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ABSTRACT

Economic globalization has influenced the global in wide range. At the same time, more and more
attention is paid to the protection of intellectual property rights. In that case, this paper discussed how
intellectual property rights influence the economic business in different types of countries. This paper
used the quality method to analysis. Through analysis, the author considered that the developing
economies will have more complete system of Intellectual Property Rights Protection with the economic
development, which will raise the proportion of FDI. The countries with weaker level of Intellectual
Property Rights Protection need to choose suitable intellectual property protection method which can

match their own level of technology.
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I.  INTRODUCTION

Economic globalization is the main feature of the
development of modern world economy, and one of the
first manifestations of economic globalization is the
globalization of capital. Increasing the scale of cross-
border investment is the result of capital profit-making
and the globalization of capital means diminishing
globalization. Developed countries and transnational
corporations often use their monopoly position and
competitive advantage to seek profits and economic
resources of developing countries. As an important
institutional ~ arrangement to  encourage  social
innovation, the intellectual property system is one of
the key elements of discretion of multinational
enterprises in the process of deciding investment.
Intellectual property protection, as an institutional
arrangement, plays different roles in different levels of
economic development. It affects not only the ability of
innovate for a country, but also the flows of FDI. At
first, the background of this topic has been showed.
Secondly, the method of how intellectual property
protection system affects the strategic choices of
multinational enterprises has been discussed. Followed
by the two types of FDI and their respective roles in
countries at different levels of development have been
described. Finally, a conclusion and the future work
will be provided.

II. THE BACKGROUND

Intellectual property has become an important part
of enterprise competitiveness and an important symbol
of national soft power. The digital revolution and
technological breakthroughs in recent years have made
the intellectual property as a frontier interests of
economy and social as well as the politics (Ezell and
Cory, 2019). Intellectual property protection should be
based on the economic conditions and innovation
capacity of a country (Hargreaves, 2011). Besides,
intellectual property rights are often non-rivalrous
which means the marginal cost is small if there have
another agency use it (Ghosh, 2008). Comprehensive
intellectual ~ property legislation and effective
enforcement level can help to reduce the risk of
infringement and encourage enterprises to make long-
term investment in intangible assets in order to enhance
their  own innovation ability and  market
competitiveness (SAIZ and CASTRO, 2017).

IIl. THE THEORY OF SYSTEM ESCAPE AND
THE THEORY OF SYSTEM PROMOTION

The influence of the intellectual property protection
system of the host country on the overseas expansion of
enterprises is mainly divided into the theory of system
escape and the theory of system promotion. Institutional
escape theory holds that the institutional deficiencies
and market inefficiencies faced by enterprises of
emerging economies at their own country has led many
local companies to use overseas expansion as a strategic
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option to acquire strategic resources and avoid domestic
institutional deficiencies (Luo and Tung, 2007). Besides,
the institutional flaws in home countries stimulate
companies to make OFDI. Due to the fragility of the
home country system, that is, the various dimensions of
the system are not coordinated in parallel, thus creating
internal contradictions in the process of system
development, which encourages enterprises in emerging
economies to flee the home country system by way of
foreign investment (Witt and Lewin, 2007).

Contrary to the above theory, scholars who support
the theory of institutional promotion believe that the
host country system provides impetus and support for
the internationalization of enterprises (Hitt et al., 2004).
The higher the level of intellectual property protection
in the home country, the stronger the awareness of
intellectual property protection of local enterprises,
which helps to reduce the intellectual property disputes
in the international operation of enterprises, so that
enterprises have more confidence to make international
decisions. Furthermore, the better the intellectual
property protection system moves towards a market
economy, the better it helps to reduce government
intervention, promote contract enforcement, reduce
transaction costs, increase market effectiveness, and
thus promote the expansion of enterprises of emerging
economies into global markets. Furthermore, in
addition to enterprise resources and industry elements,
institutional forces will also significantly affect the
export behavior of enterprises. The study found that the
better the institutional environment in which the
enterprises are located, the higher the export tendency
of the enterprises.

IV. THE INFLUENCE OF INTELLECTUAL
PROPERTY PROTECTION ON THE INVESTMENT
CHOICE

Intellectual property protection can affect the choice
of investment of multinational enterprises in overseas
market by influencing ownership advantage, location
advantage and internalization advantage. The
ownership advantage of transnational corporations is
affected by the improvement of the level of intellectual
property protection by the market expansion effect and
the effect of market power. If the host country
enterprises have a strong ability of imitation, the
increase in intellectual property protection will increase
the ownership advantage and thus increase the way in
which multinational enterprises invest in overseas
markets. While, if the host country enterprises have
weaker imitation capacity, the effect will be opposite,
and the increase in protection will reduce the way of
multinational enterprises invest in overseas markets.
Secondly, strengthening intellectual property protection
reinforces location advantage, which encourages
Multinationals to move away from exports and towards
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technology licensing and foreign direct investment
(FDI)(Smith, 2001). In addition, if intellectual property
protection is strong enough, it will reduce the
internalization of multinational enterprises, in which
case they are encouraged to choose technology
licensing in a way that would replace the original
export and direct foreign direct investment (FDI) with
host  country  enterprises.  Besides, because
internationalization is highly dependent on the financial
resources of enterprises in the factor market, the better
the ability of the enterprise to obtain capital from its
home country, the stronger the enterprise's ability to
survive, and the more conducive to promoting the
internationalization process (Hoskisson et al., 2013).
The higher the level of intellectual property protection
in the region in which the enterprise is located, the
easier it is for enterprises to obtain capital and credit
from external investors, thus promoting the
internationalization process of enterprises (Liu and
Jiang, 2016). When the threat of imitation is high in
export markets, internalization advantages are
consolidated by raising the level of intellectual property
protection, and multinational enterprises are choosing
export and FDI as alternatives to the technology
licensing model. The level of patent protection in the
host country will have an impact on the choice of
export, FDI and technology licensing by multinational
enterprises at least through the following channels: on
the one hand, if the patent protection rights of the host
country is in a high level, the risk of imitation,
uncertainty factors and the transaction cost of
technology contracts will be declined, which in this
way encourage multinationals to choose the technology
licensing rather than direct exports. On the other hand,
if the patent protection of host country is in a low level,
enterprises will make a different choice. This is because
the weaker the protection of intellectual property rights,
the faster the technology licensee can learn and imitate
the technology of multinational enterprises, and even
set up new enterprises to compete with multinational
enterprises (Yang and Maskus, 2001).

V. HORIZONTAL FDI AND VERTICAL FDI

In addition, FDI can be divided into horizontal FDI
and vertical FDI according to motivation. Horizontal
FDI refers to the commodity produced by a
multinational enterprise in the host country is as the
same quality as the parent company, and the product is
mainly used for local sales. Vertical FDI, also known as
trade-oriented FDI, is motivated by cheap labor and
using local natural resources. A rough indicator of
differentiation is the destination of the final product:
products from affiliate of vertical FDI are used for
export, while local sales in foreign markets are more
likely to be a symbol of horizontal FDI (Ebghaei and
Akkoyunlu, 2018). The level of FDI in mutual
investment between developed countries has always
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been the mainstream of international FDI, and similar
per capita income and factor endowments make the
demand preferences of developed countries similarly,
knowledge assets can be invested in branches in
different regions withal loss-making, and multinational
enterprises have the need to further expand production
and take advantage of economies of scale and
knowledge assets can be nearly lossless combined into
different areas of the branch. All these factors can
satisfy the demand of multinational enterprises that they
need to further expand production and take advantage
of economies of scale. Vertical FDI is designed to
capture local cheap production factors, focusing
primarily on labor-intensive and resource-intensive
sectors rather than technology-intensive and R&D
sectors (Herman, Chisholm and Leavell, 2005). In the
case of Developing countries, China, according to the
documents from Industry Consulting Expert in China,
where horizontal FDI is the amount of $360 billion
used by affiliates for local sales, and vertical FDI which
is also the affiliate selling, is $338 billion, and the
number of horizontal FDI is roughly the same as
vertical FDI, thus showing that vertical FDI accounts
for a significant share of developing countries. The
mainstream of foreign investment in developing
countries comes from vertical FDI in developed
countries, and the intellectual capital of the parent
company can be further improved in different locations
to meet the needs of local consumers and then put into
production. Moreover, developing countries can be
divided into low-tech and medium-tech due to their
different levels of technology. When the product
technology level of developing countries is low and
vertical FDI is heavy, strengthening intellectual
property protection will attract more vertical FDI. Since
strengthen intellectual property protection will reduce
the barriers set up by transnational corporations which
avoid the cost of imitation and maintain the investment
motivation of transnational corporations. Thus, if
developing countries strengthen the protection of
intellectual property, it will increase the ability of
attracting FDI(Smith, 2001).

VI. CONCLUSION

With the development of economy and the
improvement of technological level, the proportion of
FDI in developing countries will gradually rise, and
effective intellectual property protection will lead to the
monopoly of multinational enterprises in developing
countries with weak imitation ability and medium
technological level. Developing countries with low
technological level should strengthen intellectual
property protection to attract FDI and they should
develop and choose the appropriate intellectual property
protection method which can match their own level of
technology. In the future work, the case study of the
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variation tendency of FDI from Japan and South Korea
for China in few decade years will be presented.
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