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Is A Type Of Fdi In Which A Firm Duplicates Its Home Country Based Activities At The Same Value
Chain This phenomenon, often referred to as horizontal foreign direct investment (FDI), plays a significant
role in global business strategies. Companies engaging in this form of FDI aim to expand their market reach,
increase production capacity, or capitalize on regional advantages by establishing operations that mirror
their home country activities in foreign markets. Understanding this type of FDI is crucial for grasping
how multinational corporations (MNCs) optimize their global value chains and maintain competitive

advantages across borders.

Understanding Horizontal Foreign Direct Investment (FDI)

Definition of Horizontal FDI

Horizontal FDI occurs when a firm invests in a foreign country by establishing or acquiring production
facilities that perform the same or similar activities as those conducted in its home country. Essentially, the
firm duplicates its existing operations at the same stage of the value chain in the target market. This
strategy is often employed to serve local markets more effectively, avoid trade barriers, or tap into regional

growth opportunities.

Key Characteristics of Horizontal FDI

- Replication of Activities: The firm replicates its core activities in the foreign market.
- Market Expansion Focus: Primarily aimed at increasing market share in the host country.
- Cost and Efficiency Gains: Often involves leveraging local resources or market proximity.

- Reduced Trade Barriers: Helps bypass tariffs and import restrictions.



Why Do Firms Engage in Horizontal FDI?

Understanding the motivations behind horizontal FDI provides insights into corporate strategic planning.

Firms pursue this form of FDI for several compelling reasons:

Market Penetration and Expansion

By duplicating their activities locally, firms can better serve regional or local customer preferences, reduce
shipping costs, and improve delivery times. This proximity allows for tailored marketing strategies and

better customer engagement.

Access to Local Resources and Talent

Horizontal FDI can provide access to skilled labor, raw materials, or technology specific to the host country,

which might be unavailable or costly in the home country.

Competitive Advantage

Establishing a local presence through horizontal FDI can help firms stay ahead of competitors by securing a

larger market share and establishing brand loyalty.

Trade Barrier Avoidance

Producing within the target market helps firms circumvent tariffs, quotas, or other trade restrictions that

might hinder exports from their home country.

Cost Reduction

In some cases, operating in foreign markets can reduce costs due to factors like lower wages, favorable

regulations, or tax incentives.

Key Features of Horizontal FDI

To better understand this strategic approach, let's examine its core features:



1. Duplication of Activities

The main hallmark is the replication of existing activities, such as manufacturing, sales, or service

provision, at the same stage of the value chain.

2. Focus on Market Development

The primary goal is serving local markets rather than seeking resource-based advantages or diversification.

3. Investment at the Same Level of the Value Chain

Firms typically establish facilities that perform identical functions as those in their home country—like

opening a manufacturing plant or a retail store.

4. Strategic Location Choice

Locations are selected based on market potential, cost advantages, or proximity to customers.

Examples of Horizontal FDI in Practice

Understanding real-world examples helps illustrate how companies implement this strategy:

Automotive Industry

Major car manufacturers like Toyota and Ford have established manufacturing plants in various countries to

produce vehicles for local markets, replicating their home production processes.

Fast Food Chains

Companies like McDonald's and KFC set up outlets in different countries, offering similar menus and

service styles as in their home countries.

Technology Sector

Tech giants such as Apple and Samsung manufacture devices in multiple countries, duplicating their

production activities to meet regional demand.



Retail Sector

Retail chains like Walmart or Carrefour open stores in foreign markets, replicating their business model to

cater to local consumers.

Advantages of Horizontal FDI

Engaging in this form of FDI offers several benefits for firms:

1. Enhanced Market Presence

Establishing local operations increases visibility and brand recognition.

2. Cost Efficiency

Local production or sales can reduce transportation and logistics costs.

3. Improved Customer Service

Proximity enables faster response times and better customer support.

4. Competitive Edge

Early market entry and local adaptation can create barriers for competitors.

5. Risk Diversification

Expanding geographically spreads the firm's market risk.

Challenges and Risks Associated with Horizontal FDI

‘While advantageous, horizontal FDI also involves certain risks:



1. Political and Regulatory Risks

Changes in government policies, tariffs, or regulations can impact operations.

2. Cultural Differences

Misunderstandings or misalignment with local customs and consumer preferences can affect success.

3. High Investment Costs

Establishing new facilities requires significant capital expenditure.

4. Operational Risks

Managing operations across borders can be complex, involving supply chain issues and differing labor

standards.

5. Potential for Local Backlash

Host countries may view foreign firms with suspicion, leading to social or political resistance.

Horizontal FDI and the Global Value Chain

The Role in the Value Chain

Horizontal FDI duplicates activities at the same stage in the value chain, which can influence the structure

of a company's global operations. This duplication allows firms to:

- Serve multiple markets efficiently.
- Localize production to meet regional demand.

- Reduce dependence on imports or exports.

Impact on Competitiveness

By establishing multiple local operations performing similar activities, firms can better respond to market

changes, customize products, and build resilient supply networks.



Strategic Considerations

Deciding where and how to duplicate activities involves analyzing factors like market size, political

stability, infrastructure, and competitive landscape.

Conclusion: The Significance of Horizontal FDI in Global Business

Horizontal foreign direct investment, characterized by the duplication of home country activities at the
same value chain stage in foreign markets, remains a vital strategy for multinational corporations. It enables
firms to deepen their market presence, optimize operational costs, and respond swiftly to regional customer
preferences. While it offers numerous advantages like increased market share and cost efficiencies, firms

must also navigate challenges such as political risks, cultural differences, and high capital requirements.

In the context of global economic integration, understanding the nuances of horizontal FDI is essential for
businesses aiming to sustain competitive advantages in an increasingly interconnected world. As companies
continue to expand their footprints across borders, the strategic deployment of this type of FDI will remain

a cornerstone of international business expansion strategies.

Key Points to Remember:

- Horizontal FDI involves duplicating existing activities at the same stage of the value chain in a foreign
country.

- It primarily aims to serve local markets more effectively and avoid trade barriers.

- Benefits include increased market presence, cost advantages, and better customer service.

- Challenges include political, cultural, and operational risks.

- It plays a crucial role in shaping a firm's global value chain and competitive strategy.

If you're looking to delve deeper into how horizontal FDI impacts specific industries or regions, exploring
case studies and industry reports can provide valuable insights into this strategic international investment

approach.

Frequently Asked Questions



What is a common example of a firm duplicating its home country

activities abroad?

A common example is a manufacturing company setting up production facilities in another country to

produce the same products at the same quality and standards as in its home country.

How does duplication of activities across the same value chain benefit

multinational firms?

It allows firms to maintain quality control, reduce transportation costs, and better serve local markets by

replicating their core activities in foreign locations.

Is duplicating activities at the same value chain considered a form of
horizontal FDI?

Yes, it is a form of horizontal FDI where a firm establishes or expands its operations in a foreign country to

produce the same products or services as in its home country.

What are the main risks associated with duplicating activities in foreign

markets?

Risks include high capital costs, potential overcapacity, regulatory challenges, and the possibility of not

achieving expected market benefits.

How does this type of FDI impact local economies?

It can create jobs and transfer skills, but may also lead to market dominance by foreign firms and reduce

local competition.

‘What strategic reasons drive firms to duplicate activities abroad rather

than outsource?

Firms prefer duplication to maintain control over quality, protect intellectual property, respond quickly to

local demand, and avoid the risks associated with outsourcing or relying on third parties.

How does duplication of activities relate to the concept of 'greenfield

investment'?

Duplication often involves greenfield investments where firms build new facilities from scratch in the

foreign country to replicate their home country activities directly.



Additional Resources

Is A Type Of FDI In Which A Firm Duplicates Its Home Country Based Activities At The Same Value
Chain

Foreign Direct Investment (FDI) has long been a cornerstone of globalization, enabling firms to expand
their operations across borders, access new markets, and optimize their supply chains. Among the various
forms of FDI, one particularly intriguing and complex phenomenon is the replication of home country
activities in foreign markets—essentially, duplicating certain aspects of the firm's value chain in a different
geographical location. This practice raises critical questions about strategic intent, operational efficiency, and
competitive advantage. In this comprehensive article, we explore the concept: Is A Type Of FDI In Which
A Firm Duplicates Its Home Country Based Activities At The Same Value Chain, dissecting its theoretical

underpinnings, motivations, implications, and real-world examples.

Understanding the Concept: Duplication of Home Country
Activities in FDI

At its core, the question revolves around whether certain FDI strategies involve a firm establishing
subsidiaries or facilities abroad that replicate its existing activities at similar levels of the value chain as in
the home country. This does not merely imply copying operations but involves deliberate strategic
decisions to create parallel activities in foreign markets, often aiming to serve local markets or achieve

specific competitive objectives.
Definition and Scope

- Duplicative FDI: The establishment of foreign operations that mirror the firm's home country activities,
both in function and value chain positioning.
- Same Value Chain Level: Operations that perform similar functions—such as manufacturing, R&D,

marketing, or logistics—at comparable stages in the overall value creation process.
Key Characteristics
- Replication of activities rather than diversification or vertical integration.

- Often involves significant resource commitments.

- Aimed at serving local markets with similar products/services or creating a regional hub.



Theoretical Foundations and Typologies

Understanding this form of FDI requires grounding in several strategic and economic theories.

Internalization Theory

Internalization theory suggests firms prefer to conduct certain activities internally rather than through
external market transactions to safeguard proprietary knowledge and reduce transaction costs. When
applied to duplication, firms internalize activities abroad to maintain control and quality, leading to the

establishment of foreign subsidiaries performing similar functions to those at home.

The Uppsala Internationalization Model

This model emphasizes incremental internationalization based on experiential learning and market
commitment. Firms often start with low-commitment modes and, upon gaining experience, replicate core

activities in foreign markets, sometimes directly copying their home operations.

Global Strategy and Transnational Approach

Firms pursuing a transnational strategy seek to balance global efficiency with local responsiveness.
Duplicating activities in foreign subsidiaries enables firms to achieve cost efficiencies while adapting to local

market conditions.

Typologies of FDI Based on Activity Duplication

| Type | Description | Examples |

[ —— [— |

| Horizontal FDI | Duplicating the same activities at the same stage of the value chain in foreign markets |
Car manufacturers setting up assembly plants abroad for same models |

| Vertical FDI | Duplicating upstream or downstream activities | A firm replicating its R&D labs or logistics
centers abroad |

| Conglomerate FDI | Diversifying into unrelated activities | Entering a new industry segment in a foreign

country |

In the context of duplication, horizontal FDI is most relevant, as it involves replicating similar activities

across borders.



Strategic Motivations Behind Duplication of Home Country

Activities

Why would firms choose to duplicate activities rather than develop new or different operations abroad?

The motivations are multifaceted and often context-dependent.

Market Proximity and Customer Service

- Serving Local Markets Effectively: Duplicating manufacturing or R&D activities allows firms to respond
quickly to local customer preferences.
- Reducing Lead Times: Local duplication decreases transportation and response times, enhancing service

quality.

Cost Considerations

- Cost Savings: In some cases, duplicating activities may be more cost-effective than exporting or
establishing complex supply chains.
- Access to Lower-Cost Inputs: Establishing similar functions abroad might allow firms to leverage local

resources or labor advantages.

Protection of Intellectual Property and Market Control

- Avoiding Tariffs and Trade Barriers: Local duplication allows firms to circumvent import tariffs.
- Market Penetration and Competition: Duplicating core activities can pre-empt competitors from entering

or expanding in the market.

Strategic Asset Positioning

- Building Local Capabilities: Developing local expertise that mimics home operations can be valuable for
future innovation or expansion.
- Global Footprint as a Signal: A broad presence of duplicated activities enhances brand recognition and

market power.



Implications and Challenges of Duplicative FDI

While duplication can confer strategic benefits, it also presents significant challenges and risks.

Advantages

- Enhanced Market Responsiveness
- Improved Supply Chain Control
- Increased Market Share and Local Adaptation

- Potential Cost Efficiencies

Disadvantages and Risks

- High Capital Investment: Establishing similar facilities demands substantial financial resources.

- Operational Complexity: Managing parallel activities across borders increases managerial complexity.
- Potential for Redundancy: Duplicating activities without clear strategic justification may lead to
inefficiencies.

- Regulatory and Cultural Barriers: Local laws, labor practices, and cultural differences can complicate
replication efforts.

- Risk of Imitation and Loss of Competitive Advantage: Copying activities might erode proprietary

advantages if not managed carefully.

Case Study: Automotive Industry

Many global automakers set up manufacturing plants abroad that produce the same vehicle models as in
their home country. This horizontal FDI enables them to serve local markets efficiently but also involves

duplicating R&D, logistics, and marketing functions.

Real-World Examples of Duplicative FDI



Understanding the phenomenon through concrete cases illuminates its strategic nuances.

McDonald's Global Expansion

McDonald's often establishes local outlets that replicate its core operational model—standardized menus,
supply chain processes, and service protocols—mirroring its home country operations to ensure consistency

worldwide.

Apple’s R&D Centers

Apple has duplicated its R&D activities in countries like China and Israel, establishing facilities that mirror

its Silicon Valley operations to leverage local talent and innovation ecosystems.

Automobile Manufacturing

Major car manufacturers like Toyota, Ford, and Volkswagen have established manufacturing plants abroad

that produce the same vehicle models, replicating the entire value chain from assembly to quality control.

Tech Giants and Data Centers

Leading technology firms set up data centers across regions that mirror their core infrastructure, ensuring

data sovereignty, latency reduction, and operational consistency.

Future Trends and Considerations

The landscape of duplicative FDI is evolving, influenced by technological advancements, geopolitical shifts,

and sustainability considerations.

Technological Enablement

- Digital Twins and Automation: Advanced simulations and automation make duplicating activities more



feasible and cost-effective.

- Global Supply Chain Integration: Cloud-based systems facilitate managing parallel operations across borders.

Geopolitical and Regulatory Dynamics

- Trade Wars and Protectionism: Rising tariffs and regulations may incentivize firms to duplicate activities
domestically or in allied countries.
- Local Content Requirements: Governments demanding local value addition push firms toward duplicating

activities.

Sustainability and Resilience

- Building Redundant Capabilities: Duplicating key activities enhances resilience against disruptions like
pandemics or geopolitical conflicts.
- Environmental Considerations: Replicating activities might increase environmental footprints unless

managed sustainably.

Conclusion: Is Duplicative FDI a Strategy or a Necessity?

The question—Is A Type Of FDI In Which A Firm Duplicates Its Home Country Based Activities At The
Same Value Chain—touches on a nuanced strategic decision. In many cases, such duplication is driven by a
desire for local responsiveness, cost efficiencies, or strategic control. It can serve as a powerful tool for

multinational corporations to establish a robust global presence, ensure quality standards, and mitigate risks.

However, it also involves significant resource commitments and operational complexities. Firms must
carefully assess whether the benefits outweigh the costs and whether duplication aligns with their long-
term strategic objectives. As globalization continues to evolve, the trend toward duplicating core activities
across borders will likely persist, shaped by technological innovation, geopolitical shifts, and changing

consumer demands.

In sum, duplicative FDI is both a strategic choice and a practical necessity for many firms aiming to thrive
in an interconnected world. Its success hinges on meticulous planning, understanding local market nuances,

and maintaining the delicate balance between global standardization and local adaptation.
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