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The purpose of this paper is to empirically investigate how ownership-specific,
location-specific, internalization and strategic advantages have influenced the
location strategies of Finnish firms in 10 South and Southeast Asian countries from
1980 to 2000. Despite the increased interest in foreign direct investments (FDIs),
very few studies have been undertaken to empirically analyse influential ownership-
specific, location-specific and internalization (OLI) variables together with strategic
advantages in order to assess FDI decision-making among foreign investors. To the
best of our knowledge, strategic motives particularly have remained primarily
anecdotal. This paper is apparently the first attempt to analyse how the above OLI
advantages have influenced Finnish manufacturing firms in Asian countries. The
research results indicate that large parent firm size, large international experience,
large market size in the target country, low cultural distance and low wage rates
increase the probability of market-seeking and efficiency-seeking FDIs. It has also
been found that low levels of inflation, low levels of risk and a high level of
exchange rate fluctuation in the target country increase the probability of risk-
reduction seeking FDIs. Finally, the results show that high R&D intensity in the
parent firm increases the probability of knowledge-seeking FDIs in Asian countries.
Asian Business & Management (2005) 4, 293–313. doi:10.1057/palgrave.abm.9200133

Keywords: FDI (FDIs); eclectic paradigm; location strategies; strategic motives;
Asian countries

Introduction

In Asia, foreign direct investment (FDI) has increased significantly over the
past four decades. The awakening of South Korea and Taiwan, which further
accelerated the growth of entire region, followed Japan’s transformation from
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post-war ruin into economic superpower. In the 1970s and early 1980s rising
foreign investment and deregulation in Indonesia, Malaysia and Thailand
spurred this momentum, with the entrepreneurial city-states of Singapore and
Hong Kong acting as the region’s growth poles. China’s tentative opening to
the West in 1979, followed by its bold free market reforms in the late 1980s, led
to unprecedented economic growth rates in the 1990s. According to the World
Bank, by 2020 seven of the 10 largest economies on the planet will be in Asia,
compared with only three out of 10 in 1997. Together, these countries form the
Asian region, a formidable force that is drawing in the residual non-capitalist
economies of Vietnam and Laos. In the 1990s, the Asian region became
increasingly self-sufficient in terms of intra-regional trade and investment
(Lasserre and Schutte, 1999: 21). The prevailing view in Asia is that FDI
constitutes a resource flow beneficial to economic and industrial development.
It provides a combination of resources much needed in developing countries,
such as technology, capital, management and marketing techniques. Asian
countries have increasingly recognized these advantages and several countries
have either reviewed existing policies or introduced new ones to create
favourable investment environments and thus attract FDI. Given the
importance of FDI to firms and policy-makers, the present paper investigates
the factors and motivations that determine the flow of Finnish firms in the
manufacturing sector in Asian countries.
The purpose of this paper is to empirically investigate how different

ownership-specific, location-specific, internalization (OLI) and strategic
advantages have influenced location strategies among Finnish firms in 10
South and Southeast Asian countries from 1980 to 2000. Dunning (1993: 56)
identified four main strategic motives of FDIs: market-seeking (MS), efficiency-
seeking (ES), knowledge-seeking (KS) and risk-reduction-seeking (RRS).
Despite the increased interest in FDI, very few studies (eg Chandprapalert,
2000; Vyas, 2000) have attempted to empirically analyse the influential OLI
variables together with strategic motives in order analyse FDI choices among
foreign investors. These strategic motives have remained primarily anecdotal,
but empirical analysis, together with the influencing OLI variables, can add to
our understanding of the eclectic paradigm and also enrich our knowledge of
FDI in general.
This study contributes to the literature of international business by focusing

on firms based in Finland, a small industrialized country, where the domestic
market conditions are very different from those of the multinationals from the
USA or Japan that have dominated past research attention. Moreover, studies
on the determinants of FDI rarely combine OLI advantages with strategic
motivations of firms in Asian markets. The present study combines OLI and
strategic advantages of manufacturing FDI in one analytic framework, thereby
presenting new data and empirical insights into the determinants, as well as
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strategic motivations, of Finnish manufacturing firms engaging in FDI
ventures in Asia.
In the next section, general aspects of FDI theories will be discussed. The

theoretical and empirical literature on location strategies and a discussion of
the crucial OLI and strategic advantages of the investing firm will be presented.
In the subsequent section, the methodology and the data will be elaborated.
Next section will discuss the empirical results of the study. Finally, a summary
and main conclusions of this study will be presented.

Literature Review and Development of Hypotheses

The eclectic theory integrates several strands of international business theories
on cross-border activities (Dunning, 1993: 267). It proposes that three types of
advantages/variables influence cross-border business activities: ownership-
specific variables, location-specific variables and internalization (OLI)
variables. Ownership-specific advantages (O) are firm-specific assets that are
reflected in the firm’s size, multinational experience and skill in the firm’s
ability to develop differentiated products (Dunning, 1981). Ownership-specific
advantages need to be both unique and sustainable in order to provide the firm
with competitive advantage in FDI choices (Brouthers et al., 1999). Location-
specific advantages (L) are essential in determining where firms will engage in
cross-border value-adding activities (Dunning, 1993). The level of location-
specific advantages may also be expected to influence the ownership strategies
chosen. The last strand of the OLI approach comprises the internationalization
advantages (I) that a company has in transferring assets within their
organizations instead of via the market, because of market failures (Dunning,
1993). The greater the perceived costs of transactional market failure — and
the greater the benefits of circumventing market failure — the more likely the
company will be to exploit its ownership-specific advantages within the firm
and the greater the degree of ownership it will prefer in its FDI.
The Dunning eclectic theory provides a rich and robust framework not only

for analysing and explaining the determinants of international production and
how the situation varies between firms, industries and countries over time, but
also for our understanding of a wide variety of other firm-related issues.
Cantwell (1995) maintains that it is, rather, an organizing paradigm for
identifying variables, derived from different approaches most relevant in
explaining a wide range of different environments in which international
production has been established. It is not a theory but a paradigm or, more
precisely, a taxonomy of various determinants of FDI. Theorists, empiricists
and historians can freely invent new determinants to describe a particular case
of FDI, as long as they fall under one of the three headings. Thus, the OLI
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approach has been selected as the framework for this study because of the
above integrative nature of the approach.

Ownership-specific Advantages

R&D intensity

As the pace of technology increases, the acquisition of new capabilities
becomes important to technology-intensive firms. Dunning (1992) argues that
firms undertake FDI in order to exploit their existing advantages and invest in
international R&D locations to improve the process of producing existing
products in a cost-efficient manner. Furthermore, Serapio and Dalton (1999)
suggest that firms invest in overseas R&D to secure assets that are
complementary to their core assets. Based on previous studies, we therefore
expect that R&D-intensive Finnish firms will undertake knowledge-seeking
FDIs in a target Asian country in order to enhance their technological
competitiveness. Thus:

H1: The higher the R&D intensity of an investing Finnish firm, the greater
the probability that it will undertake KS FDI in a target Asian country.

Firm size

FDI ventures, unlike exporting, require substantial financial as well as
managerial resources. The impact of firm size has been investigated in several
studies. In most previous studies (Owen, 1982; Pearce, 1989; Li and Guisinger,
1992), it has been emphasized that large firms are more willing to undertake the
risk and costs associated with FDI projects in distant and unfamiliar markets,
due to their large resource base. Traditionally it has been argued that
production units are thought to be located where the marginal costs of
production are lowest. It is considered much easier for a large business to
organize their production structure in such a way that they can exploit the
benefits of economies of scale in production, which can then lead to higher
efficiency gains, lower marginal cost of production and large market share. We
therefore expect that large Finnish firms will locate market- and efficiency-
seeking FDIs in a target Asian country. Hence:

H2: The larger the size of a Finnish investing firm, the greater the probability
that it will undertake MS and/or ES FDI in a target Asian country.

International experience

A firm’s international experience can be considered an important source of
ownership-specific advantages. Agarwal and Ramaswami (1992) argue that
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firms without foreign market experience are likely to have more problems in
managing foreign operations. The firm’s knowledge base will increase with
repeated experiences and be embodied in personal and organizational memory
(Penrose, 1959). For instance, prior experience with a similar type of
environment in a foreign country will allow the firm to ’learn’ from past
experience, which will become very valuable when dealing with similar
circumstances. A firm will prefer to use tried-and-tested strategies, because
these enhance the firm’s value by reducing implementation costs in another
foreign country. We therefore expect that internationally experienced Finnish
firms will undertake market- as well as efficiency-seeking FDIs in a target Asian
country. Thus:

H3: The larger the international experience of a Finnish investing firm, the
greater the probability that it will undertake MS and/or ES FDI in a target
Asian country.

Location-specific Advantages

Cultural distance

Culture can be described as ‘the collective programming of mind that
differentiate the motives and behaviour of one social group from those of
another’ (Hofstede, 1980: 23). Bergholm and Jagren (1985) argue that Swedish
firms have often made their first FDIs in other Nordic countries. In
investigating FDI flows to Central and Eastern Europe, Mikalak (1992)
suggests that inherent variations in language and culture dissuade potential
investors, except in countries that have traditional ties with Central and
Eastern Europe Likewise, Grosse and Trevino (1996: 152) conclude that those
countries culturally dissimilar to the US and/or farther away tended to have
less FDI into the US. Furthermore, the potential benefits realized from
investment are generally higher in culturally familiar countries than in
unfamiliar countries. We therefore expect that Finnish firms will undertake
market- as well as efficiency-seeking FDIs in a culturally close target Asian
country. Hence:

H4: The larger the cultural distance between the host and home country, the
lower the probability that a Finnish investing firm will undertake MS and/or
ES FDI in that Asian country.

Market size

Market size and the domestic competitive environment are considered to
be important determinants of FDI. A number of empirical studies on FDI
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(eg Cunningham, 1975; Swedenborg, 1979; Dunning, 1980; Scaperlanda et al.,
1983; Papanastassiou and Pearce, 1990) have also confirmed that the market
potential of host countries has a significant and positive effect on attracting
FDI. It has been argued (eg Sabi, 1988) that firms expect to experience greater
long-term profits through economies of scale and lower marginal costs of
production in countries with larger market potential. We therefore expect that
Finnish firms will undertake market- as well as efficiency-seeking FDIs in a
target Asian country with a huge market potential. Thus:

H5: The larger the market size of the target Asian country, the greater the
probability that Finnish firms will undertake MS and/or ES FDI in that
Asian country.

Wage rate

According to neo-classical theories, labour cost differentials are considered an
important determinant of FDI. The ‘new international division of labour’
(NIDL) theories also focus on the cost minimization strategies of firms (Frobel
et al., 1980). Dunning (1996: 38) observes that ‘real-wage costs are more likely
to influence the mode of servicing developing country markets than developed
country markets’. Riedel (1975) found that relatively lower costs of labour had
been one of the key determinants of export-oriented FDI in Taiwan. Research
on the determinants of FDI in developing countries also indicates that labour
cost differentials were a significant determinant of FDI in the 1970s and 1980s
(eg Schneider and Frey, 1985; Summary and Summary, 1995; Wheeler and
Moody, 1992; London and Ross, 1995). We therefore expect that Finnish firms
will undertake market- as well as efficiency-seeking FDIs in target Asian
countries with relatively low wage rates. Hence:

H6: The higher the wage levels in the target Asian country, the lower the
probability that Finnish investing firms will undertake MS and/or ES FDI in
that target Asian country.

Corporate tax rates

Theoretically, higher corporate tax rates reduce net profits and consequently
discourage FDI (Hartman, 1981). Thus, the need to locate manufacturing
facilities in countries with relatively low tax rates serves the purpose of market-
as well as efficiency-seeking FDIs. Gerlowski et al. (1994) find that foreign
investors from Canada, the UK and Japan all have strong motives to avoid
states with high tax rates. Yamada and Yamada (1996) suggest that tax-related
incentive policies, such as lower corporate taxes on earnings, are important
determinants of FDI by Japanese firms in the European Union. Ermisch and
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Huff (1999) conclude that lower taxes on foreign corporate investments are a
beneficial strategy in attracting FDI to less developed countries like Singapore.
We therefore expect that Finnish firms will undertake market- as well as
efficiency-seeking FDIs in a target Asian country with relatively low corporate
tax rates. Hence:

H7: The higher the level of corporate taxes in the target Asian country, the
lower the probability that a Finnish investing firm will undertake MS and/or
ES FDI in that target Asian country.

Inflation

Inflation is also considered a proxy for the quality of macroeconomic
management. Schneider and Frey (1985) suggest that the inflation in host
countries is a negative and significant determinant of FDI in developing
countries. Similar findings have been reported by Sayek (2000) for FDI from
the US. Sayek reports that a 3 per cent increase in Canadian inflation reduces
US investment in Canada by 2 per cent. It can be argued that if foreign
investors are risk-averse (or even risk-neutral), higher inflation rate uncertainty
may lead to a reduction in FDIs, because investors will not want to risk profits
expected from investment. As long as there is uncertainty, foreign investors will
demand a high price to cover their exposure to inflation risks, and this, in turn,
will decrease the volume of investment. Thus, to encourage investment, the
stability of the inflation rate might be important. We therefore expect that
Finnish firms will undertake risk-reduction-seeking FDIs in a target Asian
country with relatively low inflation rates. Thus:

H8: The higher the level of inflation in a target Asian country, the lower the
probability that a Finnish investing firm will undertake a RRS FDI in that
Asian country.

Internalization Advantages

Country risks

In many studies, country risk has been categorized as a location-specific
variable (eg Hill et al., 1990). However, we decided to apply it as an
internalization variable, as mentioned in Dunning (1993: 84) and Chandpra-
palert (2000). Risks in foreign markets are frequently cited as a deterrent to
inward FDI (Dunning, 1996). Butler and Joaquin (1998: 602) identify political
instability as ‘the risk that a sovereign host-government will unexpectedly
change the rules under which businesses operate’. Agarwal (1994) also finds a
negative correlation between political instability and FDI. In a study of the
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post-independence economic transition in the Ukraine, Ishaq (1999) concluded
that FDI flows to the Ukraine were relatively small in relation to the country’s
GDP, mainly due to the country’s unstable and uncertain political climate.
Based upon a number of empirical studies (eg Kogut, 1989; Dunning, 1993) we
recognize that firms may undertake FDIs designed to reduce corporate risks
associated with changes and moves of national and regional governments in
the host country. We therefore expect that Finnish firms will undertake risk-
reduction-seeking FDIs in a target Asian country with relatively low levels of
risk. Thus:

H9: The lower the risks in the target Asian country, the greater the
probability that a Finnish investing firm will undertake a RRS FDI in that
Asian country.

Exchange rate fluctuations

Caution must be exercised when examining currency fluctuations between host
and home countries, because the importance of changes in exchange rate to
firms can vary, based on firm-specific objectives and strategies (Beamish et al.,
2000). Kwon and Konopa (1993) argued that an unfavourable shift in foreign
exchange rates also poses danger to foreign investors. Likewise Baldwin and
Krugman (1989) focused on real-exchange rate uncertainty. They showed that
the sunk cost of entry might encourage firms to move into export activities that
would appear profitable in the light of current real-exchange rate levels. We
therefore expect that Finnish firms prefer to undertake risk-reduction-seeking
FDIs in a target Asian country with relatively low levels of exchange rate
fluctuations. Hence:

H10: The higher the levels of exchange rate fluctuations in a target Asian
country, the lower the probability that a Finnish investing firm will
undertake a RRS FDI in that Asian country.

Methodology

As a result of the nature of the dependent and independent variables, the
binomial logit model was used in the analysis. In the binomial logistic model,
the probability of certain types of location choices and types of strategic
motives are explained by the reviewed variables. The regression coefficient
estimates the impact of independent variables on the probability that
the foreign investment is market- efficiency- and knowledge-seeking, and/or
risk-reduction-seeking. A positive sign for the coefficient means that the
variable increases the probability of undertaking an investment. The model can
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be expressed as

Pðyi ¼ 1Þ ¼ 1=ð1þ exp ð�a� XiBÞ

where yi is the dependent variable, Xi is vector of independent variable for the
ith observation, a is the intercept parameter and B is the vector of regression
parameters.

Operationalization of Measures

Dependent variables

Market-seeking FDIs are coded as dummy variables equal to one, if the
investment is market-seeking, and zero otherwise. MS are classified as FDI
undertaken to sustain or protect existing markets or exploit or promote new
markets. Dunning (1993: 59) argued that, unlike those engaging in other kinds
of FDI, market-seeking firms tend to treat their foreign affiliates as self-
contained production units rather than part of an integrated network of cross-
border activities. In consequence, they tend to be the most responsive to local
needs and requirements. The affiliates of market-seeking firms will normally
produce products similar to those supplied by their parent company, though
usually of truncated range. Usually, too, the output will be sold in the country in
which it is produced, although there may be some exports to adjacent markets.
Efficiency-seeking FDIs are coded as dummy variables equal to one, if the

investment is efficiency-seeking, and zero otherwise. ES are classified as FDI
projects undertaken in order to rationalize the structure of established
production units in such a way that a firm can gain from the common
governance of inter-related activities in different locations. According to
Behrman (1981: 34), firms undertaking efficiency-seeking FDIs are ‘looking for
the most economic sources of production to serve a multi-country standardized
market’. The potential benefits derived from undertaking efficiency-seeking
FDIs are especially those of economies of scale and scope, which are derived
from product and geographical concentration and from process specialization
(Kogut, 1989).
Knowledge-seeking FDIs are coded as dummy variables equal to one, if the

investment is knowledge-seeking, and zero otherwise. KS are classified as FDI
prompted towards investment abroad to acquire particular and specific
resources at a lower real cost than can be obtained in the home country.
Dunning (1993: 60) argued that the motives for knowledge-seeking FDIs is less
to exploit specific cost or marketing advantages over competitors than to add
to the acquiring firm’s existing portfolio of assets, that they perceive will either
sustain or strengthen their overall competitive position or weaken that of
competitors.
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Risk-reduction-seeking FDIs are coded as dummy variables equal to one, if
the investment is risk-reduction-seeking, and zero otherwise. RRS are classified
as FDI projects representing internal hedging activities, conducted in order to
reduce the firm’s level of risk. Kogut (1989) claims that risk-reduction-seeking
FDI projects may be designed to reduce the corporate risk associated with
unfavourable changes in macroeconomic variables, changes in supply and
demand among national markets and the moves of competitors and national or
regional governments. Firms may handle different risks by moving production
units from unfavourable to favourable locations, as well as creating
operational flexibility among production units in different countries. Prahalad
and Doz (1987) argue that operational flexibility reduces corporate risks and
provides a firm with the ability to exploit changes in economic factors, such as
exchange rate fluctuations, demand, supply and also competitors’ moves.

Independent variables

Research and development intensity is proxied by using a classification of
various four-digit SIC industries into three categories: high-tech, medium-tech,
and low-tech branches. OECD classifies a branch as ‘high-tech’ if on average it
uses at least 4 per cent of its value-added for R&D. Branches with an R&D
intensity of 1–4 per cent are classified as ‘medium-tech’, and branches with
lower R&D intensity are ‘low-tech’. The following branches were classified as
high-tech using the statistics provided by Nordic Statistical Secretariat: SIC
2833-2834, 3573-3574, 3579, 36—, 37— and 38—; medium-tech branches were
all 28— except 2833 and 2834, 30—, 3339, 3341, 3356-3357, 3369, 35— except
3573-3574 and 3579, 39—; and the rest were classified as low-tech branches.
The expected sign is positive.
Firm size (PSISE) is measured by the parent firm’s global sales in the year

preceding the investment in local currency, changed to FIM using the average
exchange rate between the local currency and FIM in that year, and finally
changed to the FIM value in 2000. A logarithmic form of the variable is used
because it is expected that the influence of the size variable is not linear but
decreasing. The expected sign is positive.
International experience (INTEXP) is proxied by the number of foreign

manufacturing investments made by the firm preceding the investment. A
logarithmic form of the variable is used in the case PSISE, because also here the
expected influence is not linear but decreasing. The expected sign is positive.
Data on the index along the four cultural dimensions (ie power distance,

uncertainty avoidance, individualism and masculinity/feminity) for each
country of the sample FDIs and for Finland were obtained from Hofstede
(1980). Cultural distance is computed in the manner suggested by Kogut and
Singh (1988), using a composite index based on differences between Finland
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and the target country of the investment. The expected sign is negative
(Table 1).
Market potential is measured by gross national product (GNP) during the

years of investment. Figures for Asian countries were taken from statistics
provided by the World Development Indicators 2001. The expected sign is
positive.
Wage rate is measured by the average wage rates in the manufacturing sector

during the 1980s and 1990s. Figures for Asian countries have been taken from
statistics provided by the World Development Indicators 2001. The expected
sign is negative.
Tax rate is measured by income tax rates during the year of investment.

Figures for Asian countries were taken from statistics provided by the World
Development Indicators 2001. The expected sign is negative.
Inflation rate is measured by inflation rates during the year of investment.

Figures for Asian countries were taken from statistics provided by the World
Development Indicators 2001. The expected sign is negative.
Country risks are measured using the political risk indexes for various

countries, taken from the Euromoney statistics. For older investments, the first
country risk figures available for a country were used. The higher the risk, the
lower the values for index. The expected sign is positive.
Exchange rates were measured by exchange rate fluctuations in the year prece-

ding investment. Figures for Asian countries were taken from statistics provided
by the World Development Indicators 2001. The expected sign is negative.

The Sample

The empirical part of this study is based on data from 135 manufacturing FDIs
made by Finnish firms in various Asian countries from 1980 to 2000. These 135

Table 1 Variables, expected signs and results

Variables SYMBOL Expected sign Expected results

R&D intensity R&D + KS FDI

Firm size PSISE + MS & ES FDI

Firm’s international experience INTEXP + MS & ES FDI

Cultural distance CULTDIS � MS & ES FDI

Market size MSISE + MS & ES FDI

Wage rate WAGRAT � MS & ES FDI

Corporate Tax rate TAX � MS & ES FDI

Inflation rate INFLA � RRS FDI

Country risks CRISK + RRS FDI

Exchange rate fluctuations EXC � RRS FDI
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FDIs include 77 MS, 78 ES, 44 KS and 32 RRS FDIs. However, these figures
of MS, ES and RRS make a total of 275, as approximately three-quarters of
the investments were of more than one type of FDI. The sample is based on
information drawn from company annual reports, business journals, survey
information and other information received through direct contact by one of
the authors from Finnish companies during the survey, when managers of
firms were asked to identify their one or two most important strategic motives
for investment.
The most common target country for investments was clearly China — 45

(33 per cent) investments. The next most common were Malaysia (25 FDIs,
18.4 per cent) and Singapore (20 FDIs, 14.7 per cent). On average, single firms
had two investments in the sample. The best-known Finnish firm, Nokia, made
10 investments, the highest numerically by a single company in the whole
sample. Approximately three-quarters of investing firms did not have previous
manufacturing experience in the target country, whereas one-quarter had at
least one, in some cases three or four, previous units in the target country.
Investments were made in 13 Asian, mainly Southeast Asian, countries.
Measured by cultural distance, the distance to the closest target country was
1.52 (Thailand) and to the most distant, 5.01 (Japan).
The sample information indicates that almost 80 per cent of investing firms

were conglomerates or operating in different sectors of the telecommunica-
tions, metal and engineering industries. The mean value of sales was 2624
million Euros, but variations in sales ranged from 3 million to over 11,626
million Euros. Furthermore, of these 135 FDIs, 113 (83.7 per cent) were JVs
and 22 (16.2 per cent) were WOSs. Thus, the ownership strategy distribution in
FDIs made by Finnish firms in Western Europe and North America seems to
have been the opposite to ownership strategies in Asian countries (see Larimo,
2000). However, Delios and Beamish (1999) also found in their study of 1424
Japanese FDIs in nine Asian countries that 21.4 per cent of the FDIs were
WOSs (23.0 per cent of all identified 2594 FDIs in the same period).
The highest correlations were found between PSISE and INTEXP (0.459),

CRISK and WAGRAT (0.431), INFLA and EXC (0.418), MSISE and
WAGRAT (0.417) and CRISK and CULTDIS (0.337). Those correlations are
highest in all four types of FDI samples. The other correlations were clearly
low (see Table 2). Thus the problem of multi-collinearity should be rather low
in this study.

The Empirical Result

The results of the binomial logistic regression in the basic model are presented
in Table 3. The estimated coefficients represent the probability of undertaking
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Table 2 Correlations

1 2 3 4 5 6 7 8 9 10

R&D (1) 1.000

PSISE (2) �0.221 1.000

INTEXP (3) �0.124 0.459 1.000

CULTDIS (4) 0.100 0.025 �0.039 1.000

MSISE (5) 0.091 0.109 0.033 0.263 1.000

WAGRAT (6) �0.046 �0.050 �0.077 0.256 0.417 1.000

TAX (7) �0.130 �0.157 0.021 0.217 �0.261 0.318 1.000

INFLA (8) 0.266 �0.065 0.031 �0.240 �0.200 �0.313 0.052 1.000

CRISK (9) 0.117 �0.150 �0.047 0.337 0.222 0.431 0.091 �0.292 1.000

EXC (10) 0.133 �0.001 0.044 �0.143 �0.019 0.060 0.031 0.418 �0.186 1.000

Table 3 Logit regressions

Variables Expected

sign

MS ES KS RRS

CONSTANT 4.675 4.675 �0.725 �13.456
0.000 0.000 0.000 0.000

R&D + NR NR 0.007 NR

0.074*

PSISE + 0.000 0.000 NR NR

0.059** 0.059**

INTEXP + 0.054 0.054 NR NR

0.084* 0.084*

CULTDIS � �1.192 �1.192 NR NR

0.000**** 0.000****

MSISE + 0.004 0.004 NR NR

0.000**** 0.000****

WAGRAT � �0.001 �0.001 NR NR

0.000**** 0.000****

TAX � 0.011 0.011 NR NR

0.653 0.653

INFLA � NR NR NR �0.332
0.001***

CRISKS + NR NR NR 0.168

0.000****

EXC � NR NR NR 0.088

0.007***

SAMPLE size (N) 77 78 44 32

per cent CORRECT

OBSERVATION

93 per cent 93 per cent 65.2 per cent 85.9 per cent

Notes: NR means not related.

****Po0.001, ***Po0.01, **Po0.05, *Po0.1.

N is the number of observations.
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a market-, efficiency-, knowledge- and/or risk-reduction-seeking FDI: a positive
coefficient means that a certain type of investment may be undertaken and a
negative coefficient signifies the opposite. The model has a satisfactory overall
explanatory power with chi-squares of 108.671 with 6 DF (P¼ 0.000) both for
MS and ES FDIs, 3.475 with 1 DF (P¼ 0.062) for KS FDIs and 51.994 with 3
DF (P¼ 0.000) for RRS FDIs. Another way of measuring how well a
maximum likelihood model fits the data is to use the model to classify
observations. The ability to classify can be judged against the classification rate
that would have been obtained by change. The rate is equal to a2þ (1�a)2,
where a is the proportion ofMS, ES, KS and RRS in the sample. In the present
case, the baseline rates for MS, ES, KS and RRS are, respectively, 52.3, 52.6,
55.6 and 63.8 per cent. Similarly, the results show that, respectively, 93, 93, 65.2
and 85.9 per cent of the observations are correctly classified for MS, ES, KS
and RRS.
In South and Southeast Asian countries, there is huge market potential

and due to this factor most of the Finnish firms have chosen aMS type of FDI.
In MS FDIs, the ultimate goal of the investor is to acquire large market share
and to achieve this goal they produce in huge quantities to benefit from
economies of scale. If we look at the definitions of an ES type of FDI then we
will find that the ultimate goal in ES FDIs is to have economies of scale.
Therefore, MS and ES FDIs appear to be very closely related. During the
survey, when respondents were asked which type of FDI they chose when
deciding on the investment, most of those whose main motive was MS also
chose ES, and vice versa. As a result, when the empirical analysis on the data
was done, the results for the MS and ES type appeared to be rather similar
(see Table 3).
First, in the case of MS and ES FDIs, it has been found that large

PSISE, INTEXP and MSISE increases the probability of Finnish firms
undertaking MS and ES FDIs. Likewise, low CULTDIS and WAGRAT
also encourage Finnish firms to undertake MS and ES FDIs. PSISE has a
positive sign and is significant at 0.05 level for both MS and ES types of
FDIs. Here it can be argued that large firms often considered it easier to
be able to exploit plant scale economies effectively and efficiently by allo-
cating their large production resources in fewer locations; this in turn
can stimulate investing firms to undertake MS and ES FDIs in a target
country. The results in the previous studies (eg Juhl, 1978; Li and Guisinger,
1992; Mutinelli and Piscitello, 1997) have also indicated that large firms
often have a large resource base and therefore better possibilities to undertake
FDIs.
INTEXP has a positive sign and is significant at 0.08 level for both MS and

ES types of FDI. Thus, large international experience increases the probability
that Finnish firms will undertakeMS and ES FDIs in target Asian countries. It
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can be argued here that a firm’s past experiences manifest in organizational
routines that form a blueprint for their future actions, reducing implementa-
tion costs of the investing firm, and thus encouraging that firm to undertake
MS and ES FDI in a target Asian country. Previous studies (eg Buckley and
Casson, 1985; Padmanabhan and Cho, 1999) also indicated that internation-
ally experienced firms faced fewer risks and disadvantages in unfamiliar foreign
countries.
MSISE also has a positive sign and is statistically significant at 0.001 level

for bothMS and ES types of FDI. Thus large market size in the target country
increases the probability that Finnish firms will undertakeMS and ES FDIs in
the target Asian countries. It can be argued that firms expect to experience
greater long-term profits through economies of scale and lower marginal costs
of production in target countries with larger market size. Thus, investing firms
can be better stimulated to undertake MS and ES FDIs in a target country
with a huge market potential. The results are in line with previous studies (eg
Papanastassiou and Pearce, 1990; Wheeler and Moody, 1992), indicating that a
large market size in a host country has a significant and positive effect on
attracting FDI.
CULTDIS has a negative sign and is statistically significant at 0.001 level for

both MS and ES types of FDI. This indicates that high cultural distance
between home and target countries decrease the probability of Finnish firms
undertaking MS and ES FDIs in a target Asian country. It can be concluded
that in culturally similar countries, demand structures are usually more alike
than in culturally more distant countries. Furthermore, marketing, manage-
ment and production strategies are more easily and less expensively
transferable to culturally close countries and thus can encourage investing
firms to undertake MS and ES FDIs in a culturally close target country. The
results coincide with findings of previous studies (eg Mikalak, 1992; Grosse
and Trevino, 1996), indicating that investing firms prefer to undertake FDIs in
culturally similar countries.
WAGRAT has a negative sign and is significant at 0.001 level for both

MS and ES types of FDI. Therefore, it can be concluded that high wage
levels in the host country reduce the probability of Finnish firms undertaking
MS and ES FDIs in a target Asian country. It can be argued that with the
increase in market share, it also becomes relatively more profitable to
increase the degree of product specialization and operate within specific
product niches. As a result, reduced labour costs and further market
growth are reasoned to open up new investment opportunities for firms
undertaking MS and ES FDIs in a target country with relatively low
wage rates. In previous studies (eg Rolfe and White, 1992; London and Ross,
1995) it has also been argued that low wage rates may create an opportunity
to achieve plant-level economies of scale; higher production efficiency
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and lower marginal costs of production, which in turn can lead to larger
market share.
TAX does not appear to be a significant variable, indicating that higher or

lower taxes do not affect the likelihood of Finnish firms undertakingMS and/
or ES FDIs in target Asian countries. These findings are in line with the results
of earlier studies (eg Root and Ahmed, 1979; Moody and Srinivasan, 1991;
Graham and Krugman, 1991) focusing on preferential taxation and/or tax
incentives to attract manufacturing FDIs. The World Bank Report (1995) also
argued that pro-investment policies are often unnecessary and sometimes even
detrimental to inward FDI.
In the case of KS FDIs, R&D has a positive sign and is significant at 0.074

level. It can be concluded here that high research and development intensity in
Finnish firms increases the probability that they will undertake a KS type of
FDI. It can be argued that the globalization of manufacturing R&D is
becoming a popular strategy for firms to exploit and accumulate technological
capabilities. These results correspond with previous studies (eg Cantwell,
1995), concluding that R&D-intensive firms acquire new technologies by
investing in locations that possess such capabilities.
Finally, in the case of RRS FDIs, low levels of CRISK, INFLA and high

levels of EXC increase probabilities of RRS FDIs. CRISK has a positive sign
and is significant at 0.001 level, indicating that lower risks in the target country
increase the probability of Finnish firms undertaking RRS FDI in that Asian
country. The results coincide with the results of previous studies (eg Edwards,
1990; Butler and Joaquin (1998), indicating that most firms often prefer to
undertake investment in a country with relatively low levels of risk.
INFLA has a negative sign and is significant at 0.001 level, indicating

that high inflation decreases the probability of Finnish firms undertaking
RRS FDI in a target Asian country. The results are in line with previous
studies (eg Schneider and Frey, 1985; Sayek, 2000) finding that inflation and
FDI are negatively correlated. It can be argued that the inflation rate indicates
the macroeconomic stability of the target country and also captures
uncertainties in the economy, and therefore high inflation rates can discourage
inward FDI.
Against expectation, EXC has a positive sign and is significant at 0.007

level, indicating that an increase in exchange rate fluctuations will increase
the probability of RRS FDIs. It can be argued that a firm seeking resources
or efficiency for its operations, or one making initial investment outlays,
would benefit from currency weakness in the host country. Thus, deprecia-
tion of the local currency may enhance the competitiveness of the host
country. Further, this reasoning would also support the widely held view that
countries can attract FDI by devaluing their currency (Baldwin and Krugman,
1989).
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Summary and Conclusions

The main goal of this paper has been to empirically investigate the role of
ownership-specific, location-specific, internalization and strategic advantages
in the eclectic paradigm in order to further understand the location choices of
Finnish firms in Asian countries. Dunning (1993) identifies four main strategic
types of FDIs: market-seeking (MS), efficiency-seeking (ES), knowledge-
seeking (KS) and risk-reduction seeking (RRS). Surprisingly few studies have
been undertaken to empirically analyse OLI variables with strategic motiva-
tions to understand investors’ FDI choices. Furthermore, little research has
been done on the FDI behaviour of non-Asian firms in Asian countries.
Information on whether similar variables and motives have also been key
influencing variables and motives in Asian countries is extremely limited.
Based on the literature review it was expected that larger firm size, larger

international experience, large target market size, low cultural distance, low
wage rates and low taxes would increase the probability of market- and
efficiency-seeking FDIs; secondly, that high R&D intensity would increase the
probability of knowledge-seeking FDIs; and finally, that low inflation rates,
low exchange rate fluctuations and low risk levels in the target country would
increase the probability of risk-reduction-seeking FDIs.
The results indicated that nine variables were statistically significant in the

total sample. As expected, large firm size, larger international experience, large
target market, low cultural distance and low wage rates increased the
probability of MS and ES FDIs. Secondly, high R&D intensity in the
investing firm increases the probability of KS FDIs. Finally, low inflation rate,
low risk level and high level of exchange rate fluctuations in the target country
increased the probability of RRS FDIs.
With reference to the eclectic approach, over the whole sample ownership-

specific variables (O), location-specific variables (L) internalization variables
(I) and strategic motivations have influenced the location strategies of Finnish
firms in Asian markets. The individual strategic motivations listed above
should not be seen as mutually exclusive. FDI projects may be driven by
several OLI variables and strategic objectives simultaneously and in various
combinations. Conceptually, however, distinguishing between different types
of strategic motivations facilitates a better understanding of the strategic
motives underlying different FDI decisions and key OLI variables influencing
the different types of FDI projects.
External factors that might affect the strategic motivations could be past

strategy, future strategy and past configuration of OLI advantages. However,
our model is limited by the fact that we have only considered present
contingencies. In building the model we have therefore integrated, extended
and modified the reviewed perspectives to fit our specific research problem.
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More precisely, this study helps in expanding the eclectic paradigm by
suggesting that FDI choices are significantly affected by OLI and strategic
advantages. Our position therefore in this study is that strategic motives apply
and extend OLI factors. This allows each factor to be considered not in
isolation, but with reference to its strategic impact upon a firm’s global
strategic motives. It is hoped that the extended version of the eclectic model of
this study may enrich existing explanations of international production.
This extended version of the eclectic framework can also be useful in

identifying possible trade-offs between the various considerations and,
therefore, in understanding the benefits as well as costs associated with
selecting a particular choice. The different factors may suggest different
alternatives and resolving those differences may involve trade-offs. It is further
argued that each FDI choice cannot be viewed in isolation and must be
considered in relation to the overall strategic objectives of the firm. Finally, this
framework makes more explicit the strategic issues that management must deal
with and that might otherwise be resolved through omission.
For managers it is often considered difficult to achieve ‘optimization’, given

the complexity that characterizes the real world, the uncertainty that exists as
to the future, and the bounded rationality of choices. Thus, ‘satisfactory’ rather
than optimal solutions seem to be the best that can be achieved. Nevertheless,
assuming that global markets are reasonably competitive, in the long run
competitive forces will eliminate those firms that make FDI decisions
inconsistent with value maximization. Hence, it is of critical importance that
management decision-makers consider the relative weight of the OLI and
strategic advantages identified herein when making FDI choices.
Finally, it is hoped that the findings of this study may help governments to

identify and prioritize these issues , so that they may move to resolve them
more efficiently. It is also hoped that these findings will also help the
governments of developing countries to recognize and identify factors that
might discourage FDI. Likewise, it may also help different governments to
understand the strategic motives of different firms and fine-tune existing
investment policies or criteria to better satisfy some of their motives. To a
certain extent, the present study may help both multinational firms and
governments to develop proper investment strategies so as both to maximize
profits and contribute to economic development.
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