Number 104 / 2018

Working Paper Series
by the University of Applied Sciences BFI Vienna

Eine Gesellschaft des

<&r>

BILDUNG. FREUDE INKLUSIVE.

FACHHOCHSCHULE oes BFI 'WIEN

Emerging Market Multinationals in Europe
— Implications for a Smart Location Policy

Geférdert von

MA23
inissiilifaitliiiini

Wirtschaft, Arbeit {7 Statistik

StaDt+Wien

Dezember 2018

Andreas Breinbauer
Fachhochschule des BFI Wien

Judith Brucker
Fachhochschule des BFI Wien

Johannes Jager
Fachhochschule des BFI Wien

Andreas Nachbagauer
Fachhochschule des BFI Wien

ISSN 1995-1469



Hinweis des Herausgebers: Die in der Working Paper Serie der Fachhochschule des BFI Wien
veroffentlichten Beitrdge enthalten die personlichen Ansichten der Autorinnen und reflektieren nicht
notwendigerweise den Standpunkt der Fachhochschule des BFI Wien.



Inhaltsverzeichnis

1 a1 0T [0 Tox i o] o IO PRPRRSR 4
2 (@ g= o o Ta e o] (o] o T= LI olo] g1 (=)< OSSP 4
3 TOWArdS @ MUILIIEVEI VIBW ....ccoiiiiiii ettt e e et e e e st e e s snbae e e e anees 5
4 Challenges for 10CatioN PONCIES .........cccuuiiiiiei e e e e e s e e e e e s s st e e e e e e s s snnrreneeeeeesannnnes 6
5 INtroduCing SUSTAINADIIITY ......eeviieiiiiieiic e e e e e e e s s e e e e e e s sannnrreeeeeeeseannrennees 7
6 Practitioners’ views on 10Cation POLICIES ...........uuviiiiiiiiiiie e 8
7 Recommendations: implications for a smart 10cation POlICY............cooiiuiiiiiiiiiiiiiiii e 10
Abstract

Recently public concerns have been raised about the impact of emerging market multinationals. The expansion
of China’s multinationals into Europe and the Belt and Road Initiative have been greeted positively in some
quarters, but have also led to increasing awareness of the potential long term implications. This paper
addresses opportunities and concerns relating to these developments. While there is already a lot of literature
on foreign direct investment in emerging economies and emerging multinationals per se, this paper focuses
on the neglected issue of (potential) impact of the expansion of emerging market multinationals into Europe.
By including long-term and interdisciplinary insights, it opens up a fresh perspective on a highly controversial
issue. Starting with a call for a new theoretical understanding which is based on a multilevel (economic) view,
incorporates politics and power, and take questions of sustainability seriously, the paper introduces key ideas
and findings. It then goes on to summarize discussions with experts and decision-makers on the challenges
described above and the effects on headquarter location policies, with a special focus on Vienna. Finally, this
becomes the basis for a presentation of the implications for a smart location policy.
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1 Introduction

For decades, globalization was considered to be unidirectional; from developed to developing or emerging
countries. Against this backdrop of Western domination, Europe has been at the forefront of open regionalism.
A liberal foreign direct investment (FDI) regime has been a key element of European integration and facilitated
the economic exploitation of developing countries. In autumn 2017, Jean Claude Juncker, the president of the
European commission, started to question this mindset. Moreover, the European Parliament as well as national
and regional policy makers have questioned the motives behind FDI, with explicit reference to state-backed
emerging market multinationals. Concerns were raised against a background of sharply increasing FDI by
emerging market multinationals in the EU. One of the fears is that the aim of these investments is merely to
acquire knowledge from local companies for the benefit of the home country. This paper provides an overview
of these recent developments. By including long-term and interdisciplinary insights, we aim to open up a fresh
perspective on a highly controversial issue. This is then used a basis for drawing conclusions relating to smart

location policies.

2 Changing global context

Unprecedented shifts in investment flows have left decision-makers uneasy; the recent influx of multinationals
from the global south into Europe has increased (Hanemann/Huotari 2018; UNCTAD 2018). Over the last few
years there has been a dramatic rise in FDI from developing and emerging markets. Asia (excluding Japan)
has overtaken North America and Europe to become the region with the largest FDI outflows. China and Hong
Kong now occupy second and third places respectively in the global rankings of large FDIs, and are especially
targeting technology leaders and infrastructure. China has become the most high-profile investor in Europe.
Furthermore, since around 2014 FDI flows from China to Europe have been significantly higher than in the
other direction. Although capital expenditure by China in Europe reduced for the first time in 2017, cumulative
investment between the EU and China was almost in balance between 2000 and 2017. There was, however,
a lack of reciprocity with respect to the investment conditions experienced by European companies in China
(Hanemann/Huotari 2018). State-run companies, especially of Chinese origin, are playing a significantly more
decisive role for FDI than they did a few years ago, and are strongly supported at the national level by domestic
and foreign policy and seemingly unlimited financial resources. China’s aspirations of becoming the largest
economic power in the next 10 to 20 years and the global technology leader are being nurtured by a number
of state-funded national strategies in areas spanning government policy to private enterprise. These ambitions
are underpinned by the plans and concrete guidelines for key industries, e.g. within the framework of the Made
in China 2025 strategic plan. They are also supported by the recent Chinese Belt and Road Initiative (BRI) in
particular, which has largely and erroneously been interpreted as an infrastructure and transport initiative only.
BRI has raised serious concerns, but it is only one of a number of similar strategic plans (Breinbauer 2018).
From aviation, e-mobility, semiconductors, batteries and telecommunications to artificial intelligence — China

wants to lead the way in all areas.

However, it is not just new players or a shift in power distribution that is changing the shape of the world
economic order. Since the global economic crisis of 2008/09, the volatility of global markets and the increase
in financial, security and political risks has made it much more difficult to predict levels of procurement,

production and sales. At the same time, fluctuating transport costs, rising wage disparities and political risks

University of Applied Sciences BFI Vienna



are forcing companies to rethink and alter the configuration of the global value chain (Simchi-Levi et al. 2012).
While Central and Eastern Europe (CEE) was the initial major expansion and investment target for Western
Europe, there is now a much more nuanced, less positive view of this region. CEE has lost its position as a
strong growth region. Brazil, Russia, India, China and South Africa (the BRICS economies) and Turkey
(Breinbauer/Leitner 2017) were seen as the next hot future markets, as well as emerging markets in Asia
(Homlong/Springler 2012; Homlong/Springler 2013). Meanwhile, the focuses have shifted again. In particular,
political contingencies (e.g. Turkey), economic weaknesses (e.g. Latin America, India) and the threat of trade
wars between major blocs (e.g. China-USA) contribute to a lack of clarity in the international economic world.
The dynamic global, European and national framework therefore creates a setting characterized by increasing
complexity for stakeholders. Companies and regional decision-makers face greater competition with respect
to establishing new business locations, and find it increasingly difficult to predict location behavior.
Furthermore, developing and emerging countries have established themselves as important decision-makers
both on the international investment scene and in economic forums, where state-run companies, especially
from China, are playing a significantly more decisive role than they did a few years ago. In summary, power
relations have shifted dramatically in recent years, and not to the advantage of Europe, which is now more

occupied with its internal troubles such as Brexit, migration and the rise of nationalism and illiberal democracy.

A third source of uneasiness for decision-makers and members of the public in Europe is that companies —
and the countries behind them — now entering Europe have ethical traditions and standards of social and
environmental responsibility that are different to companies from the global north, and perhaps do not apply
any standards with respect to sustainability (Mirza et al. 2011). A look at the situation in their home countries,
especially China or Brazil, suggests that they are operating in a state of pure Manchester capitalism when it
comes to environmental issues. Other countries lack human rights, by Western standards. Milton Friedman
(1970), the Communist Party of China and the new Brazilian president Jair Bolsonaro seem to share the
opinion that “the social responsibility of business is to increase its profits” (Bowie 2012). There are concerns
that companies from countries that have different ethical traditions and standards of social and environmental
responsibility to countries of the global north will undermine current sustainability standards, especially with
respect to labor conditions (Nachbagauer 2016). This includes fears that conventional ways of forcing

companies to incorporate sustainability standards into their strategies and operations could fail.

3  Towards a multilevel view

Research on multinationals and emerging markets has conventionally focused on multinationals from global
core countries and their impact on the global periphery. Petras and Veltmeyer (2007) and Jones (2004) can
be considered as such conventional readings, which critically address the impact of mature-market
multinationals. The topic of emerging market multinationals has only appeared in the literature within the last
decade (Cuervo-Cazurra/Ramamurti 2014; Konara et al. 2015; Marinov/Marinova 2013; van Agtmael 2007).
One of the most noteworthy contributions on emerging market multinationals are the edited volumes by
Brennan (2011) and Brennan and Bakir (2016), which have an explicitly European focus and introduce the
notion of southern multinationals into the discussion. However, they only address economic considerations
and do not question the dominant view in economics that foreign investment and multinationals generally have

a positive impact on the economy.
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State-owned multinationals and the role of governments in outward FDI from emerging markets appear
relatively recently as topics in the literature (Chattopadhyay et al. 2012; Cuervo-Cazurra 2018). Nolke (2014)
represents an important publication in the field, bringing together a series of excellent authors who analyze the
characteristic features of emerging market multinationals, and specifically address the role of the state and
state expansion strategies in State Capitalism 3.0. The main emphasis of these contributions is, however,

strategies of emerging market multinationals and they do not consider the impact on Europe.

Building and expanding on this research, especially Brennan and Nélke, this paper brings together various
perspectives from economics, regional and economic geography and political studies to business
administration and organization studies. While existing publications on emerging market multinationals (with
the notable exception of Ndlke, 2014) tend to deal with the question of multinationals from the perspective of
specific disciplines such as economics, geography or business management, this paper provides the
foundations for an integrative interdisciplinary perspective. It aims to combine these theoretical perspectives
in an innovative way, based on intense and sometimes heated discussions within the research team. As a
result, it questions dominant discourses with respect to the role of multinationals and opens the way for new

perspectives.

While most literature in the field deals with the impact of multinationals from Western Europe or the USA
(occasionally also Japan) on developing or transition countries, this contribution seeks to deal with
multinationals from emerging economies, and therefore addresses the challenges of the new economic world
order outlined above. Rejecting the widespread methodological nationalism, we identify the need for a multi-
level framework for addressing the topic of emerging market multinationals and their current and potential
impact. In doing so, we question the longstanding convictions in economics that (passive) foreign direct

investment and multinationals generally have a positive impact on the economy.

4  Challenges for location policies

When analyzing potential criteria for achieving sustainable corporate location investments such as the
establishment of new regional headquarters, it becomes apparent that the fit between the location and the
company plays a more significant role than general location advantages. Companies looking for a new location
in a highly developed European country search for specific strategic assets such as specialist know-how, the
results of research and development, specific market knowledge or production expertise (Nachbagauer 2017).
Multinational companies are faced with the challenge of finding the right balance between meeting local needs
and exploiting global synergies (Ambos/Schlegelmilch 2010). In principle, therefore, company-related
requirements and economic policy requirements (local, regional, national, multinational and ultimately global)
must be considered in relation to each other in order to develop a realistic understanding of the subject. Political
risk management is also becoming a more significant aspect of corporate location decision making, not least
in the context of sustainable investment decisions and business relocations (Klopf et al. 2017). Investment
from BRICS countries is becoming increasingly important, even if the public or affected local companies are
often skeptical (Fuchs et al. 2017). Studies investigating example cases in Germany show, however, that
although the high level of local expertise is an important reason for investment, the fear of a rapid transfer of

knowledge is nevertheless mostly unfounded (Weingarten et al. 2015).
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In the business administration and management literature, discussion of multinationals and their strategic
behavior, including FDI, is conventionally dominated by scholars from international business (IB) studies. A
typical example of such research into multinationals is the well-known book by Ambos and Schlegelmilch
(2010), which was followed by a stream of research articles, reporting on case studies of three multinationals
from two regions (US and Asia) with regional headquarters in Europe. While the role of the regional
headquarters in the multinationals’ strategies and routine business, which points to their potential for
developing into dynamic centers of expertise for transferring knowledge for the purpose of overcoming
challenges associated with large, diversified and geographically dispersed markets, is of some interest, this
IB-oriented research focuses solely on managerial questions. It does not touch on power or political issues or

economic considerations of the host countries in any great depth.

While there is abundance of this kind of literature drawing on rationalistic and normative views, there is a lack
of IB studies research investigating power and politics in multinational companies. Research into multinationals
has, however, been a niche area of organization studies. A group of researchers revolving round Geppert and
Dérrenbacher have pursued the goal of bringing more critical organization theory into the discussion on
multinationals. They have published some very relevant volumes (Becker-Ritterspach et al. 2016;
Dérrenbacher/Geppert 2011; Dérrenbacher/Geppert 2017; Geppert et al. 2016) focusing on (micro-)politics
and power in multinationals. Of particular interest are Dorrenbacher and Geppert (2011) and Dorrenbacher
and Gammelgaard (2011, 2016) on the headquarter-subsidiary relationship, and Lange and Becker-
Ritterspach (2016) on the role of national identities, especially in Eastern European countries, with noteworthy
reflections on micro and macro politics. Recently, Ddrrenbacher and Geppert (2017) edited a volume
demonstrating a wide variety of methodological approaches which shed light on aspects of multinationals.
Again, the significance of reverse FDI is underestimated in this volume, as it is more concerned with

development of organization theory and critique, rather than managerial and regional economic policy options.

There have been few systematic examinations of how power and politics shape FDI and location decisions
within multinationals. Those that do concentrate on Western multinationals in Western countries or Western
multinationals expanding their business to emerging markets. This observation holds true with respect to
literature on (regional) headquarters. Right from the beginning (e.g. Bartlett/Ghoshal 1989; Whitley 2007) we
find a broad discussion on the (new) role of regional headquarters of multinationals, but these considerations

are normally limited to multinationals of Western (and sometimes Japanese) origin.

5 Introducing sustainability

The literature is generally very critical with respect to sustainable practices in emerging markets and emerging
market enterprises (Mirza et al. 2011; Nachbagauer 2016). Furthermore, the difficulty of transferring standards
and requirements developed in mature Markets and a European-US political context to other countries is
underlined (Barkemeyer/Figge 2014; Godiwalla/Damanpour 2011). These observations reflect developments
since the Second World War. Mature market enterprises ‘conquering’ the ‘third world’ presented the
opportunity to transfer standards from high-level to low-level countries. While there is wide acknowledgement
and criticism of (non-) sustainable practices of multinationals entering and operating in emerging markets
countries, and more recently also a discussion of country specific interpretations of CSR (basically with an

emerging market country/region focus, e.g. Agarwal 2008; Donovan 2017; Horvath/Pitter 2017; Ogendo 2017;
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Schmidpeter et al. 2015), these considerations have not featured at all in discussions of FDIs and emerging

market multinationals now entering Europe.

Multinationals from the Asia Pacific region and Latin America both share some distinct features with respect
to organizational culture. Power is highly concentrated, with top management taking all important strategic and
operational decisions, and coordinating activities centrally. Senior managers are reluctant to delegate control,
and if they do, decisions are only delegated to managers with government connections or who they have family
connections with. Managers are often posted directly from the corporate headquarters to subsidiaries as a
means of maintaining control. The pattern of internationalization and control tends to result in strong, direct
and personal control over all parts of the company. There are limited opportunities for exercising self-efficacy
at subsidiaries.

Numerous authors have therefore claimed that there are fundamental differences in the way businesses from
these various regions practice business ethics. In their influential book, Crane and Matten (2016) summarize
business ethics at East Asian companies. They identify that responsibility for ethical issues is left to top
management, government (this is especially true for China, see Appel 2014) and corporations are key actors.
A key concern is corporate governance and accountability at the discretion of senior managers, referred to as
the “benign managerial model” by Parkinson (2003). Despite large differences between specific societies and
countries, most of these features certainly apply to China, whose companies are strongly influenced by their
governments through both direct and indirect funding and control (Lu et al. 2014), and therefore also exhibit
corresponding ownership structures. Social rights are implemented only selectively, and frequently a clear
distinction between formal and informal employment relationships is made (Mirza et al. 2011; No6lke 2013).
This is in sharp contrast to the liberal individualistic approach in North America or the European tradition of
participation and social balance.

In view of these considerations, this paper seeks to address the question of (long-term) sustainability of
international investments in terms of CSR standards and UN SDG criteria, as well as in a broader context of a
regional, national and global perspective. It also investigates the organization of multinationals in the context
of the freedom and independence to implement sustainable goals and practices, especially at regional

headquarters.

6  Practitioners’ views on location policies

Our research group discussed the challenges and opportunities connected with a (headquarter) location policy
on a national and provincial level with experts and decision-makers in that field, with a special focus on Vienna.

This section briefly summarizes the main arguments relating to the overall research question.

Of the 378 regional headquarters of foreign companies located in Austria at year end 2017, 211 were located
in Vienna (HQ Austria 2017a; HQ Austria 2017b). The latest data show that the number of regional
headquarters did not change significantly in 2018 (208 of 377 by year end 2018 (HQ Austria 2018).
Nevertheless, public attention with respect to foreign headquarters in Vienna has declined in the past decade.
This is partly due to fewer new headquarters being established for reasons and from countries that were
previously commonplace, especially Western companies using Vienna as a hub for Eastern Europe. Western
companies are now moving directly to Eastern European cities or do not locate headquarters close to this

region. Emerging market multinationals (from e.g. China and Russia) may use Vienna as an entry point for
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https://www.dict.cc/englisch-deutsch/attention.html

access to EU countries or, to be more precise, German-speaking countries, but as the number is small in total
and competition for location is high, this does not compensate for large investments to establish foreign

business locations by mature market multinationals.

Another trend which is resulting in a decline in the visible establishment of large business locations by foreign
companies in Vienna, is the reshaping of foreign headquarters and the function of these headquarters. The
foreign headquarters landscape has become very diverse, and now spans conventional large office sites to
small service centers. In addition, the functions of conventional administrative headquarters are increasingly
being fulfilled by small units which are mainly responsible for other tasks (regional management mandates),
outsourced to service companies or even individuals who are embedded in a network, or by a ‘virtual
headquarters with no physical location. To an even greater extent, both the length of time for which foreign
business locations exist and their functions within the multinational company are changing at a greater pace
than before due to the constant reorganization of companies, new business models and shifts in geographical
focus.

Vienna and the Vienna region is still one of the wealthiest parts of Europe. For decades, the focus has been
on competing on quality rather than price — quality of life and quality of employment in terms of security and
income, despite a highly regulated labor market, are central marketing messages. A highly-qualified workforce
and well-established services, a well-developed infrastructure and excellent transport links, political and
economic stability and public safety is the strategy for attracting companies. With respect to Eastern Europe,
there is still an income and wealth gap which deters employers offering low skilled work due to high labor costs
and attracts highly-skilled workers due to of high wages. At the same time, Vienna has to overcome its
reputation as a pleasant place to live, rich of culture, but which is somewhat lacking in terms of dynamism, and

present itself as a vibrant economic hotspot (although not necessarily as ‘hip and alternative’ as Berlin).

This fits with the city and wider region’s recent emphasis on promoting itself as an attractive international
science and knowledge support partner, including in research and development — Vienna is by far the largest
university center in Austria and one of the largest in Europe. While companies from a wide variety of industries
are still choosing Vienna as a business location, there is a preference for technology driven companies, start-
ups and firms that promise to create new value added. These recent priorities are linked with the region’s
distinct expertise in relation to East European markets.

Location policies of multinationals are now more focused on cities and regions rather than countries.
Companies are more aware of the difference the choice of city can make, and cities are now promoting
themselves much more actively than they were ten years ago. For example, cities are increasingly offering
city-to-city networks, such as Vienna's agreements with London, Berlin or Sofia. Another good example is Start
Alliance (www.startalliance.net), an association of ten cities for the purposes of networking and mutual
assistance for start-ups. In addition to conventional activities, new models of cooperation are emerging to
promote new exchange opportunities and cities’ agendas at higher levels bodies (governments, EU, EC).
Especially in the case of the Asian market, smart city and sustainable city management is a point of interest in

itself and may open up new market opportunities both in an incoming and above all outgoing direction.

Location decisions of multinationals are increasingly based on ‘rational’ criteria, and are made with the support
of business advisors, especially in management-led companies. For a location to make it on to the long-list, it

therefore has to provide good, easily available business statistics. The decision makers in these companies
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are usually not the ones who have to live with their decisions, as they rarely move to the newly established
headquarters themselves. More subjective factors, like quality of living and an attractive environment, including
for family members, are important for final decisions in owner-managed companies and if professionals or
people occupying specialized functions are involved. Soft factors become decisive especially for the last group,

as it is not easy to move good people, even for large companies.

Despite recent trends towards more sustainable strategies in the fourth generation of investment promotion
agencies (Breinbauer et al. 2017), some location policy decision-makers, especially politicians, are still more
interested in headcount and the number of newly opened locations and disregard questions of sustainability
and long—term effects. Concentrating on goals like ‘creating as many new business locations as possible next
year’ is definitely easier to achieve by means of an unsystematic approach rather than selective and well-
conceived actions. In contrast to such simplistic targets, SDGs would provide quite a good framework for
defining sustainability for location policy, even if this would require more effort in order to clarify the
implementation steps for introducing sustainability policies on the ground. What is desperately needed to
establish more long-term and sustainable decisions in location policy is more research on the impact of
decisions, and decisions based on impact measurement and forecasts — cities are at the forefront here. This
includes a call for more strategic consideration in order to define economic sectors, geographical areas and
countries, and acceptable business ethics, ultimately leading to targeted strategic decisions regarding who to
attract. Authorities should implement reciprocity as a guiding principle, define strategic sectors not open to
pure business interests, but also not be scared by foreign interests, e.g. with respect to technology, without
taking a second look at win-win situations and opportunities for acquiring new expertise from abroad. Finally,
while authorities and investment promotion agencies in a free market cannot select who they want to open

businesses in Vienna, they can definitely choose who they want support with taxpayers’ money.

7 Recommendations: implications for a smart location policy

Based on the above analysis, we conclude that a smart location policy should consider the new developments
and theoretical insights presented above. This means that investments made by emerging market
multinationals has to contribute to the creation of long-term employment opportunities and to increasing overall
well-being. Moreover, such investment should provide benefits for society at regional, national and European

levels and should be aligned with other regional economic policy goals.

As afirst step, decision-makers have to avoid the conventional short-term focus on achieving purely numerical
targets for the number of newly opened business locations and headcounts. Smart location policy is more
concerned with what happens to the business location once the spotlight of public attention has turned to the
next opening ceremony. Attracting local offices and regional headquarters for the long-term and taking into
account questions of sustainability involves the complex task of thinking strategically and assessing impacts

on various stakeholders.

A smart location policy consists of several essential elements. Firstly, it is important to proactively make contact
with the multinationals that serve the strategic goals of the region in question, and that do not have
characteristics which would conflict with local and regional policy strategies. Secondly, a smart location policy
should contribute to innovation in strategic areas and contribute to ecological, social and economic

sustainability. Thirdly, it has to be consistent with the regional economic structure and with the long-term
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development goals. Finally, specific, goal-oriented support measures for multinational corporations before,

during and after they have established a regional subsidiary or headquarters should be put in place.

Specific implementation steps for a smart location policy should be taken. Firstly, it is necessary to identify
multinational corporations that comply with sustainability standards. Secondly, the activities of the
multinationals, including their track records, should be screened and evaluated based on sustainability criteria
and regional economic policy guidelines. This evaluation should be carried out at macro, meso and micro

levels.

At the macro level, it is important that there is reciprocity of investment. It is therefore necessary to find out
whether it would also be possible for a local company to undertake similar investments in the home country of
the multinational corporation (e.g. infrastructure investment by European companies in China is not possible,
but Chinese companies are allowed to invest in European infrastructure). Moreover, the role of the home
country in the global value chains and the broader context such as the role of the state should form part of this

evaluation.

At the meso level, the compatibility with regional economic policy strategies needs to be evaluated. This
includes a screening of the policies and activities of the multinational in question in other regions. The impact
the company’s investment had in these other regions and the broader implications in terms of sustainability

should be analyzed.

At the micro level it is necessary to analyze how the multinational enterprise complies with sustainability goals,
based on, for example SDGs. It is also important to analyze and evaluate the specific political and economic

background.

Finally, after the regional headquarters or subsidiary has been set up, a series of further complementary
measures are required. Above all, it is important to integrate regional headquarters and subsidiaries into
relevant local networks and to establish stable, long-term relationships with important stakeholders. This
includes supporting the establishment of personal and emotional ties with important actors. ‘Success stories’
should be created at the local and regional level and multinationals should be supported with their employer

branding. Local government institutions should also support the creation of a supply of highly qualified staff.
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