
sustainability

Article

Green Governance and International Business
Strategies of Emerging Economies’ Multinational
Enterprises: A Multiple-Case Study of Chinese Firms
in Pollution-Intensive Industries

Runhui Lin 1,2,*, Yuan Gui 1, Zaiyang Xie 1 and Lu Liu 3

1 Business School, Nankai University, Tianjin 300071, China; gynankai@126.com (Y.G.);
cherie620@126.com (Z.X.)

2 China Academy of Corporate Governance, Nankai University, Tianjin 300071, China
3 School of Economics and Management, Shandong University of Science and Technology,

Qingdao 266590, China; LiuLu_77@126.com
* Correspondence: linrh@nankai.edu.cn; Tel.: +86-18222251696

Received: 30 December 2018; Accepted: 12 February 2019; Published: 15 February 2019
����������
�������

Abstract: With the global consensus on the need for sustainability practices, green governance has
attracted increasing attention from international business (IB) scholars and multinational enterprise
(MNE) managers. In this study, we propose a more fine-grained framework of the green governance
context along two dimensions: foreign direct investment (FDI) policy and environmental regulation.
Then, we examine the framework using cluster analysis. On the basis of a multiple-case study
comprising 11 Chinese MNEs in pollution-intensive industries operating in four different green
governance contexts, we conclude that (1) the green governance context is a significant factor in
MNEs’ global location choices and is an important driving force behind MNEs’ response patterns;
(2) environmental capabilities enable MNEs to surmount a host country’s environmental entry
barrier and facilitate wider global business deployment; (3) technological capabilities increase MNEs’
competitive edge and allow them to better harness a host country’s growth opportunities; (4) there
are four types of green governance response patterns, and the details of the proposed classification
structure and its validation are presented; and (5) both strict environmental regulation and friendly
FDI policy can positively influence MNEs’ adoption of more active response patterns, and greater
availability of environmental and technological capabilities does not affect MNEs’ environmental
commitment. This study contributes to the international strategy-capability-environment alignment
of emerging economies’ multinational enterprises (EMNEs) in different green governance contexts.

Keywords: green governance; EMNEs; location choice; response pattern; environmental capabilities;
technological capabilities; strategic fit

1. Introduction

The costly effects of environmental degradation continue to accumulate and affect economies
worldwide. With the widespread concern for environmental protection and sustainable development,
there is a global trend of transitioning to green economies. Recent research discussing this trend
has used the term “green governance” and introduced sustainability and environmental protection
concepts to economic development [1]. Green governance emphasizes the balance between economic
growth and environmental protection [1–3]. Governments around the world have increasingly
recognized foreign direct investment (FDI) as an important driver of economic growth [4,5]. FDI can
generate financial resources and foreign technology, and it is usually associated with new job
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opportunities and enhanced productivity. Many countries are limited in infrastructure and factor
market development, and they rely heavily on pollution-intensive industries, such as the extractive
sectors, to support their nation’s broad economic and development agendas [6]. At the same time,
pollution-intensive industries are characterized by high levels of environmental contamination and
toxic release [7], and lax regulatory standards worsen the situation. This combination often leads to
further deterioration of environmental quality and sparks mounting public concerns and governmental
efforts that are focused on environmental issues. Therefore, governments need to achieve a balance
between attracting foreign investment and protecting the local environment.

Previous research on host countries’ governmental policies and regulations has emphasized their
critical influence on firms’ international business (IB) strategies and practices [8,9]. The effects of FDI
policies and environmental regulations on multinationals have become two major focus areas for IB
scholars and multinational enterprise (MNE) managers [10]. The two factors are especially likely to
influence firms’ IB strategies [11,12]. Moreover, these institutional incentives and limitations constitute
the basis of governmental green governance policies [1]. However, the existing roughly categorized
green governance contexts often confuse scholars and managers. This confusion is compounded by
the economic and juridical heterogeneity of countries. Green governance has progressed at different
paces in different countries all over the world. Some countries (such as Mongolia and Venezuela) are
impoverished in FDI attraction and environmental protection [13,14]. Other countries (such as Thailand
and Nigeria) value foreign investment far more than environmental quality [15,16]: in these countries,
the green value is subordinate to economic priority. In contrast, some countries (such as Saudi Arabia
and Kenya) tend to value and prioritize environmental quality [13,15,17]. Other countries (such as
the United Kingdom and Canada) strike the right balance between attracting foreign investment
and protecting the environment, and these countries achieve a superior economic and ecologic
performance [13,15,16]. We previously noted that the vastly different “rules of the game” [18]
considerably shape the strategies and behaviors of emerging economies’ MNEs (EMNEs) [19,20].
Although the existing literature has differentiated the internationalization opportunities and challenges
into developed and developing contexts with differently developed institutional arrangements, a more
fine-grained delineation of green governance contexts may be warranted.

The green governance context is complex and commonly state-linked [1,21]. These governance
contexts constitute and define an established order within which businesses operate. Contingency
theory emphasizes that firms’ strategies need to be aligned with internal capabilities and external
contexts [22]. Recent studies from advanced economies’ MNEs (AMNEs) have recognized that both
contextual and firm-specific factors help explain international diversification. However, less attention
has been given to the internal and external factors of EMNEs’ IB strategies in different green governance
contexts. Despite their increasing importance as globalization advances, there remain significant gaps
in our understanding of the “fit” between their strategies and capabilities in the external green
governance context. Filling this gap is important, partly because of the substantial increase in global
expansion by MNEs from China, India, and Brazil, but principally because the lessons and their
supporting evidence for multinationals from advanced economies may not be directly applicable to
EMNEs [23]. EMNEs often face deficits in both capability and legitimacy [24,25]. Their investment
and operations in foreign countries more easily draw greater public concern about and governmental
scrutiny of their environmental impacts [26,27]. Thus, EMNEs, especially those penetrating advanced
economies, face significant challenges in their attempt to adapt to the green governance context.
However, firms have specific capabilities that can be developed and deployed to enable their proactive
preparation to harness opportunities and mitigate threats [28]. Consequently, this study aims to
investigate how different green governance contexts and firms’ specific capabilities influence EMNEs’
IB strategies. Explicitly, this study investigates the following four questions:

1. Can we extend our understanding to a more fine-grained typology of the green
governance context?

2. Why do EMNEs choose different green governance locations (countries)?
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3. What are the kinds of response patterns of EMNEs in different host green governance contexts?
4. Why do green governance response patterns differ from each other?

To address the above questions, this research was conducted over three progressive and
interrelated studies. The starting point was a comprehensive revisiting of the green governance
context typology. We identified four comprehensive, mutually exclusive types of green governance
contexts along two dimensions, which reflect the different degrees of growth priorities and green
priorities among countries. Then, we selected 11 Chinese MNEs operating in 11 countries belonging to
these four green governance contexts to investigate the antecedents of sample firms’ location choices
and their green governance response patterns. Finally, through case analysis, we examined how
external green governance contexts and firm-specific capabilities influence MNEs’ location choices
and their green governance response patterns. By codifying and clustering sample firms’ practices,
we identified four clusters in the sampled countries, with each cluster focusing on a kind of response
pattern to a corresponding green governance context. We suggest that, in order to be successful,
EMNEs should choose the appropriate investment locations and response patterns in different green
governance contexts that best “fit” their specific capabilities. In this way, this study contributes to
the current body of literature with the claim that the heterogeneous internationalization motives and
practices of EMNEs can be explained by looking at the firms’ antecedents that capture their host
contexts’ peculiarities and firms’ specific capabilities.

The paper is structured as follows: Section 2 reviews the related literature that explores the
connotation of green governance and classification of green governance contexts, summarizes the
effects of FDI policy and environmental regulation on EMNEs’ IB strategies, and analyzes EMNEs’
IB strategies through a resource-based view (RBV); Section 3 describes the materials and methods;
Section 4 depicts the findings and results and offers two propositions; Section 5 discusses the findings
and presents a theorized conceptual framework; and finally, Section 6 concludes the study by
summarizing the main findings and contributions of the paper and shedding light on future research.

2. Literature Review

2.1. Green Governance and Green Governance Context Classification

In recent decades, studies on green governance have emerged, and it has become a topic discussed
internationally because environmental problems are now a global concern [1]. The connotation
of green governance is widely interpreted from different aspects. Some scholars have analyzed
it from the “green” color perspective and defined it as the use of governance mechanisms to
influence organizations’ green practices [29,30]. Some scholars have researched the mechanism and
implementation of green governance, and they have pointed out that open innovation activities can
effectively deal with the externalities of resources and facilitate sustainable development [1,31–33].
Some scholars have indicated the importance of green institutional contexts [34,35]. However, a
widely accepted definition of green governance is still lacking. Broadly defined, governance refers
to the mechanisms by which power is exercised in the management of a country’s economic and
social resources for development [36]. This representation indicates that governance involves the
exercise of authority or power. Therefore, the roles, interrelations, and interactions among politics,
economics, administrations, and laws in a focal country are of the utmost importance in understanding
governance [3].

The world’s development process is at a crossroad. The high-growth, resource-intensive, and
pollution-intensive development model that many countries are pursuing and used to pursue has
caused severe environmental pollution and deterioration, and the unsustainable growth model has
already reached its limits [31,37]. Global environmental crises have prompted a rethinking of the
old “economic growth-first” development model among countries. An environmentally sustainable
path of economic growth in favor of alternative models, such as green growth—which is defined as a
model to achieve efficient, clean, and flexible production processes without slowing down economic
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growth [38]—is becoming more and more appealing [39]. However, the environmentally conscious
economic growth path is not a natural outcome, and governance is seen as a means to steer the process
of sustainable development [3]. With respect to green governance, the government is the policy
provider by using its dominant position and political authority to develop and implement policies that
establish mandatory approaches to sustainable development [1].

A key substantive challenge for each country is how to reconcile economic growth with
environmental quality. Environmental regulations can raise compliance costs for firms, but provide
environmental quality (a public good) to citizens. From a cost-saving perspective, firms have incentives
to relocate their operations to countries with lax environmental standards, and strict environmental
regulations may deter foreign investors [10]. However, FDI is an important source of capital that
complements domestic private investment, is usually associated with new job opportunities and
enhancement of technology transfer, and boosts overall economic growth in host countries [40].
Therefore, countries could face the dilemma of either letting environmental quality deteriorate or
running the risk of deterring foreign investors [10].

Some countries prioritize economic growth over environmental issues and continue the
unsustainable, inequitable development pathway that dominated economic thinking in western
countries several decades ago. However, evidence has proved that the argument “grow dirty
and clean up later” is misleading [38]. Some countries prioritize environmental quality over
economic growth, because many of these countries have experienced the bitterness of environmental
deterioration. Environmental crises, such as air pollution, water contamination, and land degradation,
pose immediate threats to countries’ growth and development. Some countries perform poorly
in both aspects. Some countries place great emphasis on both and create a virtuous cycle of
green growth. We note the rising European countries’ leadership in green governance since the
late 1980s [41,42]. They have been setting good examples while implementing green governance
approaches. For example, the European agreements on acid rain include a monitoring process that
is able to evaluate the accuracy of emissions data reported by states and increase the reliability of
reported information [43]. Through continuous legislative efforts, Great Britain has been gradually
implementing green governance, and ethical businesses have formed [44].

Previous research efforts have roughly classified green governance contexts worldwide into
developed and developing countries, e.g., [10], rich and poor countries e.g., [45], and north and south
countries e.g., [46]. Actually, the difference between a country’s green governance situation is more
complex than a simple dichotomy. For instance, in recent decades, many developing countries have
experienced significant progress in strengthening their environmental regulations [47]. The perception
that the governments of developing countries “grudgingly address environmental degradation” may
no longer be accurate today [48]. Indeed, there are a growing number of developing countries
that have integrated environmental protection into their economic and developmental interests [49].
A rationally developed typology can capture the major features among the dimensions analyzed, thus
facilitating knowledge exploration, communication, and memorization [50]. In this study, we explore
and adopt a fine-grained typology of the green governance context to extend the theoretical research
on green governance issues and provide useful guidance for scholars, managers, and policymakers.
We propose a new typology of the green governance context along two dimensions—FDI policy and
environmental regulation—to provide a two-by-two matrix that contains more possible governmental
green governance scenarios.

2.2. FDI Policy and EMNEs’ IB Strategies

Governments represent major sources of uncertainty, mainly because they have the power and
authority to shape firms’ competitive environments [51,52]. Often, MNE managers value economic
growth in a country because it enhances the likelihood that MNEs will earn acceptable returns on
invested capital [53]. Governments can enact policies that facilitate economic growth and promote a
positive environment for foreign investments, such as tax holidays, investment subsidies, and labor
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market flexibility [53–55]. However, many governments value local votes and support more than
foreign investment. To this end, host governments may intervene in foreign firms’ operations and
largely favor local firms’ interests over foreign firms’ interests [56]. These policies create an environment
that discourages foreign investments and expansion. For example, government interventions, such as
salary and price controls, limit MNEs’ flexibility and increase their exposure to unfavorable market
conditions. Likewise, many governments restrict the ownership and shareholder rights of foreign
investors, thereby placing a foreign equity cap on and limiting or prohibiting foreign investment in
key economic sectors [57].

For firms, governmental FDI policies influence their operating costs and financial performance.
For example, in a favorable investment climate, governments provide and promote public goods and
create laws to protect private property to guarantee the country’s economic growth [53]. MNEs can
receive fair or even preferential treatment [56,58], which quells investors’ concerns and increases firms’
profit expectations. Consequently, firms are more likely to expand their businesses to these countries
to exploit policy and market opportunities [59,60]. On the contrary, when local policies toward FDI are
overly strong and unfriendly, firms operating there will suffer great difficulty, which increases their
cost burden and requires strategic changes in firms [61–64]. Reducing firms’ profitability creates a
hostile investment climate, which is likely to reduce firms’ incentives to engage in FDI and drive firms
to use avoidance/delay strategies, including divesting or postponing entry into a country [65]. Even if
a focal firm chooses to invest in an unfriendly country, they try to avoid large resource commitments
in this situation [66].

An important drawback of previous research is that it has not accounted for firm-specific
heterogeneity, such as their specialized capabilities. Furthermore, in the green governance scenario,
most of the existing research has not considered the effects of both FDI policy and environmental
regulations simultaneously.

2.3. Environmental Regulation and EMNEs’ IB Strategies

Environmental regulation generally exerts a strong influence on a firm’s location choice and
environmental approach, because the regulatory elements can have a profound impact on growth and
profitability [67–70]. It is frequently argued that firms tend to invest in different countries and adopt
diverse sets of environmental practices since they perceive regulatory pressures differently due to
some external and firm-specific contingency factors [10,71,72].

For a firm’s location choice, there are two competing perspectives. The “pollution haven
hypothesis” (PHH) argues that firms intend to locate their productions in countries with lax
environmental regulations [70,73,74]. The main assumption of the PHH is that compliance with
strict environmental regulations imposes costs on firms and affects the location decisions of MNEs [69].
In terms of environmental regulatory requirements, MNEs will prefer locations which are cheaper and
allow for a more efficient maximization of profits [75]. On the contrary, the “Porter hypothesis” argues
that costs for compliance with stringent environmental regulations will be offset by cost reduction,
technology development, and consumers’ green demand stimulated by the regulations [76,77]. So,
strict environmental regulations may be beneficial to MNEs. Although scholars and policymakers
have been engaged in heated debate about the linkage between environmental regulations and firms’
location choices, empirical evidence on the topic is decidedly mixed [10,78]. The lack of consideration
of governmental FDI policy may contribute to the ambiguity.

Host environmental regulations can take many forms to shape firms’ local response practices.
They can dictate technologies that must be used, stipulate specific environmental outcomes that must
be achieved, create economic frameworks for redistributing environmental costs and benefits, and
so on [11]. Under different regulatory contexts, environmental management models show a wide
variety of characteristics. In general, firms’ patterns on environmental practices may lie along a
continuum from “reactive” to “proactive” [79]. A reactive response refers to firms’ responses that are
not committed to protecting the natural environment or are limited to reacting to mandatory legislative
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requirements [80]. This approach is based on practices and techniques of end-of-pipe solutions that
attempt to solve pollution that already exists [81]. On the contrary, a proactive strategy is related
to systematic methods, also known as environmental stewardship, that will lead firms to integrate
the voice of the environment into product design and manufacturing processes [82] that are aimed
at preventing the occurrence of problems by dealing with their sources [83]. Many studies have
concentrated on the relationship between an organization’s environmental commitment and financial
performance [84]. Most of these studies only consider stakeholder pressure and lack any examination
of economic incentives, causing ambiguous results.

Although the currently available research has tried to categorize firms’ local response patterns,
it has focused predominantly on explaining motivations and practices within firms from AMNEs
e.g., [85–89]. Compared with AMNEs, EMNEs have different characteristics in two basic respects.
First, EMNEs may face more critical legitimacy challenges in host countries, especially in countries
with more stringent rules [46,90]. Second, it is argued that EMNEs have a competitive advantage in
social and environmental adaptation in other emerging and/or developing countries because of the
similar institutional environments of the home-country and host-country [27,91], as well as the specific
experience and expertise in countries with lax environmental standards [92,93]. These firm-specific
attributes may substantially influence EMNEs’ green governance response patterns.

2.4. The Resource-Based View of Emnes’ IB Strategies

The RBV underscores the idea that every firm possesses a unique bundle of resources and
capabilities that influence its strategic choices and, ultimately, its competitive advantages [79,94].
One prominent theoretical paradigm extending from the RBV strand is the natural resource-based
view (NRBV) proposed by Hart [95]. He argues that “waste minimization” is a “specialized capability”
that simultaneously facilitates pollution reduction and cost savings. Since environmental regulations
emerged as important barriers to international corporate investment [96], strong environmental
capabilities play a significant role in successfully meeting certain environmental standards of foreign
countries. Previous findings suggest that the relationship between environmental regulations and
an MNE’s location decision is actually more complex than it was previously thought to be, because
a firm’s environmental capabilities may intervene as a moderating influence [10]. Madsen found
that international automobile manufacturers with stronger environmental capabilities locate to more
environmentally stringent countries, while firms with weaker environmental capabilities locate to
countries where environmental regulation is laxer [10]. Moreover, environmental capabilities constitute
the utilization of bundles of resources and routines that allow a firm to minimize its environmental
impact. Such environmental resources may include pollution prevention experience, environmentally
benign technologies, environmental accounting systems, environmental engineering expertise, and
employee commitment to protecting the natural environment [97,98]. Consequently, stronger
environmental capabilities can also help MNEs adopt more proactive environmental management
practices in host countries [79].

Earlier studies have shown that technological capabilities in particular play a fundamental
role in investment location choice and superior MNE international performance [99,100], because
technological capabilities enable firms to be more creative [101]; accelerate new product
development [102]; expedite the commercialization of such new products [103]; and, subsequently,
attain the first-mover advantage [104]. Lei and Chen observed that Taiwanese firms with stronger
technological capabilities were located in more developed regions, while others were located in less
developed regions [105].

Given the common lack of strong environmental capabilities and technological capabilities
among EMNEs, studies of internationalization may depict such firms as stereotypical units
that possess no valuable advantages relative to AMNEs. Such a stance is contradicted by
numerous examples. For instance, the Chinese company China General Nuclear Power Group has
high-quality environmental and technological skills and expanded rapidly in Europe’s nuclear power
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sector [106,107]. The Indian company Hindalco has developed a range of innovative technologies and
globally promotes its environmental capabilities and technological capabilities [108]. However, most
EMNEs still lack strong environmental capabilities and technological capabilities compared with their
counterparts with advanced economies [109,110]. As a result, in global markets, some EMNEs play
the roles of environmental and technological late-followers who might be hindered by environmental
standards and legitimacy problems in their global business expansion [79]. Some EMNEs can behave
as environmental and technological leaders with valuable and competitive advantages, which can be
deployed through global expansion. However, the existing research has not sufficiently explored this
phenomenon, which limits our understanding of EMNEs’ global IB strategy diversity.

3. Materials and Methods

3.1. Research Design

This research was carried out in three progressive and interrelated studies to build up a more
complete understanding of EMNEs’ IB strategies. First of all, in order to extend our understanding
of green governance, we argue that there is a need for a more fine-grained typology of green
governance contexts. The reasons for this are as follows. On one hand, the green governance context
is an integral and crucial part of the governance environment [1,111,112]. EMNEs are exposed to
diverse macroeconomic opportunities and threats that affect their decisions and businesses [113–116].
More specifically, the directionalities and degrees of policies and regulations in tax rates, governmental
subsidies, administrative efficiency, environmental regulation, and environmental enforcement affect
their input costs and output prices [61–64,117], thus affecting the location choice and response patterns.
On the other hand, previous research has roughly classified green governance contexts across the
world into developed and developing countries e.g., [10], rich and poor countries e.g., [45], and
north and south countries e.g., [46]. These simple dichotomies obscure the rich connotations of green
governance [1,21], overlook the progress made by some countries in green governance [47–49], and
cause ambiguity for scholars and managers. Thus, through the perspectives of growth priority and
green priority, we first pragmatically recategorized green governance contexts along two dimensions:
FDI policy and environmental regulation. The two dimensions can well-represent different situations
and combinations of growth priority and green priority. The green governance contexts are divided into
four quadrants. Then, we employed multiple case studies of 11 Chinese MNEs operating in 11 countries
belonging to these four quadrants. Qualitative exploratory research is particularly effective at opening
the “black box” of what underlies a phenomenon and extending our understanding of the “how”
and “why” questions [118]. In particular, the use of multiple case studies can provide rich contextual
descriptions and reveal complex relationships [119]. The analysis allows generalized trends across
cases to emerge from unique patterns in individual cases [120] and elucidate whether causes are related
to outcomes in an invariant, necessary, and sufficient relationship (variance model) [121]. The variance
model shows us how antecedent variables predict the outcome variables [122], thus helping us to draw
new theoretical insights on the basis of the practices of sample firms. Finally, through case analysis,
the key findings are presented and discussed in the results and discussion sections.

3.2. Sampling Criteria

We chose 11 Chinese MNEs operating in 11 different countries. These firms are constrained in
some pollution-intensive and environmentally regulated industries, such as the mining, chemical, and
infrastructural sectors. One reason for this tendency is that natural resource and infrastructure project
sectors are likely to attract more investment by EMNEs [123]. Another reason is that MNEs in the
pollution-intensive industries, specifically those engaged in mining, are under intense pressure and
scrutiny from governmental and societal forces, which have formed in response to concerns about the
social and environmental impacts of operations [124–127]. Thus, firms in these industries are more
likely to embed a greater degree of social responsibility into their management strategies than those
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operating in less regulated industries [128]. The 11 respective countries are the natural result of firm
selection rather than deliberate choices. In a multiple-case study, the selection of the cases should
follow a replication rather than mass sampling logic [119,120]. In our study, each case was carefully
selected so that it either predicts similar results (a literal replication) or predicts contrasting results
but for anticipatable reasons (a theoretical replication) [119]. Two or three cases were distributed in
the same green governance context to validate the literal replication. Comparing two to three cases in
the same green governance context can demonstrate the theoretical replication. Therefore, 11 sample
companies are appropriate and can provide substantial support for different IB strategies in the four
proposed different green governance contexts.

Due to increased governmental and societal pressure, pollution-intensive companies have been
actively innovating in the field of social responsibility to address the various sustainability challenges
of their operations more proactively [129]. However, much evidence suggests that MNEs often
approach ethical issues differently in different institutional contexts [130,131]. For instance, many
studies have revealed that there is a trend for mining MNEs operating in developed countries to
incorporate an ethical approach to corporate legitimacy, transcending profit-making and compliance
with laws [6,132,133]. Some scholars have indicated that MNEs operating in underdeveloped countries
generally find that regulatory environments are less sophisticated than those in their home countries;
thus, they have a propensity to behave unethically in these countries [27,91,134]. We paid special
attention to selecting informants with adequate experience in international investment and overseas
management. Following Yin [119], two criteria were used to select the sample firms and interviewees.
First, the length of operation in the corresponding host countries of our research should be sufficient
for us to collect meaningful information for our study. Therefore, we selected firms that have been
operating in the host country for at least three years to allow us to explore the issues related to
our research. Second, the interviewees need to be familiar with the decision-formulating process
of choosing the investment location and with the management of their subsidiary (-ies) in the
corresponding host countries. Thus, the most appropriate participants were those who (1) worked as
current or ex-senior managers of the subsidiary (-ies) in the corresponding host countries, (2) worked
at the international investment department of corporate headquarters, or (3) were responsible for
international operations. Detailed characteristics of our case study firms are presented in Table 1.
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Table 1. Sample description.

Sample Firms Ownership Founded in Business Description Approximate Sales in
2017 (Billion US dollars) Host Country Years of Respective Host

Country Operation

A SOE 1996 Mining and refining of gold, silver, copper 7.61 Argentina 5 years

B POE 2001 Coal mining, coal washing, and sales 1.88 Mongolia 12 years

C SOE 1998
Oil and gas exploration & production, refining &
chemicals, natural gas & pipelines, and
marketing & trading

300.88 Venezuela 16 years

D SOE 1998 Oil and gas exploration, production, storage,
and transportation 352.24 Nigeria 9 years

E SOE 2001 Mineral resources development, nonferrous metals
smelting and processing, and related trading 46.27 Peru 10 years

F POE 1992 Rubber chemicals production, automotive
tire production 2.74 Thailand 3 years

G SOE 1993 Hydropower engineering and construction 12.46 Brazil 5 years

H SOE 2006
Design and construction of transportation
infrastructure, dredging and heavy
machinery manufacturing

72.10 Kenya 5 years

I SOE 1976 Coal mining and sales, coal chemicals production
and sales 29.73 Australia 14 years

J SOE 1982 Oil & gas exploration and development, engineering
and technical services, refining and sales 27.82 Canada 5 years

K SOE 1994 Nuclear engineering, nuclear plant construction
and operation 12.70 United Kingdom 6 years

Sample = 11 firms. SOE is the abbreviation for State-Owned Enterprise. POE is the abbreviation for Private-Owned Enterprise.
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3.3. Data Collection and Analysis

Recategorizing the green governance context was our starting point. Governments need to achieve
a balance between attracting foreign investment (for economic development) and protecting the local
environment (for environmental sustainability). Therefore, in our study, we argue that the new and
more fine-grained typology of the green governance context can be categorized along two dimensions:
FDI policy and environmental regulation.

“Governance” is notoriously difficult to measure, so formal evaluations and analysis are
scarce [135]. To illustrate our green governance typology for countries, we drew on measures available
in the World Economic Forum’s (WEF’s) Executive Opinion Survey (EOS) 2011–2016 [136–138] related
to FDI policies and environmental regulations. On an annual basis, this survey gathers top corporate
executives’ assessment of countries’ FDI policy attractiveness and environmental regulation stringency.
The advantage of this survey is that it measures the attractiveness of FDI policy and stringency
of regulation that businesses experience in practice. For example, a country can have very strict
environmental laws, but they may not be effectively enforced. Further into the paper, we use the
clustering method to map out possible quadrants of the green governance context.

To measure the degree of FDI policy attractiveness, we used the answer to the question included in
the EOS: “To what extent do rules governing foreign direct investment (FDI) encourage or discourage
it? (1 = strongly discourage FDI; 7 = strongly encourage FDI)”. We summed and averaged the
scores of each country for the period between 2011 and 2016. Countries with missing scores in any
year of this period were eliminated. To measure the degree of environmental regulatory stringency
(for the environmental regulation stringency dimension), we used the answers to two questions
included in the EOS: (1) “the stringency of environmental regulation in your country is: (1 = very lax;
7 = among the world’s most stringent)”; (2) “the enforcement of environmental regulation in your
country is: (1 = very lax; 7 = among the world’s most rigorous)”. This dimension was operationalized
by summing and averaging the two questions into one measure by weighting each question by a factor
of 0.5. After eliminating countries with missing scores, we calculated and ranked each country’s total
score from high to low between 2011 and 2016. Based on the criteria, we obtained the average values
for 127 countries in the two dimensions.

We relied on interviews, archival data, and second-hand materials (media coverage, third-party
academic and business reports) as our firm data sources. Multiple data sources can be used to
triangulate the data and improve the accuracy of the emerging picture [139]. We conducted one round
of pilot interviews and two rounds of formal face-to-face and phone interviews from March 2015 to
January 2018 to avoid inappropriate questions (Here, the inappropriate questions indicate offensive
questions and some questions related to the dark sides of firms. These questions may engender
antipathetic and strong emotions of interviewees and may cause the interviews to be terminated.)
These questions are hard to ask directly, but such questions can help us to gain more complete
information and better understand firms’ antecedents and practices. The time gap allowed us to solve
this particular challenge. The pilot interviews assisted in refining the semi-structured interview and
enhancing mutual trust between interviewers and interviewees. The conversations and materials
were limited to scientific research, with the promise of anonymity. During the interviews, there was
no attempt to “lead” the participants or avoid offensive words, such as dirty investor, beggar thy
neighbor, and neo-colonialist. Broad questions were posed during the interviews. These efforts allowed
interviewees to gradually and freely mention the negative aspects of these firms. As the retrospective
interviews concerned relatively recent facts [140], the last round of interviews was conducted after
2017. With the time gap, enriched information increasingly emerged. The interviews were conducted
in Mandarin and were recorded, with most interviews lasting 45–120 min in length. Interview notes
were transcribed within 24 h after each interview to minimize information loss.

Interview data can, at times, be problematic due to an interviewee’s attempts to conceal or
distort reality [141], which is a well-documented aspect of the pollution-intensive industry’s response
to environmental issues. Consequently, in this study, we made several efforts to minimize such
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distortion. First, before, during, and after each interview, we triangulated and verified interviewee
statements with each firm’s most recent environmental reports and web pages, their latest annual
reports, and any relevant publicly available submissions to the government. These documents enabled
us to probe, specify, and corroborate evidence acquired from the interviews. Second, we selected at
least two firms in each green governance context, which allowed us to compare statements across
different firms. Third, we did not take interviewee statements at face value. Instead, we critically
evaluated each statement by asking numerous follow-up questions that required the interviewees to
give detailed reasons for their investment location choice and provide actual examples of their firms’
local environmental management practices.

To document the data collected by interviews, we referred to the guidelines recommended by
Yin [119,142]. First, we used multiple sources of evidence in a manner that encourages convergent lines
of inquiry and establishes a chain of evidence. Besides interview data, we also collected archival data
from several sources, including company websites, internal periodicals, WeChat (the major Chinese
social software) official accounts, and historical documents. In addition, we referred to secondhand
materials related to the sample firms, including media coverage and third-party academic and business
reports, for the purpose of triangulating the data and improving the construct validity. These data
complement the information from our interviews and facilitate an in-depth understanding of sample
firms’ IB strategies. Second, we had key informants review the draft case study reports until any
disagreement was settled by further evidence.

Because firms’ Corporate Social Responsibility (CSR) and environmental practices cannot be easily
observed and validated [79,143], we conducted a content analysis to evaluate firms’ environmental
capabilities and technological capabilities. The evaluation criteria are based on previous studies
of environmental capabilities [10,79,98] and technological capabilities [28,102,103]. To improve the
validation, we relied on independent third-party reports and media coverage to verify related content
and materials. The key sources of each firm’s environmental capability and technological capability
are illustrated in Table 3. To enhance our accuracy of evaluation, we invited related professionals to
jointly evaluate each firm’s capabilities—which are labeled as “low” or “high”—and give explanations.
We studied the sample firms’ similarities and differences in their green governance response patterns
according to each interview transcript. We merged similar codes into the same first-order category and
continued coding the transcripts in this manner until no further distinct or shared patterns could be
detected. Alongside the development of first-order categories, we identified linkages among these
categories that could lead to the development of more theoretically oriented second-order themes.
We then distilled the categories into more aggregated themes. Finally, we aggregated these themes
into different clusters.

As recommended by Yin [119,142] and Eisenhardt [120], we assessed the reliability and validity
of the study. First, separate within- and cross-case analyses were carried out using pattern-matching
and explanation-building analytic strategies [119]. For instance, to control for alternative explanations
at the firm level, a method of pattern matching was applied to establish whether the cross-contextual
pattern of green governance conformed to the pattern that these alternative factors would suggest.
If the theoretically derived pattern did not conform to the actual pattern, the alternative explanation
could be ruled out. Second, to address the reliability problem, we documented each step of the
study in detail as though being watched over our shoulders [142]. Third, to alleviate the influence
of subjectivity in the coding process, three researchers independently performed the coding process.
Disagreements were resolved through research group discussions according to construct definitions
and, sometimes, additional information collected from key informants, rather than the rigid rule
dictating that the minority is subordinate to the majority. Because the interaction between MNEs
and the green governance context is a complex, dynamic, and interdependent process, we present
fairly long quotes from interviews as evidence to facilitate the emergence of complex relationships.
In addition, many of the quotes provide evidence for our propositions and discussions.
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4. Results

4.1. Recategorizing Green Governance Context: An Illustrative Analysis

To illustrate how the green governance context may be categorized into the proposed quartered
division, we began by operationalizing FDI policy and environmental regulation and then conducted
cluster analysis of the countries identified by WEF’s EOS. To identify clusters, we conducted cluster
analysis using the K-means clustering method. Cluster analysis refers to the process of grouping
a collection of physical or abstract objects into multiple classes of similar objects. The K-means
is a classic partitioned cluster analysis method that is well-known for its efficiency in clustering
large-scale data sets. The data were classified into K clusters, and each cluster was given a category
center. The Euclidean metric was selected as the criterion of similarity and distance, and the sum of
squares of the distance between the points in each class to the center of the cluster was calculated to
minimize the sum of squares within each cluster [144]. We implemented K-means clustering using
scikit-learn in Python 3.6. Our initial centers for the four groups based on pairs (standardized FDI score,
environment score) were assigned as follows: the low–low cluster was initialized at (2, 2), low–high at
(2, 6), high–low at (6, 2), and high–high at (6, 6). Vertically, it was clustered by the average scores of
countries’ FDI attractiveness in WEF’s EOS 2011–2016; for compositional and graphical simplicity, we
labeled the matrix “growth priority”. Horizontally, it was clustered by the average scores of countries’
environmental regulatory stringency of WEF’s EOS 2011–2016, and we labeled this matrix “green
priority” (Figure 1).
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Figure 2 reports the stringency of environmental regulations and enforcement of the 11 respective
countries in which our sample firms are working. Comparing the median and mean values of
127 countries reveals that the values for Mongolia, Venezuela, Nigeria, Argentina, Thailand, and
Peru are lower than the mean and median values. Therefore, we classified these six countries as lax
environmental countries. The values for Kenya, Brazil, Canada, the United Kingdom, and Australia
are higher than the mean and median values. Therefore, we classified these five countries as strict
environmental countries. Canada, the UK, and Australia have always been known for very strict
environmental regulations. The UK enacted the first modern environmental regulation, the Clean
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Air Act, as early as 1956, and this law formed an important impetus to modern environmental
legislation. Kenya and Brazil vigorously promote green development and have increased their degree
of environmental legislation and enforcement in recent decades. Their efforts address environmental
degradation [48] and have gradually narrowed the gap between their environmental approaches
and those of advanced economies. However, the environmental regulations of Argentina, Mongolia,
Venezuela, Nigeria, Peru, and Thailand demonstrate a lower level of stringency, and the enforcement
is often crippled by corruption and a lack of monitoring.
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Most of our sample firms are mining companies and their respective countries are natural
resource endowed. In the mining sector, a financial guarantee is a popular practice that is used
for environmental reclamation and rehabilitation after the mine’s closure. It is also an important
dimension of environmental regulation. Governmental requirements for financial assurance will
significantly affect MNE’s compliance cost. Thus, we paid special attention to the legal provisions of
financial guarantees in the 11 respective countries in which our sample firms are working. Table 2
reports the legal provisions on financial guarantees in 11 respective host countries. The result of this
dimension is basically consistent with Figure 2.
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Table 2. The legal provisions on financial guarantees in 11 respective host countries.

Countries Legal Provisions on Financial Guarantees

Argentina National Law on Environment (2002), Federal Mining Agreement (2017)

Mongolia Not known at this time

Venezuela Not known at this time

Nigeria Minerals and Mining Act (2007)

Peru Law Regulating the Closure of Mines (2003), National Guidelines for the Elaboration of
Mine Closure Plans (2006)

Thailand Minerals Act (2017)

Brazil Mining Regulation Norm (2001), Plan for Rehabilitation of Degraded Areas (2001)

Kenya Mining Bill (2014), National Environmental and Coordination Act (1999), Environmental
Regulations (2003)

Australia
Environmental Protection Act (1994), Environmental Protection Regulation (2008), Mining
Rehabilitation Fund Act (2012), Mining Rehabilitation Fund Regulations (2013) Guidelines
for Preparing Mine Closure Plans (2011, 2015), Mining Act (2015)

Canada Canadian Environmental Protection Act (1999), Mining Act (2009), Canadian
Environmental Assessment Act (2012)

UK
Mines and Quarries Act (1969), Petroleum Royalties and Continental Shelf Act (1989),
Environmental Protection Act (1990) Coal Industry Act (1994), Environment Act (1995),
Petroleum Act (1998), Landmines Act (1998)

We could not find any legal provisions for Mongolia and Venezuela on financial guarantees at
this time. Financial guarantees present in various forms, such as bonds, charges, deposits, indemnities,
mortgages, or trusts. Generally speaking, in Brazil, Kenya, Australia, Canada, and the UK, the legal
provisions on financial guarantees are more stringent and systematic than in Argentina, Nigeria,
Peru, and Thailand. Moreover, the permitting, inspection, enforcement, and education processes
of the former countries can be effectively implemented. Although the latter countries have enacted
legislation on financial guarantees, there remain many problems and challenges with these legislations.
First, the timing is flexible, so mining companies can provide financial guarantees in the late stage
of their operation; second, mining companies can provide a small number of financial guarantees;
third, the funds are disorganized, and sometimes the funds are used by governments for other
purposes; and fourth, there is a lack of diverse financial guarantee mechanisms. On the contrary, in the
former countries, especially in Australia, Canada, and the UK, mine closure issues are an important
consideration during the assessment process for mining proposals; financial guarantees are required
by central and local jurisdictions, under overall supervision, and strictly implemented. We also note
that some countries have strengthened their legislation on financial guarantees in recent years, such as
Peru. This trend will undoubtedly continue.

Figure 3 reports the attractiveness of the FDI policies of the 11 respective countries in which our
sample firms are working. Comparing the mean and median values of 127 countries reveals that the
values for Venezuela, Argentina, Mongolia, Brazil, and Kenya are lower than the median and mean
values of 127 countries. Therefore, we classified the FDI policies of these five countries as unattractive.
The values for Nigeria, Canada, Australia, Thailand, Peru, and the United Kingdom are higher than the
mean and median values. Therefore, we classified the FDI policies of these six countries as attractive.
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Quadrant I (lower left) identifies a kind of green governance context with little FDI appeal and
lax environmental regulation. Some countries, like Argentina, Mongolia, and Venezuela, would fit
this description. Foreign investors in these countries are routinely viewed as persona non grata.
The hostility of the host country’s investment environment makes it hard for foreign firms to do
business there. Moreover, they are usually economically disadvantaged and commonly do not have the
resources or a certain level of technological progress to legislate and implement stringent environmental
regulations [145,146].

Quadrant II (upper left) presents a situation in which countries value FDI more than environmental
quality. Thailand, Nigeria, and Peru are examples of countries with this context. They are easily
labeled “pollution havens” because of weak environmental regulations and limited political will
for strict enforcement [47]. Their green efforts have been eclipsed by a focus on economic growth
measures, especially FDI attraction incentives. In some countries, foreign investors can even enjoy
more preferential policies than local firms do.

Quadrant III (lower right) shows the sort of context characteristic of countries that value
environmental preservation more than foreign investment, such as Saudi Arabia, Brazil, and Kenya.
Countries in this cell make efforts to prioritize environmental issues over economic concerns.
They often have impressive environmental legislation in place and strong legal enforcement. However,
the foreign investment climate in these countries is not warm. They have some legal rigidity and slow
policy implementation for foreign investors, such as banning foreign investment in certain economic
sectors and geographical regions, leaving a high proportion of government contracts to local firms,
requiring a large proportion of natives to be employed, etc.

Quadrant IV (upper right) exhibits the kind of green governance context for countries that put a
high premium on foreign investment and environmental protection simultaneously. Countries in this
cell are more likely to have highly advanced economies, such as the United States (US), the United
Kingdom, Australia, and Canada. On the one hand, they compete actively and have incentives to attract
FDI [147]. On the other hand, they are used to having high levels of environmental laws and standards
and tend to take a proactive approach to environmental protection [148]. A small number of countries
in this cell, such as the United Kingdom and Canada, have some of the most stringent environmental
regulations in the world. The stylized typology outlined in Figure 4 indicates that the green governance
context can be differentiated within a broad spectrum associated with FDI policy and environmental
regulation dimensions. However, our cluster analysis in Figure 1 indicates that the two extreme
categories (e.g., high green priority/low growth priority and low green priority/high growth priority
countries) are very sparsely populated. Most of the countries seem to be located within a moderate
area for both the green priority and growth priority. This highlights the possibility that our chosen
dimensions may be interdependent. Indeed, the history of countries’ development is a testament
to the fact that governments often strategically set environmental regulatory standards to attract
investment [10] or use environmental regulations to keep foreign investors away. This conjecture
opens up an interesting area for future research that may be focused on the co-evolution of FDI
attraction and environmental protection and its effects on business strategy.

4.2. The Antecedents of Firms’ Location Choice

According to our findings, environmental capabilities and technological capabilities played
important roles in the antecedents of the sample firms’ location choice. The sample firms have been
leveraging their environmental capabilities with the objective of gaining a competitive advantage
through an enhanced reputation, a reduction in production costs, and employee commitment.
They have employed their technological capabilities to obtain a competitive advantage through
R&D acceleration, innovative products, and first-mover actions. On the basis of the interviews and
documents and with the help of related professionals, we evaluated the sample firms’ environmental
capabilities and technological capabilities. Table 3 presents the role of environmental capabilities and
technological capabilities in the firms’ location choice, the evaluation resource, and results.
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Table 3. The capabilities evaluation and the role in location choice.

Firm-Specific
Capabilities Evaluation Result Key Sources Competitive Advantage

Environmental
capability

High capability: sample
firm G, H, I, J, K

Environmental Impact Assessment report,
Energy quarterly newsletters, monthly

newsletters, ISO 14001 report, CSR annual
reports, Sustainability annual reports,
sustainability best practice brochures,
official website news, media coverage,

interview content

Lower the
regulatory cost

Corporate reputation
Better relationships

Employee commitment

Low capability: sample
firm A, B, C, D, E, F

Cost saving
Green product
Energy savings

Technological
capability

High capability: sample
firm A, B, C, H

R&D center reports, human resource
reports, technological innovation report,

patents, official website news, media
coverage, interview content

Better originality
R&D acceleration

Low capability: sample
firm D, E, F, G, I, J, K

First mover
Innovative product

Future forecast

In our interviews with the sample firms’ managers, we found that most of them viewed the
host countries’ environmental standards as an entry barrier. Furthermore, the firms’ environmental
capabilities and technological capabilities were sometimes a determinant of the firms’ location choices.
Here are some statements quoted from the interviews.

“At first, we didn’t take account of Mongolia as our investment destination because of bad
investment climate. We want to invest in Australia, but our environmental capabilities
cannot meet Australian environmental standard. The high proportion of financial guarantee
in Australia is also a heavy burden for us.” (Firm B, Mongolia)

“We need to invest in countries with rapid economic development, such as Peru, to guarantee
our profit [ . . . ]. In recent decades, the local competitors have been growing fast, and many
of them are artisanal and small-scale companies. They use rudimentary techniques resulting
in serious environmental damages. However, local communities historically rely on them
because of their contributions to rural unemployment and poverty alleviation. With the aid
of local communities, they evade environmental regulation and take no responsibility for
their pollution. We need to take some of our revenue to the financial guarantee deposit, but
they don’t.” (Firm E, Peru)

“Brazilian hydropower market is very big [ . . . ]. However, there are much discrimination
against foreign investors in access to government-financed projects. Fortunately, because of
rigid environment laws, the competition isn’t very strong. Not so many companies can meet
the strict and complex environmental regulation.” (Firm G, Brazil)

“The British nuclear projects are growing fast [ . . . ]. We are not worry about the extra
compliance cost because the British treat us and its local business equally [ . . . ]. Although
the environmental standard in UK is very high, we can meet the requirement [ . . . ].
Our technology is globally leading, and its safety and efficiency has been proved in many
countries. Our technology and technicians help us better capture the growing business
opportunities in UK.” (Firm K, UK)

From these statements, some main points have emerged. A lack of environmental capabilities
has resulted in firms being trapped in lax environmental regimes, and it is difficult to escape.
They are confronted with intense competition because of a growing number of competitors. On the
contrary, firms equipped with strong environmental capabilities tend to invest in countries with
strict environmental regulations that can filter out companies with weak environmental capabilities.
They would have less competition and a better performance. In this respect, firms that possess
strong environmental capabilities could organize their portfolio for deployment in countries where
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they could exploit their advantages of environmental capabilities [79]. Our findings provide
evidence that environmental capabilities enable EMNEs to pass through the entry barrier as
well. Friendly FDI policies facilitate host countries’ economic growth and generate great business
opportunities for foreign investors. Technological capabilities enable firms to be more creative [101];
accelerate product iteration [102]; quickly meet the market demand [103]; and, subsequently, attain
a first-mover advantage [104]. Countries that prioritize economic development normally witness a
substantial increase in national wealth and personal income, and then stimulate national and personal
consumption, which would lead to diverse market needs and picky consumers [149,150]. Therefore,
strong technological capabilities help firms become more competitive and better harness the host
countries’ growth opportunities. On the basis of these arguments, we present Proposition 1a and
Proposition 1b.

Proposition 1a. EMNEs with strong environmental capabilities are more likely to invest in countries with a
higher level of green priority.

Proposition 1b. Proposition 1b: EMNEs with strong technological capabilities are more likely to invest in
countries with a higher level of growth priority.

4.3. Four Types of Green Governance Response Patterns

As four kinds of green governance contexts are presented and validated in Section 4.3, we
note that the sample MNEs adopted different response patterns under different green governance
contexts. Previous studies have shown that MNEs usually adopt different environmental approaches
under different regulatory situations [79,80]. However, most of these studies only consider the “pull”
effects from stakeholders and overlook the “push” effects from the firms themselves. We aggregated
these record manuscripts into four clusters and classified them as the defensive approach, functional
approach, accommodative approach, and proactive approach, indicating the four different types of
green governance response patterns. Each of these patterns represents a specific configuration of both
the motives linking profit-maximization and risk calculations to a longer-term normative sustainability
agenda and the allocation of internal resources to achieve them. Figure 5 provides an overview of our
data structure.

We named the first cluster (Cluster 1) of three firms operating in Quadrant I countries (Argentina,
Mongolia, and Venezuela) the “defensive approach” in reference to the firms exerting minimal
environmental efforts. It is plausible that their concerns for environmental management are the
direct result of the legal requirements in host countries. An unfriendly investment climate deters them
from investing much in environmental issues. They spend minimal effort on environmental protection
and take action only when it is essential for their business survival [151], as stipulated by the laws and
regulations passed by the local government.

“Accomplishing the regulatory target is our current target. The environmental standards
here are undemanding. However, the Mongolian government’s ambivalent attitude to FDI
impedes our environmental proactivity [ . . . ]. Shenhua Group (a Chinese state-owned
mining and energy company) suffered a great loss in Tavan Tolgoi mining project and warn
us it is better to avoid large resource commitment.” (Firm B, Mongolia)

“The bad investment atmosphere in Venezuela increase much extra compliance cost. It is
not bad to comply with the environmental regulatory requirements. We are much better
than many local companies and even some western MNE subsidiaries. We want to be
more proactive in local environmental protection, even if we do it well (environmental
protection), Venezuelan government will not bring us any more favorable conditions in
our subsequent investment projects. Now our priority is meeting the regulatory demand.”
(Firm C, Venezuela)
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We named the second cluster (Cluster 2) of three firms operating in Quadrant II countries (Nigeria,
Peru, and Thailand) the “functional approach”; firms in this cluster exhibit utilitarianism in their
approach to implementing pollution prevention practices. They exploit generous foreign investment
incentives and lenient environmental regulation provided by local governments to enhance their cost
advantage. They prefer cost-saving abatement measures, such as recycling and waste management,
rather than investing heavily in environmentally benign technologies and management systems.

“Environmental protection should emphasize pragmatism. In this respect, cost saving is
at the value center. Investment in environmental R&D is costly, time-consuming and with
slow effect. [ . . . ] Nigeria is a critical hub in our global strategic layout. We use many
environmental protection measures, for example, waste treatment, recycling, and waste
management. In the future, we are willing to adopt more proactive measures to protect
local natural environment and promote the progress of local environment protection level.”
(Firm D, Nigeria)

“Thailand is a very important market and ASEAN center. Although the local environmental
standards are lower than that in China, we take environment protection measures beyond its
legal requirement. We introduced advanced equipment to take control of pollutant and help
our company to save money.” (Firm F, Thailand)

We named the third cluster (Cluster 3) of two firms operating in Quadrant III countries (Brazil and
Kenya) the “accommodative approach”. The firms in this cluster place a relatively high emphasis on
internal environmental management, but are less focused on incorporating environmental issues into
R&D and organizational culture. Stringent environmental regulations force firms to meet multifaceted
environmental standards, leading them not only to invest in end-of-pipe equipment, but also emphasize
an environmental protection system and mechanism construction. However, hostile local market
conditions toward foreign investors hamper their massive commitment to environmental protection.
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“Brazilian government has strict environmental monitoring system, and its enforcement
is very strict too. In order to improve our internal environmental management, we have
strengthened internal environmental auditing and environmental monitoring system. Our
purpose is preventing environmental events in any time and at any place. Considering the
relatively restrictive investment and unfriendly operation environment, it is inappropriate to
invest substantially in local environment protection.” (Firm G, Brazil)

“Kenya is very enthusiastic about environmental protection. We need to establish separate
environmental department and recruit professionals to respond to environmental affairs.
We also have established function-level integration mechanism, and our environmental
department often cooperate with other departments of our company and head environmental
programs. Although Kenya is steadily improving investment environment for FDI, its FDI
policy is still far behind many advanced economies. We can’t get many environmental
subsidies even if we do very well in environment protection, and it is unnecessary to invest
a lot in this issues.” (Firm H, Kenya)

We named the fourth cluster (Cluster 4) of three firms operating in Quadrant IV countries
(Australia, Canada, and the United Kingdom) the “proactive approach”, referring to firms placing
a strong emphasis on local environment protection. Compared with the other three clusters, the
green governance pattern of the proactive approach is well rounded and involves deep-rooted values
incorporated into corporate values and the organization’s strategic planning process and decisions.
Attractive foreign investment policies spur the firms’ investment, and strict environmental regulations
make them emphasize long-term and sustainable corporate development. Therefore, they implement
environmental protection as a daily business routine by building an environmental management
system that clearly assigns environmental responsibilities and provides regular environmental training
for employees.

“Environmental protection in Australia is a systematic task and should be rooted into our
organizational culture. We have regular and frequent trainings on environmental issues, for
example, handling of chemicals, soil restoration, waste management, and so on. Every year,
we invested a lot in environmental protection and need to bear a large proportion of financial
guarantee for aftercare. Australia is generally welcoming foreign investors, and there are few
limits or restrictions on foreign investment in Australia. It is an ideal investment destination
for us and we have a long-term commitment here.” (Firm I, Australia)

“We take advanced industrial leading companies’ environmental practice as our benchmark.
We have invested a lot in environmental protection, for example, we have advanced
equipment, systematic environmental affair training program, environmental related
incentive and punitive mechanism. The concepts and consciousness of environmental
protection have deeply rooted in our value and embodied in our practice. We believe that in
environmental management, the more we devote, the more we get.” (Firm J, Canada)

Through interviews, media coverage, and searching the sample firms’ environmental criminal
records in the respective countries, we found that apart from individual companies having petty
environmental offenses, most sample firms obeyed the environmental regulations of their host
countries. However, because of the differences in regulatory pressures and FDI attractiveness, they had
different response patterns in different green governance contexts. Our findings reveal that both strict
environmental regulation and friendly FDI policy can positively influence MNEs to adopt more active
response patterns. Greater availability of environmental capabilities and technological capabilities
does not affect the sample firms’ environmental commitment. According to our findings, four types of
green governance response patterns emerge and are validated in different green governance contexts,
as shown in Figure 6.
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Local governments of Quadrant II countries (Thailand, Nigeria, Peru) are more concerned with
the short-term economic benefits of foreign investment, and EMNEs often respond adaptively by
introducing utilitarian and cost-saving methods instead of best practices. The implementation of
cost-reduction pollution prevention would entail immediate financial benefits from the “low-hanging
fruit” of environmental practices [152]. On the contrary, in Quadrant IV countries (the UK, Australia,
Canada), environmental issues are highly regulated and of concern to many. Thus, the most up-to-date
environmental technological applications and regular training for employees would impart legitimacy
to firms to facilitate their operation in these countries.

Although firms in Quadrant II countries could be more relaxed on environmental requirements,
adopting a more active approach to pollution prevention could still attain benefits, such as reduced
costs, an improved image, and the consequent related advantages over their counterparts. Moreover, a
high level of growth priority and FDI incentives are appealing to foreign investors. They especially
emphasize and are more willing to implement active environmental practices in these countries.
In contrast to Quadrant I countries (Argentina, Mongolia, Venezuela), they have more incentives
to exploit the lax environmental regulations to offset the increased cost caused by the host’s hostile
environment. Therefore, they often respond adaptively with minimal environmental efforts in these
countries. Thus, we present Proposition 2a and Proposition 2b.

Proposition 2a. EMNEs are more likely to deploy more active green governance response patterns when the
host countries impose a higher level of green priority.

Proposition 2b. EMNEs are more likely to deploy more active green governance response patterns when the
host countries impose a higher level of growth priority.
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5. Discussion

5.1. Firm-Specific Capabilities Influence Emnes’ Location Choice

With the international investment flows increasing, environmental regulations have emerged
as important determinants of corporate investment, and traditional barriers to trade have been
dismantled [10,96]. Different environmental standards embody different entry requirements and
lead to different competitive intensities. Competitive intensity is one of the most important factors
of decision making in firms’ choice of foreign location [153,154]. It is a function of the number of
competitors in the market and the potential opportunities for future growth [155]. In countries with
strict environmental regulations, the rigorous environmental standards have induced a high barrier to
entry, which has helped filter out firms that are not up to scratch while vying with fewer competitors in
the country: these factors allow the remaining firms to seize a large share of the profits. On the contrary,
in countries with lax regulatory standards, EMNEs may confront more competitors, many of which
are local artisanal and small-scale companies. This leads to direct conflict and competition for natural
resources and market access [156]. Due to undeveloped environmental monitoring and enforcement,
these companies enjoy a very low compliance cost and are deeply rooted in local communities [6].
For EMNEs, it is costly to conflict with these companies and communities [157]. Strong environmental
capabilities help EMNEs distance themselves from the stereotypes of their home countries in an attempt
to overcome their liability of origin, thereby removing barriers to legitimation in environmentally
sensitive countries [90]. Firms that possess low environmental capabilities are more likely to face
heightened barriers to entry, lag in international deployment, and encounter more intense competition.

It has been argued that economic growth is equivalent to a higher average income [158]
and thus a higher average consumer budget [159], which leads to diverse market needs and
picky consumers [149,150]. Thus, EMNEs need strong technological capabilities to move beyond
organizational limits and develop new products and novel solutions to better satisfy market needs [160].
Strong technological capability can enable firms to adapt their operations to new operating conditions,
accelerate new product development, and create open innovation to dismantle knowledge boundaries
and break organizational growth limits [28,32,102,161]. Moreover, strong technological capabilities
coupled with a robust product design process lead to fast product development and new high-quality
products [160,162], which propel firms ahead of competitors [163]. By reaching customers in countries
that prioritize economic growth, EMNEs are more likely to earn acceptable returns on invested capital
and align their technological capabilities with host countries’ growth opportunities. Our findings also
reveal that technological capabilities can help EMNEs become more competitive and better grasp the
host countries’ growth opportunities.

5.2. Green Governance Contexts Determine Emnes’ Response Patterns

FDI policies and environmental regulations can differ across countries, thereby allowing EMNEs
to mobilize in response to opportunities and threats in different green governance contexts. On the
basis of our findings, we propose that context-specific factors influence firms’ green governance
response patterns in two aspects.

First, regulatory pressure clearly influences the implementation of environmental responses
and practices [86,128]. Companies doing business in advanced economies and environmentally
sensitive countries may face strict regulations on environmental responsibility and stewardship of
natural resources [164]. Therefore, adopting more active green governance response patterns can be
considered as a means of survival in the host countries which impose a higher level of green priority.

Second, it is argued that the active adoption of green governance response patterns could enable
firms to influence consumers in order to obtain higher prices for their products; lower the costs
of labor, capital, and environmental regulations; and gain access to government assistance and
payments [165,166]. Thus, implementing active green governance response patterns can realize general
long-term business benefits for firms [167,168]. If company managers believe that there is a strong
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potential business opportunity for environmental management, they will be more inclined to comply
with strict environmental regulations and integrate environmental practices into the design and
operations of their businesses in the long run [169].

5.3. Theoretical Model

On the basis of the results and discussions, we propose the following theorized conceptual model
(Figure 7) to help us understand the alignment between MNEs’ IB strategies, green governance, and
firm-specific capabilities. The left part of the model is the green governance context. We argue that
different green governance contexts are caused by different policy preferences for green priority and
growth priority. The formation of green governance policy is a complex process and can be analyzed
by the DPSIR framework. The Drivers–Pressure–State–Impact–Response (DPSIR) framework is a
functional analysis scheme for structuring the cause-effect relationships at macro-levels, such as nations
and regions [170]. It is the prelude to the formulation of green policy and growth policy, and eventually
creating different green governance contexts. The right part of the model is MNE’s global sustainability
development capability portfolio. We propose that both the external green governance context and
an internal MNE’s capability portfolio will influence an MNE’s IB strategies. Looking through the
framework, it is argued, will enable scholars, managers, and policy makers to connect macro national
green governance policies to micro firm specific capabilities, and will be of use for future scientific
enquiry and policy analysis.Sustainability 2019, 11, x FOR PEER REVIEW 15 of 33 
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6. Conclusions

6.1. Summary and Implications

Successful IB strategies rely on the alignment between the organizational capabilities and the
global business environment. However, there is still scant research on how firms’ IB strategies are
shaped by internal firms’ specific capabilities and external governmental green governance policies,
partly because of the simple dichotomous typology of the green governance context, and partly because
of the challenge in obtaining effective information about strategists’ decision-making processes and
firms’ environmental practices.

Governmental green governance, by its nature, is dynamic. Through decades of continuous
efforts toward environmental protection, many countries that are formerly known as developing,
poor, or southern have made significant progress in environmental protection legislation and
enforcement [47,48]. In addition, many governments have increasingly come to see FDI as an important
driver of economic growth [10]. This paper contributes to the green governance literature by extending
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the green governance context typology, with a particular focus on EMNEs’ IB strategies in different
green governance contexts. Specifically, we argue that it is time to move beyond a simple dichotomy
that divides the world into developed and developing, rich and poor, or north and south countries.
There is a need to consider more fine-grained notions of green governance contexts with varying
degrees of FDI attractiveness and environmental regulatory stringency. These differences contribute to
a reinvigoration and extension of IB strategies related to green governance.

Through a strategic fit perspective and resource-based view, this study investigates interfirm
differences in investment location decisions and classifies different response patterns. In this paper, we
argue that because EMNEs are heterogeneous in their environmental capabilities and technological
capabilities, they are also heterogeneous in their preferences for and responses to green governance
contexts. As a result, EMNEs develop distinct IB strategies. According to the results obtained from
a sample of 11 Chinese pollution-intensive MNEs, we find that: (1) the green governance context
is a significant factor in MNEs’ global location choice and is an important driving force behinds
MNEs’ response patterns; (2) environmental capabilities enable MNEs to pass through a host country’s
environmental entry barrier and facilitate a wider global business deployment; (3) technological
capabilities help MNEs become more competitive and better harness the host countries’ growth
opportunities; (4) four types of green governance response patterns are proposed and validated; and
(5) both strict environmental regulation and friendly FDI policy can positively influence MNEs to adopt
more active response patterns, and greater availability of environmental capabilities and technological
capabilities does not affect MNEs’ environmental commitment. These findings suggest that in order
to succeed in different green governance contexts, EMNEs seem to seek alignment between internal
capabilities and external green governance context.

Finally, this study highlights several implications for managers and policymakers. First of all, it
is essential for MNEs to pay more attention to developing their environmental capabilities, as firms
lacking environmental capabilities are more likely to face heightened barriers to entry and public
scrutiny and are more likely to lag in international deployment. Second, the findings highlight the
need for technological capabilities to enhance EMNEs’ competitive advantage. Most EMNEs have
a deficit in technological capabilities. It is argued that open innovation can be an effective means to
dismantle the knowledge boundary and enhance an organization’s technological strength [32,161].
Third, in addition to the firm’s role, we highlight the decisive role played by government agencies.
Government agencies should be involved and encouraged to provide incentives and financial support
to firms deploying active environmental approaches that benefit local environmental protection.

6.2. Contributions

This study makes three primary contributions.
First, this study delineates a more fine-grained notion of the green governance context with

varying degrees of FDI attraction and environmental protection. Related previous research has largely
centered on a simple dichotomy that divides the world into developed and developing, rich and poor,
or north and south. This type of superficial classification limits our understanding of diverse green
governance contexts. These differences contribute to a reinvigoration and extension of IB strategies
related to green governance.

Second, the study extends our understanding of the heterogeneous EMNEs’ IB strategies that
are shaped by external green governance contexts and internal firm-specific capabilities. Previous
research has explored the effects of FDI policy and environmental regulation on firms’ IB strategies
individually. However, the previous research has rarely considered the two effects on EMNEs’
IB strategies simultaneously. In practice, when firms expand abroad, they encounter a unique
combination of national policies that define the “rules of the game” for doing business in that particular
country [171]. Moreover, previous research has not investigated firms’ specific capabilities that can
be developed and deployed to enable these organizations to proactively prepare to harness the
opportunities and mitigate the threats. Therefore, we contributed to the previous research on the
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international strategy-capability-environment alignment of EMNEs in a fine-grained typology of the
green governance context.

Third, this study empirically develops an exploratory taxonomy of green governance response
patterns that capture the major responsive engagement among EMNEs. It is helpful for IB scholars to
further their understanding of the conceptual schemes of green governance underpinning localization
and legitimization practices in host countries. The taxonomy of green governance contexts and firms’
response patterns also contribute as a roadmap for business decision makers to choose the appropriate
IB strategies in global markets.

6.3. Limitations and Future Research

This study also has limitations which present avenues for future research. First, our interviews
focused on the managers of the sample firms, but each manager provided the environmental practices
and performances in different breadths and details to best serve their own stakeholders. Although we
have made some efforts, including the design of our interview, to correct this bias, the evaluation might
not completely reflect the firm’s actual environmental performance and capabilities. Future studies
could extend the pool of interviewees to local environmental departments and NGOs to depict the
sample firms through multiple channels of information. Second, employing multiple case studies
does not effectively test the linkages between governmental green governance policies and EMNEs’ IB
strategies or the linkages between firm-specific capabilities and EMNEs’ IB strategies. Future research
is needed to explore the generalizability of our findings. It is suggested that research focuses on MNEs
from other emerging economies, preferably using a cross-sectional survey data set or longitudinal
approach to gather more evidence to confirm or refine our findings. Third, this study focuses on the
governmental force placed on firms’ IB strategies. However, green governance mechanisms involve
many players, such as governments, firms, social organizations, and the public [1,21]. Scherer and
Palazzo noted a governance shift from a governmental force (formal rules and sanctions) to a civil
force (voluntary self-regulation) [172]. This new “civil governance” infrastructure is characterized by
non-legal forms of regulation at an international level [173]. Future studies may concentrate more on
the effects of non-state forces, such as the public, media, and NGOs, on MNEs’ IB strategies. Fourth,
this study focuses on natural environmental issues, which is one aspect of green governance and
sustainability. Green governance is a very broad concept that includes long-term economic, social, and
environmental sustainability [1]. Future research could extend green governance research to a broader
perspective. For example, most of our sample firms are mining companies. In the mining sector,
financial guarantees are a popular practice for ensuring environmental reclamation and employee
aftercare after the mine’s closure. The financial guarantee mechanism involves both environmental
sustainability and social sustainability. Future studies could widen the scope for a broader view
and focus more on multifunctional mechanisms In sum, this study takes an initial and exploratory
step toward the international strategy-capability-environment alignment of EMNEs in different green
governance contexts. Further studies are necessary to examine and refine the validity of our findings.
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