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New innovative clusters are emerging in cities such as Banga-
lore, Yizhuang, and São Bernardo do Campo. Increasingly, 
BRICS economies not only serve as outlets for products 

developed in the west, but also as wellsprings of innovation. This 
new situation creates a challenge for MNEs (Multinational Enter-
prises), who may have had sales and manufacturing for decades 
in these countries and regions, and now ponder whether they 
should also establish local R&D. The Brazilian market is a good case 
in point. Brazil has since long been an attractive market for many 
Swedish MNEs. Yet, it is unclear if these firms will allocate also R&D 
activities in their Brazilian subsidiaries. This article presents an ini-
tial response to the burgeoning question of if and how Swedish 
MNEs launch R&D subsidiaries in Brazil and what role subsidiaries 
may have in relation to corporate R&D. 

MNE subsidiaries in Brazil: From sales and manufacturing 
to innovation?
According to a survey conducted by the Swedish-Brazilian Cham-
ber of Commerce (2012), the main reason for most Swedish firms 
to operate in Brazil is the size and growth rate of the Brazilian mar-
ket. The second reason is the affordable manufacturing cost and, 
the third, to attend customers that they already had in Brazil. Thus, 
apparently, most Swedish MNEs do not consider Brazil as an att-
ractive country for conducting innovation. The survey also revea-
led that out of 79 Swedish companies operating in Brazil, 37 firms 
produced between 70-100% of the products commercialized in 
Brazil, while at the same time 18 firms did not have any production 
facilities in Brazil. While suggesting that many Swedish MNEs ma-
nufacture products in Brazil, this study provides little insight into 
if this also implies R&D activities. To find out more about this, we 
conducted an interview study of six Brazilian subsidiaries to Swe-

dish MNEs operating in manufacturing and engineering industries. 
Albeit limited, our findings reveal a common rationale to initiate 
R&D activities in order to satisfy specific product requirements and 
stronger national quality requirements in the growing Brazilian 
market. Indeed, some R&D activities resulted in high quality out-
puts i.e. new products, technologies, complementary services that 
generated new patents and scientific knowledge. Yet, on the other 
hand, we also noticed that some of the subsidiaries struggled with 
their R&D activities, partly due to limited support from headquar-
ters with regard to, for instance, resources, but also concerning low 
expectations from corporate headquarters as they did not express 
confidence in sufficient advanced and qualified scientific know-
ledge.

Roles of Brazilian subsidiary R&D activities
Drawing upon Bartlett and Goshal’s (1988) seminal work, and sub-
sequent extensions by Rugman, Verbeke and Yuan (2011) on sub-
sidiary roles in MNEs, we analysed the role of the six Brazilian sub-
sidiaries in Swedish MNEs. In Brazil, Swedish MNEs adopted four 
types of strategies for initiating R&D activities in their subsidiaries 
(see Figure 1). We name the first type of subsidiaries ‘implementer’ 
because it has low competences to perform innovation activities 
and is located in a market that is not interesting for headquarters. 
Frequently, this type of subsidiary is in an early phase of their re-
search activities, which could be triggered by significant Brazilian 
tax incentives for R&D. For example, although an acquired subsi-
diary developed a unique product type was developed in Brazil 
during the 80’s and 90’s and had been the industry leader bet-
ween 1997–2006, this subsidiary was not considered as a potential 
source of scientific and innovative knowledge for the headquarter 
for a long time. Not until 2006, it has received the global design
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software that could boost the production and design of new pro-
ducts.

A second type of subsidiary is the ‘black hole’ that has a high 
strategic relevance for headquarters but does not have the neces-
sary innovation capabilities. For this type of subsidiaries, although 
the growing market sales was the main motivator to operate in 
Brazil, the country regulations and specifications helped to speed 
up the incentives to conduct R&D activities. This decision can re-
sult in product innovations customized for the local market. We 
observed that this type of subsidiaries tend to open proprietary 
R&D laboratories to develop specific process and products for Bra-
zil. For example, one MNE decided to open a large Latin American 
R&D Center to establish new collaborations with Brazilian univer-
sities and suppliers to reinforce and compensate the lack of R&D 
experience, although this Center was later discontinued when in-
vestments dried up.

A third type of subsidiary is the ‘contributor’ that acquires or 
develops innovation capabilities and conducts innovation activi-
ties in an unattractive market for headquarters.  For this reason, far 
from the headquarter, this type of subsidiaries seek collaborations 
with local Brazilian universities and suppliers to satisfy customer 
requirements, identify new market opportunities, and develop 
necessary competences to improve its performance. For example, 
at one subsidiary, the collaboration with universities represented 
an alternative way to compensate the lack of internal resources 
and engineers to face increasing international competition. 

Finally, the ‘strategic leader’ is a type of subsidiary that has de-
veloped or acquired innovation capabilities and is operating in an 
attractive market for headquarters. For example, this kind of sub-

sidiaries is considered centred of ex-
cellence and tend to globally lead the 
R&D activities of products that have 
a global impact. Strategically leading 
subsidiaries tended to collaborate 
more with local universities and supp-
liers, and were less dependent on cor-
porate R&D. 

Towards tropicalized innovation in 
Brazilian subsidiaries?
A key activity of R&D in domestic sub-
sidiaries is to address local innovation 
needs i.e. developing new products 
or services, offering process adapta-
tions for emerging economies, etc. 
Ideally, some of developed product 
could allow for intra-firm knowledge 
sharing and knowledge-combination 
across boundaries. This suggests that 
the headquarters’ innovation activities 
that dominated international activities 
remain present and important. Howe-
ver, many subsidiaries in Brazil have 
to work in country specific scientific 
or technical needs where processes 
of standardization are elusive; that is, 
they promote innovation challenges 
that resist any form of standard incre-
mental innovation that is common in 
developed economies. 

The discussed R&D activities explai-
ned in this paper could be named as 
‘tropicalized innovations’ that due to 

the different technical specifications and preferences have to be 
adapted to the Brazilian and Latin American context to be suc-
cessful. Tropicalized innovations refers to the effort from Swedish 
and global MNEs to adapt their products or services to some 
emerging Latin American markets that do not only share similar 
climate but most important consumer preferences. For this type 
of adaptations, we noted the Swedish subsidiaries’ need to col-
laborate with universities, national suppliers and other innovation 
actors to harness the local scientific and technological know-
ledge; as an attempt to reduce the internal lack of scientists and 
engineers at the subsidiary.

At a lesser extent, tropicalized innovation for MNEs with initial 
R&D facilities represents a test of products without investing lar-
ge resources on R&D to develop disruptive innovations. Although 
some of these subsidiaries have a key role on manufacturing 
highly advanced products and/or testing machines, their contri-
bution to headquarters’ R&D or other subsidiary activities was not 
substantial. Finally, tropicalized innovation, for some R&D subsi-
diaries combine a mix of activities dedicated to new product de-
velopment and advance development that will depend on the 
target segment and spectrum of products for the local market. 
Ideally, successful achievement of these activities will gain the at-
tention of the headquarters that will decide to give a larger R&D 
role to Brazilian R&D unit.  Similarly, this group of subsidiaries will 
harness their stronger connections with local scientific and tech-
nological partners to compensate the lack of R&D capabilities. 

For Swedish MNEs bridging across heterogeneous countries 
and institutional logics remains a challenge. As innovation in 
BRICS economies is increasing, MNEs face a growing number of 
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Figure 1: Strategic roles of subsidiary R&D activities
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international competitors with equal access to growing mar-
kets. Currently, production and R&D adaptation in local eco-
nomies have become a competitive necessity and it no longer 
automatically confers competitive advantage. Currently, R&D ac-
tivities in BRICS economies are a powerful force for understan-
ding local needs and future trends. So, to earn returns from R&D 
internationalization in emerging markets, MNEs need to ensure 
collaboration with local scientific and technological partners, hire 
scientists and engineers and receive the support from headquar-
ters. Such actions also imply adaptation to fast-changing trends 
in BRICS countries, responding to growing competition with 
domestic/regional competitors as well as other MNEs. The com-
panies that succeed in internationalizing their R&D activities will 
adapt their innovation processes and organizations in line with 
the new opportunities offered by emerging BRICS markets, such 
as Brazil. 
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researcher at University of Sao Paulo.
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