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Abstract

Internationalizing far later than other sectors, healthcare has seen trade and
foreign direct investment (FDI) grow in recent years. While part of the service
economy, healthcare has unique features that distinguish it from other service
sectors and imprint on its globalization and spillover patterns. In this paper, we
review the trends in healthcare internationalization, its drivers, and the
obstacles standing in the way. We outline the special characteristics of the
healthcare sector and how they affect the positive and negative spillovers from
trade and FDI for home and host-countries. Implications for international
business theory, research, and policy are delineated.
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INTRODUCTION

Healthcare has been one of the last sectors to internationalize,
trailing not only manufacturing but also many other services. The
sector’s globalization is picking up steam, however, with trade and
foreign direct investment (FDI) growing. In 2005, the global value
of international trade in healthcare services was estimated at US$33
billion (Mortensen, 2008), doubling between 2003 and 2010
(Lautier, 2014). UNCTAD data show global FDI stock growing from
$1 billion in 1990 to $38 billion in 2015. By 2018, the combined
FDI stock in the US and the EU surpassed $24 billion, while total
accumulated FDI flows to China and India reached $9 billion in
2020.

International business (IB) started with a manufacturing focus,
and, while research expanded to service multinational enterprises
(MNEs) (Boddewyn et al., 1986; Campbell & Verbeke, 1994;
Goerzen & Makino, 2007), scholarship is scant, and more so when
it comes to healthcare. Following Toyne and Nigh's (1998)
comment on the value of contextualization for IB theory develop-
ment, we tap the opportunity that the sector, a frontier of
globalization, offers.

In this paper, we review healthcare internationalization, its
patterns, drivers, and roadblocks. We assess the uniqueness of the
healthcare sector, look at the positive and negative spillovers from
trade and FDI, and weigh implications for IB. Our key research
question is how healthcare’s unique features explain its late
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internationalization as well as trade and FDI pat-
terns. In addition to bringing to light a hitherto
neglected IB research domain, we seek a number of
contributions. First, we add to the debate on why
MNEs exist. Second, we showcase the mutuality of
home- and host-country spillovers in two-way trade
and investment flows. Third, we contribute to
industry characterization by pinpointing the ram-
ifications of values and quality capture. Fourth, we
identify data points and research directions that
will be useful for IB studies on healthcare. Finally,
we chart policies concerning a sector whose worth
has been painfully elucidated during the COVID-19
pandemic.

HEALTHCARE: SECTORAL CHARACTERISTICS

AND INSTITUTIONAL ATTRIBUTES
The prominence of sectoral features in shaping
internationalization path and scope has long been
underscored (Dunning, 1980; Hitt et al., 2006;
Markusen, 1984; Oh et al., 2019). Healthcare is a
service sector, a segment whose special features,
e.g., intangibility, inseparability, heterogeneity,
customizability, and perishability, have been
flagged (Boddewyn et al., 1986; Mills & Morris,
1986). Services, as Dunning and McQueen (1982)
note, are less location-sensitive, exceptions
notwithstanding. Still, even among services,
healthcare stands out (Table 1).

First and foremost, healthcare is entrusted with
human life, a sanctified individual and social value
(Cutler & Richardson, 1998). As Hall and Jones
(2004: 39) write, “...life is extremely valuable, and,
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years of life.” Even medical interventions that are
not lifesaving can greatly impact life quality. Life
and safety are also paramount in aviation, but in
medical care there is no aspiration for “zero mor-
tality”. While quality control is also important in
hospitality (Casson, 1982), it is more so in health-
care, where consequences of subpar performance
are ominous.

Second, Javalgi et al. (2003) divide services into
three groups (contact-, vehicle-, and asset-based),
and healthcare belongs to the first. Despite remote
x-ray reading and the advance of telemedicine,
healthcare is contact-based (Clark et al., 1996) and
locally confined. Like social work agencies, health-
care outfits are “human service” or “people-process-
ing organizations” (Hasenfeld, 1972; Uner, Cetin, &
Cavusgil, 2020), where the client is not only an
active participant in service delivery but is at its
very center. In healthcare, the intensity of the
contact and its repercussions, are an order of
magnitude higher.

Third, from an organization theory perspective,
healthcare delivery is complex. Healthcare services
are heterogeneous, ranging from clinical consulta-
tion to the diagnosis and treatment of a fatal
disease, based on multiple bodies of knowledge
residing in dozens of subspecialties. Thompson
(1967) classifies technology in hospitals as “inten-
sive”, as opposed to “pooled” or “sequential”, as
patients are shuffled back and forth between units
and providers whose interdependent responsibili-
ties overlap or complement. The need for cus-
tomization based on medical and personal
conditions bumps against regulations and the

as we get richer and richer, the most valuable  standardization sought by large chains and
channel for our spending is to purchase additional
Table 1 Sectorial characteristics: Manufacturing, services, and healthcare
Manufacturing Services Healthcare
Separability from users Yes No No
Intensity of users contact Low High Very high
Value of good/service Low to high Low to high Medium to extremely
high
Perishability Non-perishable Perishable Perishable
Inventory Yes No No

Ratio of skilled staff
Government regulation

Low to medium

aircraft)
Difficulty to ascertain quality ~ Relatively low
Involvement of religious Low
organizations
Globalization High

Low (e.g., garments) to high (e.g.,

Very low to very high
Low (e.g., hotel service) to high (e.g.,

Extremely high
Extremely high

air travel)
Low to moderate Extremely high
Low Moderate

Moderate (e.g., law) to high (e.g.,
consulting)

Very low
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government bursars, adding complexity, as does
the power of healthcare professional associations
which compete for control with organizational
hierarchy in hospitals and clinics (Sorensen &
Sorensen, 1974). Given the sophisticated knowl-
edge base and limited transparency, it is difficult to
evaluate the quality of medical services (Zeithaml,
1981), especially for a layperson.

Fourth, regarded a public good, a human right,
paid for, directly or indirectly, and often also
delivered by the state or its agencies, healthcare
has a relatively low degree of “commercialization”.
Investment, from a transaction costs perspective, is
asset-specific, as hospitals can hardly be converted
to other uses (Lethbridge, 2011). Public ownership
in healthcare is widespread, and private and for-
profit service usually play a supplementary role.
High entry barriers make healthcare less “tradable”
and “investable” than other services, as trade and
FDI are strictly regulated. More often than not,
government-provided or -subsidized insurance,
such as the US Medicare, does not apply beyond a
country’s borders. Even where not handled by and/
or paid for by government (a public or single payer
system), the state retains a role overseeing the
sector. Licensing is more onerous than in most
other services (Vandermerwe & Chadwick, 1989),
and the state is involved in setting and negotiating
prices.

While all sectors are sensitive to cultural and
institutional cues, the sanctity of human life and
the nature of delivery make healthcare more so. As
opposed to the limited engagement in, say, busi-
ness consulting, medical conditions bear on the
entire family, increasing the importance of cultural
and religious compatibility (Fetscherin & Stephano,
2016). The larger “contact surface” and the intense
contact between provider and consumer amplify
home- and host-country differences, setting the
stage for conflictual friction (Shenkar, Tallman,
Wang, & Wu, 2020). The impact of institutional
differences is amplified by the heavy government
role in terms of strict regulation, major state
ownership, and payer role, which, together with
customization, lower the potential for system
compatibility.

HEALTHCARE INTERNATIONALIZATION:
MODES AND PATTERNS
Compared with manufacturing, services have low
internationalization: they account for over 70 per
cent of the world economy but only a quarter of

global trade. Even compared with the services and
social infrastructure sectors, healthcare has been
late to globalize (UNCTAD, 2004). This latecomer
status is related to the aforementioned features of
the sector, as well as broader obstacles to trade in
services (Samiee, 1999). The rising, though still
modest, international trade in healthcare is consis-
tent with an overall increase in globalization. At
the firm level, healthcare internationalization is
explained by monopolistic competition, location
advantages, and transaction costs (Caves, 1971;
Dunning, 1980; Hymer, 1960). Patterns are gener-
ally consistent with the Uppsala model (Johanson
& Vahlne, 1977): a hospital chain may start by
serving foreign patients before establishing a for-
eign affiliate. Given the complexity and high
barriers, success requires the leveraging of dynamic
capabilities and trust (Fregidou-Malama & Hyder,
2015; Uner et al.,, 2020), the latter having an
amplified role in the sector.

Modes of International Service Provision

In a broad sense, healthcare actors are those
catering to the end consumer, e.g., hospitals and
clinics; goods producers, e.g., medical device man-
ufacturers; service suppliers, e.g., drug distributors;
private insurers; and premise providers and main-
tainers (Holden, 2005). We focus on the first group
whose primary focus is the delivery of healthcare
services, including internationally via four Modes
defined by the World Trade Organization (WTO)'s
General Agreement on Trade in Services (GATS).

Applying the standard classification to health-
care, Chanda (2002) sees Mode 1 as the cross-border
supply of healthcare services, including the “ship-
ment of laboratory samples, diagnosis, and clinical
consultation via traditional mail channels, as well
as electronic delivery of health services, such as
diagnosis, second opinions, and consultations”
(2002: 158). Growth in this mode benefits from
fewer obstacles and technological development.
Expert consultations can now be delivered elec-
tronically, bypassing travel for provider or patient,
limiting regulatory burden, and reducing wage
costs, as with an Indian radiologist who reviews a
US-generated CT scan.

Mode 2 is the consumption of healthcare services
abroad, namely the foreign travel of patients for
diagnosis and treatment, labeled “medical tour-
ism”. The OECD distinguishes medical tourism
from “health tourism”, the latter involving non-
hospital facilities and complementary or alternative
medicine rather than core intervention (Lunt et al.,
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2010). Treatments include cosmetic surgery, den-
tistry, cardiology/cardiac surgery, orthopedic sur-
gery, bariatric surgery, fertility/reproductive,
(organ, cell, and tissue) transplantation, eye sur-
gery, and diagnostic. For example, US patients
travel for “orthopedic surgery, cosmetic surgery,
cardiology (cardiac surgery), oncological care, and
dentistry” (CDC, 2018).

Mode 3 is commercial presence (akin to FDI):
“the establishment of hospitals, clinics, diagnostic
and treatment centers, and nursing homes”
(Chanda 2002: 159). Often, healthcare FDI is
prohibited or limited to ownership categories
(e.g., private), type of operation (e.g., clinics vs
hospitals) or treatment type (e.g., plastic surgery).
Foreign investors face close scrutiny, and the ability
to bring medical staff is limited by licensing to
assure quality and to protect domestic providers.
Apart from equity investment, foreign healthcare
providers establish commercial presence via non-
equity modes, as discussed later.

Mode 4, the presence of natural persons, involves
the provisional travel of healthcare professionals to
provide care abroad. While reports exist on the
travel of foreign staff to provide pro bono care or
offer training in a developing country, we lack data
on compensated, temporary expatriates who travel
to provide treatment.

Official statistics on the four modes of service
provision, including their sectorial breakdown, are
limited. Some compilation efforts have been made
at the national, regional, and global levels based on
balance of payments data and foreign affiliates
statistics (Mann, 2017; Rueda-Cantuche, Kerner,
Cernat, & Ritola, 2016; Wettstein et al., 2019).
Regarding medical tourism, Patients Beyond Bor-
ders (2015) estimates a market of $46-72 billion,
based on 7-11 million cross-border patients, spend-
ing $3,800-6,000 per visit. The World Tourism
Organization (2016) sees a market of 14 million
medical tourists, growing by 25 percent a year.
Those estimates must be taken with a grain of salt:
they are not systematically collected, travelers
rarely indicate entering a country for treatment
purposes, and nor do hospitals have to report
foreign patient admission.

International Trade Flows

The rising international trade in healthcare has
been driven by an overall increase in globalization,
growing and cheaper mobility, access to data on
treatment options abroad, electronic transfer of
medical records, remote follow-up, regulatory
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easement in insurance and licensing, and ethnic
migrant clustering that creates a social support
network for incoming patients. Among the regula-
tory changes, for instance, European Court of
Justice rulings allow EU residents to receive treat-
ment in member states other than their own under
certain circumstances (Bertinato et al., 2005). At
the individual level, healthcare trade is subject to
perceptions concerning costs and benefits (Chaula-
gain, Pizam, & Wang, 2020).

Trade flows run from developing to developed
nations and vice versa. The flow of developing
nation patients to a developed country is the older,
rooted in low standards in developing nations
(Reading, 2010), where providers are presumed to
provide poor quality — many lack formal training,
and skill upgrade is limited, as staff leave for
greener pastures. In the US, the total number of
inbound foreign-trained doctors surpassed 200,000
in the mid-2010s; the largest six sources were all
developing or emerging economies. This number
does not include provisional assignments. For
example, Cuba has 28,000 physicians and nurses
on temporary duty abroad, and medical services
made up 46% of Cuban exports in 2019 (Econo-
mist, 2020). Rajshekhar et al. (2001) found a
country-of-origin effect for services, especially
where little is known about a product (Harrison-
Walker, 1995). Growing income in emerging
economies and an increase in high-end, private
insurance programs further support this flow.

The inverse patient flow from developed to
developing markets is more recent but increasingly
robust. Lautier (2014) reports that, between 1997
and 2010, exports of healthcare services from
developing to developed markets have grown faster
than in the other direction (12.3 vs 5.0 percent).
Costa Rica, Singapore, and Thailand are top on the
global medical tourism index (Fetscherin & Ste-
phano, 2016). Malaysia, Thailand and Singapore
are magnets in the Association of Southeast Asian
Nations (ASEAN), with an estimated 4 million
patients in 2017 (ASEAN Secretariat & UNCTAD,
2019). With 660,000 medical tourists arriving in
2019, Turkey is also a top-ten destination, aided by
a large diaspora (Dalen & Alpert, 2018; Uner et al.,
2020). Specialization is also at play, for instance,
Thailand and India in orthopedic and cardiac
surgery, and Eastern European countries in dental
surgery (Smith et al., 2011).

Al-Amin et al. (2011: 206) explain the drivers of
developed-to-developing flow as “lower costs of
care, absence of rationing as prevalent in many
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developed countries with wuniversal healthcare,
access to procedures proscribed by regulatory
authorities in home countries, and belief in alter-
native systems of medicine”. Significant cost differ-
ences, e.g., in heart-valve replacement (Smith et al.,
2009) and inpatient knee surgery (Mattoo &
Rathindran, 2006), entice demand. Patients in a
single payer system or on a limited private plan are
motivated by wait time, especially for elective care
or procedures, such as kidney transplants. An
increase in physicians with developed country
degrees helps allay quality concerns, as does
accreditation (Lunt et al., 2010). Improved facilities
are available to foreign patients thanks to private
investment, while governments invest in infras-
tructure and ease visa procedures.

Foreign Direct Investment

Global FDI stock in health services rose from $1
billion in 1990 to $38 billion by 2015, according to
preliminary UNCTAD data. Developed countries
account for most (Herman, 2009; Khorana, 2016),
but the share of developing and transition econo-
mies exceeded 20% by 2015. ASEAN, Brazil, China,
and India are major developing host economics,
while the EU, the UK, and the US are their
developed equivalents. The US is by far the largest
host: its inward FDI stock amounted to $9.7 billion
in 2015, one fourth of the global total; by 2018, it
had reached $16 billion. To put it in perspective,
inward FDI stock in the US totaled $4.3 trillion in
2018, with $2.6 trillion in services.

Among developing regions, Asia is the primary
FDI host. Many ASEAN members permit full foreign
equity ownership in hospitals, and the private
sector accounts for a high share (ASEAN Secretariat
& UNCTAD, 2019). In China, international joint
ventures are allowed in healthcare, and accumu-
lated FDI inflows in the sector reached $1.7 billion
between 2006 and 2020. With accumulated inflows
at $6.9 billion during 2000-2020, India’s attrac-
tiveness lies in high demand versus inadequate
supply, rising disposable income of a growing
middle class, and government policies that pro-
mote healthcare FDI (Govinda & Poornima, 2020).
A major recipient in Latin America, Brazil has
received increasing FDI in healthcare since its
opening in 2015, and inflows surged in 2019. In
the least developed countries, particularly in Sub-
Saharan Africa, where investment is urgently
needed, private foreign participation is limited.

Healthcare FDI in developed nations, the main
destination in 2003-2018, was mostly by mergers
and acquisitions, explained by established facilities
and the client base. In contrast, eight of the largest
ten greenfield healthcare investments during the
same period were in developing countries, with
most investors from higher income countries. The
eight projects brought in a total investment of $3.6
billion.

Healthcare MNEs invest and operate in general
hospital care, specialized care, and specific diagno-
sis/treatment (Lethbridge, 2015). They range from
public, non-for-profit hospitals and clinics to pri-
vate, for-profit firms, and operators of multiple
medical facilities, sometimes invested in by private
equity funds. In the global Fortune 500 of 2019,
two MNEs stand out: No. 241, US-based HCA
Healthcare, with revenues of $46.7 billion, man-
ages 185 hospitals and 119 surgery centers, includ-
ing 10 UK-based facilities, and No. 313, Germany-
based Fresenius, with revenue of $39.6 billion, is
more diversified and international, operating in
over 100 nations. Emerging country players are
now entering both developing and developed mar-
kets. In ASEAN, several international hospital oper-
ators, such as IHH Healthcare Berhad (Malaysia)
and Thonburi Hospital Group (Thailand), are active
players in the region, including China and India.
However, the number of healthcare MNEs looks
much lower than in other sectors, as does their
magnitude, something we discuss later.

Finally, non-equity modes of foreign participa-
tion in healthcare include management contracts,
contractual joint ventures, and franchising, often
involving collaboration between foreign and
domestic hospitals. This is somewhat surprising,
since the literature on service internationalization
presumes that non-equity investment will be lim-
ited because it does not permit close monitoring
and control to ensure quality (Boddewyn et al.,
1986; Dunning & Norman, 1983; Pérez, 2020).
Encouraged by the UK government, several UK
National Health Service hospitals have set up
overseas branches on a franchising basis, generat-
ing an export business of £100 million during
2016-2017 (Telegraph, 2018). In the US, interna-
tional arms of leading US academic medical cen-
ters, such as Partners Harvard Medical International
and Johns Hopkins Medicine International, have
forged partnerships in developing countries.

Journal of International Business Studies
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HOME- AND HOST-COUNTRY SPILLOVERS
Trade and FDI are known to generate spillovers,
although the broad literature focuses more on FDI
(see Stevens et al., 2013, for an exception), on the
impact on the host rather than the home country,
and on the flow from developed to developing
countries, where spillovers augment productivity
(Grossman & Helpman, 1991). Hymer (1960) rec-
ognized FDI as a comprehensive bundling of
resources (e.g., capital, technology, managerial
knowhow) that allow MNEs to compensate for
their weaker local knowledge and to generate
positive spillovers primarily via technology transfer
to a subsidiary and from there to local players
(Koizumi & Kopecky, 1977). Endogenous growth
theory links externalities to economic growth
(Romer, 1986), enhancing interest in FDI’s indirect
impact, primarily spillovers. FDI spillovers take
place via competition, demonstration and simula-
tion, personnel mobility, and enterprise spinoffs, as
well as linkages between foreign and domestic
firms, both vertical and horizontal (Liang, 2004).
Most studies on FDI spillovers focus on productiv-
ity, although non-productivity spillovers have been
examined (Aitken, Hanson, & Harrison, 1994;
Buckley et al., 2002).

Positive and negative spillovers occur for both
home and host-countries, yielding an ongoing
debate (Blomstrom, 1989; Damijan et al., 2013).
Aitken and Harrison (1994) found improved pro-
ductivity in a host-country when foreign partici-
pants join local firms in a joint venture but not
under other modes. A number of studies found
weak evidence for a host-country’s positive FDI
spillovers on labor productivity (e.g., Haddad &
Harrison, 1993; Ruane & Ugur, 2004), although FDI
has been found to enhance total factor productivity
(Hejazi & Safarian, 1999). Smeets (2008) identified
positive EDI spillovers for host-countries, while Wei
et al. (2008) found positive spillovers for both host
and home nations. Du et al. (2012) found that FDI
did not generate productivity spillovers via hori-
zontal linkages, but did so via forward and back-
ward vertical links; Havranek and Irsova (2012)
found support for backward spillovers only.

Here, we consider spillovers as externalities from
trade and FDI in healthcare, with positive and
negative ramifications. For example, healthcare
imports and FDI inflows can lead to either “crowd-
ing in” or “crowding out” of domestic firms,
depending on market conditions, firm capabilities,
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and linkages. Figure 1 presents a conceptual frame-
work to analyze potential spillovers for both home
and host-countries. To clarify, in medical tourism
(Mode 2), the home country is the nation whose
patients travel to another country to receive care; it
is the host-country that exports its services. In
healthcare FDI (Mode 3), the home country is the
country whose MNEs and/or agencies invest and
operate medical facilities abroad, whereas the host-
country is where these facilities are physically
located. The contents of the four cells focus on
trade spillovers.

Home-Country Positive Spillovers (Cell 1)

Positive spillovers from trade

The flow of domestic patients abroad (an export of
the counterpart nation) lowers pressure on domes-
tic facilities, resulting in lower costs, shorter wait
time, and more time with patients (presumably
leading to higher quality) as physician to patient
ratios improve. This holds true for both developed
and developing nations, but the potential benefits
to the latter are greater, given weaker infrastructure.
Developing countries may encourage patient out-
flow to alleviate resource constraints, whereas
developed nations will be happy to shorten treat-
ment queues without having to foot the bill.
Developed countries with a large portion of unin-
sured patients can benefit from alleviation of social
and political pressures to expand coverage, whereas
those with a single payer system will gain from a
shorter wait time for patients who stay at home.

Positive spillovers from FDI

Home countries that invest abroad directly or
indirectly via private, publicly traded and non-
profit entities benefit from scale advantages and the
referral of complex cases to domestic facilities,
supporting employment and tax revenue. Home-
country players also benefit from horizontal and
vertical linkages. While a developed country may
not have much to learn from a local provider, there
are still valuable lessons concerning patients’ values
and expectations which will serve it well when
receiving medical tourists and treating immigrant
population at home. Such engagement is also an
opportunity to lower costs via scale and by learning
“bottom of the pyramid” practices on logistics and
back office operations. When the investment is in a
developed market, a strategic investor may aug-
ment core knowledge, improving care.

Journal of International Business Studies
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Positive

Negative

Home Country

+ Pressure alleviation on domestic
system: shorter treatment wait
times; lower medical costs

+ Reduced government expenditure
+ Treatment for the underinsured

- Money leaving the country

- Underutilization of capacity

- Providers’ underemployment

- Loss of scale raises cost and
reduces efficiencies & expertise

- Eroding faith in health system

- Disincentive to develop capacity
- Follow-up procedures’ expense

Host Country

+ Creating centers of excellence

+ A model for domestic providers

+ Scale economies

+ Retention of medical providers

+ Creating positive country-of-origin

4.

- Overstay/migration of patients
- Birth tourism

- Crowding out of local patients

- Resentment re foreign patients’
(perceived) priority

effects

- Diverted public investment

Figure 1 Potential spillovers in international healthcare.

Home-Country Negative Spillovers (Cell 2)

Negative spillovers from trade

A drawback of patients leaving to obtain care in
foreign countries is that of capital leaving the
country to pay for the services, which is especially
problematic for poorer nations short on resources
and hard currency. More pronounced is underuti-
lization of existing capacity, whose quality may
degrade and costs rise with procedures turning less
routine, e.g., to a point where it is not economical
to buy equipment. This will lower the incentive to
upgrade and might lead to closure of clinics and
hospitals, many of which are already under strain,
depriving segments of the population of timely
access to advanced care. Medical staff may become
unemployed or underemployed and less proficient
as the volume of procedures is reduced, and as
experts take on foreign postings. Overall, there may
be an erosion of faith in the local system, as the

election to seek treatment elsewhere by those who
can afford it is interpreted as a vote of no
confidence.

Negative spillovers from FDI

An investment in healthcare facilities abroad will
mean not only less resources for investing at home
but it is also likely to reduce the inflow of foreign
patients who can choose a closer affiliate rather
than travel abroad, resulting in loss of revenues not
only for the domestic healthcare industry but also
for ancillary services, such as lodging. The negative
impact may be especially pronounced in develop-
ing and emerging economies that can ill afford the
revenue loss. Although most such investment
comes from private outfits, it is still a possible
substitute for investment in local facilities that are
often underequipped and understaffed, short-
changing patients who cannot afford a major
medical center or are too ill to get there. This

Journal of International Business Studies
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“hollowing out”, well known in the manufacturing
sector, may also have significant social
repercussions.

Host-Country Positive Spillovers (Cell 3)

Positive spillovers from trade

Receiving medical tourists from abroad has multi-
ple positives for a country, as it brings in revenues
not only to the medical facilities but also to
ancillary sectors, such as hotels, restaurants, and
travel providers. The benefit is amplified by family
joining the patient to provide logistic and emo-
tional support. While the benefit accrues to both
developing and developed nations, the revenue
stream is vital for the former, especially if in need of
hard currency. For developing nations, the flow
brings an upgrading of skills and facilities to meet
the higher expectations of developed country
patients and the requirements of foreign accredita-
tion, which will also benefit domestic patients.

Positive spillovers from FDI

By integrating global supply and demand to
improve patient access or share professionals, hos-
pital collaboration benefits developing nations
(Glinos & Wismar, 2013). Lesher and Miroudot
(2008: 19) argue that “foreign presence in the
services sector can have strongly positive direct
and indirect effects in the economy” via horizontal
and vertical (backward and forward) linkages. Else-
where, a positive impact for horizontal linkages is
found for small-scale, specialized clinic joint ven-
tures (Outreville, 2007), which is inconsistent with
findings on other sectors showing productivity
spillovers from vertical rather than horizontal FDI
(Du et al.,, 2012). This is not a surprise since
complex and tacit knowledge transfers better in
cohabitation. Suppliers benefit by using backward
linkages to upgrade and expand their customer
base, while competitors learn by observation and
by recruiting affiliate statf (UNCTAD, 2001). Che-
ung and Lin (2004: 25) list “reverse engineering,
skilled labor turnovers, demonstration effects, and
supplier—customer relationships” as spillover chan-
nels, most of which apply to healthcare.

Host-Country Negative Spillovers (Cell 4)

Negative spillovers from trade

One of the potential negatives for the host-country
that is a recipient of medical tourists is pressure on
local facilities, with foreign patients “crowding out”

369

local patients. Even where this is not the case (e.g.,
where dedicated facilities are built for foreign
patients), the influx is likely to increase social
friction as locals sense discrimination and attribute
long wait time and/or poor quality to diversion of
resources away from their needs, as qualified staff in
public hospitals may switch to higher paying jobs
in private affiliates. Another problem, found in
developed countries that are migration magnets,
such as Canada, is the emergence of “birth
tourism”, where foreigners arrange, mostly via
intermediaries, to give birth as a path to citizen-
ship. This burdens domestic facilities and creates
resentment on the part of locals, who see it not
only as placing undue burden on their facilities but
also a way to take advantage of a system paid for
with their taxes.

Negative spillovers from FDI

The broad literature reports a crowding effect of
FDI, where local players initially lose market share
but later recover to benefit from linkages with
foreign investors (Cantwell, 1989). While there is
no direct confirmation of that in healthcare,
potential spillovers seem limited to cross-border
joint ventures. The foreign party may not wish to
cooperate, however, as it targets a different set of
customers. In addition, as already noted, with little
ability to judge quality, patients rely on branding
and/or a country-of-origin effect, and may thus
view a joint service, especially in a developing
market, as compromising quality.

IMPLICATIONS FOR THEORY AND POLICY
Boddewyn et al. (1986: 54) opine that “specific
analyses of each service subsector should prove
more fruitful than the creation of a general cate-
gory of “service MNEs” in view of the heterogeneity
of this group.” We agree. Further, we believe that IB
researchers need to prioritize certain service sub-
sectors, and that healthcare should be given prior-
ity considering its significant theoretical and policy
implications. In this section, we reflect on how
healthcare internationalization fits with and can
inform IB and theory, provide policy recommen-
dations, and propose a future research agenda.

Theoretical Implications

The Hecksher-Ohlin theorem argues that nations
will export what they have in abundance and
import what they are short of (Heckscher, 1949;
Ohlin, 1933). From that perspective, the United
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States is expected to receive foreign patients from a
developing country that lacks advanced care, as it
does. Linder’s (1961) income-preference similarity
theory suggests that the more similar the product
demand in a pair of countries, the more trade will
occur between the two. While the theory primarily
separates agricultural and manufacturing goods, it
is applicable to services, healthcare included. The
new trade theory holds that interindustry trade is
governed by the Hecksher-Ohlin theorem, while
intra-industry trade is explained by industry spe-
cialization. Healthcare trade fits well with this
perspective as well as with the human skills
approach, which argues that, in a modern econ-
omy, national comparative advantage lies more in
workforce skills than in physical endowments.
While extant frameworks can explain the two-way
patient flow between developed and developing
nations, they do not explain the surge in developed
country patients obtaining care in emerging mar-
kets. In medical tourism, availability, price, and
quality matter, and trade is primarily for “high
value-added” services, for which costs of interna-
tional flights and accommodation are viable. Still,
when it comes to severe and fatal diseases, where
the potential benefit — human life and quality of life
— is of the utmost value, cost considerations, while
relevant, may take a back seat.

A corollary to the above observation is that
traditional industry categorization may be too
limited to capture the enigma of healthcare. Take,
for instance, the difficulty to ascertain quality, a
key feature of the sector. North writes that “if it is
difficult to measure the valued attributes in
exchange for goods and services, the problems
between principals and agents are even more
serious” (1984: 9). In theory, this should give rise
to internalization, creating an internal market to
compensate for market imperfections (Dunning,
1980), especially where quality and quality control
are paramount, which should give rise to MNEs
(Casson, 1982). Why is it, then, that we do not see,
at least so far, many large healthcare MNEs? Other
factors may be at play. In the Boddewyn et al.
(1986) terminology, healthcare is a location-bound
service. New technologies notwithstanding, this is
still the case. Healthcare MNEs rely on a large cadre
of expatriate staff, which is consistent with Rug-
man’s (1981) view that knowledge is the most
important firm-specific advantage. However, unless
a locality is specifically associated with health
(Weisz, 2011) or benefits from a diaspora

relationship, it is difficult to see what a low-income
host-country brings to the table.

The healthcare sector represents an opportunity
to revisit the seminal question of why MNEs exist
(Buckley & Casson, 1976). We find a relatively
limited number of healthcare MNEs, few on the
scale seen in manufacturing or other services. One
interpretation is that this is a product of the late
globalization of the sector and the multitude of
institutional obstacles that stand in the way. Those
obstacles limit opportunities to scale-up operations
— both at home and internationally — and, in turn,
reduce the ability to learn from a firm’s own
experience and/or from the experience of others.
Given healthcare’s unique features, this increases
the probability that any learning that does occur
might be erroneous, since it will be based on MNEs’
experience in sectors that are fundamentally
different.

Contractor (2012) argues that being multina-
tional is generally superior to remaining in the
home base, but acknowledges that certain contin-
gencies may introduce exceptions to this rule,
which, in turn, explains the bewildering range of
inconsistent results on the profitability of interna-
tionalization. While highlighting country-specific
and firm-specific contingencies that undermine the
allure of international expansion, Contractor is
critical of multi-industry research designs that
obscure the possible impact of industry. Health-
care, we propose, is a case in point. Due to the
sanctity of life and its public good positioning,
demand is mostly inelastic, so economy of scale
and diversification may not be a driver of interna-
tional expansion (Rugman, 1976), and the effi-
ciency-seeking motivation seems less alluring.

Discussing the internationalization of the service
sector, Boddewyn et al. (1986: 54) conclude that
“no special FDI-MNE theories for international
service firms are necessary”. Still, Li and Guisinger
(1992) identify a number of important features
differentiating MNEs in the service sector from
their manufacturing brethren, and Campbell and
Verbeke (1994) resolve that the strategic capabili-
ties required of service MNEs differ from those of
manufacturing MNEs. Rajshekhar et al. (2001) find
that, in service MNEs, like in manufacturing firms,
firm size and market characteristics are drivers of
internationalization, but competitive advantage is
not. Healthcare may pose a further challenge, in
the sense that a technological edge can only be
approximated via reputational signals that are

Journal of International Business Studies



The last frontier of globalization

Oded Shenkar et al. Z ; E

often domestic, which may limit the ability of firms
to grow into large MNEs.

Policy Recommendations

Healthcare is high on the agenda of many national
governments. The sanctity of life and the percep-
tion of healthcare as a public good translate into
higher expectations for a quality service at an
affordable price. Unfortunately, the role of trade
and FDI in the sector and its potential contribution
to what many see as a healthcare crisis is not often
considered. Internationalization is indeed a double-
edged sword, but done right it can do for healthcare
what it has done for other sectors before, namely
enhance productivity and growth to the benefit of
many and, eventually, most. In view of the insti-
tutional obstacles and spillovers, positive and neg-
ative, highlighted in this paper, governments in
home and host-countries, developed and develop-
ing alike, need to consider how to improve insti-
tutions and policies to better leverage resources,
minimize risk, and maximize the benefits of trade
and FDI in healthcare.

That healthcare possesses unique features and
faces special obstacles does not negate its positive
potential, but requires still higher cross-border
synchronization than in other sectors. At the
bilateral and regional levels, (re)negotiation of
trade and investment agreements needs to incor-
porate this sector for its unique aspects and needs.
At the multilateral level, the current agreement for
services trade, namely the GATS, is insufficient.
International organizations, such as the WTO,
should take the lead in envisaging a framework
for global cooperation in trade and FDI in health-
care. The ongoing plurilateral negotiation of the
Trade in Services Agreement could also play an
instrumental role in this regard. If the COVID-19
pandemic has taught us anything, it is that unitary
national efforts can only do so much and that
international cooperation is crucial.
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