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Abstract

Technology transfer offers global firms an opportunity to reduce costs of serving emerging
markets as well as source from the low-cost country for their home markets. However, it also
poses risks of potential technology imitation by local competitors who may enter the
emerging market and invade subsequently the global firms’ home markets as well. We study
the competition between a global firm and a local imitator in both markets and examine how
the competition affects the global firm’s technology transfer and sourcing decisions, and the
local competitor’s imitation and exporting choices. We examine the impact of various factors,
such as market characteristics, cost structures, intellectual property protection policies, firm-
specific advantages and disadvantages in production and distribution. Our model broadens
the traditional view of firms balancing between avoiding technology leakage and exploiting
factor-cost difference by incorporating sourcing opportunities for their home markets. We
find three possible optimal strategies: “Local Content”, “Export Platform” and “Global
Platform”, and characterize the above factors that drive which of these strategy will result in
equilibrium. Some interesting results arise. For instance, in some cases, larger size of the
emerging market could induce the global firm to transfer less technology, and higher
imitation cost does not necessarily lead to more technology transfer.
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