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Outward foreign direct investment (OFDI) is a key strategic response by emerging market
multinational enterprises as they adapt to institutional transitions and increased
competition in their home markets. However, OFDI involves risks, and agency concerns
can often hinder this response. Governance challenges unique to EMNEs (e.g.,
principal-principal conflicts and concentrated ownership) necessitate alternatives to the
governance models applicable to advanced markets. Moreover, weak institutions in
emerging markets render standard agency solutions, such as managerial incentives or
investor activism, ineffective. In this article, we bring together some key actions and
organisational structural changes that can alleviate challenges to EMNE OFDI. These
include establishing multi-family coalitions and equity investments by foreign
institutional investors (FIIs) and foreign corporates to gain valuable foreign market
knowledge. They apprise firms of risks in OFDI and mitigate the adverse impact of agency
hazards resulting from opportunistic behaviour.

INTRODUCTION

Emerging market multinational corporations’ (EMNE)
strategic choices are driven by the characteristics of their
home institutions and the constant evolution of these en-
vironments (Peng, Wang, & Jiang, 2008). Researchers have
focussed on their aggressive catch-up behaviour through
outward foreign direct investment (OFDI) (Luo & Tung,
2007). Faced with enhanced competition locally and glob-
ally, OFDI helps them acquire capabilities and compete
globally. While home institutional transformation has
spurred them on, the evolving corporate governance (CG)
environment has also been instrumental in shaping their
responses.

Intuitional voids, a weak regulatory system and conse-
quent high transaction costs create market imperfections
(Khanna & Palepu, 2000). Not only is the environment de-
ficient for capability upgradation, but it also renders the
mechanisms for aligning the principal-agent interest
(arm’s-length agency contracts) ineffective (North, 1990).
The national institutional structure also impacts the bun-
dle of internal and external governance mechanisms
(Young, Peng, Ahlstrom, Bruton, & Jiang, 2008). With these
prevalent institutional characteristics, how firms make
strategic decisions and what hinders or facilitates them can
have important managerial implications.

Given the institutional complexities, certain organisa-
tional forms and ownership structures have evolved, cre-
ating unique agency issues. Organisational forms such as
state-owned enterprises (SOEs) (Zhu, Tse, & Li, 2019), fam-
ily firms (FFs) and business groups (BGs), with concentrated
ownership (Holmes, Hoskisson, Kim, Wan, & Holcomb,
2018), have emerged to fill the voids of resources, trust and
norms of acceptable behaviour (Bhaumik, Driffield, & Pal,
2010). However, these firms’ decision-making is frequently
dominated by large controlling shareholders (often multi-
ple generations of a family), resulting in numerous prin-
cipal-principal conflicts (Young et al., 2008). Such fam-
ily-owned/controlled businesses (FFs) are primarily in
emerging markets (EMs) (Karaevli & Yurtoglu, 2021). For
example, India and China have a large number of publicly
listed FFs. Succession planning and lack of transparency in
practices are key governance concerns hampering growth,
in addition to rapid technological disruptions (PWC, 2023).

FFs, BGs and SOEs are now at the forefront of EM firms
evolving into EMNEs (Wang, Hong, Kafouros, & Wright,
2012). Valuable lessons from foreign alliances helped BGs
such as TATA and Mahindra while expanding abroad. In-
fosys, a similar exemplar, adopted global CG standards and
listed on globally benchmarked bourses, despite having no
requirement for foreign capital (Khanna & Palepu, 2004).
Their global growth and reputation are attributed to these
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Table 1. OFDI, Ownership patterns of Indian firms

Private

Indian Government Foreign Total Institutional
2007-12 8919.792 28.28 20.38 7.44 56.1 27.42
2012-17 8489.438 29.14 14.52 8.54 522 313
2017-23 8146.08 32.92 7.88 9.45 50.25 3342

Source: Compiled from National Stock Exchange (NSE) of India data for NSE listed firms and RBI OFDI database

bold moves that they took prior to their success abroad,
rather than being a result of it (Khanna & Palepu, 2004).
Such reputation signalling aided their global acquisitions
later.

However, concentrated ownership, a key feature of EM
firms, continues to hinder the effectiveness of some CG
mechanisms that are popular in developed markets. Mech-
anisms like the market for corporate control and oversight
by independent directors, which are popular in developed
markets for promoting transparency in corporate actions,
continue to be overshadowed in EMs. For example, the in-
effectiveness of proxy advisory firms could be seen in the
Board’s appointment of Mukesh Ambani’s youngest son de-
spite their advice against it (Business Standard, 2023),
while the long tenures enjoyed by independent directors in
the now collapsed firms Evergrande and Country Garden in
China puts the spotlight on CG lapses (South China Morn-
ing Post, 2024).

Hence, while such organisational forms fill certain insti-
tutional voids, they can also be counterproductive. Own-
ers at FFs, who are often seen as controlling owners, may
seek rents at the expense of other shareholders. They may
even restrict operations, despite potential growth oppor-
tunities, to preserve their family identity and control (due
to social emotional wealth, SEW) (Gémez-Mejia, Haynes,
Nunez-Nickel, Jacobson, & Moyano-Fuentes, 2007). How-
ever, recent reports on Indian FFs (PWC, 2023) suggest that
more than two-thirds of them desired new market entry.
Further, more than 71% of them experienced growth in
their global operations (PWC, 2023). Table 1 and Table 2
depict the OFDI from India and the changing ownership
patterns of NSE-listed firms between 2007 to 2023. Despite
dips, the consistent recovery of OFDI coincides with a high
promoter holding, averaging 30% over the period (Table
1), but a decline in Government ownership. Foreign insti-
tutional investors (FIIs) continue to play a significant role
with an average of 19.4 % ownership across firms (Table 2).
Though concentrated ownership persists, the rise of insti-
tutional ownership, especially domestic mutual funds and
FIIs (Table 2, 3), has had a positive effect on OFDI. Table
3 compares the rising mutual funds and FIIs holdings of a
subset of NSE-listed firms (for 2011, 2015 and 2023) and
their OFDI (marked in green in Table 3). However, the role
of FIIs in OFDI decisions remains muted in state-owned
firms. (e.g., Bharat petroleum in Table 3.) Compared to
2011, ownership by banks and financial institutions has de-
clined (decline marked in red in Table 3).

Hence, there is a need to reconcile the unique character-
istics, the changing patterns of their ownership structures
and organisational forms, and the mechanisms that enable
them to venture abroad. Given the complexities of OFDI de-
cisions, how do EMNE managers deal with the CG issues
emanating from their unique ownership and organisational
structure? How do they achieve their global objectives? The
following sections bring together extant literature on this
issue and distil ideas that would help managerial responses.

CHARACTERISTICS OF EMNES: OWNERSHIP
STRUCTURES

Two distinct characteristics of EMNEs, concentrated own-
ership and FFs/BGs, create unique governance challenges
across EMs.

CONTROLLING OWNERS

The governance of firms in developed markets overcomes
principal-agent conflict owing to dispersed ownership of
principals, as well as governance structure of aligning
agents’ interests with principal interests using incentive
mechanisms. Hence, governance needs to align the inter-
ests of agents (viz., managers) with those of dispersed own-
ers (principals). In EMs, one of the principals is also the
agent (or controlling owners). This forms the root of princi-
pal-principal conflicts in EMs (Young et al., 2008). Control-
ling owners significantly influence firm expansion. Family
owners, BGs and the state have controlling rights in EM
firms (Hu & Cui, 2014) and impact firms’ propensity to in-
vest (Bhaumik et al., 2010).

Diversified family-owned BGs connect semi-autonomous
firms through ownership, business relationships, director
interlocks and/or social ties (Holmes et al., 2018). BGs allow
firms to overcome capital market imperfections and fill
gaps product and labour markets (Khanna & Palepu, 2000).
BG affiliates benefit from the overseas experience of fellow
affiliates(Elango & Pattnaik, 2011), which informs their lo-
cation and entry mode choices (Holmes et al., 2018). It
also helps them act early during merger waves (Popli &
Sinha, 2014). Their access to group capital and risk sharing
(Holmes et al., 2018) makes them less dependent on FIIs
than stand-alone firms when investing abroad (Chittoor,
Aulakh, & Ray, 2015). BGs in general and larger, less diver-
sified firms tend to have greater OFDI (Chari, 2013). While
they provide resources, BGs can paradoxically foster op-
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Table 2. Institutional ownership patterns in Indian listed firms

2007-12 3.78 6.26 17.1 0.32 27.42
2012-17 3.76 6.64 20.66 0.26 31.3
2017-23 6.83 5.40 20.53 0.67 3342

Source: Compiled from National Stock Exchange (NSE) of India data for NSE-listed firms
(“FIs-Financial Institutions; *FPI - Foreign Portfolio Investors)

portunism. This is exacerbated in EMs due to pyramidical
ownership (complex, layered ownership), principal-princi-
pal conflicts and dual controls by affiliates” own and group-
level management (Holmes et al., 2018).

Likewise, family-controlled firms can play either a facil-
itative role (stewardship, alignment of family and business
goals) or a restrictive role (preserving SEW and hence re-
fraining from risky OFDI) (Karaevli & Yurtoglu, 2021). The
unification of ownership and control under a single execu-
tive from the family further inhibits OFDI. FFs often avoid
OFDI, even if it means below-target performance (Gémez-
Mejia et al., 2007). Additionally, non-family managers’ in-
volvement in such decisions is undermined when key de-
cision-making positions are reserved for family members
(Kerai, Kumar, & Singla, 2023).

SOEs, with the state as dominant owners, are part of
the institutional set-up and are guided by political affilia-
tion (Cui & Jiang, 2012). Hence, their motives/modes of in-
ternational entry are guided by state agendas, namely re-
source-seeking, technology and capability upgradation in
the home country (Hu & Cui, 2014; Wang et al., 2012).
However, high state ownership can hinder technology-
seeking in developed markets, as host nations may perceive
these firms as politically motivated (Cui & Jiang, 2012;
Wang et al., 2012).

While some studies show that despite their resource pro-
visioning role, SOEs discourage OFDI (Hu & Cui, 2014; Pan-
icker, Upadhyayula, & Sivakumar, 2022), others show their
positive impact in certain sectors and for specific motives.
For example, Chinese SOEs invest in resource-rich and po-
litically risky locations (Ramasamy, Yeung, & Laforet,
2012). This reinforces their aggressive entry, driven by re-
source requirements at home (Cui & Jiang, 2012). Higher
levels of Government affiliation and ownership impose
their agenda more as EMNEs invest abroad (Wang et al.,
2012). Government involvement in Chinese firms has cre-
ated ‘corporate empires’ (economically unjustifiable firm
growth) (Zhu et al., 2019) with distinct agency issues. Such
SOEs, through foreign capital, can curtail empire building
and build a reputation prior to international investments
(Zhu et al., 2019).

NON-CONTROLLING OWNERS
Shareholding types differ across national laws, with some

categories dominating based on the development of na-
tional institutions. The management, employees, foreign

investors and lenders comprise non-controlling owners
with minority shareholding. Financial partners are key
stakeholders for FFs. Securing their trust is as important as
that of consumers and employees (PWC, 2023) .

“Important” non-controlling shareholders, such as do-
mestic institutional investors (DIIs) and foreign corporates
(FCs), provide tangible (finances) and intangible resources
(foreign market knowledge) facilitating OFDI (Hu & Cui,
2014). Non-controlling owners are important as FFs may
need external finances and may need to signal good inter-
nal governance (for example, by appointing independent
directors to the board) (Bhaumik, Driffield, Gaur, Mick-
iewicz, & Vaaler, 2019). Hence, hybrid ownership of state or
FFs with institutional investors (IIs) is common in EMs.

IIs (domestic/foreign), such as banks, mutual funds and
pension funds, differ from family owners in their risk pref-
erences. Hence, they moderate the negative impact of fam-
ily ownership on OFDI. The impact of the presence of IIs
in EMs differs from that in developed markets due to the
unique principal-principal problem (Young et al., 2008).
However, different categories of IIs vary in their risk per-
ceptions as well as the risk propensity consequently im-
pacting their strategic decisions (Panicker, Mitra, & Upad-
hyayula, 2019).

Among them, FIIs foster managerial ability for interna-
tionalisation decisions and are valued for their global expe-
rience and knowledge (Chittoor et al., 2015). Their familiar-
ity with international markets facilitates OFDI.

Domestic Institutional Investors (DIIs) comprise banks,
financial companies, insurance companies, mutual funds
(MFs), and pension funds. Lenders on the board act against
OFDI, due to their combined debt and equity stakes (Pan-
icker, Upadhyayula, & Mitra, 2023). As nominee directors
in FFs, their focus is on a firm’s ability to repay loans
(Panicker et al., 2019). DIIs perceive international invest-
ments as a potential hinderance to debt recovery (Panicker
et al., 2019, 2023). In contrast, DIIs enjoy a multifaceted
relationship with the SOEs as investors, lenders and advi-
sors, thereby facilitating higher investments (Panicker et
al., 2022). However, Chinese SOEs must curtail managerial
empire building through long-term debt (Zhu et al., 2019).

Other categories of non-controlling shareholders, like
employees and individuals, have limited voting rights and
little influence on strategic decisions. In fact, dispersion of
ownership to risk-averse minority shareholders and to later
generations in the same family discourages internationali-
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Table 3. OFDI and shareholding percentage by different investors in select NSE-listed firms for years 2011, 2015 and 2023

Percentage shareholding of different investors

Promoter Institutional Banks, Fl, Insurance OFDI (INR
Company (VA % MF% co. Mn)
2011 38.61 30,07 497 11.94 13.16 1284.8
2015 38.82 3244 3.54 8.52 20.39 2063.2
ASHOK LEYLAND LTD. 2023 51.53 35.22 8.71 422 20.48 15497.4
2011 33.24 32.83 037 308 29.39 0.4
APOLLO HOSPITALS ENTERPRISE 2015 34.35 46,02 026 1.98 4378 27.8
LTD. 2023 29.33 64.95 583 46.96 282
2011 43.54 2241 6.93 8.2 7.29 16
2015 43.74 311 8.56 607 16.48 2338
ARVIND LTD. 2023 4116 1821 8.43 0.15 9.62 2671.3
2011 52.34 26 3.15 8.41 14.45 11319
2015 5279 26.9 152 7.29 18.09 11319
ASIAN PAINTS LTD. 2023 52.63 27.06 3.7 5.4 17.02 7065.6
2011 54.93 27.79 9.16 1173 6.9 84.1
2015 54.93 30.6879 591 417 | 206081 84.1
BHARAT PETROLEUM CORPN. LTD. 2023 52,98 37.6 m 11.95
2011 50.96 26.98 7.88 8.76 10.33 791.6
2015 50.73 27.83 5.9 3.16 1877 12175
BRITANNIA INDUSTRIES LTD. 2023 50.55 33.66 5.26 1.88 19.44 1770.9
2011 36.8 3385 6 1259 1526 | NA
2015 36.8 35.18 384 5.92 20.16 34877.7
CIPLALTD. 2023 3347 PEXTIM | 16.66 5.47 25.73 74429.4
2011 55.28 22.53 1385 2.75 593 | NA
2015 54.98 28.14 4.69 1.38 2207 170.7
EICHER MOTORS LTD. 2023 49.15 401 5.61 2.34 30.27 3529.6

Source: Compiled from the Centre for Monitoring Indian Economy (CMIE) Prowess Dx database
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sation (Karaevli & Yurtoglu, 2021). Hence, EMNCs need to
choose which categories of shareholders to divest to, in or-
der to promote OFDI.

CHARACTERISTICS OF EMNES: UPPER
ECHELONS

TMT AND BOARD CHARACTERISTICS

Beyond ownership structures, the governance efficacy and
ability to handle enhanced complexities of OFDI also de-
pend on top-management characteristics like CEO com-
pensation, TMT composition and board structure (Hu &
Cui, 2014; Sanders & Carpenter, 1998). A powerful CEO can
escalate principal-principal conflicts (Hu & Cui, 2014). The
positive influence of resources provided by non-control-
ling investors on OFDI may be weakened under self-seek-
ing powerful CEOs (Hu & Cui, 2014). Even long-term debt,
a monitoring mechanism in advanced markets, becomes an
instrument for empire building in SOEs (Zhu et al., 2019).

In EMs, the board functions more as advisors and re-
source providers (Singh & Delios, 2017). Their capacity to
oversee self-serving management is frequently insufficient.
Hence, concentrated ownership and opportunistic behav-
iour elevate the importance of external board characteris-
tics in EMs. Industry-specific and international experience
of independent directors(Chittoor et al., 2015), interlock-
ing directorate (Edacherian & Panicker, 2022), and network
centrality (Singh & Delios, 2017) enhance EMNE resources.
While inside director interlocks positively influence ex-
ploitative OFDI, independent directors tend to discourage it
(Edacherian & Panicker, 2022). CEO duality, which is rarely
seen in developed markets, helps facilitate OFDI decisions
of EMNEs by offering ‘unified authority’ (Singh & Delios,
2017).

Figure 1 summarises the themes, the main CG mecha-
nisms in EMs, and the constraints and facilitators of OFDI
for EMNEs. It synthesises the extant findings with different
implications based on the firm’s ownership structures.

INSIGHTS FOR OWNERS/MANAGERS

CG issues unique to EMs “alter dynamics of the CG process”
(Young et al., 2008). Conventional agency solutions like
the independence of the board, market for corporate con-
trol and managerial equity alignment are hence ineffective
in markets with institutional voids (Zhu et al., 2019). The
solutions highlighted in extant studies for managers and
owners in EMNEs are listed below:

1. Ownership structure in EMs is dependent on the na-
ture of decisions of the controlling owners.
a. FFs are seen to involve IIs to overcome risk aver-
sion and add to their managerial capability. FIIs and
MFs, with their low-risk perception of FFs and their
inherent ability to take up higher risk, facilitate OFDI.
FFs need to rely more on FIIs and MFs and reduce
their dependence on debt. FIIs mandate better in-
ternal governance and better reporting among FFs,
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enabling them to gain legitimacy in foreign markets
(Panicker et al., 2019).

b. SOEs could raise financial resources through the
transfer of ownership to DIIs. However, FIIs’ influ-
ence on OFDI in SOEs is subdued by state interfer-
ence (Panicker et al., 2022). Chinese SOEs affiliated to
higher levels (Provincial/National) of the Government
are driven by normative pressures to achieve higher
competitiveness and capability upgradation and
hence invest in advanced economies (Wang et al.,
2012). Resource limitations that hinder OFDI by SOEs
can be resolved through hybrid ownership formats.
Hybrid ownership of firms, by the state and Ils, pro-
vides valuable resources to SOEs (Panicker et al.,
2022).

c. High diversification at BGs and dual controls (group
and affiliate level) may hinder OFDI. The unified au-
thority of the same person serving as CEO and board
chair can reduce conflicts of interest. Also, indepen-
dent board members, through their interlocks, can
also help firms pursue international growth.

d. Multi-family coalitions have also facilitated OFDI
in Turkish firms. Such coalitions strengthen internal
governance, facilitate risk sharing and enable mutual
monitoring (Karaevli & Yurtoglu, 2021). Their com-
bined knowledge and experience mitigate risks, re-
strict opportunism and alleviate uncertainties in in-
ternationalisation (Karaevli & Yurtoglu, 2021).
Among FFs, a higher promoter stake encourages risk
taking and increases OFDI (Chittoor et al., 2015;
Singh & Gaur, 2013). Therefore, ownership by spe-
cific categories of shareholders aids OFDI.

The adverse effects of structural power concentration
on OFDI can be mitigated by giving some key deci-
sion-making positions to non-family members (Kerai
et al., 2023). This is necessitated in highly compet-
itive industries where risk aversion by family mem-
bers and SEW preservation goals can hamper growth
(Kerai et al., 2023).

Strategic investments by foreign corporations (FC)
can negate the opportunism among powerful CEOs in
EMNES. Unlike the tangible contributions from DIIs,
the intangible and knowledge-based benefits gained
from FCs cannot be opportunistically appropriated.
Rather, their presence encourages CEOs to build their
reputation by supporting internationalisation (Hu &
Cui, 2014). Thus, boosting CEO power through en-
hanced compensation can result in desired OFDI out-
comes and nurture strategic partnership with FCs.
CEOs’ duality offers unified authority, which facili-
tates OFDI. It is also supported by CEOs with foreign
experience (Chittoor et al., 2015; Singh & Gaur, 2013)
Firms in China, desirous of OFDI must onboard Govt
agents at the state or provincial level rather than at
the city or county level (Wang, Hong, Kafouros, &
Wright, 2012).
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Figure 1. CG mechanism, constraints, facilitators of OFDI in EMNEs

CONCLUSION

In this article, we highlight some EM-specific CG practices
and their implications for the OFDI decisions of EMNEs.
OFDI is a key strategy for EM firms’ growth as they face en-
hanced competition at home and abroad. The differences
highlighted in investor preferences observed in China, In-
dia and Turkey point to the importance of contextualising
CG issues based on the firm’s institutional environment.
EM firms need to address CG barriers to international in-
vestment. Actions like coalition-family ownership, increas-
ing the stake by FIIs and mutual funds in FFs, strategic
investments by FCs in listed firms, support foreign invest-
ments through knowledge and resources. While among In-
dian listed private firms, limiting the creditor-investor’s
role can facilitate OFDI, FII and DIIs together boost OFDI
decisions in Indian SOEs. Hence, managers need to make
firms more attractive to FIIs. Pursuit of OFDI is emerging as
a safeguard against the usual governance lapses character-
istic of EMNEs.
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