFDI project count 0217 0.180
(0.14%) (0.188)
log(R&D expenditure) 0.131%** 0.084%%* 0.042% 0.087%%*
(0.025) {0.028) (0.021) (0.02%)
ROA 0.233 0.104 0.388 0.172
(0.627) (0.662) (0.588) (0.648)
Eumage 0.006 0.009 0.003 0.008
(0.007) {0.007) (0.007) (0007}
State ownership 0.029 0.026 0.023 0.018
(0.036) (0.035) (0.035) (0.035)
Foreign ownership 0.004 -0.004 0.008 -0.008
(0.033) (0.032) (0.032) (0.032)
lng(Intermet_use) 0.061 0.030 0.043 0.057
(0.081) {0.087) (0.083) (0.090)

2764 2.443%" 261 2462

Constant (0.473) (0.491) (0.475) (0.508)
LRy 125 233 28.0% 7835
Povalue (LR 59 e [ o e
Pseudo R 0.06 0131 0.03 0.147

Netes! Exmaaze, and Marketization mdex were semoved due to multicollmeanity
Mean VIF of the full model 1s 2.31; Max VIF 13 3.52
Industry dummiss were included in all models

P01 ps005* ps00]l

5. Concluding Remarks

Our findings support the general theory of the
springboard  perspective, such that capability
improvement is an  evolutionary  process.

Appropriating international market opportunities is
equally important to a firm's competence portfolio as
extending global market share resembles
entrepreneurial leadership (Cui, Meyer, & Hu, 2014;
Rui & Yip, 2008; Yiu, Lau, & Bruton, 2007; Zhou,
Barnes, & Lu, 2010) and market-seeking
internationalization buttress business growth at home
and abroad (Al-Aali & Teece, 2014; Brouthers, Nakos,
& Dimitratos, 2015). EMFs increase their dynamic
capabilities by serving international markets in various
entry modes. The building of dynamic capabilities
subsequently contributes to the augmentation of the
firm overall competencies.

The general theory of the springboard perspective
is relevant in analyzing the go-digital phenomenon.
Digital transformation requires learning by doing
process where the initiative is purposefully created to
respond to opportunities supported by digital
technologies. Whoever does not take this endogenous
growth opportunity might turn the digital era into an
exogenous threat. In addition, with the burgeoning of
digital infrastructures at home and the protectionism
of world leaders in digital technologies, EMFs' path
forward in industry 4.0 is the endogenous growth
model.

OEM J
activities \ Parent firm’s
Dynamic
/ Capabilities \ Digital
Transformation
Subsidiary’s

Dynamic
Market- /" b
ar Capabilities

secking

FDI

Figure 2. Adjusted model based on findings

Our findings can be generalized to other emerging
economies, even developed country firms. While we
are developing our case studies, we identify firms from
other country have a similar path of adopting digital
technologies. The export to digitalization model can
be applied to the case of Cemex, a Mexican cement
producer (Ciravegna, Lopez, & Kundu, 2016;
Contractor, 2013), while the OEM to digitalization
model is true to Kog¢'s Beko, a Turkish home
appliances manufacturer (Ozcan, Mondragon, &
Harindranath, 2018). Furthermore, the market-seeking
FDI to digital transformation model is found in the
case of Stefanini IT solutions from Brazil and Atos
from France.

This research has the following implications.
Managers argue that firms that compete and upgrade
successfully are often led by executives who have a
sharp global vision yet with pragmatic measures to tap
into foreign markets and pursue market-seeking

Page 4740



opportunities (Luo and Tung, 2018). As for
policymakers, we propose that an open economy shall
advance the country's competencies in the digital era
faster compared to a close economy.
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