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1 Research framework 

This chapter introduces the necessary key definitions, the research purposes and the 

research problem. Two research problems are constituted. In the end, the structure of 

this thesis outlined. 

1.1 Research problem and questions 

Significance of international trade and foreign direct investments has been largely rec-

ognized as relevant determinant national and international economic integration. For-

eign direct investments by the multinational enterprises are claimed to be key drivers of 

financial stability, economic development promotion and increased well-being of socie-

ties.” (OECD 2008, 14-15.) The development of inward foreign direct investment in 

Finland is considered to be under-performing in the last years compared to peer coun-

tries like Sweden, Denmark and EU-15 average (McKinsey 2012, 12). Finland as an 

investment target location seems to include some kinds of competition disadvantages 

related to industrial structure, market size, intensity of competition and geographical 

location which have not been compensated by better than average investment profitabil-

ity in the consideration of the foreign investors (ETLA 2012, 18-20). The further decline 

in foreign investments is assumed to have large negative effects on Finland’s economic 

development, including unemployment and the decline in tax revenue which is imped-

ing the society across all areas (Eloranta 2012, 18-21). There are a lot of papers discuss-

ing the global FDI and FDI in big countries, like Germany, America and China and a lot 

of research about developing countries and emerging economies. However, there has 

not been much research exploring inward FDI in small developed economy like Fin-

land. Therefore it is expected to be interesting to research if there are distinctive motives 

and location factors that influence the inward foreign direct investment decisions in Fin-

land. 

 

The research problem is the following: 

Attractiveness of Finland for inward foreign direct investments in the context of 

GEMS model of economic cluster formation and location choices 

 

 

This master’s thesis aims to study this research problem by following steps: First cur-

rent situation of inward foreign direct investment in Finland is introduced by making a 
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short overview. Next previous literature about motivations and determinants why com-

panies make foreign investments and how they choose their target countries is reviewed. 

In the end of theoretical framework, a GEMS-model developed by Kamath et al. (2012) 

is introduced. Shortly, the GEMS model was developed in year 2012 based on Porter’s 

Diamond model (1998, 167 & 211) for national and locational competitive advantages 

and expands it by influences from political science, institutional economics and busi-

ness administration. The model represents a new framework of combining elements 

from classical models and different branches of science. Finally, empirical research to 

study the explanatory power of GEMS-model in context of Finland as well as applying 

the model to study the attractiveness of Finland for foreign direct investments is con-

ducted. The purpose of this study is to provide additional descriptive information by 

combining empirical research and desk study of secondary sources different research 

methods, applying both governmental and private company perspectives. Two research 

questions are formed for answering the research problem. 

 

1) Can the GEMS-framework by Kamath et al. (2012) explain the attractiveness of 

Finland for foreign direct investments? 

2) How attractive are location factors/determinants in Finland for inward foreign 

direct investments? 

 

These research questions are answered by reflecting analyzed research data like inter-

views and secondary data sources with theoretical framework and previous empirical 

studies 

 

1.3 The structure of the research 

This master thesis is structured as followed: Chapter one introduces the research 

problem and the research questions. Chapter two forms the background and relevance 

for the research by representing some reasons why companies go international and what 

is the current situation of inward FDIs in Finland. Theoretical framework in chapter 3 

discusses different approaches to explain the foreign investment behavior of the 

multinational companies as well as introduces the GEMS-model. Chapter four goes 

through the research design and methodological implementation. Chapter five 

introduces the research data including the interviews and secondary sources of data. 

Chapter six consists of the results of the empirical analysis of the research data. Chapter 
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seven discusses the results reflecting them with theoretical framework and searching for 

common patterns and interdependencies. The final chapter eight concludes the research; 

forms policy implications, discusses its limitation and suggest themes for future 

research.  
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1.4 Key Definitions 

There are some specific vocabulary and definitions that are used in this study which 

might differ from common practices and is therefore introduced here in the beginning of 

the study to avoid misunderstandings. 

Multinational enterprise (MNE): 

An enterprise that produces value-adding activities, such as production and services, or 

controls assets outside of its own country borders. Similar kind of meaning have also 

terms “multinational corporation” (MNC) and “transnational corporation” (TNC). MNE 

is the result of previous FDI. (Dunning & Lundan 2008, 3) 

Internationalization: 

Process of starting and performing business along country borders and adaptation of 

new environment and changing circumstances. (Buckley & Ghauri 1999, 46; 115.) 

Foreign Direct Investment (FDI):  

A long-term investment from investor MNE’s resident economy into another economy 

where the investor owns or/and controls a foreign affiliate and facilities with a long-

term interest. FDI can be a transfer of the capital, managerial or technical 

assets.(UNCTAD 2007.) Foreign direct investment enterprises (in host country) may 

either be subsidiaries, where over 50% of the voting power is held, or associates, where 

between 10% and 50% of the voting power is held, or they may be quasi-corporations 

such as branches which are effectively 100% owned by their respective parents 

companies. Lower ownership shares and voting power are known as a portfolio 

investment.(OECD 2008.) 

Greenfield investment:  

A form of FDI where new facilities are designed and built for the investments 

(Simonsen 2003). 

Acquisition:  

A form of FDI where business entry in new economy is done by acquiring an existing 

company in host country. (Grafers & Schlich 2006,15-22; 25.)  

Screening a.k.a Opportunity analysis:  

A process of selecting the host country for FDI-investment in MNEs. Typically the 

process is started with more extensive list of possible target countries ("Long list") and 

gradually decreased to handful of prospective target locations ("Short list"). 

GEMS-model 

GEMS model is a factor-analysis based adaptation of Porter’s classical Diamond model 

providing understanding of why some regional clusters succeed in attracting companies 

and to form a framework to underpin the location decision of the investments, regional 

cluster development and competitiveness 

Table 1: Key Definitions. 
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2 Inward FDI in Finland 

This chapter gives an overview about inward investments to Finland and their relevance 

for the national economic development and well-being. It also scrutinizes the 

development in the investment levels to Finland. Situation related to inward foreign 

direct investments is compared between Finland and some peer countries. In the end, 

public agencies in Finland promoting inward FDIs as part of national investment 

strategy are introduced.  

2.1 Overview of inward FDI in Finland 

Foreign companies operating in Finland constitute a remarkable part of the national 

economy. In 2010 the total turnover of these companies was 71 billion Euros and they 

employed 215,000 people. These 2,950 companies constitute only one percent of the 

total enterprises in Finland but 20 percent of the total turnover and 15 percent of the 

total personnel. The share of the foreign companies of the total turnover and total 

personnel has varied in last years. Starting 2004, total turnover of FDI in Finland was 

about 16 percent of the national total. In 2008, the share of FDI had increased to more 

than 22 percent. After 2008 the trend has been decreasing, about 19,5 % in 2010. The 

development from 2004 to 2010 concerning the share of the FDI of the total personnel 

in Finland is similar to turnover development. First personnel share has increased from 

12 percent to 16 percent and from 2008 on decreased slightly to 15%. This development 

is visualized in table 1 (Official Statistics of Finland 2011). 

 

 

Figure 1: The share of foreign enterprises of the total revenues and staff of the 

enterprises in Finland. Adapted from Official Statistics of Finland, (2010). 
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Foreign direct investments in Finland are from approximately 50 different countries. 

Most foreign direct investments have been from Swedish companies, of which about 

800 companies operating in Finland in 2010. Other big investors in Finland are 

American companies, about 450 operating in Finland, and German companies, about 

300 operating in Finland in 2010. Most foreign companies in Finland operate in the 

information and communication technology (ICT) –sector: in 2010 there were 228 

foreign subsidiaries operating in Finland. These constituted more than 30 percent of the 

total sector turnover in Finland. More than half of these companies were controlled 

from Sweden or United States and there were also many companies from United 

Kingdom, France and Germany. Other sectors where foreign companies constituted a 

remarkable share of total sector turnover in Finland were for example mining (27%), 

administration and support services (27%) and retail (24%). (Official Statistics of 

Finland.) 

 

According to the Bank of Finland (2010), the flows of inward foreign direct investments 

in Finland were relatively low in 2009. Bank of Finland defines foreign investment as a 

direct investment relationship between foreign enterprise and Finland-based enterprise 

where the foreign party holds authority or remarkable authority. This means that the 

foreign company has more than 10 percent direct or indirect stock ownership or voting 

power in the company operating in Finland. The statistics in the last years were heavily 

affected by single international acquisitions and internal ownership arrangements of the 

big multinational enterprises. Inward FDI in Finland was concentrated in the service 

sector. The investment balance sheet of Finland is unusual because there have been 

more outward FDI from Finland to foreign countries than inward FDI from other 

countries to Finland in the last years. Sweden consisted 55 percent of the inward flow of 

61,4 billion euros in Finland. Other remarkable investors in 2009 were Netherlands, 

Denmark (7%), Belgium (4%), Germany (3%), France (2%), Great Britain (2%) and 

United States (1%). The portfolio of origins of inward FDIs in visualized in figure 2. 

(ibid). 
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Figure 2: Direct inward investment portfolio of Finland at year-end 2009. 

Adapted from Bank of Finland (2010). 

 

2.2 Development of investment level in Finland 

The latest development shows that the most remarkable foreign direct investments in 

Finland come from Sweden, United Kingdom and United States of America. The most 

remarkable sectors for investments in 2009 were healthcare and well-being (22 

investments), ICT (19 investments), business services (18 investments), retail (17 

investments) and environmental technology Cleantech (13 investments). The amount of 

new foreign direct investments has fluctuated between 2005 and 2009. In 2005 there 

were 185 new foreign direct investments, of which 76 were greenfield-investments and 

109 acquisitions. In 2006 there were 208 new foreign direct investments. The best year 

was 2007, when 303 new foreign companies started business in Finland, of which 100 

were greenfield-investments and 203 were acquisitions. After 2007, the number of new 

FDI in Finland decreased. In 2008 it was only 185 and in 2009, only 128 of which 51 

greenfield-investments and 77 acquisitions. Investments in almost all sectors were 

concentrated in Helsinki area, except investments in Healthcare and well-being which 

were 78% outside Helsinki area. (Invest in Finland 2009.) 
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2.3 Finland compared to peer countries in relation to inward FDIs 

According to Eloranta (2012, 28-32), competition about foreign direct investment in the 

current economic downturn is claimed to be more fierce than usual. Compared to peer 

countries Sweden and Denmark as well as to EU-average and world average, Finland 

has been below peer countries and EU-average in the last 15 years. This is visualized in 

Figure 3. In year 1995 the share of inward FDIs of Finland gross domestic product was 

below 10 percent, clearly below comparison countries and world average. In year 2002 

Finland exceeded world average, but has not reached the level of peer countries or EU-

average until today. The share of inward FDIs of gross domestic product was in year 

2010 about 35 percent in Finland, about 80 percent in Sweden, and about 45 percent in 

Denmark and European Union. Eloranta concludes that Finland seems not to be a very 

attractive target for foreign direct investments. If Finland receives fewer investments 

than competing countries, it is harder and harder also for Finnish companies to make 

successful business in the global markets. (ibid.) 

 

 

 

McKinsey (2012, 8-14) examines Finland’s annual inward FDI inflow average in years 

2000 to 2010: Finland has also been significantly below other European countries like 

Luxembourg, Belgium, Netherlands, Sweden, United Kingdom, Denmark and Spain as 

well as below EU-15 average. In the comparison, the annual FDI inflow average from 

2000 until 2010 was 3 percent of GDP in Finland, 18 percent in Luxembourg and 0,9 

Figure 3: Inward FDIs (%/GDP) in years 1995-2010 
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percent in Greece. Also considering FDI accumulate stock (2010), Finland is under EU-

15 average and peer countries like Ireland, Netherlands, Sweden, Denmark and Austria. 

In comparison, Germany, Italy and Greece were below Finland. Highest FDI share of 

GDP in Luxembourg with 249 percent; highest Nordic country Sweden has 76 percent; 

EU-15 average is 43 percent; Finland has 36 percent ; Germany 29 percent and Greece 

11 percent. The figures are visualized in figure 4. McKinsey (2012) also predicts, that 

with current trend Finland FDI stock will not increase to the level of peer countries in 

next couple of years, and is more likely that the gap is widening in the next years.(ibid.)  

 

 

After examining this kind of statistical information about inward FDI in Finland, it is 

quite surprising that international competitiveness surveys have constantly evaluated 

Finland in the top group of the most competitive countries in the world. For example 

World Economic Forum Global Competitiveness Index has evaluated Finland as one of 

the seven most competitive countries in the world in each of the last six years. In year 

2006-2007 Finland was ranked as second after Switzerland; 2008-2010 as sixth and 

2011-2012 fourth globally. According to McKinsey (2012, 13), Finland has also 

succeeded in surverys of IMD and World Bank very well (see Appendix 3). IMD World 

Competitiveness Yearbook has ranked Finland between 9th and 19th placements in 

years 2006-2011. Global Competitiveness Report 2001-2002 by World Economic 

Figure 4: FDI inflow average (2000-2010) and FDI Stock as percentage of GDP 

Adapted from McKinsey (2012, 12). 
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Forum ranked Finland number one competitive country worldwide (Porter et al. 2002; 

see Appendix 3). These good evaluations seem to form a paradox between the real 

foreign investment attractiveness of Finland. Eloranta (2012, 34) also discusses this 

phenomenom. It is claimed that reason behind this discprepancy might be either that 

these competitiveness surveys are not able to evaluate indicators, which matter in the 

screening process for foreign direct investments; or the strenghts of Finland are not 

succesfully communicated to prospective investors.  

 

 

 

Figure 5: WEF Global Competitiveness Index Rankings 2006-2012 

Source: McKinsey 2012, 13; World Economic Forum; IMD 

 

2.4 Foreign direct investment promotion in Finland 

As foreign investments are argued to promote economic enhancement and well-being, 

many countries have built their own agencies and incentives in order to promote foreign 

companies to build subsidiaries in their countries. Eloranta (2012) states that foreign 

companies bring investments and funds, new buildings and equipment, employment, 

knowledge transfers, economies of scale and technological development with them 

when building a subsidiary in a target country. According to Blomström & Kokko 

(2003, 6-12; 17-20), these actions are argued to be justified, if investing foreign 

companies own some intangible assets that differ from ones that local companies have 

and that might spill over to local companies. In this kind of case, it is assumed that 
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incentives offered for foreign companies are lower by their value than social benefits 

that foreign companies create i.e. through spillovers. Also empirical evidence is stated 

to support the assumption about spillovers between foreign and local companies. 

Therefore the incentives are argued to be best when they focus in promotion of those 

activities that create the strongest likelihood for spillovers, such as development of 

networks and ties between foreign companies and local companies; training and 

education; and research and development. Industrial policies are also seen as important 

determinants of foreign direct investment inflow and influence the attractiveness of a 

country for foreign direct investments. Policies enhancing the availability of skilled 

work force, functioning infrastructure, and other kind of fundamentals of economic 

development are claimed to create better potential for countries to attract foreign 

investments as well as utilize the spillovers between companies. (ibid.) 

 

McKinsey (2012, 30-32) emphasizes the role of systematic sales processes by the 

national investment promotion agencies in order to gain foreign direct investments and 

increase their amount. First of all, it is argued that successful investment promotion 

agencies function based on coordinated investment promotion strategy. In the beginning 

of the process, investment promotion agencies have two roles. Agencies can proactively 

approach identified prospective investors. Investment promotion agencies need to also 

filter and prioritize reactively the opportunities and incoming requests. Selected foreign 

investors are encouraged for development of an investment proposal. They are often 

offered information that is evaluated to be interesting and some information needs from 

investor’s side might be also supported. Investment promotion agencies might also 

prepare site visits to target country locations and support in administrative issues, help 

with feasibility studies and remove bottlenecks. Especially in the cases where the 

country makes it to the list of top investment location alternatives (“Short list”), active 

and intensive communication with investors in necessary. Investment agencies might 

also assist foreign investors by helping them to find local partners and networks, 

conducting negotiation and helping in proposal preparations. In the end, also after-

investment communication should be continuous and relation should be kept strong in 

order to secure possible follow-up investments and references to other companies. This 

process is visualized in figure 6. (ibid.) 
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Figure 6: Investment Sales Process .Based on McKinsey (2012, 31) 

 

The national investment promotion agency “Invest in Finland” operates under the 

command of the Foreign Ministry and Ministry of Employment and Economy and is 

supervised by the department Enterprise and Innovation.
1
 Invest in Finland supports 

multinational companies to find business opportunities in Finland and provides them 

with relevant information and consultation in order to establish a subsidiary in Finland. 

2
The purposes of Invest in Finland organization are promotion of foreign investments 

which bring new jobs in Finland; development of Finnish innovation clusters by 

bringing foreign actors and international interaction in them; enhancement of structural 

change in Finland by renewing and diversifying the scene; and finally development, 

coordination and management of foreign investment promotion by networking with 

both regional and international actors. (Ministry of Employment and the economy 

2011.) 

 

 In addition, there are numerous local and regional players trying to enhance the 

position of different Finnish regions. For example SEKES Association of Regional 

                                                 
1
 Ministry of Employment and Economy http://www.tem.fi/?l=en&s=2780 Accessed 18.8.2012  

2
 Invest in Finland http://www.investinfinland.fi/ Accessed 18.8.2012 

http://www.tem.fi/?l=en&s=2780
http://www.investinfinland.fi/
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Development Agencies
3
 in Finland is a partnership organization for regional 

development agencies in Finland. The members of Sekes are regional organizations 

which aim to promote investments and implement the investment marketing strategies 

in their own regions whereas Invest in Finland coordinates investment promotion 

actions in national level. Also Centres for Economic Development, Transport and the 

Environment (ELY Centres
4
) deliver services that might be relevant for foreign 

companies interested establish business in Finland. ELY Centres a broad spectrum of 

guidance and support for businesses, entrepreneurs, and private individuals. 

 

.   

                                                 
3
 SEKES http://www.sekes.fi/ 

 
4
 ELY Centres http://www.ely-keskus.fi/en/frontpage/Sivut/default.aspx 

 

http://www.sekes.fi/
http://www.ely-keskus.fi/en/frontpage/Sivut/default.aspx
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3 Theoretical framework  

This chapter introduces the GEMS-model which is applied in empirical part of this 

study as well as other relevant previous literature forming a theoretical framework for 

the model and for the research problem in this thesis. First in this chapter, the classical 

theories of international trade and foreign investments are introduced. Secondly, some 

of the recognized FDI theories are briefly outlined for better understanding about the 

phenomenon. After that different types of FDI and motives behind investments are 

discussed. Next, some research about location determinants, meaning the factors that 

determine FDI host country choices as well as some indicators that companies use in 

their screening process are discussed as they are the main subjects of the research 

questions of this study. After that, a short look is given to regional level screening in 

MNEs, competition about investments between regions and regional differences that 

might affect location choices. For example the theory of ’new economic geography’ 

offers an explanation, why some regions tend to attract more companies than others, 

causing concentrations of business activities in certain regions. In the end, Porter’s 

diamond model of Locational Competitive Advantage and its expansion GEMS-model 

of creation of economic clusters and location choices are introduced. 

 

3.1. Classical theories of internationalization as a basis for FDI 

Foreign direct investments and regional attractiveness for them can be placed as part of 

international trade research. International trade includes transactions of products and 

services beyond national borders. (Toyne&Walters 1993, 19.) Internationalization is a 

process of starting and performing business across country borders and adaptation of 

new environment and changing circumstances (Buckley & Ghauri 1999, 46; 115). 

Companies that produce or distribute products or services across national boundaries are 

defined as multinational enterprises (MNEs). The goal of the international company is 

to maximize its performance by searching for optimized geographical or spatial 

configuration for its trade activities. In order to perform successfully in international 

field, the incremental benefits of the expansion should exceed the costs of expansion. 

(Rugman 2007, 12-13; 304.) International trade theory had its roots in the writings of 

the Adam Smith, who introduced the idea of absolute advantage of exporting in his 

book Wealth of Nations. By absolute advantage Smith means that companies in each 

country should focus on producing those products which it can produce more efficiently 
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and with fewer costs than other countries. Surplus of the production should be exported 

to other countries. With similar logic, the country should focus on importing those 

products with which the country has absolute disadvantage, meaning that it cannot 

produce these products more efficiently than other countries. 

 

Another cornerstone in the development of FDI theory was the writings of international 

trade theorist David Ricardo in the first part of 19th century. During this time, historians 

often state that FDI was mostly “a mechanism for the imperialistic exploitation of the 

developing world’s riches”. (Simonsen 2003, 1.) The Ricardian framework of compara-

tive advantages deals with foreign business operations, manufacturing and trade, and 

introduced the break-through concept of comparative advantage. In this framework the 

comparative advantage means that a certain country ought to specialize in production 

and export goods which it has production advantages over other countries and it also 

receives foreign investments in those sectors. He argued that instead of focusing to ab-

solute advantage, countries should base their export strategies on comparative ad-

vantage. With comparative advantage Ricardo means that there are different relative 

production abilities of the countries and their companies which should be exploited. 

According to Ricardian theory, each country should specialize in the production of 

goods which it has production advantages over other countries and it also receives for-

eign investments in those sectors. One example is that one country has absolute ad-

vantage in two industrial sectors, but in one sector relative more efficient than in other. 

This might give other countries relative advantage in focusing to this relative less effi-

cient sector, where they themselves might be least inefficient. According to Ricardo and 

contra to the argument of the Smith, this gives the basis for beneficial mutual export 

behavior. (Toyne & Walters 1993, 36-39.) 

 

During the 20.th century the theories have developed further. For example Stephen 

Hymer studied company-specific advantages of FDI and market imperfection as a 

reason for internationalization. According to his theory, the company has to have some 

special advantages which can be transferred to other countries in order to conduct 

successful internationalization and foreign direct investments. These advantages 

included economies of scale, product or service differentiation, superior technologies, 

financial assets, brands and trademarks, or intangible assets like intellectual property, 

innovations, patents or skills and should overcome the disadvantages of 

internationalization such as inefficiency, foreignness and lack of local knowledge and 
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non-representativeness in local networks. It is argued that in order to take full advantage 

of company-specific advantages abroad, the firm should conduct foreign direct 

investment instead of other means of internationalization to possess the ownership and 

authority in foreign business operations. (Hymer 1960.) 

 

3.2 Why should companies internationalize? 

The famous paradigm of internationalization was written by Dunning (2008, 95-109) in 

1970 and is known as OLI-framework: Ownership, Location and Internationalization. 

Ownership factor means the advantages rising from the control over superior 

production, patents and reputation capital. This factor explains why companies want to 

internationalize. Location factor means advantages arising from foreign operating 

location in relation to domestic operating locations. This factor explains where 

companies want to internationalize. Internationalization factor means additional benefits 

arising from decision to go abroad and following processes of foreign market entry. This 

factor explains how the company becomes multinational. (ibid.) Ownership advantage 

and location advantage can be also achieved by licensing activities abroad. Both 

ownership advantages and internationalization advantages are firm-specific. As contrast, 

the location advantages are external to internationalizing company. Location advantages 

are target-market specific and related to macro-economic and regional facts and 

policies. (Rugman (2007, 12-20.) This study concentrates on location advantages that 

Finland can offer for internationalization and other factors are not in the scope of this 

research. 

 

Practical benefits of internationalization are various. Companies can explore new 

innovations and better performance, diversified business risks, optimization of the 

resources and better positioning in the global markets. (Katsikea & Skarmeas 2003, 

1723-1724.) International diversification of risks describes the effect that market risk 

exposure is reduced if the risks are diversified in different markets whose national 

economic systems are not correlated. This way companies can reduce the dependency of 

the economic development of single national market. If the business in one country does 

a bad turnover or has problems with currency and cash flows, better development in 

other markets might correct the results to positive. (Toyne & Walters 1993, 45.) Some 

companies are also able to reach benefits of the disaggregation of the value chain in 

different locations in the world, i.e. lower costs of raw materials and work force. 
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Positioning in international markets might bring some increased benefits of market 

power, strategic leeway and competitiveness. Global strategy might also bring 

advantages like reduced costs through product standardization and enhanced customer 

preference through global uniformity and notoriety. Finally, multinational companies 

might be able to benefit their experience for example duplicating their subsidiaries in 

new markets and achieving the market entry with lower costs than their rivalries. 

(Rugman 2007, 15.) Rising foreign direct investment, intensified international trade, 

increased significance of emerging markets and great demand for foreign products and 

services has made the internationalization and evaluation of its success an interesting 

research topic for both private and public organizations. (Rajshekhar et al. 2011.) 

 

However, according to Segal-Horn & Faulkner (1999, 2-9), operating internationally is 

in many aspects more difficult than operating in a domestic market: managerial strategy 

planning and decision-making is more risky and problematic. The challenges include 

different laws, regulations, different infrastructure, different languages, different 

currencies, cultural differences, political systems and different actors and power 

relations. Rugman (2007, 14) states that also the costs, risks and disadvantages of the 

internationalization might be remarkable. In early stages of internationalization the 

performance tends to be negative. This is because of companies need to set up new 

business departments with duplicated functions to headquarters; companies need to 

enable learning and acquire knowledge about new cultural, legal and technical context; 

and they need to set up new networks and partnerships. There are also some continuous 

costs and disadvantages of internationalization such as higher coordination costs, 

communication problems and barriers, cultural differences, inefficiencies, regulatory 

differences, institutional distance etc. (Rugman 2007, 17-18.) There are also higher 

financial and political risks (Rugman 2007, 319). According to Helmenstein et al. 

(2009, 292), any company operating abroad carries extra costs because of that. These 

costs include transport costs; communications costs, including language and cultural 

barriers; market exploitation costs and risk premia. Without advantages like competition 

or cost advantage and economies of scale, internationalization is probably not profitable 

for the companies. (ibid.) Companies might also have problems of over-

internationalization, if the optimal threshold is already reached. This means that 

companies might have already expanded to all attractive markets and there are solely 

peripheral areas left. It might be also that growth of coordination and governance costs 

might exceed the benefits of expansion. (Rugman 2007, 17-18.)                                                          
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3.3 FDI as an internationalization entry mode into foreign markets 

Internationalization can be implemented by several means according to different 

situations, strategies and motives. These means are affected by internationalization 

determinants which are defined as factors which determine possible alternatives for the 

company to get access in a foreign country. Different modes of entry include foreign 

direct investments (FDI) and joint ventures, exporting, foreign outsourcing, licensing, 

and franchising. (Franco et al. 2010, 3-7.) The choice between different alternatives is 

determined by what kind of business opportunity is tried to be seized and what kind of 

overall strategy is chosen. One practical example is that if companies try to benefit the 

demand in foreign market, they can choose between three alternatives: foreign direct 

investments, licensing and exports. However, if the goal of the strategy is to benefit 

from cheaper resources like foreign labor, it might be that only FDI and foreign 

outsourcing are suitable options. (Franco et al. 2010, 3-10.) This study concentrates on 

foreign direct investments (FDI), other entry modes and their considerations are not in 

the scope this research.  

 

Foreign direct investments are realized as company branch offices, subsidiaries, 

acquisitions or joint ventures which exist in order to grasp the opportunity arising in a 

foreign country. FDI can be implemented as a Greenfield-investment, starting the new 

business from scratch in a new country; or by acquiring an existing company in the 

target market. Joint ventures are subsidiaries build outside country borders in a 

partnership where two or more foreign investors each own one part of the new 

subsidiary. (Rugman & Collinson 2009, 75.)  If partnerships are formed, distribution of 

shares, procedures of decision-making and liabilities for possible losses have to be 

defined (Grafers & Schlich 2006,15-22; 25).  

 

FDI can be defined as a direct investment of a company outside the home country 

borders (Tardivo & Viassone 2009, 48). According to traditional definition, a foreign 

direct investment means a physical long-term investment from a MNE’s (direct 

investor) domestic economy into another economy. FDI can be a transfer of the capital, 

managerial or technical assets and it is distinguished from, for example, international 

trading so that the investor owns or/and controls a foreign affiliate and facilities. The 

capital components of FDI are equity capital, reinvested earnings and other capital, 
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mainly intra-company loans
5
 (UNCTAD 2007.) In comparison, OECD (2008, 17) 

determines direct investment enterprises (in host country) as corporations which either 

may be subsidiaries, where over 50% of the voting power is held, or associates, where 

between 10% and 50% of the voting power is held, or they may be quasi-corporations 

such as branches which are effectively 100% owned by their respective parents. Lower 

than above mentioned ownership shares and voting power are known as a portfolio 

investment. The motivation of the foreign direct investment is a long-term oriented 

strategic relationship between investor and the direct investment enterprise in a foreign 

country in order ensure a significant degree of influence and voting power by the direct 

investor in the management of the direct investment company built or acquired in a 

foreign country. With FDI the direct investor also has access to the economy of the 

direct investment enterprise which it might be unable to do with other kind of entry 

modes like licensing or franchising. Direct investment includes inward and outward 

financial transactions/positions between directly and indirectly owned incorporated and 

unincorporated enterprises. (OECD 2008, 17.) This study is focused on inward-oriented 

foreign direct investments and is following OECD’s benchmark definition for FDI. 

 

OECD defines subsidiaries in FDI are as follows: First of all, subsidiary grounded as 

FDI is an enterprise in which an investor owns more than 50% of its voting power, i.e. it 

is controlled by the investor. Secondly, where an investor and its subsidiaries combined 

own more than 50% of the voting power of another enterprise, this enterprise is also 

regarded as a subsidiary of the investor for FDI purposes. Thirdly, in determining the 

scope of a direct investment relationship, the degree of influence that may be exercised 

through controlling links (more than 50% of voting power) is not diminished by the 

existence of multiple links in an ownership chain. For instance an enterprise controlled 

by a subsidiary of an investor or by a group of subsidiaries (which may also include the 

investor) is itself regarded as a subsidiary for FDI purposes. (OECD 2008.) 

 

3.4 FDI Significance and benefits for nation states and regions 

Internationalization and its various forms has been an attractive target for many 

researchers because of a growing tendency towards an international economic system; 

increased global competition in many industries and critical trade deficits all over the 

world. Research insights about internationalization are critical and can produce benefits 

                                                 
5
 UNCTAD http://unctad.org/en/Pages/DIAE/Definitions-of-FDI.aspx Accessed 20.8.2012 

http://unctad.org/en/Pages/DIAE/Definitions-of-FDI.aspx
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for the both public and private organizations. (Katsikea & Skarmeas 2003, 1723-1724.) 

The value of the exports has increased dramatically since World War II: when in 1950 

the value of the world exports was 58 billion American dollars, thirty years later it was 

about 1,88 trillion dollars, with annual growth of 12,3 percent. International trade has 

been growing because of continuous growth of both production and income – but trade 

has been growing even faster. In the new global economy exports are significant part of 

country economies. In some countries like Belgium the exports amount more than fifty 

percent of the gross-domestic product. (Grafers & Schlich 2006, 15-22.) According to 

Toyne et. Walters (1993, 21), the other stimulating factors for the fast growth of the 

global sales are for example reduced barriers of international trade because of the 

multilateral General Agreement on Tariff and Trade negotiations; economic integration 

among European countries and European Union; decreased transport and logistical costs 

resulting from technological development and innovations; faster and lighter 

international communication and traveling; and increased amount of globally 

functioning multinational corporations. (ibid.)  

 

FDI as a mode of internationalization is crucial for nation states because of its beneficial 

effects such as investments and funds, for example investments in machines, equipment 

and buildings, employment and efficiency via knowledge transfer, economies of scale, 

technological development (Eloranta 2012, 16-20). FDI Spillovers (Chen et al., 2011, 3-

8; 16) have also important effects on competitiveness of nation state and its regions. 

According to research from Chen et al, empirical evidence from China showed that 

investments of foreign MNCs may contribute to efficiency by breaking supply 

bottlenecks; introduce new know-how by demonstrating new technologies and training 

workers who later take employment in local firms; either break down monopolies and 

stimulate competition and efficiency or create a more monopolistic industry structure, 

depending on the strength and responses of the local firms; transfer techniques for 

inventory and quality control and standardization to their local suppliers and distribution 

channels; and force local firms to increase their managerial efforts, or to adopt some of 

the marketing techniques used by MNCs, either on the local market or internationally. 

(ibid.) 

 

The remarkable growth in the level of FDI in last decades, and its international perva-

siveness, are stated to reflect both an increase in the size and amount of individual FDI 

transactions, as well as the growing diversification of companies across countries and 
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industrial branches. Large multinational enterprises (MNEs) have been the dominant 

players doing foreign direct investments. This trend has coincided with an increased 

propensity for MNEs to participate in foreign trade. In the last year, it is experienced 

that small and medium-size companies have also increased their foreign direct invest-

ment activity. (OECD 2008.) FDIs have grown along intensifying global competition 

and tendency of deregulation trade barriers in international markets and FDI growth 

continues to expand also when the international trade slows down. (Moosa 2002, 3-7.) 

Foreign direct investment (FDI) has been among the fastest growing business activities 

in the whole world. The FDI flows across the globe has risen enormously, from an an-

nual average flow of US$142 billion during the period of 1985-1990 to more than 

US$385 billion in the year 1996 and then reached a record of US$1.9 trillion in the year 

2007 (UNCTAD, 2012).  

 

 Also OECD states that foreign direct investment (FDI) is a key element in this rapidly 

evolving international economic integration, also referred to as globalization. FDI pro-

vides a means for creating direct, stable and long-lasting links between economies. Un-

der the suitable policy environment, it can serve as an important vehicle for local enter-

prise development, and it may also help enhance the competitive positioning of both the 

recipient (“host”) and the investing (“home”) country. Especially FDI promotes the 

transfer of technological know-how and innovations between home and host countries. 

There are also stated to be better possibilities for the host economy export its products 

in global markets via new international companies. FDI, in addition to its positive effect 

on the development of multinational trade, employment and innovation transfer, is also 

a relevant source of capital. (OECD, 2008.) 

3.5 FDI as part of internationalization strategy 

Internationalization takes place when the company has motives to look for business 

opportunity outside home country borders. When an opportunity is identified, firms may 

carry out an international strategy to conduct successful businesses in foreign country. 

(Franco et al. 2010.) Internationalization strategy consists of fundamental decisions and 

future plans to allocate productive resources like man power, equipment, materials and 

supplies into the process. It might include an analysis of the initial situation of a 

company’s strengths and weaknesses, opportunities and threats including different target 

versus performance measurement; screening of potential target markets to identify the 

most prominent ones; and competitive analyses of the positions and actions of the 
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foreign competitors and customers. The goal of the internationalization strategy is to 

attain a profitable business and a competitive positioning in the foreign market. 

According to strategic decisions, the operational planning allocates budget to actual 

business actions targeting the foreign market. (Helmenstein et al. 2009, 290-293.)  

 

Moosa (2002, 4-6) classifies FDI into three types from the viewpoint of the foreign 

investor. Horizontal FDI is claimed to be undertaken for the purpose of conducting the 

same kind of business abroad in host country than in home country by horizontal 

expansion. The benefits from horizontal expansion might be for example better 

competitive positioning, product differentiation or better utilization of patents. Vertical 

FDI in turn means that foreign subsidiary is built in order to utilize better availability of 

raw materials; or in order to conduct some other forms of businesses than the ones ran 

from home country. Finally, conglomerate FDI combines forms of vertical and 

horizontal FDI. (ibid.)  

 

3.6 The motives underlying FDI 

The internationalization process of the companies may have reactive or proactive 

motivations. Reactive motivations mean actions as an inevitable response to 

environmental changes like competitive pressure, saturation in the domestic market and 

capacity troubles. Proactive motivations mean actions to achieve opportunities for 

higher profit margins through various benefits of internationalization which are 

introduced below. Also Moosa (2002, 2-12) discussed the motives of the companies to 

make inward foreign direct investments. First of all, Moosa argued that negative 

availability and increasing price of skilled labour; decreasing technological 

development and innovativeness in home country context as well as imbalances in 

domestic demand and supply. Chen and Ku (2000, 155-160) differentiate between two 

types of motives for foreign direct investments. By expansionary it is meant that the 

investing company aims to exploit the company-specific assets in the target country. By 

defensive foreign direct investments it is meant that the investment motivation of the 

company is mainly cheaper labor and efficiency via cost-reduction. 

 

The classical and well-cited distinction of FDI-motives was outlined by Dunning (1993; 

1993; 1996). Dunning’s taxonomy differentiates four kinds of FDI-motives: 
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1) Resource-seeking FDI: The goal in the FDI-strategy is to acquire specific resources 

like raw materials or cheap work force which are not available or which are more 

expensive in the home country. Resource-seeking FDI might also be attracted be-

cause of physical infrastructure like roads, railways, harbors and transportation, 

power and telecommunication possibilities. (Franco et al. 2010, 7-11; Dunning 

1993, 59-63; Helmenstein 2009; Dunning & Lundan 2008, 67-75.)  

 

2) Market-seeking FDI: The goal in the FDI-strategy is to benefit from markets out-

side home country borders. This means that the company wants to supply goods or 

services for demand and needs in a foreign market. The company might also look 

for suppliers in another market than their home country. The company might also 

want to look for markets where their competitors are presented. (Franco et al. 2010, 

7-11; Dunning 1993, 59-63; Dunning & Lundan 2008, 67-75.) 

 

3) Efficiency-seeking FDI: The goal of the FDI strategy is to benefit from the econo-

mies of scale and scope outside the country borders. This might be due to more effi-

cient price-benefit-relation, logistics, low-cost labor, leaner legislation which ena-

bles more flexible decision-making and easier availability of resources and raw ma-

terials In these cases for example the prices, wage-levels, knowledge and skill levels 

and labour union agreements in the possible host country are considered. .(Franco et 

al. 2010, 7-11; Dunning 1993, 59-63; Helmenstein; Dunning & Lundan 2008, 67-

75.) 

 

4) Strategic Asset-seeking FDI: The goal of the FDI strategy is to benefit from better 

possibilities to create innovations and develop company's technological basement 

rather than make use of some existing resource. (Franco et al. 2010, 7-11; Dunning 

1993, 59-63; Dunning & Lundan 2008, 67-75.) 

 

Dunning & Lundan (2008, 74-77) remind that there might be investment motives that 

are not easily grouped into classification above. Therefore three additional motive 

categories are established. An ‘Escape investment’ is stated to be mainly done with a 

motivation to avoid restrictive regulation or governmental context in home country. A 

‘Support investment’ aims to subsidize company’s main activities located somewhere 

else. A ‘Passive investment’ mean foreign investments, which do not meet the 

requirements of foreign direct investment definition (see OECD above). These can be 
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for example portfolio investments done by multiple investors who do not have 

significant influence by voting power on investment target and are not actively involved 

in management of foreign subsidiary built by investment. (ibid.) Franco et al. (2010, 6-

10) state that there might be overlaps between different motives of investments, and 

some companies might have more than one kind of motives in mind when planning 

their investments. Especially this seems to be the case between resource-seeking and 

market-seeking investments; therefore some aspects of resource-availability can be kept 

in mind when considering market-seeking investments. (ibid.) 

 

The motives of FDI influence the FDI effects both in home and host countries. This 

includes the choice of a target country as well as the suitable entry mode and strategy. 

Also investment level and FDI contribution to economic development in host country, 

technological knowledge transfer, as well as productivity spill-over are affected. Franco 

et al. (2010, 10-20) state that studying FDI without differentiation into various motives 

of FDI can lead to incomplete research results and evaluations. 

 

3.7 Localization determinants for FDI 

Localization determinants represent the factors which affect the choice of the target 

country for internationalization. The selected target country where foreign investment 

will be located is called here the host country. Location determinants are claimed to be 

strongly related to a firm-specific internationalization strategy and depend on what kind 

of business opportunity the company is searching for. This means that location 

characteristics influence FDI decisions in different ways based on investment-specific 

strategic goals. (Franco et al. 2010 11-20; Helmenstein 2009.) It should be also noted 

that market-seeking FDI can also be located in another country than the actual target 

market. As a practical example, subsidiary might be established in Sweden in order to 

explore markets in Norway, Finland and Denmark. This kind of investment is called 

Export-platform FDI and its main goal is to ease the exporting into surrounding areas. 

Selection criteria for export-platform FDI is of course related to firm-specific strategy 

but typical reasons are good geographical location in relation to target markets, suitable 

norms and regulations as well as labor cost and skills. (Franco et al. 2010, 16.) 

Following subchapters represent some typical indicators, which previous literature 

mentions to be considered by foreign investors in their host country screening process 

for FDIs.  
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3.5.1 Market-related indicators in host country screening for FDI 

 

According to Franco et al. (2010, 18-20), typical market-related indicators are absolute 

market size, market growth rate, absolute advantage and comparative advantage. The 

main factors determining the location choice for market-seeking investments are 

claimed to be market size and growth. This is, however argued to depend strongly on 

firm-specific strategy behind investment. Other important factors are presence and in-

tensity of absolute and relative competitive advantages. Absolute advantage refers to 

competitive situation, where the investor evaluated that his/her company is able to gain 

absolute advantage in target market by being able to produce more goods or services 

than local competitors with the same or fewer resources. Comparative advantage refers 

to a situation where investing company might gain lower marginal or less opportunity 

costs by investing in another country. Also Waheeduzzaman & Rau (2006, 45) argue 

that the most important determinant is the market attracting the FDI. Target market of-

fers the demand for FDI products and services and because of this, the companies invest 

in the markets which they consider most convenient. As determinants for suitable mar-

kets for investment are mentioned market size, market growth, market openness, politi-

cal stability, government policy and cultural factors in the previous scientific literature. 

(ibid.) In a more detailed level, companies might research information also about popu-

lation growth; urbanization patterns about population moving from rural to urban areas; 

consumption patterns and expenditures; household income levels and purchasing power 

parities. (Toyne&Walters 1993, 333-361.) Grafers and Schlich (2006) suggest that fol-

lowing dimensions form the location advantage of a firm: market attractiveness, includ-

ing market volume, growth potential, competitive intensity, and price level (ibid).  

 

Market attractiveness depends on growth ability, sales potential of the product range, 

competition intensity and price level. Market potential means the maximum amount of 

products that can be sold in the target market by all providers in a static time period. 

Growth ability means the gap between the current and the potential market volume. 

Competition intensity means the number of existing rivalries and their market shares as 

well as positioning in the target market. Market shares can give companies important 

information about their chances in the target market. For example, if the main competi-

tor has strong market share, it might benefit from a “experience curve effect”. This is 

described as the relationship between experience and efficiency which leads to econo-
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mies of scale and scope. In practice this means that strong suppliers in a particular mar-

ket are able to price their products competitively and form barriers for new entries into 

the market. Market price level is also an important determinant of market attractiveness. 

Higher price acceptance by the customers in the target market creates opportunities for 

premium brands and high-end products. On the other hand, low price acceptance gives 

better opportunities to companies which follow cost leadership strategy, meaning that 

the exporter should be able to offer the products below the competitor’s prices.  Loca-

tion factors for FDI can be measured for example by screening companies for example 

by indicators like GDP for market size, market growth, market intensity and market 

consumption capacity. Market growth rate includes for instance average annual growth 

rate of commercial energy use and real GDP growth rate. Market intensity includes 

gross national income per capita and private consumption as a percentage of GDP. Mar-

ket consumption capacity can take account for example purchasing power parities and 

average household income. (Grafers and Schlich 2006.) 

 

3.5.2 Other factors 

Franco et al. (2010, 11-20) mention that norms and regulations, policy barriers, trans-

portation and communication costs, and labor costs might play a role in the selection of 

location for market-seeking FDI. These indirect effects might affect the ability of the 

company to trade goods and services and transport them from one country to another. 

They are considered to be especially important for export-platform FDIs. Also market 

imperfections, portfolio investments, follow-strategies, risk diversification, organiza-

tional assets and knowledge transfer are also mentioned as explaining factors. Indirect 

factors are often measured by data of commercial infrastructure, economic freedom, 

market receptivity and country risk, urban population, and electricity consumption. 

(Waheeduzzaman & Rau 2006, 45.) According to Grafers & Slich (2006), later stages of 

internationalization might require more sophisticated indicators like risk and entry bar-

riers, local infrastructure, work force availability and quality, the salary level, taxes, 

governmental regulations, environmental laws and resources and public subsidies and 

support.  

 

Risk and entry barriers are other factors that are suggested to be taken account (Grafers 

and Schlich 2006; Moosa 2002, 131-134). Risks can be classified into economic, 

political and operational risks. Here for example the OECD country risk classification 
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(see above) can be useful. Entry barriers have typically a political background and 

might have the function of protecting domestic enterprises from foreign competition or 

ensuring some kind of qualitative standards for products and services. Barriers might be 

tariffs like customs and duties or non-tariff barriers like technical norms, standards and 

procedural rules set upon product quality and processes. Risks and barriers are related to 

liberalization of domestic and international trade and in therefore important 

determinants of the target market attractiveness. (ibid.) 

 

There are also different ways to screen indirect factors for FDI host country. Commer-

cial infrastructure can be measured for example by telephone mainlines per habitant, 

cellular mobile subscriptions per habitant, number of computers per habitant, paved 

road density, internet hosts, population per retail outlet, and television sets. Economic 

freedom can be measured by economic and political freedom index. Market receptivity 

is evaluated by imports per capita and trade as a percentage of GDP. The country risk 

indicator consists of a country risk rating. (Waheeduzzaman & Rau 2006, 45.) 

 

The Boston Consulting Group (2012) has developed a model about criteria of 

evaluating possible target countries for foreign direct investments. The model is 

included in Appendix 3. First of all, it is argued that only countries with enough 

awareness among foreign investors can enter the consideration list. First decision level 

covers market size and potential as well as availability of resources, human capital and 

labour productivity. Next level is stated to be the physical infrastructure of the country, 

laws and regulation as well as bureaucracy. Here companies are stated to focus on 

fluency of a supply chain; labour market functionality; and ICT- infrastructure. The last 

decision level includes enablers like taxation and other incentives, financial markets and 

good living environment that can differentiate a prospective target country from other 

possibilities.(ibid.) 

 

3.9 FDI Screening in regional level  

Country-level screening for FDI is not always enough because of regional 

characteristics and differences. According to Rugman (2007, 343-344; 351), 

internationalization performance may vary radically by geographical regions. Variations 

may result from differences in labor costs, production efficiency, industry competition 

rate, institutional weaknesses, economic development, political stability, market size 
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and purchasing power. Previous research suggests that macro-economic conditions for 

possible regional differences should be taken account in an internationalization strategy. 

(ibid.) These regional differences inside the target markets might bring complications if 

market evaluation and strategy formulation is done only on a country-level. (Rajshekhar 

et al. 2011.) Therefore it is claimed to be important to gain information and 

understanding about regional differences implement good region-specific strategies. 

(ibid). Regional strategy seeks benefits from coordination and integration of 

geographical characteristics of selected regions into company actions (Rugman 2007, 

304). With regional strategies, MNEs can try to find a balance between seeking the 

benefits from globalization and at the same time trying to remain responsive to local 

market needs and differences. Evidence for this has been found especially for the white-

good industry and automobile industry. (Rugman 2007, 344-345.) For private 

organizations regionalization can be defined as adaption of organization expenditure 

and investment to needs and circumstances of a specific region. However, regional 

patterns and characteristics are often not taken into account because of a lack of valid 

information in most of the countries. (Blazek & Maceskova 2010.) In most of the 

research, countries are assumed as homogenous units and regional differences are 

ignored (Hyean 2010). There is claimed to be a crucial need for research about regional 

strategies. (Rugman 2007.) 

 

Regional differences are also interesting for the companies who consider entering the 

new markets or want to evaluate which markets should be invested in more heavily, and 

which less. Like mentioned above by Grafer & Schlich (2006), regional markets with a 

high purchase volume, high average price, high growth potential and low risk level are 

generally more attractive for investments. However, according to Huovari et al. (2000, 

2) regional economic performance differs remarkably inside the country markets. 

Therefore companies should also evaluate regional competitiveness, instead of only 

market competitiveness to support their investment strategies. Regional competitiveness 

is defined as a region’s ability to “foster, attract and support economic activity so that its 

citizens enjoy relatively good economic welfare”. (ibid.) 

 

Helmenstein et al. (2009) introduce a method to analyze regional attractiveness for 

foreign direct investments. The goal is to evaluate the capability of a region to prevail in 

global rivalry according to income related and employment related indicators and also 

taking into account other region quality factors. The point is also to clarify the 
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difference between the nation-level quality factors and region-specific factors. After the 

evaluation the regions in one country are positioned in relation to each other and a 

strengths-weaknesses-profile is created. Helmenstein et al. also give importance to 

evaluation of regional change and development. In the evaluation might also show up 

some specific characteristics suitable for certain niche production despite of some 

general weaknesses. Information based on this kind of analysis is claimed to identify 

those indicators that help achieving the maximum improvement in regional 

attractiveness and evaluate the policy actions done in order to enhance investments to 

the region. (ibid.) 

 

3.10 Regional competitiveness   

Because foreign investments seem to be enhancing economic welfare, employment and 

regional development, the regions are willing to promote their attractiveness for 

investments of foreign companies. This is stated to lead to a regional competition about 

investments. For public organizations it is meaningful to reveal regional disparities to be 

able to act and intervene in a correct way and to enable harmonic regional growth and 

development and enhance regional attractiveness (Tantri 2011.) This is often done with 

the regionalization policy, which is here defined according to the Organization for 

European Economic Cooperation as a process of increasing the level of the region’s 

trade, inner economic integration and cooperation and formation of region’s networks 

and alliances. (Pereira 2005, 386.) Regional attractiveness can be defined as capability 

of a region to attract new companies and keep current ones with stable or increasing 

market opportunities and same time maintaining or increasing the standards of living for 

inhabitants. (ibid.) 

 

Therefore regional competitiveness and its evaluation have been considered a crucial 

theme in the contemporary research and public discussion. Huovari et al. (2001, 2) 

define regional competitiveness as the ability of the regions to create, attract and 

maintain the economic activities which increase the wealth of the regions. This is stated 

to be done by offering a suitable environment for economic activities to attract 

investments, mobile resources and production factors. From a foreign direct investment 

point of view, the region is competitive if it possesses attributes that are important for 

the companies when making the decisions for their locations. These attributes vary 

between companies and industry sectors but typically they include for example the 
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location characteristics, market power, the people living in the area, the other companies 

existing there, infrastructure, regional growth and natural resources available.  

 

The evaluation of regional competitiveness is claimed to not be simple. The regions are 

also part of the international economy, where all actions, decisions, trends and 

developments are interconnected and change in time, sometimes also very fast. 

According to Huovari et al. (2001, 3-6), there exists not a clear and generally accepted 

definition for regional competitiveness. Countries and regions do not compete against 

each other in the same way as companies do. First of all, it is not possible to evaluate 

the regional competitiveness by some basic economic indicators. Secondly, the success 

of one area is not directly subtractedfrom other areas. In contrast, the welfare and 

success of the regions in a country are interconnected and mutually dependent. The use 

of definition of regional competitiveness has been also criticized because it might be 

mixed with competitiveness of the companies located in each region. This might lead to 

confrontation between different areas which is able to harm the regional cooperation. In 

this research, regional competitiveness is seen as beneficial concept to describe the 

factors how regions can attract new investments and add their welfare, but at the same 

time it is kept in mind that the success should not be based on confrontation and 

competition between the regions. (ibid.) 

 

Behind the favorable regional competitiveness attracting foreign direct investors can be 

number of interconnected factors. One possible explanation is offered by the 

endogenous growth theory. In order to invest, the profitability of the investment has to 

increase or at least to stay the same. Investors search for right combination of work 

input, resource input, technology and human capital which are stated to create economic 

growth. The growth happens when technology develops from innovations which are 

created during the production process because of research and development, 

cooperation and knowledge spillovers or simply learning by doing. The human capital 

here is defined as social relationships, connections, skills, networks, trust, norms, and 

structures which enhance the economic activities and learning. If all these variables are 

in balance, the growth speed is determined by technological development, population 

growth and innovations. The biggest disadvantage of this theory is that it cannot explain 

why the development happens in certain areas and the other not. They are exogenous 

factors that have to be explained outside the model. (Huovari et al. 2001, 3-12.) 
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Another explanation for regional competitiveness is the agglomeration theories (see also 

chapter 3.12). According to Huovari et al. (2001, 16-21), concentrations of companies 

and economic activities are created when successful growth regions perform well 

continuously in attracting more and more investments and same time the production 

gets more effective. As effect, both sellers and buyers have more diverse choice 

possibilities in terms of demand, supply, work force and job opportunities. This enables 

also the specialization of skills, products and services in the regional markets. It 

enhances the appearance of innovations, as knowledge sharing and spillovers are more 

effective when companies and research agencies locate near to each other. 

Competitiveness is also affected by the accessibility and the geographic location of the 

regions. Accessibility means the distance from the investment location to the different 

parts of a target market. One factor of accessibility is also the infrastructure: good traffic 

connections can compensate the long distances and vice versa. (ibid.) 

3.11 Differences in regional competitiveness 

Porter (1998, 213-237) emphasizes the role of the regional differences in their 

competitiveness for attracting business investments. According to Porter, role of the 

locational differences within the countries has been largely ignored in the research about 

competitiveness of countries. The differences are vaguely noted as operational challenge 

of cost of workforce, capital assets and resources. Typically the regional differences are 

taken account first after the firm already decided about their investment strategy and 

target countries. It is also claimed in previous research that the locational differences 

have diminished because of the modern transportation, efficient communication and 

synchronized international regulatory contexts. However, the empirical evidence shows 

that there are still crucial regional differences in economic performance within nations, 

regions and cities. Porter states that the most successful companies are still based on 

certain countries and to be more specific, in certain concentrated areas, creating 

agglomeration effect. In case of the United States, there are no economically relevant 

borders within the country but for instance the film and television industry is 

concentrated in Hollywood, the bureau furniture in Michigan, the medical industry in 

Philadelphia and the information technology in Silicon Valley. According to Porter, 

these kinds of agglomeration effects exist in all developed countries. Porter also 

reminds that locations seem to be strategic choices for multinational enterprises in their 

foreign investment strategy. MNEs tend to concentrate their most critical activities like 

research and development, strategic management, and core production in one single 
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location. MNEs also seem to be relocating and reconsidering the strategic location more 

carefully and increasingly. (Porter 1998, 200-209; 213-237.) 

 

According to Porter (1998, 200-209; 213-237), the themes presented above show that 

international competition has advanced in the local level and the old paradigms of 

calculating the most efficient location by lowest input costs and economies of scale are 

not up to date anymore. These kind of locational advantages have been neutralized by 

modern transportation solutions. Therefore Porter states that the basis of locational 

competitive advantage has shifted from these static efficiency factors to dynamic 

improvement factors like the ability to continuously improve, innovate, develop itself 

and upgrades the skills and the supply of the firm to the fast-changing demand of the 

modern world. These new sources of locational competitive advantages require specific 

environments. The attributes for this kind of competitive environment are for example 

the presence of skilled work force, sophisticated technological development level, good-

quality infrastructure, specialized capital and natural resources for the particular 

industry, demand for the company’s product and service supply, a suitable service 

platform and as a motivating factor, the presence of the relevant competitors. These 

attributes are mutually interacting and are reinforced because of causal connection 

within them. And as a result, strong regional clusters of different interconnected 

industries concentrated in certain regions within the countries have been created, which 

are strongly affected and dependent on these clusters and their economic power. (ibid.) 

 

Porter (1998) summarizes that these revelations about strategic location decisions need 

much attention in the research and a new importance to the theories of new economic 

geography, agglomeration and regional studies has to be given. His research 

emphasizes, that at the same time the relevant economic areas do not only follow the 

country borders and can often cross them; but can also be smaller, concentrated areas 

within the countries. For theories of the foreign direct investment this is also stated to be 

an important point which should be taken into consideration, as multinational 

enterprises are increasingly searching for innovation advantages from particular regions 

or relocating the headquarter business activities entirely in new regions or countries. 

According to Porter (1998), the research of the foreign investments should be more 

closely integrated in company strategy and address the new dynamic mechanisms of the 

modern world. These include processes of global competition, information networks, 

institutional foundations, and other kind of motivations for location choice. Also there 
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needs to be an understanding about causal mechanisms and cumulative processes of 

change. (ibid.) 

 

3.12 New Economic Geography 

International trade within the countries and regional specialization received very little 

interest until recent decades (Krugman 2011; Huovari et al. 2001, 1-3). New Economic 

Geography presents one perspective to explain, why some regions develop to be more 

attractive targets for business investments than others. The theory argues that economic 

activities agglomerate to certain locations because of the benefits from knowledge 

spillovers, wider markets for specialized skills and knowledge as well as reciprocal 

linkages in the local markets. (Huovari et al, 2001, 18). Theory was created based on the 

thinking of Krugman, who argued that concentration of economic activities gives region 

a competitive advantage. Krugman clarifies that companies set up business and people 

decide to live in certain location because of business advantages of economies of scales, 

demand for wider range of consumer goods and transportation advantages. Especially 

transportation costs are an important component, as transportation of goods and services 

to customers in another region is relatively expensive. Therefore the companies try to 

locate as close as possible to their domestic customer. Companies are stated to select 

typically a region with the largest market, and transport their goods and services from 

there to smaller markets. Other drivers are also access to markets and availability of 

suppliers. Because of this, certain areas are densely populated, attract new companies 

and are able to create working places for people – in the expense of the other areas. 

Concentration and dispersion of business activities and productive advantages of spatial 

closeness creates a phenomenon that Krugman calls “core-periphery model”. (Krugman, 

2009, 567-570; Andrew & Felock 2010.) 

 

Krugman (2009, 560-570) argues that the motives for shipment of goods and services 

within countries are similar with those for shipment of goods and services between the 

countries. With the similar logic of absolute and comparative advantage, this leads to 

regional specialization. In Krugman’s approach it is explained, that concentration in one 

geographic location can happen between business establishments of particular kind. 

This leads typically to certain kind of population concentrating to these regions 

resulting in specialized pools of labor. This leads to a tendency of regional 

specialization, locational patterns and inequalities in development. On the other hand, 
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Krugman proposes that if the transport costs decrease, the disparities between regional 

development and concentrations should slowly decrease. Krugman has argued that 

concentration is the most striking feature of the geography of the economic activity and 

concentration of economic activity. (Krugman 2009.) Basically the scale advantages 

function because of the market size and growth: The larger the regional market is, the 

more intensive is the competition which decreases the prices and increases the demand 

for labor. When job opportunities increase, more people move to the region and 

therefore increase the regional demand for product and services. (Huovari et al. 2001, 

286-294.) 

 

Tervo (2005) also has analyzed new economic geography from a Finnish point of view. 

He sees concentration of economic activities as a self-reinforcing phenomenon: when it 

has once started somewhere, it also proceeds rapidly. Like Krugman (2009, 560-564) 

argued, most of the companies want to locate themselves in the regions where local 

demand is as high as possible to minimize the transportation costs. The demand 

typically increases, if there are positive migration flows into the areas. People move to 

areas with job opportunities, and job opportunities evolve in those areas, where most of 

the people are. In the end, all the companies want to locate where all the other 

companies also locate. This creates a circle, which maintains and reinforces the regional 

agglomeration. Tervo argues that the behavior of self-interest seeking companies leads 

to creation of regional clusters, which are greater than their summarized parts. This is 

because of the forward and backward linkages. Backward linkages are created, when a 

company is able use and buy the products and services and make transactions with other 

companies located in the same region. Forward linkages are created, when the company 

is able to sell its products and services for other companies located in the area and when 

supply of qualified labor in the area is increased because of concentration of transacting 

companies. (Tervo 2005.) 

 

This does not mean that companies would locate themselves purely only in the capital 

city. There are also counter forces for concentration, like increased prices and lack of 

accommodation and business spaces as well as difficulties in availability of certain 

services. Also traffic jams; pollution and unrest of big cities might decrease the 

attractiveness of concentrated areas. These are relevant especially after a certain point of 

urbanization. However, according to Tervo (2005), the regional development and 

agglomeration happens typically only in those regions, where the development has 
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started because of some starting advantage. These advantages might include some kind 

of location benefits or historical events. For example availability of specific natural 

resource, attractive geographical location or presence of specific people might create a 

starting advantage. It depends often on random chance or luck. Path-dependency theory 

explains that the previous development determines the development and actions now 

and in the future. (Tervo 2005.) 

 

Centralized development can bring different kind of benefits for the companies. First of 

all, the production of the company is more effective the bigger the production unit is. 

Second, the company can benefit the urbanization because the more other companies 

are around the enterprise, the more diversified are the production and services in the 

environment. Third, there are also localization advantages which mean the benefits from 

regional specialization because of the specialized work force, services and information 

and knowledge spillovers. Because of the localization advantages, also the smaller 

communities can succeed and reach agglomeration, if they can specialize and build 

network advantages. (Tervo 2005.) 

 

Also Laakso & Moilanen (2011, 11-17) describe agglomeration advantages in their 

research about locations of business establishment and regional specialization in 

Finland. The advantages are differentiated into internal and external sources: internal 

advantages are economies of scale which appear when unit size and production can be 

increased in certain location in order to decrease the unit prices. External agglomeration 

advantages are divided into localization and urbanization advantages. Localization 

advantages were stated to be based on wider work force availability which enables 

deeper specialization in skills and deeper knowledge which are stated to be more likely 

to appear in bigger concentrations than in smaller ones. Urbanization advantages are 

based on concentrations of enterprises and other organizations in the same field which 

enable more intensive knowledge transfer, information flows and cooperation 

possibilities between the companies. Additionally, it is also stated that the concentration 

of consumers and households also brings advantages, as demand for more specialized 

goods and services enlarges. Agglomeration advantages are visualized in figure 7. 

According to Laakso & Moilanen (ibid), localization and urbanization advantages are 

actually different viewpoints for the same phenomena, and therefore cannot be 

separated strictly from each other. Despite of concentration disadvantages like price 

increases, traffic jams and pollution, Laakso & Moilanen conclude that the bigger 
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concentrations are, the more specialized companies they can offer good operating 

environments. Specialization of the regions where stated require other regions, where 

specialized goods and services can be imported. Therefore concentration and 

specialization are argued to lead in higher interdependence and mobility between the 

regions. (ibid.)  

 

 

 

Figure 7: Concentration advantages. Based on Laakso & Moilanen (2011B, 3). 

 

3.13 GEMS model of development of economic clusters 

GEMS model is a factor-analysis based adaptation of Porter’s classical Diamond model 

combined with new aspects from political science, network theory and new economic 

geography which tries to provide deep understanding of why some regional clusters 

grow and some other do not. Cluster here is defined according to Porter (1998, 199) as 

“geographically proximate group of interconnected companies and associated 
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institutions in a particular field, linked by commonalities and complementarities”. A 

cluster can take different forms covering clusters within a single city, state or 

neighboring countries. (ibid.) The theorists try to build a framework to underpin the 

location decision of international companies, regional cluster development and 

competitiveness. The basic framework for innovations and regional development is 

claimed to be consisting of the education level in a region; availability of skilled work 

force, good level of information and communication technologies, availability of 

intellectual property rights, openness for international trade and investments, 

sophisticated domestic and regional demand, supply of the risk capital and research and 

development-friendly taxation policy. (Kamath et al. 2012.)  

 

The basement for GEMS-model is the strategic diamond model by Porter (1998, 167) 

about sources of locational comparative advantages. Porter’s model classifies locational 

comparative advantages into four components: demand conditions; firm strategy 

structure and rivalry; factor conditions and related and supporting industry. The first 

component includes both the demand conditions in a company’s home market as well as 

the demand in a foreign target market. If the demand in the home market is challenging 

or not large enough, the company might be willing to expand its operations in other 

regions as well. The determining factors in the host regions are the types of regional 

buyers; market size and composition; size of regional demand; the growth rate of the 

local market and demand; proximity of local buyers; and market accessibility and 

international buyers. Porter (1998) argues that sophisticated and demanding buyers can 

pressure the companies to innovate and achieve higher standards that this way gain 

advantage. Therefore this variable should capture both the quality and the quantity of 

the local demand. (Kamath et al. 2012; Porter 1998, 174-176.) 

 

The second component consists of strategy and rivalry, which means the competition 

intensity governed by incentives, rules and norms of the regional context. Porter divides 

(1998) this component into two parts: the first sub-dimension consists of presence and 

proximity of competitors and industry leaders; vigorous competition among locally 

based rivals; as well as presence of partner companies in the region. Porter (1998) states 

that companies want to be positioned in the same locations with their important rivalries 

in order to follow and imitate competitor strategies. There can be remarkable differences 

and asymmetries between regional positioning and market shares of leading companies 

which impact the regional competitive situation and actions of the company strategy. 
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The second sub-dimension is regional climate for investments constituting 

macroeconomic policies, political stability and business-friendliness. This other sub-

dimension include factors like openness to trade and foreign investments, corruption 

and anti-trust regulation, intellectual property rights, government business ownerships. 

Kamath et al. (2012) adjust Porter’s thinking by using the first subdivision as 

independent variable of GEMS model; captured as “strategy and rivalry”, concentrating 

on regional presence of competitors and collaborators. The second subdivision from 

Porter Diamond model is included in the further variables in GEMS model. (Kamath et 

al. 2012; Porter 1998, 179-182.) 

 

The third component of Porter’s model is the so-called factor conditions that create a 

basement for good and service production in a country. They include the quality and 

quantity of region’s natural resources, land, human resource capital and labour force, 

technological assets, infrastructure, capital assets and scientific excellence. It takes also 

into account what the costs, productivity and availability of the labor are. In addition to 

quantity and quality of inputs for companies, factor conditions also determine a level of 

specialization companies can reach in a target region. (Kamath et al. 2012; Porter 1998, 

172-174.) 

 

The fourth component, related and supporting industry, includes the amount, quality, 

internationality, diversity, innovativeness and capabilities of local suppliers and 

supporting companies in target regions. In practice this means the availability of 

suitable partners and networks of related firms; presence of the logistic services, 

accounting companies, financial and tax service, marketing and distribution 

intermediates and legal firms to provide foreign companies with necessary services. 

Porter (1998, 176) states that local suppliers can deliver a competition advantage for a 

region by producing cost-effective inputs in an early, fast, and possibly preferential way. 

Location choice for FDI near innovative and upgrading suppliers and supporting 

companies can create advantages by close communication, constant flow of 

information, and exchange of ideas. (Kamath et al. 2012; Porter 1998, 176-178.) 
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Figure 8: Porter's Diamond Model - Sources of Locational Competitive Advantage. 

Based on Porter (1998, 167 & 211) 

 

These four determinants create Porter’s Diamond Model for determinants of locational 

competitive advantage which is demonstrated in figure 8. Porter states that this diamond 

functions as a system and the effects from the four determinants are often depending 

from each other. Weaknesses in any of the determinants might constrain the regional 

competitiveness as a whole. Porter explains that for example innovativeness might not 

be motivated despite of skilled work force and  high-quality supporting industry if 

region lacks vigorous rivalry between companies. On the other hand, different parts of 

the system might also support and reinforce each other: especially competition between 

companies and agglomeration of companies in the same region are stated to have 

tendency to promote enhancements in other determinants as well. The GEMS model 

develops Porter’s model further by adding eight variables to surround the four 

components introduced in previous chapter concentrating on regional cluster formation. 

According to Kamath et al. (2012), this should provide a deeper understanding of why 

some regional clusters succeed and others not. 

 

GEMS model differentiate the government policy as its own factor from Porter’s 

“strategy, structure and rivalry”-component. Public policy in GEMS-model refers to 
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those factors and policies which set a framework for economic activities, investments 

and political stability in the country. These factors include for example taxation system, 

corporate governance, business and employment laws, labor market policies and 

procedures, education systems, work force education incentives and patent laws. 

Kamath et al. (2012) argue that the public policies are not the direct determinant of the 

national or regional competitive advantage for attracting foreign direct investments but 

affect it indirectly by facilitating, supporting and providing the institutional context for 

economic activities and investments.  

 

The sixth component by Kamath et al. (2012) is chance. The significance of chance is 

claimed to be one of the dominating determinants of success of the regional clusters. 

Especially in the beginning of the cluster formation, pure luck or coincidence might 

play a remarkable role. According to previous literature, there is empirical evidence that 

the chance has been an important factor in the reformation of highly successful 

technology hubs in Silicon Valley and region of Hsinchu in Taiwan. The element of 

chance as a GEMS-variable includes several sub-variables like reputation of the region; 

the geographical location; the origin and founders of the region; and the coincident 

which are not resulted from other sub-factors.   

 

The seventh component in GEMS-model is ‘favorable business climate’. In includes 

elements like favorable business laws, relatively low tax rates for the people earning the 

top marginal, small amount of problems caused by corruption, favorable climate and 

encouragement for risk-taking and presence of business innovations. Kamath et al. 

(2012) also include favorable socio-political factors in this variable. This include 

variables which affect the economic activities and investments in the region and include 

elements like low crime-rate, political stability, level and usage of English-language, 

safety, cultural cohesion, level of corruption, labor unrest such as strikes and walkouts, 

and general quality of life. 

 

The eighth component in GEMS-model is constitution of regional networks and 

clusters. It considers inter- and intra-company linkages and ties. The amount and 

intensity of these linkages are affected by cooperation and partnerships between the 

companies, universities, public actors and research agencies; by presence of 

professional and industrial networks for knowledge sharing and spillovers; and by labor 

and other resource mobility and sharing between the companies. In practice 
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relationships between connected people, common interests and collaborations create 

local networks which enhance value creation process. Nonaka and Takeuchi (2004) state 

that vertical, horizontal and unrelated industry networks play a critical role in the 

competitiveness and success of the clusters. Additionally, the internationality of the 

networks and cross-border connections are also a significant element. This means that 

the regional networks have also members with international background or that some 

parts of the network locate in different countries and are therefore cross-border linkages. 

 

The ninth variable in GEMS model consists of agglomeration effects of economic 

activities, which is explained as a high concentration of companies in a certain area. 

According to Kamath et al. (2012), there are benefits for the companies to locate where 

also other companies locate because of the regional cluster formation, knowledge 

spillovers between firms, diversity of supply, greater specialization of skills, and larger 

amount of suppliers and intermediates in the region. The new economic geography (see 

Krugman 2011; Huovari 2001; Andrew & Felock 2010; Tervo 2005) divides 

agglomeration advantages into external localization economies and urbanization 

economies. Localization effects include the concentration of specialized skills and 

knowledge to the workforce in certain regions. This is beneficial for the companies who 

need this kind of specialized knowledge. Urbanization economies on the other hand are 

defined as the benefits the companies gain from diversity in supply of the services and 

skills in the region. Both effects explain why companies seek to locate in concentrated 

areas, where the other companies also locate.  

 

The tenth variable is level of innovation and entrepreneurship in the region. This is 

closely related to the agglomeration effects. There is strong empirical evidence for the 

assumption that innovations and entrepreneurship attract companies. Presence of 

innovations is claimed to be a determinant of location decisions, wages and employment 

and firm growth as well as the general national economic growth. The components of 

this GEMS-variable are presence of entrepreneur-started companies, the local 

availability of technology-oriented people and managers, the presence of local 

incubators and the extent of patent and intellectual property activities in the region. Also 

Porter et al. (2000) have researched the national innovation capacity. Porter et al. argued 

that innovativeness requires a local context that encourages investments in innovation-

related activities; competition among locally based rivals; sophisticated local demand 

among customers; availability of innovative local suppliers and interaction between 
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local industries; high quality human resources; strong research and information 

infrastructure as well as availability of risk capital. (ibid.) 

 

The eleventh variable is the role of anchor firms which are described as larger firms, 

typically leading international corporations, which have been the first ones to start a 

cluster in particular region. If a large firm locates itself somewhere, it automatically 

starts building an ecosystem in its environments: labour, suppliers, partners, 

intermediates, services, schools, day care et cetera. The anchor firms are stated to have a 

critical role in the sustainability and development of the cluster through the maintenance 

and reinforcement of the ecosystem. 

 

The twelfth and last variable of the GEMS model is ‘historical factors’. This refers to 

the theory of path-dependency which has been topic for the research in areas of eco-

nomic geography, political science, and economic development. “Path dependence 

means that current and future states, actions, or decisions depend on the path of previ-

ous states, actions, or decisions.” (Page 2006, 88). According to Kamath et al. (2012), 

historical factors have also crucial role in the formation of regional clusters. The history 

affects the chances of cluster formation, it affects by presence of powerful firms, by 

giving specific circumstances for business.  
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Figure 9: The GEMS Model. Based on Kamath et al. (2012). 

. 

3.14 Criticism for the theories 

Theoretical framework and theories described in this chapter include also some 

limitations that should be kept in mind. First of all, making distinctions between 

different motives for internationalization might lead to misunderstandings.. For example 

availability of suitable workforce might be relevant for all kinds of investments, 

regardless whether the main motive behind investment would be market-seeking; 

resource-seeking; efficiency-seeking or strategic-asset seeking investment. (Franco et al. 

2011.) Another critical point that is not emphasized in literature is that also existing 

foreign investors who are already presented in certain country might do remarkable 

further investments and might have specific criteria in this decision-making process. 

These re-investments are also important for countries the same way than new foreign 
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investments. It might be also noted that Internet and web-based services have created 

new forms of doing international business beyond country borders. It is not yet deeply 

researched, what kind of logic and indicators these companies use in their foreign 

investment strategies. For example in case of Finland, the Finnish ICT sector was 

mentioned as one of the most popular targets for foreign investments (see chapter 2); 

and for ICT sector it is typical to have also web-based business models.  
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4 Research methodology 

The research method of the study is a case study which is conducted with expert 

interviews and analysis of secondary sources of data. The secondary sources have been 

documents, archival materials and statistics, and governmental reports, among others. 

For the study a total of 9 persons were interviewed, representing enterprises as well as 

Finnish investment promotion organizations. The interviews were conducted as semi-

structured and open-ended theme interviews. This chapter represents a case study as a 

methodological approach; explains how the interviews and desk study were conducted; 

goes through the phases of content analysis applied in this research; and evaluates the 

reliability and validity of the research results. 

4.1 Methodological approach: The case study 

The basic idea of the case study research is to study a contemporary phenomenon in its 

own every day context with multiple sources of information (Yin, 1984,. 23). A case 

study approach enables the use of both qualitative and quantitative methods during the 

research. Using multiple research methods and multiple sources of information can also 

enhance the validity and reliability of the research results. The goal is to describe the 

research target and its special features in a systematic, reliable and exact way. Because 

of the unique characteristics of each research case, qualitative research and evaluations 

are often considered case studies (Anttila 1996, 250; Hirsjärvi et al. 2004, 125-126.) 

The case study studies a limited number of events with a contextual analysis at a 

detailed level. The case study is widely used in the examination of real-life situations 

and studying how to apply scientific ideas in practice. The case study research can 

deepen the knowledge of the previous research findings, add practical experiences and 

give insights into the complicated issues. The case study is also used for building upon a 

theory, creating new theory, or to question previous researches. (Soy, 1997.) 

 

Soy (1997) proposes phases for conducting the case study which can be applied in this 

study. The first phase is to define the research questions. They often answer to the 

questions “how” or “why” in relation to a limited number of events and connections 

among them. The literature review is also done in this phase, to support and focus the 

research questions with the help of previous studies and insights about the theme. The 

phase ends with the determination of the purpose of the study, introduction of the 



46 

 

 

chapter structure and modus for reporting of the study. (Soy 1997.) 

 

The next phase includes the decision about the cases which are studied as well as data 

gathering and analyzing techniques. First the number of cases in the study has to be 

defined. Each case has to be treated singularly, as a single case. The study can 

concentrate on cases which are unique or represent something typical or a geographic 

region or other parameters. The selection of cases has to fit together with the research 

purpose and has to be able to answer the research questions. The data gathering process 

in the case study may involve different sources of information and methods. These 

sources are typically qualitative but quantitative sources are also possible. The methods 

to gather the data are for example interviews, documentation, observation and surveys. 

Using different data sources and multiple pieces of evidence is also required because of 

the uncovering of the convergences. (Soy 1997.) Validity and reliability also require a 

comprehensive description of data analysis and gathering methods. (Saaranen-

Kauppinen & Puusniekka 2006.)  

 

In the data analysis the links between the research object and research data are searched. 

The researcher examines raw data from different perspectives to find connections 

between the research target and the outcomes in relation to the initial research questions. 

In the process of evaluation and analysis, the research should remain open to new 

opportunities and insights. The case study method, with its use of multiple data 

collection methods and analysis techniques, offers researchers possibilities to triangulate 

data in order to strengthen the research findings. (Soy 1997.) 

4.2 Interviews  

An interview is a qualitative method of gaining information about the research topic and 

research questions. The point of an interview is to attain data for the analysis or to shape 

and focus the information or data already available. (Saaranen-Kauppinen & 

Puusniekka 2006.)  

4.2.1 Semi-structured focused interviews 

The method for expert interviews was semi-structured focused interviews. The 

structured interview uses normally formalized, limited questions with ready answer 

options. In contrast, the semi-structured interview is more flexible. The questions, their 

format and order are allowed to differ between interviews. New questions can be also 
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brought up during the interview, if something interesting comes up. However, all the 

interviews have the same focus, and also the same framework of themes to be explored. 

It should be kept in mind that no matter how structured or non-structured the interviews 

are, they are always a situation of interaction. Interviews differ from normal discussion 

and interaction by their institutionalism: interview has a specific goal and the 

interviewer has an interest to gain information. Therefore it is the task of the interviewer 

to ask questions, encourage the interviewee to answer, direct the conversation and focus 

it into certain themes. The interview started with more general themes and proceeded to 

more specific ones. In the end more future-oriented themes and suggestions for 

improvements were discussed. The theme framework is attached as Appendix 1. 

(Ruusuvuori & Tiittula 2005, 11-23.) The goal was to gain information for the case 

study by interviewing people who have different kinds of expertise about opportunity 

analysis in FDI country selection and the competitiveness of Finland in this process. 

The interviewees were chosen by the so-called snowball sampling technique. This 

means that the interviewees were asked for suggestions for further interviews. The 

possible recommendations were contacted and some of them were willing to give an 

interview.  

 

4.2.2 Exponential Non-Discriminative Snowball Sampling  

The goal was also to interview both experts of FDI screening-process and experts of 

enhancing Finland's attractiveness for market-seeking FDI investments. Snowball 

sampling
6
 is a good method when the desired information is rare and held by only small 

group of people. In practice snowball sampling means that interviewees are selected 

according to a chain of reference: recommendations for further interviewees were asked 

from interviewees and they suggested candidates for future interviews. These 

recommended persons were contacted and invited for interviews. First interview was 

organized with Invest in Finland organization, which as national level government-

authorized investment promotion agency was supposed to have wide expertise related to 

the research topic. All the interviewees were conducted by researcher herself. The goals 

of the research and each of the interviews were explained to interviewees. The 

confidentiality and anonymity of the interviewees is secured by not publishing their 

                                                 
6
 Source: http://www.experiment-resources.com/snowball-sampling.html accessed 

10.2.2012 

 

http://www.experiment-resources.com/snowball-sampling.html
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names in the research. The interviewer aimed to act neutral and minimize her own role 

and effects to the interviewee's answers. The full neutrality was found impossible to 

attain in practice. All the interviews were recorded if permitted by interviewee. This 

enabled critical consideration of whether the ideas were the ones of interviewer or ones 

of interviewee. Afterwards all the interviews were transcribed which means changing 

the records into written format.  

 

4.3 Desk study research 

The case study is supplemented by desk study research, which means an investigation 

of relevant available facts and figures, often cited as secondary data sources. In this 

research the aim is to use similar kind of data sources that investing companies 

themselves use in their screening opportunity analysis. The relevant data sources are 

investigated from previous literature and by asking them from interviewees. In this 

research, the relevant secondary data consists of reports related to FDI in Finland 

developed by OECD, Finnish government and different consulting companies. The 

secondary data was also transformed into textual form and analyzed together with 

interview data with content analysis with an Atlas.t
7
i qualitative data analysis software. 

This process is described in the next chapter. 

 

4.4 Content analysis as analyzing method 

The data gathered by the interviews and the desk study is analyzed by content analysis. 

Content analysis studies the research data by looking for similarities, differences and by 

summarizing the material. The research data is in text form: in this study it covers for 

example interviews, reports and articles. The analysis aims to contribute a summarized 

description of the research case which connects research results with previous literature 

and empirical findings as well as with contemporary phenomenon. (Tuomi & Sarajärvi 

2002, 105.) This research follows the logic of theory-guided content analysis which is 

differentiated from theory-based and research material-based content analysis. In 

theory-guided content analysis the research results are based on research data but guided 

by some theoretical implications from previous research and literature. It might be for 

example, that the research is started by studying only research materials, but the 

analysis results are conducted based on some ideas from previous literature. Tuomi & 

Sarajärvi 2002, 98.) 

                                                 
7
 ATLAS.ti Qualitative Data Analysis http://www.atlasti.com/index.html. Accessed 29.8.2012 

http://www.atlasti.com/index.html
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In this research the research data was gathered with only minimal theoretical input, 

meaning there is always some guidance in search of information sources and conducting 

interviews when theory is studied beforehand. However, the research data is analyzed 

with content analysis by constituting themes from previous research and coding the 

research data around these themes with Atlas.ti. In this research, 12 factors from 

Kamath et al. (2012) GEMS-model are applied as codes in the analysis and data from 

research. The research data is organized in the new way around these 12 factors and in 

order to form some new, descriptive information about research topic. Links between 

different sources of information and understanding of different perspectives in the 

research topic are hoped to be revealed using the content analysis. 

 

The content analysis in this research was done following the model of process of 

content analysis by Aaltola et al. (2007,118): The first phase is transcription of the 

interview record into text. The recorded interviews were transcribed into written text 

documents by listening to the record until everything that was said was written down 

with word processor. The secondary sources searched by the desk study like documents, 

archives, reports and meeting minutes were also converted in suitable text format in 

order to upload the data in Atlas.ti The second phase is analysis and summary of a 

single text. Each transcribed interview and piece of secondary data was read and studied 

carefully, then summarized by the researcher. Interesting things related to the research 

problem and research target were noted. The third phase is interpretative comparison of 

single cases. When all of the data was studied, researcher made notes about similarities 

and differences between the different pieces of analyzed data. The fourth phase was 

creation of thematic classification (coding); inductive from materials or deductive from 

theory. This research applied the 12 factors of Kamath et al. (2012) GEMS-model as 

classification. Each of the variables formed one code in the content analysis under 

which the texts where classified. The fifth phase was coding of the texts into different 

classes. Each text was studied thoroughly again and suitable parts where attached to 

each code with the Atlas.ti -programme. The sixth phase was an analysis per text-class: 

When all the codes included all the relevant parts from the interviews and secondary 

data, each code was studied, summarized and analyzed. The results were formed to 

constitute general statements related to the code; statements about the attractiveness of 

Finland for inward FDI related to the code in question; as well as suggestions related to 

each code by interviewees and second hand materials. Next, comparative theme-
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analysis: search for interconnections between the classes. Finally, the results of the 

content analysis were summarized and interconnections and common patterns between 

the codes and their content were discussed. 

 

4.5 Validity and reliability of research results 

The generalization of the case study research results is often problematic. Nevertheless, 

it is possible to discuss the research results in the broader perspective: is it possible to 

gain insights for parallel research situations? Can results be applicable to the other 

situations or countries and with which restrictions? Could case study results be helpful 

in the planning of larger research projects? (Saaranen-Kauppinen & Puusniekka 2006.) 

As in qualitative research in general, the researcher aims to be as objective as possible, 

but some subjectivity also guides the research. Therefore, the subjectivity is not denied 

but kept in mind and research results are critically challenged in the discussion (chapter 

7).  
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5 Research Data 

This chapter introduces the primary research data sources and secondary sources used in 

this research. Primary research data sources are the data produced by the interviews. 

Background of the interviewees is introduced. Additionally, the analysis of the primary 

data sources is supported by the secondary data sources. The role of the secondary data 

sources in this research is to add more information on the themes that came up in the 

interviews.  

5.1 Interviews 

There were nine expert interviews conducted for this study. The interview time varied 

from 20 minutes to three hours; depending on the time restrictions of the interviewees. 

Interviewees represented investment promotion organizations in Finland and 

internationally operating enterprises which have a subsidiary in Finland. Both national 

and regional investment promotion agencies were interviewed. The first interview was 

conducted with the national investment promotion agency Invest in Finland, and 

contacts for further interviewees were requested. A request for interview was sent to a 

total of 17 regional investment promotion organizations by email. Eventually, 

representatives from Turku Science Park, Jyväskylä Regional Development Company 

and Invest in Seinäjoki accepted invitation for interview. Three multinational enterprises 

operating in Finland agreed to give an interviewed. These people had experience in FDI 

investments from the perspective of multinational companies. The challenge seemed to 

be that foreign direct investment was considered to be a confidential theme related to 

corporate strategy and enterprise representatives were not always willing to give an 

interview for this reason. All in all, six of the interviewees were male and three were 

female. The interviews were conducted during February and March 2012 by the 

researcher herself.  

 

Organization Position Gender 

1 Invest in Finland Vice President; Investment Director Male 

2 Finpro; Invest in Finland Consultant: FDIs and M&A Male 

3 Tekes; Invest in Finland Business Development Director  Male 

4 MNE Sweden Vice President Controlling Male 

5 Turku Science Park Director, ICT Male 

6 Jyväskylä Regional Development Director of international services Female 

7 MNE China  Chief Financial Officer Male 

8 MNE Spain / Finland Founder, Accounting Female 

9 Invest in Seinäjoki Project manager: FDI promotion  Female 

Table 2: Background of the interviewees 



52 

 

 

5.2 Desk study data 

Four recent reports related to inward foreign direct investments in Finland were utilized 

as secondary data sources to support the themes that came up in the interviews. These 

four reports Eloranta (2012); McKinsey (2012); OECD (2012) and Deloitte (2006) are 

introduced shortly below. 

  

5.2.1 Eloranta: Investments in Finland 2012 

The Finnish government and the Ministry of Employment and Economy commissioned 

Mr. Jorma Eloranta in October 2011 to form a suggestion for strategy and action 

program aiming to increase the attractiveness of Finland as an enterprise investment 

target. This report covers both foreign and domestic inward investments as well as both 

tangible and intangible investments. The report describes the development of 

investments in Finland, the significance of the investments of the Finnish economy as 

well as the competitive positioning of Finland as a target country for foreign direct 

investment. The report consists of 40 suggestions of action regarding strategic vision 

grounding and implementation.  

 

The action program suggested by Eloranta can be concluded as five strategic theses: 

first of all, Eloranta argues that the increasement of investments in Finland depends on 

motivation and will-power of the relevant actors. It was argued that this ought to be one 

of the relevant political goals in the long time frame. Second, the basic factors that af-

fect the investment decisions should be improved to an acceptable level. Public spend-

ing needs to be balanced, taxations needs to encourage the investments and public pro-

cesses related to investments should be more effective. Third, the existing strengths of 

Finland should be further enhanced. Finnish know-how, the education and innovation 

systems are claimed to be the best competitive strengths of Finland. Fourth, some of our 

weaknesses can be developed to be strengths. The Nordic location, special natural cir-

cumstances and the small and specialized market can produce innovative advantages. 

Fifth, requirements for inward foreign direct investments are active sales and marketing. 

These efforts should be focused and synchronized for one professional organization. 

The main goals Eloranta sets are sustainable economic growth; the creation of 200 000 

new work places in the private sector; intensive monitoring of set targets; as well as 

suggestions related to know-how, natural resources, labour market, taxation, and foreign 

direct investment promotion.  
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The report was published on 15
th

 February 2012. It was executed in cooperation with 

private companies, public organizations, and research institutions. In total 1500 people 

took part in the preparation and brainstorming of the report. The report was written in 

Finnish.  

 

5.2.2 McKinsey: Domestic and foreign investments – situation and challenges 2012 

McKinsey’s report complements the earlier report “Jobs, labour, productivity – 

Finland’s challenges for the decade ahead” published by McKinsey et Company Finland 

in November 2010
8
. This report focuses on Finland’s attractiveness for investments and 

makes some suggestions as to how Finland could enhance its performance to attain 

investment. The analysis focuses on foreign direct investments and assumes that the 

same issues can also boost Finland’s attractiveness for domestic investments.  

 

McKinsey’s report states that Finland is at the moment facing decreased manufacturing 

investments and reduced investment levels in general driven by the economic crisis. 

Since 2008, Finland has experienced a heavy decline in private sector fixed investment. 

Investments are stated to be crucial for job creation and economic well-being for the 

country. McKinsey’s report concludes that the two main priorities in order to enhance 

investment attraction in Finland are competitiveness through productivity and 

systematic sales of Finland’s strengths, which are claimed to be the institutional 

framework, the availability of skilled labor, and the innovation environment. The 

competitive advantages need to be transformed into concrete value propositions and 

communicated to possible investors via engaging and well-structured processes. 

McKinsey’s report sees labour costs and market size as clear weaknesses, which are not 

easily changed. Therefore the focus should be on infrastructure, market efficiency, and 

productivity and efficiency, which are seen performing only on average level.  

 

McKinsey’s report concludes that as Finland needs to add 150.000 new jobs before 

2020, investments should be boosted by increasing productivity and supporting 

prospective investors in their screening processes. This is stated to require synchronized 

actions by private and public sectors as well as clear communication between different 

parties.  

 

                                                 
8
 www.mckinsey.fi/suomiraportti2010 Accessed 3.8.2012 

http://www.mckinsey.fi/suomiraportti2010
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5.2.3 OECD Economic Surveys: Finland, February 2012 

The OECD Economic Survey gives a general overview of the Finnish economy and its 

current problems and future aspects. OECD identifies some of the main issues 

threatening the healthy economic development in Finland. These include slow recovery 

from recession 2008-2009; risk of increasing unemployment; fiscal challenges related to 

an aging population; weakened productivity performance; and finally the need for 

stronger competition in the private sector and public service sector.  

 

OECD suggests several themes in order to support the economic development in 

Finland. First of all, OECD states that Finland should boost entrepreneurship, 

innovation and R&D. Supporting entrepreneurship, innovation and firm growth would 

enhance productivity. Also stronger competition was predicted to boost productivity, 

especially in lagging service sectors. A broader public sector reform was suggested to 

improve fiscal sustainability through efficiency and address equality. Labour market 

policies should be adjusted to increase resilience and flexibility. 

 

5.2.4 Deloitte Perspective 2006:  

The form of Deloitte’s report is an analytic evaluation of Finland’s competitiveness 

from the viewpoint of American FDIs. Deloitte developed this report via a survey and 

subsequent analysis. The aim of conducting this research was to investigate, synthesize, 

and eventually understand the attractiveness of Finland for American foreign direct 

investments.  

 

Deloitte’s report stated that American firms were attracted to Finnish infrastructure for 

technology, innovation and research and development. Also high education of the work 

force and stableness and security were appreciated by respondents. Nokia was found 

important as it attracts subcontractors and other related firms to invest in Finland. On 

the other hand, the research found that the cost of doing business in Finland was 

perceived to be an obstacle. The main weaknesses were expensive labour and high 

individual taxation. Also lack of sales and marketing expertise was considered 

obstacles.  

 

The respondents predicted that manufacturing operation investments will diminish in 

Finland and move to more affordable countries. However, sixty percent of the 

respondents predicted that sales and services investments can be increased and areas of 
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business in Finland can be expanded in coming years. The main suggestion in Deloitte’s 

report in order to improve Finland’s competitiveness for foreign direct investments 

included reduction of individual taxation; improvement of sales and marketing skills; 

active investment promotion and marketing of Finland as an attractive target for foreign 

investments; and maintenance of high education levels and innovativeness.  
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6 Empirical findings 

This chapter introduces empirical findigs of this research. Research data was grouped 

around each of the 12 Kamath et al. (2012) factors. The analysis was structured in a 

following way: First the relevance of each factors was analysed in a general level. After 

that, Finland-specific findings of factors and their subfactors were itemized. 

Interviewees also brought out some suggestions how to increase attractiveness of 

Finland related to each variable. 

6.1 Firm strategy and presence of the competitors and partner companies 

6.1.1 Relevance of the factor 

According to interviewee one, some of the most important factors in location choice for 

foreign direct investments are the maturity of the local market and the presence of 

companies on their own field and especially the presence of the competitors there and 

how they are positioned by their market shares. The company who is screening has to 

consider which companies have the largest profit margins and whether the considering 

company is able to compete against these companies under the local circumstances. 

Companies have to consider all of the markets in which their competitors are presented. 

The competitiveness of an international company requires the understanding of the 

competitor’s strategy. Therefore even the profitability in the home market can be 

affected by the presence of the company in the same markets as their competitors. If the 

company lacks the presence, it might be the same as competing with one eye closed. 

Mature markets where competitors are already operating for some time might also be 

good from the perspective, that the service and the products are already familiar to the 

local customers so the demand for the product or service is already existing – but only if 

the company is able to assure the customers that they are offering a better solution than 

their competitors. Also interviewee 3 confirmed that one of the key questions in FDI 

location screening is whether the companies prefer to locate near competitors or near 

their customers or potential customers. 

  

On the other hand, the competition situation in target markets might be also a barrier to 

entry to a local market. Interviewee seven stated that some regions are really hard to 

enter because of the strong presence of the competitors there. Entering the highly 

competitive market requires a good network of local partners. The interviewee also 

stated that the positioning of the competitors, their market shares and the maturity of the 
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market are relevant in the screening process for the foreign direct investments. The 

strategic investment strategy might also differ depending on if the company is aiming to 

enter with a greenfield FDI or with an acquisition. The fastest way to position stark was 

claimed to be an acquisition of a company which already has a market share.  

6.1.2 Influence of the factor on attractiveness of Finland for FDIs 

The importance of the regional competitive situation was highlighted. Competition 

leads to efficiency and dynamism, which Finland still lacks compared to some peer 

countries. In this way the increased investments are good also from the perspective of 

domestic companies and are a crucial part of creating a virtuous cycle of regional well-

being. Interviewee 1 stated that from the point of view of national well-being, it actually 

does not matter who owns the companies: the domestic or international parties. It is 

secondary as the business, the owners want only profit and that is not dependent on 

nationality. More important for state economy is to have active and wealthy companies 

which are able to pay salaries and taxes and operate in a country with a longer term 

perspective. Also McKinsey (2012) concludes that regional and governmental public 

actors can directly influence competitive dynamics. 

 

McKinsey (2012): “-- more intense competition leads to better productivity. We believe 

that turning around this dynamic into a virtuous cycle will be very beneficial for 

investment attraction and employment creation particularly in the Services sector. In 

addition, with only mediocre Market efficiency we do not get the full benefit out of our 

high Availability of skilled labor and beneficial Innovation environment.”  

 

Eloranta’s (2012) report concludes that the global company looks for locations where it 

could have a specific competitive advantage in relation to companies already existing in 

the target location. The final destination for FDI is chosen according to expected return 

in the future and expected profitability. Also interviewee 3 said that the determinative 

factor in the location destination is the availability of a company-specific business 

opportunity. According to interviewee 7, this means considering the strengths of the 

company and the weaknesses of the competitors per region and finding a location where 

these two match. Interviewee five highlighted that as companies make decisions based 

on business opportunities in location alternatives, they are not normally able to see the 

regional ecosystem differences of the business opportunities within a country, especially 

considering a small and remote country like Finland. Therefore the regional marketing 
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must be able to show in the company-specific levels which are the opportunities and 

regional characteristics of each location.  

 

Interview 5: “The regional business opportunities have to be specially tendered and 

presented. It is pure sales. It is the stage of local business and the opportunities which 

determine the foreign investments, not the language or a nice view.”  

 

It was pointed out that entering the Finnish market by FDI might be also difficult 

because of the resistance of the local companies. Sometimes the local companies have 

formed a competitive situation in the region which remains an oligopoly and they do not 

wish the international newcomers to enter. It is even possible that the local companies 

cooperate in order to stop the new company investing in the market. In one case this 

happened by local companies making a better offer for the local company which was to 

be acquired by the foreign company. The situation in this case was that the foreign 

company was actually willing to invest more in the country and recruit people. The 

local company was not interested in this and deskilled the acquired company fast. It has 

been also really difficult even for Lidl or Bauhaus to come to Finland. The entrance of 

these companies has brought a lot of competition to Finnish living goods business, 

which is good for the Finnish consumers.  

 

6.2 Factor Conditions 

6.2.1 Relevance of the factor 

Factor conditions like the quality and quantity of the region’s natural resources, human 

resource capital, technological assets, infrastructure, capital assets and scientific 

excellence seemed to have strong but only conditional influence on foreign direct 

investment. This influence was argued to be related to the purpose of the investment. 

The strongest influence factor conditions have on location choices if the company is 

looking for skilled workforce, innovations or new technologies in their investments. 

Often, however, the main reasons for investments are efficiency or cost-reduction or 

new markets. Therefore some of the interviewees argued that even if the factor 

conditions are important, they are often alone the main reason to invest or not invest 

somewhere.  

 

Interview 7: “First it should be defined what is the purpose of the company. For 
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example our company does the production and design in China. This location choice 

was strongly influenced by cost factors and availability of the resources.” 

 

Some of the interviewees also discussed the risk that the investors looking for good 

factor conditions might be trying to transfer the knowledge or technologies into other 

locations. Some of the interviewees argued that these kinds of investments are not 

actually that useful for the national economies. There were also some counter 

arguments. Interview 4 stated that if company buys another company without being 

interested mainly in the market but rather the resources, it does not necessarily mean 

that company aims only to “steal” the know-how and move it into another market. For 

example in the Volvo case, a Chinese company bought Volvo with a huge investment, 

but it still looks like that many functions are kept in Sweden, they even recruited more 

people there. At the same time the demand in China is huge and they are building the 

new Volvo factories there. The key here is that the brand of Volvo is valuable and its 

value is connected to its roots in Sweden – and the brand has definitely grown the price 

of the investment.  

6.2.2 Influence of factor conditions on attractiveness of Finland for FDIs 

Considering the factor conditions in Finland, especially human resources were 

considered to be an attraction for foreign direct investments. The availability of skilled 

work force was unanimously agreed to be good in Finland by the interviewees. Since 

Nokia reduced its work force in Finland, there are a lot of work forces that can be 

recruited fast and flexible. This has not always been the case: still a couple of years ago 

it was claimed to be hard to get workers with technical university degree because Nokia 

and other big companies were employing them all. The strengths of the Finnish workers 

were claimed to be good team work skills, delivering all that was promised, high 

education, flexibility and fast learning. It was argued that actually there is a huge 

amount of capacity that remains unutilized if it is not involved in international 

competition. Also Eloranta report (2012) agrees with the interviewees. It states that a 

well-developed country like Finland cannot compete in terms of growing markets or 

low production costs and therefore the main competitive advantages of Finland are 

know-how and skills, innovations, high education level, infrastructure and research and 

development. The cost of the work force was seen high in Finland, but relatively low 

compared to education level. This was also confirmed by the Eloranta (2012) and 

McKinsey (2012). 
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Interview 3: “It is a surprise for the many companies that in Finland you can recruit 

the work force with good language skills and knowledge even in one day’s time.” 

 

Interview 5: “Finland exports mainly the solutions based on high-level know-how and 

that is also the thing that we can best offer for foreign investors. We can’t really offer a 

strong market or production factors.”  

 

McKinsey 2012: “Apparent strengths (of Finland): Institutional framework, 

Availability of skilled labor, and Innovation environment.” 

 

The interviewees made also some points of improvements with regard to the factor 

conditions in Finland. For example Eloranta (2012) and McKinsey (2012) reports 

argued that the labor productivity in Finland could be improved in order to achieve high 

competitiveness as a target country for foreign direct investments. Some interviewees 

also argued that some imbalances exist in the labor structure: for example engineering is 

represented, but there are some lacks in sales and marketing expertise. McKinsey (2012) 

and Deloitte (2006) reports also confirm this statement. It should also be kept in mind 

that the neighbor areas like the Baltic countries also have good availability or work 

force, which is more affordable than the work force in Finland.  

 

 

McKinsey (2012): “Given high labor costs, Finland should emphasize increasing 

productivity. In local business ("non-tradeable") sectors, governments can directly 

influence competitive dynamics by policy choices, and that more intense competition 

leads to better productivity.” 

 

Interview 7: “For example Estonia has a more affordable workforce available. In these 

cases the availability and the cost are the key things.”  

 

It was also argued that there are remarkable differences in factor conditions between 

different Finnish regions. First of all, the cost of the work force might differ by the 

regions. Especially the capital city area was found to be typically more expensive in 

terms of labor cost. Additionally there were perceived differences in regional 

specialization of skills and knowledge. For example Turku was mentioned as an 
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example of deep knowledge in special niche areas like biotechnology diagnostics or 

cancer research.  

 

Interview 3: “Top ICT-engineer in Oulu is notably more affordable than top ICT-

engineer in Helsinki. And if the engineer in Oulu is compared to one in Munich, the 

difference is remarkable.” 

 

Interview 7: “It is really affordable to be located in Oulu. There is a lot of affordable 

work force available because of the Nokia and Finland situation.” 

 

Interview 5: “Regions have their own special knowledge areas, which can be 

international top level, even better that can be found in the capital city area.” 

 

Natural resources were also mentioned in the interviews. Most of the interviewees did 

not see that natural resources in Finland have not served as attraction factor for foreign 

direct investments. The most relevant natural resources in Finland were seen to be the 

forests, lakes, soil and peat / turf. Also the development of the natural technology and 

sustainable and clean energy solutions has been advanced in Finland. The knowledge 

and skills in these areas might also serve as attractions for foreign direct investments. 

Affordable energy solutions are also important for Finland, because more heating is 

needed.  

 

Some suggestions for improvements also came up in the interviews. First of all, it was 

seen as important to attract an international work force with different educational 

backgrounds to Finland, especially from Russia. It was also seen as important to try to 

balance the existing skill base in Finland, in order to also attain the top level in 

marketing and sales skills. Also some special attention should be targeted in maintaining 

the competitiveness in energy, infrastructure and logistic questions.  

 

Eloranta 2012: “We need a notable amount of employment-based immigration, also 

vocational professionals, to increase the availability of the labor and improve the 

unbalanced dependency ratio as the baby boom generations are retiring.” 
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6.3. Supporting industry 

6.3.1 Relevance of the factor 

Supporting industry was also found a relevant element of location choice for foreign 

direct investments. It was claimed that the realization of foreign direct investment 

requires taking into consideration local support-, maintenance and service availabilities. 

For many companies, it is crucial to find a well-functioning network of local suppliers 

and partner companies. Some of the companies also consider acquiring the service 

companies from the supporting industry in order to build their network. It was argued 

that a common mistake is to concentrate only on the building of effective sales unit in 

the foreign market, when establishment of support services and delivery network is 

often as important as that. Some interviewees reminded that the companies should have 

both an international sales network and an international support network. Sometimes the 

support network is even more important than the sales network as support and 

maintenance is often very quickly needed. Also, as mentioned before in chapter X.X. 

the Deloitte study found that Stockholm and Öresund areas have been extremely 

attractive for foreign direct investments, because of their extensive network of 

international financial service and support companies. Supporting industry also matters 

in business-to-business transactions between the companies. 

  

Interview 1: “When the competition increases, the companies also have more choices 

where they buy the necessary support and services.” 

 

Interview 8: “At the moment the goal is to enter the Russian market.-- Everything 

depends on finding the right cooperation partners there.” 

 

6.3.2 Influence of supporting industry for attractiveness of Finland for FDIs 

The attractiveness of supporting industry in Finland for foreign direct investors was 

found to be mixed. The Deloitte study (2006) did not find that partners and suppliers in 

Finland would be a significant variable in attracting foreign direct investments from 

America. It was argued that Finland still lacks some sales and service capabilities in 

order to maximize its competitiveness. Interviewee 1 argued that the market in Finland 

has still oligopolistic features in many fields, and therefore the price-quality-relation for 

the services is not as competitive as it could be. Some of the interviewees claimed that it 
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would require some investments for the development of these capabilities and new skill-

sets and to establish new service companies to truly compete with peer countries about 

FDIs. Availability of service companies and suppliers in Finland was also stated to be 

very varying in different regions in Finland. Some areas might have stronger availability 

of service companies in some fields, and weak representation of others. Considering 

Finland as an export platform to Russia, extensive networks between Finnish and 

Russian service companies should be built. Some of the interviews claimed operating a 

business from Finland to Russia is not possible without local cooperation partners in 

Russia, who already understand the system and procedures there.  

 

Interview 9: “Seinäjoki’s strength is maybe that we are strongly focused on the Food 

industry here in our province.” 

 

Interview 5: “It (export platform) is possible but it requires finding the local partners. I 

do not believe that business could be administrated from Finland to Russia without 

Russian partner companies. “ 

 

6.4 Demand conditions 

6.4.1. Relevance of the factor 

Demand conditions were found to be one of the dominant factors affecting the locations 

decisions of the foreign direct investments. General themes that came up in the 

interviews related to demands conditions and foreign investment attractiveness were 

market size, market growth, market effectiveness and profitability, market accessibility, 

market penetration and regional differences in demand conditions within the target 

countries. 

 

Market size and market growth predictions were found to be a one of the most 

significant factors affecting the FDI-decision. Basically the companies were assumed to 

be more likely to invest in the regions where big enough concentration of the target 

group customers exists. This is because the companies want to locate to the regions 

where they can maximize the amount of services and goods sold. It was also mentioned 

that Nokia invested in China a long time before the market was ready for mobile 

phones, because they predicted that they would achieve a huge amount of sales in the 

future – which has also happened. Interviewee 1 also pointed out that not only the target 
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market size is important, but also the departure market. Companies from small domestic 

markets like Scandinavia simply have to internationalize, if they want to reach a level of 

sales that exceeds the capacity of their country of origin. This is not always the case for 

companies coming from bigger markets like Germany, USA and China. This was argued 

to have an influence on the FDI screening strategy of a company considering 

internationalization.  

 

Interview 7: “For us it (the logic of choosing the location for FDI) is purely the 

customers. This means that we look for the regions where a concentration exists with 

enough customers belonging to our target group.”  

 

But the market size is not always the only thing to be considered about the demand 

conditions in possible target regions. Market profitability and effectiveness were argued 

to affect the decisions as well. Considering the demand conditions, it is also meaningful 

for the companies to take into account, what kind of prices the customers in the target 

regions are prepared to pay and therefore what kind of profitability can be achieved. 

This is normally depending on the sales levels, pricing and the effectiveness on the local 

market. It is also important for the companies to consider, for what kind of products and 

services there is demand in the target market. In some countries there might be mostly 

demand only for the lower price-range of the products, in some there might be strong 

demand also for the high price-range of the products. There were a couple of examples 

in the interviews about the trend of outsourcing or moving businesses to Asia, where the 

market size is bigger and costs should be lower. However, many companies that 

invested in Asia during the first decade of 21th. century have now been moving some of 

them back to western countries. This is because the profitability in the Asian operations 

has not been as good as assumed. Therefore the market size is not the only influencing 

factor of the demand conditions.  

 

Interview 2: “The first question is where the company can achieve the sufficient level of 

sales that can be achieved in the target market. The next question immediately after that 

is the amount of profit that can be achieved.” 

 

Another dimension of the demand conditions that was discussed in the interviews was 

the accessibility and the maturity of the markets. By accessibility the governmental 

regulations limiting the market entry to the foreign markets is meant. Some interviewees 
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also mentioned that there might be differences in how easy it is to reach the customers 

in the market: for example rural areas and restrictions in the internet might have an 

influence. Market maturity was also mentioned in some of the interviews: it means that 

the market growth has slowed down because of the competitive situation in the market 

or lack of innovations or development in the supply.  

 

Interview 1: “Common indicators in FDI location screening include for example 

purchasing power, market size market maturity and the presence of the other companies 

in the same field.” 

  

Also regional differences within a country were found to be a relevant factor to be taken 

into account in the location screening for the foreign direct investments. Some countries 

have remarkable differences between the regions. Especially China was mentioned. The 

country regions might differ largely from each other in terms of population density, 

purchasing power, modernization and development level.  

 

Interview 7: “In China our company is not located there where the customers are. If it 

was, we would be in Peking, Shanghai and Shenzhen. We had our production factory in 

Xi’an and we started the sales from there, which appeared to be a mistake. Therefore we 

have started a subsidiary in Hong Kong to cover the sales to Southern China. This year 

we will also open a Northern China sales office in Peking.”  

 

6.4.2 Influence of market conditions on attractiveness of Finland for FDIs 

The interviewees were unanimous that Finland has a disadvantage in terms of market 

size considering foreign direct investments. In addition to the small number of people 

living in Finland, also the consumption is relatively low compared to the income level. 

This was argued to be a fact that cannot be changed by governmental actions. In terms 

of market size and consumption, Finland is behind its peer countries Sweden, Denmark 

or the Netherlands. Also the Eloranta report (2012) describes Finland as a small and 

partly mature market, where the growth is only limited. The report states that Finland 

has problems in appealing to foreign direct investments as there are competitive 

weaknesses related to industrial structure, market size and geographical location that are 

not compensated with profitability which is better than average in Europe. Additionally, 

interviewee 4 argues that probably not many companies would acquire Finnish 
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companies if their goal is to only complete sales in Finland and no other operations. 

Sales can be also carried out by establishing a sales office or using a local distributor, 

when not such big investments are necessary.  

 

Interview 7: “For example in Finland there are around 5 million people living and the 

same amount of people lives alone in the St. Petersburg region. In Germany there are 80 

million people living in same size region as Finland – and in Asia there are billions of 

people.” 

 

OECD 2012: “Prices of consumer goods and services (in Finland) remain high in 

comparison to other EU countries”. 

 

On the other hand, the interviewees also saw some strengths considering demand 

conditions in Finland. First of all, the market is not totally saturated and there are many 

sectors that are growing fast in Finland. For example some special niche products are 

fast growing as well as many service industries. If this is combined with easiness to 

enter the market and good R&D infrastructure and availability of skilled labor, foreign 

companies might achieve fast good results in Finland. One example mentioned in some 

of the interviews are the sectors of cleantech and biotechnology which are not big but 

growing fast in Finland as in Central Europe they already show signs of saturation. 

Another opportunity is that even if Finnish region can’t compete in terms of market 

size, near Finland are regions like Russia and especially St. Petersburg which have a lot 

larger populations. Some companies have already realized the possibility of running 

businesses from Finland to Russia, Baltic countries and Scandinavia. Finland has also a 

relatively healthy SME-sector so entering the market with business-to-business 

operations was considered a strong alternative for consumer businesses. Many 

companies need to enter the markets as fast as possible and the best way for this 

according to some interviews is acquisition of an existing company for which Finland 

has a lot of supply and effective match-making.  

 

Interview 2: “The market does not necessarily have to be large, if it is the one that 

enables a fast start and also other advantages for business.” 

 

Eloranta (2012):” The small domestic market is a challenge and a strength, there are 

also interesting neighbor regions like Russia. “ 
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Regional differences in demand conditions were claimed to be relevant also in Finland. 

Especially the capital city is much more densely populated than areas in Middle or 

Northern Finland. Also the market accessibility might be an issue in some regions in the 

rural areas. However, even if the market size is always relatively small compared to the 

Helsinki area in other parts of Finland, it does not necessarily mean that the purchasing 

power in the regions was low. Especially the Western Coast of Finland as well some of 

the growth cities have relatively high purchasing power regardless of the small market 

size. Unfortunately this is not often realized by the foreign investors.  

 

Interview 7: “A much better location for our Scandinavian headquarters would be 

Helsinki (than Oulu), from where all our Nordic customers can be reached within a 2 

hour drive by car or 2 hours by plane. “ 

 

Interview 9: “It is challenging for the smaller regions to show that even if there are not 

so many inhabitants, there is purchasing power.” 

 

As concluded before, Finland is a small market and that cannot be changed easily. 

Despite this, the interviewees saw some opportunities regarding the demand conditions 

and their improvement in Finland. First of all, many of the interviewees argued that it 

would be important to carefully identify the best business opportunities in Finland for 

foreign investors and segment the marketing efforts according to this. Second, even if 

the market size cannot be changed, the market efficiency and market accessibility can 

be enhanced. This would require stronger domestic competition and more flexibility in 

the regulatory system, including the market entry procedures and hiring which were 

assumed to boost productivity and enable larger scales of economies. It was also argued 

that the relationship to the neighbor country Russia with 143 million inhabitants could 

be better and more actively utilized. Many interviewees argued that the number of 

companies operating from Finland to Russia is declining. For example the Eloranta 

report (2012) suggests that business and cooperation with Russia and especially the St. 

Petersburg region should be activated by governmental actions, border and custom 

policies, mobility between Finland and Russia should be facilitated and Finland should 

be internationally marketed as a gateway to Russia.   

 

Interview 3: “The most important thing is to think carefully where our (Finland’s) 

opportunities are and segment them carefully.” 
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McKinsey (2012): “The perception of Finland as a small, somewhat isolated, market 

could be improved. In summary, there are clear measures that could be taken to secure 

truly superior performance and to get the most out of the strengths that Finland already 

possesses.” 

 

OECD (2012): “Stronger competition, especially among shielded private and public 

service sectors, could contribute to higher productivity. Less restrictive zoning and 

planning regulation for retail trade would boost productivity through stronger 

competition and larger scale economies. Regulatory barriers in the Finnish retail sector 

are among the highest in the European Union.”  

 

6.5 Business Climate 

6.5.1 Relevance of the factor 

First of all, the accessibility and ease of business of a location by bureaucratic 

infrastructure and business laws was considered a relevant factor by the majority of the 

interviewees. In practice this means that it should be relatively easy to set up and run 

business in the target region. The business laws and governmental system should enable 

a secure and flexible environment for different kinds of foreign companies to operate. 

According to some interviews, the companies appreciate stableness and predictability in 

the business climate. For example in China, the permitted operations within business 

licenses are really restricted. Each business license covers only a very narrow field of 

operations. Therefore it is necessary to build a separate company for each operation, 

like marketing, finance and logistics. Operation environment is therefore not the 

simplest possible for foreign companies.  

  

Interview 7: “Some of the countries are easier to access than others. These include for 

example USA, Southern Korea, Germany, Scandinavia etc. The countries have a well-

functioning law system and operating there is secure and predictable. “ 

 

Also Eloranta (2012), McKinsey (2012) and Deloitte (2006) conclude that business 

climate is a remarkable factor on screening for FDI locations: business environment 

elements like physical infrastructure, law system and functioning governmental system 

create basement for the stable business in the foreign country. Accessibility, law system 

and well-functioning bureaucracy were mostly seen as strengths of the Finnish regions 
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when competing for the foreign direct investments. The system is stable, predictable and 

the laws are internationally highly qualified. Functionality of the Finnish system also 

got some positive comments. Despite regulation and bureaucracy, most of the problems 

of the companies can be solved and the right people for help can be found. The system 

also enables the consideration of situational factors in single cases, which was claimed 

to be not easily arranged in bigger European countries.  

 

Specific theme that appeared in the interviews to have an effect on attractiveness for 

foreign investments was the local labor market system of the target region. Flexibility is 

appreciated and strikes, walk-outs and strike threats are considered negative. The 

companies want to minimize the risks, disorder and disturbances in their business 

because they lead to revenue losses, negative publicity and problems with customers. In 

the volatile global market situations and fast-changing competitive situations companies 

benefit from locations where they can more easily adapt to the changing circumstances 

with their organization structures. According to interviewee 1, the willingness to invest 

is strongly influenced by how easy it is to settle the business and terminate the 

employment relationships.  

 

Interview 3: “I worked in Berlin and my colleague worked in Spain. During our 

discussion he said that Spain is a country, where nothing functions but anything can be 

arranged. I said that Germany is a place where everything functions but nothing can be 

arranged. When we both returned to Finland, we agreed that in Finland everything 

functions and everything can be arranged, but nobody outside Finland knows about it.”  

 

Interview 2: “A challenge and strength of Finland is that often things can be arranged 

in Finland in a relatively easy way. This is not a circus of lawyers, where everything 

needs to be checked from the law books. However, it might also cause some culture 

shocks (for foreign companies).”  

 

6.5.2 Influence of business climate on attractiveness of Finland for FDIs 

Finland was stated to have efficient public institutions and a solid legal system, low 

corruption level and very good intellectual property right protection. Because of these 

advantages, some of the interviewees state that a foreign investment in Finland could 

also serve as an “Export Platform” for nearby countries with less stable governmental 

systems like Russia and the Baltic countries. For example interviewees 2 and 7 think 
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that Finland has a special position between Europe and Russia – at least for a while. 

Many companies still do business with Russia from Finland. However, they assume that 

the amount of companies operating this way is decreasing continuously. Interviewee 6 

told a story about a company producing in Finland and selling products to Russia 

because of the better functioning bureaucracy, incentives to research and development, 

more appreciation of renewable energies and a more stable business climate than in 

Russia. Russia-oriented business activities are active especially in eastern regions of 

Finland. Deloitte argues that Finland could provide an excellent location from which to 

coordinate their Russian operations: Finland has the longest country border with Russia 

of any EU member state. Despite this, at least American companies seem to be more 

interested in building a Baltic headquarters in Finland than coordinating the Russian 

activities from Finland.  

 

Interview 2: “Gradually the companies start to operate straight from Russia while the 

legal protection and requirements enhance there, and at the same time Finland loses its 

competition advantage. “ 

 

Interview 8: “I believe that Russia-oriented business is more active here (Eastern 

Finland), it is part of everyday life.” .  

 

One of the reasons why business opportunity from Finland to Russia has not been fully 

utilized might be too big differences between the operating environments. Russia has a 

very different legislative framework to Finland and other Western countries, so being 

able to follow all the rules and procedures correctly it might be easier to locate to 

Russia, not to Finland. Interviewee 2 also argues that bureaucracy in Finland is in some 

respects only ostensibly light and it still requires a lot of time investment and paper 

work from companies to be able to invest in Finland.  

 

Interview 4: “Our company does not operate from Finland to Russia. All the business 

operates straight from the Russian subsidiary. However, the acquisition of the Finnish 

company (during the 80’s) might have been because of its Russian operations.” 

 

Eloranta states that flexibility of the salary-system and frequency of strikes are relevant 

affecting factors in locations decisions for foreign direct investments. Especially the 

strikes and strike threats create a strong negative attitude and decrease the trust in 
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Finland’s image. Eloranta argues that the strikes can strongly affect the competitiveness 

of a country. For example Sweden and Germany have a system that has remarkably less 

strikes and other industrial actions than Finland. Also interviewee 4 agrees that strikes 

decrease the competitiveness of a country to receive foreign direct investments. The 

strikes create an image of Finland which is associated with disorders and disturbances 

and therefore not good for business. 

 

Interview 4: “The strikes are difficult, because the companies are forced to 

communicate them also to their customers - - Finland might get a reputation as an 

unreliable supplier because of the strikes.”  

 

Eloranta: The forceful influence of strikes and strike threats into customer perceptions 

of reliability of business in Finland and hence the willingness to invest seems to be not 

well understood or is ignored in Finland. 

6.6 Industry Networks 

6.6.1 Relevance of the factor 

Many of the interviewees mentioned networks as a relevant factor affecting location 

decisions of the foreign direct investments. It was claimed that companies screen the 

regions and think how each of the candidates would fit into their value network and 

what new opportunities the network there would bring for them. The networks and their 

formation were seen differently in different regions. Some of the networks are 

concentrated in one region, some of them have national level ties and some of them 

might be international. The regions with international connection were considered to be 

more attractive for foreign investors. Connections and social networks with the other 

companies in the same field and their active communication were found to be an 

important factor for the investing companies. This is because the connections and social 

networks create synergies, enable knowledge and innovation sharing and 

communication between skilled people as well as keep up the competitiveness and 

activity in the region .This was stated to be best achieved in an environment that 

encourages companies to cooperate and interact with each other. Also innovations were 

found to be accelerated in environments that bind different companies and their staff in 

the intensive cooperation. The environment should not impose restrictions for this 

cooperation in the form of regulations and procedures. Another advantage of the foreign 

direct investments is that they increase the international network connections of the 
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destination region, which again increase the attractiveness of the region for the foreign 

direct investments. And if an international corporation acquires a smaller company, this 

acquired company might get new possibilities to profit from the larger international 

network of the new parent company.  

6.6.2 Influence of industrial networks on attractiveness of Finland for FDIs 

The attractiveness of Finnish networks was not clear. In some fields, like information 

and communication technology, Nano-technology, mobile applications, Cleantech and 

energy, the interviewees claimed that some intensive knowledge networks exist. There 

were also regional differences discovered in the intensity of these industry-specific 

knowledge networks. The University cities were mentioned to have more international 

connections than other cities. Nokia has also been a remarkable force building networks 

in Finland, but the relevance of Nokia was seen as decreasing by the interviewees. In 

addition, the closeness and connections to Russia were seen as an attraction of Finland.  

 

As recommendations for Finland, the interviewees agreed that the networks should be 

strengthened if possible. Deloitte (2006) stated that Finland should concentrate on 

developing networks and business in order to create business opportunities and in this 

way increase the attractiveness of Finnish regions for foreign direct investments. 

Especially it was stated to be important to increase the internationality of the networks. 

For example the closeness of Russia could be utilized better if the networks were 

strengthened. Strong international networks would also help to attract more highly-

skilled foreign work force to Finland. According to Eloranta (2012), this would also 

require a cultural shift into more international direction. One relevant factor in the 

building of international networks was stated to be the internationality of the 

universities and education system in Finland. An international student who studied in 

Finland is more likely to establish a business in Finland, as they already have 

connections in Finland. Some peer countries like other Nordic countries, England and 

the Netherlands were stated to have made many more investments in order to attract 

international students to come there. Eloranta (2012) suggests that especially the people 

from emerging markets should be tried to be attracted to come and study in Finland. 

Also the internationality of the research groups and PhD-students should be increased.  

 

Eloranta (2012): “(Important would be) - -tight cooperation between economical 

associations, the relevant companies, cities, research communities and Tekes.”  



73 

 

 

 

Interview 3: “Very often the connection (of the investor who invested in Finland) comes 

from years before. They might have studied in Finland, or have some Finnish 

acquaintances who have been working abroad. Therefore the network is really 

important. And the further we go, the more important it becomes. Investments from USA 

or China do not happen without special networks.”  

 

6.7 Concentration 

6.7.1 Relevance of the factor 

Presence of the other companies is noted as a very important feature in the location 

screening for the foreign direct investments by most of the interviewees. Interviewee 1 

said that the key question is where are the other companies in your field located. The 

crucial advantage of the concentration is the deep expertise and knowledge in certain 

fields and the business and transactions between the companies. If there are more actors 

presented in the same location, the price-quality-relation increases. According to 

interviewee 3, one of the first questions for a company looking for a location for FDI is 

do they want to locate near customers or competitors. One common reason why 

companies want to locate near the competitors is the concentration and availability of 

work force in those regions. Also interviewee 2 argues that companies invest often in 

those locations where the biggest concentration of other companies, especially 

international companies is.  

 

Interviewee 1: “It (concentration) enables the in-depth expertise in the selected fields. 

This should be interesting for the foreign companies considering investments.” 

 

Typically, when screening for foreign direct investments and considering smaller 

countries, only the capital city and the metropolitan area around it is taken into account. 

The other areas are often ignored. This argument supports what new economic 

geography means by localization: companies prefer concentration of skills and 

knowledge in certain locations and therefore want to locate themselves to the same 

locations as other companies. The interviewees share the opinion that often the 

companies do not even consider any areas other than capital city, mostly because of the 

lack of knowledge of the other areas. Interviewee 2 pointed out that the problem is that 

companies do not realize they should pay attention to differences between the regions 

within countries. Different opportunities outside the capital city area are often not 
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realized. Many smaller concentrations are only 1-2 hours away from the capital city area 

and remarkably more affordable in relation to labor costs, office rents and living 

expenses. Interviewee 5 supports the argument that not enough attention is paid to the 

regions other than the capital city area. However, there are also other regional 

concentrations, which have some specialized work force, skills and knowledge. 

According to interviewee 5, it is most natural for companies looking for critical know-

how to consider the metropolitan area. However, the prices related to living, work force 

and working premises are remarkably higher than in other, not so concentrated areas. 

The skilled workforce might also locate to the other smaller concentrations. This is not 

known by many foreign companies or is left unnoticed. Smaller concentrations might 

have national or international top-level specialized expertise, which might not be even 

available in metropolitan areas. Concentration is not only a negative phenomenon for 

the national regional development. Attractive concentration in the metropolitan area 

might be the trigger to invest in one country in the first place – and then later reinvest 

also in the other areas.  

 

Interviewee 1: “Often the companies do not even take account any areas other than 

metropolitan areas.” 

 

Interviewee 3: “It tends to be a “fixed idea” to locate first to the capital city area and 

near the airport”  

6.7.2 Influence of concentration on attractiveness of Finland for FDIs 

It was stated that by far the largest concentration of Finland is the Helsinki area. Most of 

the new FDIs come to Helsinki area, and it was also claimed that most of the foreign 

investors do not even consider other regions in Finland. It was also discussed that the 

strength of capital city area is a good starting point for the investment negotiations 

considering the other areas. The capital city is most commonly the first place to invest 

in a new country. But after the first investment also the smaller regions should try be 

included in strategic negotiations about further investments. It was stated that there exist 

specialized smaller concentrations also in other regions outside the Helsinki area, where 

potential is unutilized. It was considered to be an opportunity that after investing in 

Helsinki area, the companies might also expand their business also in other areas. 

 

Compared to peer countries, it was stated that most of the European companies have 

their Nordic headquarters located in Sweden rather than Finland. According to the 
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Deloitte report, Stockholm and Öresund regions are the main concentrations in the 

Nordic areas. Around 80 percent of all Nordic headquarters are located in those areas. 

The high specialization in certain fields and good framework for companies to build 

networks has enabled the concentration of the companies. 

 

Deloitte 2006: “The concentration in these two areas (Stockholm and Öresund) is 

strong due to its extensive financial and service infrastructures and access to 

international networks.”  

 

Interview 9: “I think the companies consider only Helsinki (when considering Finland 

at all) in the first place. Maybe because it is the most international area and therefore 

easier for them (foreign companies) to establish themselves.” 

6.8 Innovation and Entrepreneurship 

6.8.1 Relevance of the factor 

Innovativeness and entrepreneurship were found to be a partially relevant factor for the 

location of the foreign direct investments. For example interviewee 7 argued that 

investments which contain operations like management and leadership and product 

development require a flexible and innovative environment. However, the investments 

which are more concentrated on productions or generally the operations where 

effectiveness and speed are the most important things, the innovative environment 

would not necessarily be that relevant. Considering acquisitions, interviewee 4 said that 

the knowledge-base and intellectual property rights are relevant matters in the screening 

phase. But it is not only where the deepest knowledge is that is relevant, but where the 

knowledge that suits the best the portfolio of the company is. However, generally 

innovativeness and entrepreneurship were considered positive things for the business. 

 

Interview 4: “As estimation, about 85 % of the growth and improvement of the 

productivity are based on innovations.“ 

 

Entrepreneurship as a factor affecting the location choice for foreign direct investments 

did not largely come up in the interviews. However, it appeared in the second hand 

materials. For example OECD states that the conditions for entrepreneurship and 

attitudes towards it in Finland are better than the OECD average. Also the access to risk 

capital and loans was considered to be relatively good. On the other hand, the OECD 



76 

 

 

report criticized Finnish companies for relative slow growth, structural change and 

productivity improvements. Additionally, one of the interviewees highlighted that good 

entrepreneurship and spirit and encouragement for it are definitely one regional strength 

related to foreign direct investments. 

6.8.2. Influence of innovations and entrepreneurship on attractiveness of Finland  

Most of the interviewees mentioned that Finland is internationally considered a very 

innovative country according to the global competitive analyses and surveys. OECD 

country report Finland (2012) states that Finland has succeeded in investment growth in 

research and development. Finland has also allocated funds to cross-institutional 

cooperation on R&D and patent producing. These kinds of actions are normally 

positively related to development of innovation performance. McKinsey (2012) states 

that the innovation environment belongs to the apparent strengths of Finland. 

Interviewee 4 argued that as there is not so much interest in international companies to 

build up a production factory in Finland, maybe there are better chances to attract R&D 

focused investments. Especially now, when for example Nokia and Nokia Siemens 

Networks have reduced their work forces, there is a lot of skilled workforce force 

available.  

 

Deloitte (2006): Overall, American firms appreciate Finland’s basic and technological 

infrastructure, in addition to its capabilities in R&D and innovation.  

 

Interview 3: “There will probably not be any big industrial and production-oriented 

investments in Finland in next couple of years. The possible investments would rather 

be in some Niche-areas like ICT and Cleantech - - mostly in order to make innovations 

and product development.” 

 

However, Finland was also criticised about lacking the skills to commercialize and 

market the innovations. Also the Finnish universities are relatively low-ranked in the 

international research rankings. As a country whose main competition advantage is an 

educated and skilled workforce, there is still room for improvements. Some of the 

interviewees and the Deloitte study (2006) also pointed out that Finland has been 

continuously ranked as one of the most competitive and innovative business 

environments in the world in the international economic surveys. However, there seems 

to be a gap between these surveys and the actual investing behavior of the foreign 
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companies. Investments in Finland were found to be much smaller than in some peer 

countries, especially Sweden. Also Deloitte found that the American respondents ranked 

the Finnish innovation environment less highly than the global competitiveness surveys, 

like the World Economic Forum’s Global Competitiveness Report for 2006-2007, which 

ranked Finland’s innovation environment the 4
th

 best internationally. Only 33% of the 

respondent companies had research and development activities in Finland, and an even 

smaller percentage of the companies were planning to increase the R&D operations in 

Finland in future.  

 

Deloitte (2006): “The more critical view of the respondents, as opposed to international 

studies, may be indicative of Finland’s incapability to commercialize innovations and 

attract global attention to its R&D know-how.” 

 

Interview 5: “According to many reports, Finland should be a very innovative and 

competitive country.” 

 

OECD (2012): “Finnish universities perform relatively well compared to other 

European countries, but trail behind top performers, such as the United States and 

Nordic neighbours. This partly reflects lack of specialisation, critical mass and 

international interaction (MEE, 2009).” 

 

Considering the innovation and entrepreneurship in Finland, some suggestions for 

future improvements were suggested in the interviews and secondary data. For example 

the Eloranta (2012) report was concerned about governmental R&D spending, which 

seems to be decreasing according to predictions. The report emphasized that if the level 

of public spending drops, it might cause damage that is difficult to recover, namely loss 

of skilled persons. Therefore the Eloranta report suggests the creation of dynamic and 

flexible pioneering markets to Finland with good opportunities to try and test new ideas 

and innovations. This kind of development would require wide industry-crossing 

cooperation between different parties flexible systems which are able to renew 

themselves and build continuously new networks. Also Deloitte (2006) supports the 

argument that Finland should continue investing in innovations and higher education.  

 

Eloranta (2012): “A small, skilled and innovative country like Finland is alone or with 

selected country partners (like Nordic countries) able to create this kind of 
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internationally significant innovation concentrations.”  

 

The McKinsey report (2012) came up with the argument that Finland should not too 

heavily count on the notion that Finland is commonly considered an internationally 

advanced research and development country. According to the report, Finland should 

proactively improve its innovation framework and market it actively in order to utilize it 

as well as possible. The interviewees and the reports all agreed that Finland should pay 

attention and increase the internationality of the Finnish universities and their research.  

 

McKinsey (2012): “Finland lags behind many peers on market access for innovations, 

and innovators' and financers' willingness to take risk.”  

 

6.9 Public Policy 

6.9.1 Relevance of the factor 

Public policies were seen as a relevant factor but not determining factor affecting the 

development of foreign direct investment levels in Finnish regions. It was stated that 

public policy alone is not a decisive factor for investment location decision, but can be a 

relevant facilitating factor. The first theme that came up in interviews related to the 

Kamath et al. (2012) public policy variable was taxation and incentives. According to 

Eloranta (2012), almost all the countries have some kind of set of incentives for foreign 

direct investors. These include typically favorable corporate tax and reduced private 

person taxation. The taxation can be reduced by lowering the tax rate for foreign 

companies and their employees. For example Austria’s tax policy clearly favors the 

foreign investors. The incentive for foreign investors in Estonia is that the non-

distributed profit that is left in the company is not taxed. Supporting the theory of 

Kamath et al. (2012), taxation was claimed to be affecting the location choices for 

foreign direct investments. Taxation affects especially the ability of a country to attract 

international work force. Also corporate taxation was considered important. High 

corporate taxation was considered a disadvantage in attracting foreign direct 

investments. Example stories from other countries also strengthen this argument. For 

example interviewee 5 said that they started a new subsidiary in the Canary Islands 

mainly because of its advantage of being a tax-free area whereas other areas in Spain 

were not. Interview 4 said that Ireland was able to attract huge amounts of foreign direct 

investments because of their taxation incentives. He also argued that this caused the real 

investment bubble and troubles in Ireland. According to him, extreme changes lead 
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easily to troubles. 

 

Another theme that came up in interviews and is related to the public policy element of 

Kamath et al. (2012) was the clarity of the public strategy considering the foreign direct 

investments. The majority of the interviewees highlighted that the public policy should 

be carefully focused and segmented for the best kind of opportunities. The strategy 

should be clear enough for the foreign investors to understand, what kind of incentives 

are offered for them. According to Elonranta (2012), the countries which are able to 

attract foreign investments had an investment promotion strategy that has a clear focus 

and the outcomes of the strategy were continuously monitored. These countries 

communicate clearly, which kind of investments they want to have in their country. 

Typically these countries mention only a few focus areas or industries as their target 

investors in their national promotion strategy.  

Eloranta (2012): “For example Poland lists the car industry, airplane industry and 

research and development activities (in their investment promotion strategy).” 

 

The McKinsey report (2012) states that the leading countries in FDI attraction have four 

common elements in their FDI-strategy: 

1) A clear strategy and value proposition based on the individual country opportunities  

2) Clear priorities in the strategy and alignment of the resources against these 

3) An investment promotion agency with high-performing staff 

4) A systematic and proactive opportunity selling and marketing process for FDIs 

 

According to McKinsey (2012), for example Singapore has attracted thousands and 

thousands of investments with their focused FDI strategy consisting of elements like 

strict policy planning, prioritization of certain kind of investments, business climate, 

low taxation, and one-stop shops. Ireland achieved ten times faster FDI growth than the 

EU average by their policy of investing in the dynamic investment promotion agency, 

moving early, focusing on key targets and offering low taxation incentive. The Eloranta 

report (2012) also mentions that Singapore has managed to attract a lot of investments 

with the strategy of focusing the resources in core industries and giving strong political 

support for the investments. Clarity and clear segmentation were found important also 

because of the lack of resources in a small country like Finland. Important would be to 

recognize which are the individual opportunities, and target the resources into realizing 

them. In the case of Finland, the best opportunities are not typically to compete for the 
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investments of billions of Euros. These kinds of investments are fiercely competed by 

the bigger countries who can offer enormous incentives for investors.  

 

Related to strategy clarity, the so-called “one-stop-shop” was also mentioned as a 

competitive advantage of public policy concerning FDI-attraction. This concept means 

public service oriented to foreign companies: the basic idea is to aggregate all the public 

services, information and necessary processes under one public office, in order to make 

it easier for foreign companies to enter the country. Some of the necessary permit and 

notification processes should be integrated in order to make the process easier. Entering 

a foreign market was not considered easy, and foreign companies were claimed to have 

a large need for support services. It was also found helpful that foreign companies are 

helped and contacted proactively. The one-stop-shop is claimed to be a global best 

practice.  

6.9.2. Influence of public policy on attractiveness of Finland for FDIs 

According to several interviews and the Deloitte (2006) report, Finland is known for its 

high individual taxation. Deloitte states that Finland has an incentive tax regime in order 

to attract foreign specialists and executives. This incentive system is not, however, able 

to compete with the incentives offered by peer countries like Sweden and Denmark. 

Corporate taxation on the other hand was considered competitive compared to other 

European countries, although it was seen as a little bit complicated. Eloranta (2012) 

argues that at the moment the taxation system does not encourage investment in 

Finland, because the system lacks clarity, long-term perspective, competitiveness and 

entrepreneurship-orientation. However, according to Eloranta (2012), even if taxation 

might be relevant in some respects in location choice for foreign direct investments, in 

the end, more important are business-related elements like competitive situation and 

demand factors.  

 

Eloranta (2012): Taxation is the most powerful tool the public government has in order 

to attract or drive away investments and it even has an influence on existing 

investments, like factory shutdowns. 

 

Taxation incentives are not the only kind of incentives that might increase the 

attractiveness of a country for foreign investments. The other relevant incentives 

brought up in some of the interviews were governmental actions to encourage 
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companies to do research and development. McKinsey (2012) states that in order to 

carry on in future and utilize the high education level which is Finland’s key asset, 

Finland should invest more in research and development and education. According to 

Eloranta (2012), research, development and innovation incentives should be integrated 

to the taxation system. Also Interviewee 6 told a story about their Russian partner 

company who invested in Finland mainly because of the stable regulatory environment 

and incentives for R&D-activities.  

 

McKinsey 2012: ”Finland could create more incentives for innovations and for 

establishing new business.” 

 

The governance, bureaucracy and labour market systems were also found as influencing 

factors for foreign direct investments. Interviewees agreed that the Finnish regulatory 

system is commonly considered stable and predictable. However, there were also 

critical considering the bureaucratic delays in the entry market procedures and lack of 

transparency and clarity in governmental decision-making. Finnish labor laws were 

considered relatively liberal and enabled redundancies, but at the same time a bit 

inflexible in case of changing business needs. Also Eloranta (2012) concluded that the 

functioning of the labor market system should be enhanced.  

 

Deloitte (2006): Respondents found the Finnish regulatory environment to be equal, 

stable, and predictable but at the same time somewhat complex.” 

 

Creating a one-stop-shop-system in Finland was considered a good option. Some 

interviews stated that starting a business in Finland is not very simple because of 

different kinds of interdependencies. Some of the decisions are made at regional level 

and some of the decisions at governmental level. Often the public servants themselves 

are not able to find out if some company is qualified to get some business incentives or 

not. Some functionalities of a Finnish system were also considered well-functioning. 

For example Interviewee 3 said that the chain of organizing the necessary contacts to 

the business world and government as well as match-making meetings in Finland is 

very effective compared to some bigger countries like Germany. This is because there 

are still a smaller amount of different actors. There was an example story about a 

Japanese company willing to invest somewhere in Europe. They contacted Invest in 

Finland and asked there who the five most important players in Finland in their target 
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segment were. Invest in Finland researched the relevant people and contacted them and 

organized meetings with them and the Japanese company in a couple of days’ time. 

When the Japanese company visited Finland for the meetings two weeks later, they 

were asked about the other country’s options - and the answer was that by that time they 

had no answer from other countries.  

 

Interview 2: “Finnish business incentives are really indefinite. Nobody is able to 

explain them with one piece of A4-size paper.” 

  

Eloranta: “In Sweden (before the FDI investment), the foreign company can request in 

advance for a binding, available tax assessment notice for evaluation of different 

options.“ 

 

Attitudes and commitment of the public service towards foreign direct investments were 

considered to influence attractiveness of Finland for FDIs. It was considered crucial to 

consider the foreign direct investment with necessary seriousness from the site of public 

authorities. The governmental representatives who should be engaged in the mission of 

attracting foreign investment include the president, the prime minister, Minister of 

Economic Affairs, Minister of Labour, several other members of the Government and 

ministries, diplomatic missions, law drafters, mayors and other municipal decision-

makers, representatives of the labor market institutions etc. In order to create an 

attractive business climate and win the foreign investment projects, strong leadership 

and management skills as well as common understanding and commitment is needed.  

 

Eloranta (2012): “ The whole government from president, prime minister and other 

ministers as well as the Finnish foreign assemblies should be integrated in the work on 

behalf of foreign direct investments - - both to open doors for Finnish companies 

operating internationally and to actively attract international investors to Finland. “  

 

Commitment for attracting foreign direct investment is created also by investing in 

skilled and motivated staff with an international mindset which helps foreign companies 

to set up business in Finland, actively promote Finland and its country brand 

internationally and shaping the public discussion to be internationally-oriented. It came 

up in the interviews that Finnish government lacks the dedicated, motivated and skilled 

people who would take responsibility for the FDI-work. These kinds of people should 
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be given the necessary information, resources and capacities. The problem was stated to 

exist everywhere in Finland – not only in the rural areas. It was not found so necessary 

to build up new organizations; the point was more finding the right people who would 

be named clearly responsible.  

 

Interview 2: “A barrier to come here (Finland) is that the receiving party does not have 

enough skilled people who are devoted and motivated to the cause.” 

 

Eloranta (2012): “Another relevant finding was that the actors related to enticing 

foreign direct investments should have clearly defined responsibility areas 

 

It was also argued that the employees helping foreign companies to come to Finland 

should be consultants who understand the business world and governmental procedures 

at the same time. In this way the communication with the possible investors would be 

better as the public servants would be able to understand what the needs and the 

requirements of the investing companies are and therefore to make them attracting and 

meaningful offers. According to some of the interviewees, the investment decisions are 

typically made by the top management of the company. Therefore the people who are 

responsible for FDI’s should be competitive enough to negotiate with this level of 

people and make them convinced. The best way to attract an investment to Finland was 

said to be inviting the company to Finland and showing the concrete opportunities here. 

Unfortunately the weakness of the Finnish people seems to be the selling and presenting 

the things as attractively as possible.  

 

Interview 5: “The clients (the foreign investors) are the top management level people 

from the world’s largest companies. Therefore everything should be under control. This 

is clearly our challenge.”  

 

Another theme related to public policy that came up in the interviews was the strategic 

long-term orientation in the public policies towards foreign direct investments. It was 

argued that the building of the favorable business environment for foreign direct 

investments should be set as one of the long-term principal policies of the country. The 

main reason for this was argued to be the long duration of the investment process and 

especially the realization of its benefits for the nation countries. According to Invest in 

Finland, the average duration of the investment process is about seven years. The 
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resources from the public sector which are invested in order to attract FDI’s are said to 

make a multiple return on investment if the pitkäjänteinen work and necessary skills and 

actions are secured. This requires also risk investments from the government. In order to 

make new contacts, increase the country brand and realize the prospective investment, 

some full time people should be recruited, marketing resources should be increased and 

visibility in the related trade fairs should be ensured. However, without proof of future 

investments or their effect on the national economy the public authorities are typically 

not willing to give enough resources into attracting the foreign direct investments. 

 

Interview 5: “These (the foreign direct investments) are long processes where aiming 

for the quick-wins is not possible. - - A little bit of a risk has to be taken and one must 

believe that things will start happening when the contacts are gained.” 

 

Some interviewees criticized Finland for considering FDI’s too project-oriented. The 

whole public sector was claimed to be organized project-based: every program is 

divided into short, 1-5 year projects. Most of these are 3-year-projects organized in 

cooperation with the EU. This was argued to lead to short-term orientation toward FDIs 

and too fast expectations of results. On the contrary, the interviews recommend the 

long-term orientation and long-reaching actions like public investments in education 

and R&D, which do not create results fast but are absolutely necessary in order to 

maintain and develop the national competitiveness. 

 

Interview 2: “It should be kept in mind that promotion of the foreign direct investments 

should be a continuous process.—(in Finland) everything is divided into short projects, 

for example 3 years, where the chain of responsibility is never constant.” 

 

The last theme that came up in the interviews related to the public policy as an element 

of FDI attraction was regional cooperation. Typically there is some kind of competition 

between the regions within the same country, because the foreign companies bring new 

work places, taxation money and vitality in the regions. Despite this competition, it was 

argued to be more important to get the foreign companies to invest somewhere in 

Finland, even if it was not in their own region. In order to succeed in this goal, the 

information should not be hidden from competitor regions but be shared as effectively 

as possible. If a company invests in one region, all the surrounding regions are argued to 

benefit from this as well as work places are created and companies always also attract 
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other companies to invest in the region. Typically the foreign companies also first start 

in the Helsinki region and later consider expansion into the other regions. Because of 

the small resources of especially smaller regions in Finland, closer cooperation could be 

really beneficial in the attraction of foreign direct investments. One thing that is used is 

to organize a common desk of many regions in the trade fairs and other international 

events related to foreign investments. This way also more visibility might be gained. 

The most important thing for each public actor should be that despite competition, the 

overall goal is to build an attractive and competitive Finland for foreign direct 

investments. 

 

Interview 9: “We should find ways for intensive cooperation (between the regional 

organizations) and observe the whole thing keeping the whole entity in mind.” 

 

Interview 6: “Government should try to increase cooperation with regional 

organizations working with FDI in order to make Finland more attractive for foreign 

direct investments.” 

 

6.10 Historical factors 

6.10.1 Relevance of the factor 

Also the past events and historical factors came up as relevant factors affecting the 

foreign direct investments. First of all the companies seem often to stay a long time in 

the locations where they invested even if the conditions that were decisive for their 

investment there have changed. Second, the past events and situations were claimed to 

affect the decisions of the companies significantly, even if these conditions were not 

relevant in practice any more or if they had already changed. Historical factors and 

situations were claimed to affect the investment decisions in complicated and multiple 

ways. The Deloitte (2006) report found that one example of relevant historical 

development affecting the business investments is the retirement of the baby boom 

generation. The limited availability of employees makes it harder for companies to 

recruit skilled employees and companies need to also make sure that the knowledge of 

the retiring generation is transferred to the remaining employees. Interviewee 4 

explained that for example 25 years ago the possibilities for foreign direct investments 

were very different. It was only the beginning of globalisation and business was still 

concentrated on Europe and United States. China was a total mystery for most 
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international companies and even Japan was considered very difficult to enter. Interview 

8 (Kaasinen) explained that also inside Europe historical development has been 

relatively different between the countries and regions. The interviewee explained that 

during the 80s the companies in Spain still might have got one version of book-keeping 

for tax authorities and one real version containing the undeclared work and transactions. 

The development level of the Canary Islands was also considered lower than continental 

Spain. Another example mentioned in the interviews is the development in Russia. 

Because of historical development, it has not always been very simple for foreign 

companies to invest in Russia. Therefore many foreign companies have operated from 

the countries near to Russia as “export-platforms”. Nowadays, since the situation in 

Russia has been stabilizing, many companies have moved their Russia-focused 

operations to new subsidiaries operating in Russia.  

 

Interviewee 8: “In Spain it was considered crazy that we did not want to have any 

“black versions” of booking-keeping. And this all happened during the 80’s!” 

 

Interview 9: “Little by little the (business) conditions like legal protection are 

developing and companies are moving their operations straight to Russia (instead of 

operating from some other country to Russia).”  

 

6.10.2. Influence of historical development on attractiveness of Finland for FDIs 

Historical development in Finland has also played a role in foreign investment in 

Finland according to most of the interviews. Like in the rest of the Europe, foreign 

investments in Finland are not a new phenomenon. According to interviewee 3, there is 

already a long history of foreign companies investing in Finland. Nowadays many of 

the early investments by the foreign companies have a large influence on economic 

development in Finland. The mentioned examples were for example the merger or Stora 

and Enso, ABB and Strömberg, Nokia and Siemens as well as Honeywell, a huge global 

corporation whose all product development is completed in Finland.  

 

The Eloranta report (2012) explains the history of foreign direct investments in Finland 

at a more detailed level. The first major milestone was the heavy industrialization period 

after the Second World War, especially in metal and chemical industries. This 

development led to a high foreign investment level that stayed above the average of the 
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developed countries until the 1990’s. After the economic recession in Finland during the 

decade 1990, investment level decreased to 20% of the gross-domestic product and has 

stayed at that level for the last twenty years. The investment levels have decreased also 

in other developed countries, but not as much as in Finland. The decrease has not been 

as steep in all Finnish industry fields: for example the service and real estate industries 

in Finland have shown better development. During the financial crisis at the end of the 

first decade of the 21
st
 century, the foreign industrial investments in Finland have 

decreased by more than the average in EU-countries. The recovery of the investment 

level has been also slower in Finland than in most European countries, and the 

investment level in 2011 was still lower than the level before the financial crisis in 

2009. 

 

Historical factors behind the relatively negative development of foreign direct 

investment seemed to be difficult to name. Some interpretations appeared in the 

interviews. First of all, the domestic demand for some products and services was seen as 

relatively modest comparing to the income level and gross-domestic product. 

Interviewee 2 argued that Finnish consumption patterns are affected by the history of 

surviving attempts in the difficult circumstances” meaning the climate, peripherality, 

and political instability. The history of political instability after the Second World War 

was also seen as a relevant but slowly diminishing historical factor affecting the foreign 

direct investments. Interviewee 4 argued that from the 1970s to 1990s, the level of 

foreign direct investments might have been affected by the assumed country risk related 

to political issues between Finland and the Soviet Union as well as geopolitical factors 

and vague currency. For example the establishment of the Vaasa office of Strömberg 

was affected by the political situation. During the war, the production was transferred as 

far from the east border as possible. 

 

Interview 2: “Finland is not same kind of “consumption society” as many other 

Western European countries.”  

 

Interview 8: “The situation in Finland has affected also the investment decisions, there 

were crises in Finnish politics during 70-80s.”  

 

Most of the interviewees mentioned that the problem is still that there is a lack of 

willingness to get foreign investments in Finland. Interviewee 2 argued that this might 
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be a reflection from the historic times which still affect the opinions even nowadays. 

Interviewee 1 mentioned that about 10 years ago, the foreign companies needed to go 

through a special permission-procedure in order to invest in Finland. The attitudes 

towards the Russian investments in Finland were found to be especially negative, 

probably due to old common history.  

 

Interview 2: “This (negative attitude against FDIs) is a part of the introversion of 

Finnish society which doesn’t seem to be getting better any time soon.”  

 

Interview 8: “That old history, border neighborhood, and the war still create negative 

attitudes (towards Russian investments) especially among older people.” 

 

6.11 Anchor Effect 

6.11.1 Relevance of the factor 

Anchor companies were found to be relevant in the consideration process of the foreign 

direct investments. First of all, big companies are often very attractive business-to-

business customers for the investing companies and therefore form a part of the regional 

demand for investors supply. Secondly, big companies were argued to have an effect for 

the regional development by building networks. The presence of a big company leads to 

the formation of an ecosystem as the big company needs for example suppliers, 

administrative services, distributors, marketing agencies and R&D-operations. 

Concentration of these activities makes them typically more effective, profitable and 

competitive. The example which was mentioned was Nokia’s factory in Salo and the 

ecosystem built around it. Considering the mobile phone industry, the ecosystem in Salo 

was considered a world-class environment in terms of productions, research and 

development, innovations and logistics. 

 

Interview 5: “A company in Nokia’s size range is a big customer for any company in 

the world. Additionally, the presence of a big company creates an ecosystem around 

itself where doing different kind of things is affordable and competitive.“ 

 

6.11.2 Influence of Anchor companies in attractiveness of Finland for FDIs 

Anchor companies were also found to be a relevant part of the attractiveness of Finnish 

regions for foreign direct investments. The presence of the global companies attracts the 
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other companies, especially the service companies, suppliers and distributors to invest 

in Finland. This also means that these companies do not necessarily always go to 

Helsinki, as companies typically go, but they locate themselves according to where the 

client company and its operations are anchored. In the interviews Nokia, as one of the 

leading mobile phone manufacturers, was most often mentioned as an example of 

Anchor Company in Finland. However, some of the interviewees stated also that the 

situation of Nokia is changing and that it might not remain an attraction factor of 

Finland for very long as the operations are moved to other countries. Eloranta (2012) 

stated that these changes might have relevant impact especially on the research and 

development focused investments towards Finland. This is because if the anchor 

company ceases its operations in a region, the whole ecosystem might break down if it 

did not yet grow strong enough to function on its own. Therefore the country should not 

be too dependent on only one anchor company. Some of the interviewees mentioned the 

opportunities in new business fields like Cleantech, biotechnology and energy, where 

Finland has skilled work force. Focusing the governmental investments in some target 

areas might attract some international companies to invest in Finland and build new 

ecosystems here, which again appeal more to international companies.  

 

Deloitte (2006): “Unsurprisingly, the results resonated the significant role that 

companies like Nokia play- as a leading global mobile phone manufacturer- in 

appealing to subcontractors and other firms to establish operations in Finland.” 

 

Interview 2: “Pointedly it might be said that Finland used to have two main attractions 

(for foreign direct investments): Nokia and Russia. Now there seem to be only one left, 

as Nokia’s role in Finland has changed. “ 

 

6.12 Chance 

6.12.1. Relevance of the factor 

Factors related to chance were found important components of FDI locations decisions. 

During the interviews, it was argued that sometimes the location decisions are really 

carefully considered and calculated, and sometimes more or less intuitionally done. 

Typically companies are assumed to make the decisions based on facts like calculations 

of market shares, profit margins, and growth predictions. On the other hand, the 

interpretation of this information might be strongly affected by the previous experiences 
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and conception of the possible target region. Image, perceptions and reputation were 

argued to have influences on whether the decision-maker can trust the market or not. 

Additionally the personal relationships were found important as they ease the barrier to 

make the decisions. Also the Eloranta report noted the relevance of the reputation and 

the perception of a region. It argued that the investor should have enough awareness of 

the region in order to consider it as an option. Perception of a country or a region 

includes dimensions which are possible to enhance and also the ones which are not 

possible. The country image was not considered the most important factor affecting the 

location decisions for the foreign investments, but at least it was seen as important 

factor in getting to the consideration list. Sometimes also pure luck was seen as strongly 

affecting the location decision. For example natural conditions or geographical locations 

might make some regions more attractive than others.  

 

Interview 9: “Sometimes it (location decision) can be even pure coincidence: somebody 

might be in the right place in the right time.” 

 

Interview 2: “Especially the image questions and perceptions are important here. “ 

6.12.2. Influence of chance in attractiveness of Finland for FDIs 

Finland was claimed to have both advantages and disadvantages considering the 

elements related to chance. First of all, the location in the northern part of the world as 

well as the unusual natural conditions have in some cases been a strength of Finland. 

One example mentioned in the interviews was American corporation Google’s 40 

million euro Greenfield investment to buy a defunct Finnish paper mill from Summa, 

Southern Finland, in order to build a data center there. The reason behind Google’s 

investment was the cold climate and the proximity to the sea. This makes the critical 

cooling of the machines in the data center more energy-efficient. Some of the 

interviewees mentioned that there would also be more of the same kind of opportunities 

possible because of the climate and natural conditions in Finland. The Eloranta report 

(2012) also mentioned nature as a strength of Finland.  

 

Eloranta (2012): “The protection of natural resources and ecotourism create huge 

opportunities. The four seasons (in Finland) create business opportunities for example 

with Northern China (Finnish winter skills, infrastructure and logistics).” 

 

The geographical location of Finland was seen as an advantage and a disadvantage. The 
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advantage is that Finland has a logistically excellent location between Western countries 

and Asia and especially that it has the longest country border with Russia of any EU-

state. The fast-growing markets in the east like China, India and Russia are more and 

more important for Western economies in Europe and America. To some extend there 

have been this kind of operations: like the export platform subsidiaries which operate in 

Finland and distribute to Russia. In these cases the transportation connections from 

Finland to Russia and especially St. Petersburg have been important. The interviewees 

also saw some disadvantages in the geographical location of Finland. Finland is a 

remote location with long geographical distances and relatively cold weather. Even 

Sweden was considered more attractive as a geographical location, because Sweden has 

the advantage of a central position in the Nordic markets.  

 

Interview 7: “I think we should have a look from the Asia perspective and draw a line 

from China to Europe. There Finland has a remarkable advantage of logistic location 

towards Asia.”  

 

Eloranta (2012): “Finland is located in the relevant node point of the northern 

hemisphere between the large and growing eastern markets like Russia, China and 

India and West meaning Europe and USA.” 

 

Interview 7: “Finland is remote and – typically 2-3 hours need to be travelled even to 

(customers in) the Scandinavian market and especially to Europe.”  

 

The reputation of Finland among foreign direct investors was also identified to include 

both positive and negative elements. Generally the perception of Finland was 

considered quite positive, at least among the people who have done business with the 

Finns. Some of the interviews argued that Finnish people are considered to be easy to 

work with and have direct and honest way of doing business. On the other hand, the 

interviewees agreed that Finland is unfamiliar for most of the investors. This was argued 

to be caused by the fact that Finland is a distant island-like location and small- and 

sparsely populated. Another reason was claimed to be that the communication and 

country brand marketing of Finland for foreign investors has not been effective enough. 

This was also seen as the main reason for the incongruity between international 

competitiveness surveys where Finland has been mentioned and the real level of 

investments; which has been relatively low and below the peer countries like Sweden, 
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Denmark and the Netherlands. If a place in Finland is familiar to investors, it is 

typically the capital city Helsinki. For the other regions in Finland this is a challenge 

and opportunity: typically the foreign companies always invest first in Helsinki. On the 

other hand, after investing in Helsinki, the companies might also consider expanding the 

business in Finland when they are more familiar with Finland.  

 

Interview 2: “The disadvantage is that there are only a small amount of people who are 

familiar with Finland and for many is Finland a mystery. “ 

 

Interview 9: “The awareness about Finland globally is so low that - -often the sales 

consultants have to start by explaining where Finland actually is.”  

 

Interviewees agreed that Finland should invest in sales and marketing efforts to attract 

foreign direct investments and increase the awareness about Finland among foreign 

investors. This was suggested to need a systematic and well-structured strategy, 

appropriate resources and strong marketing and sales skill-base. Some of the 

interviewees claimed that these operations should be also carefully targeted and 

segmented: especially businesses from Finland towards other Nordic countries, the 

Baltics and Western Russia. Also Helsinki promotion was mentioned as an important 

point for future investments. The whole of Finland gets advantages from the starkness 

of the capital city area. Interviewees agreed that improvement of the reputation and 

international image of Finland would require clear vision and intent among all parties as 

well as more regional cooperation. For example joint participation in international 

expositions was mentioned to bring more visibility.  

 

Interview 5: “The Achilles heel of Finland has always been sales: how to present things 

as attractive, reliable and as truthful as possible.”  

 

McKinsey (2012): “A good reputation, or strengths in key areas, is not enough to 

secure investment in a country. Finland should pay special attention to a systematic 

investment promotion and facilitation approach.” 
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7 DISCUSSION 

This chapter summarizes the main results of the empirical part of the study as well as 

aims to answer the two research questions set in chapter 1. Research findings are re-

flected with theoretical framework and interconnections and common patterns are 

searched between research factors. In the end, policy implications are created and limi-

tations of the study as well as suggestions for future research are discussed.  

7.1. Summary of the research results 

To summarize the findings, foreign direct investments were stated to be top-level 

strategic decisions in MNEs. The investment strategies and opportunities in each market 

were claimed to be individual and specific for each businesses. (See also Franco et al. 

2010; Helmenstein et al. 2009, 290-293.) According to the compiled findings, it is not 

very easy for the companies to perceive and analyze regional differences in business 

opportunities. Therefore regional marketing must be able to show on the company-

specific levels which opportunities and regional characteristics each location provides. 

The ‘regional presence of competitors and collaborators’ by Kamath et al. was found to 

be a relevant variable. Especially the maturity of the local market and the presence 

companies of the same branch were stated to affect the investments decisions. The 

actions of the existing companies in the target market can affect the investing decisions: 

sometimes local companies try to prevent the market entries of international companies. 

However, instead of protecting the local companies, the findings indicated that the 

increased amount of international companies and more intensive competition would 

create a virtuous cycle of regional well-being which reinforces itself. 

 

‘Demand conditions’ were found to be one of the dominant factors affecting the 

locations decisions of the foreign direct investments. This also supports the theoretical 

framework about relevance of the market-related indicators in FDI-screening. (see 

Franco et al. 2010; Grafers & Schlich 2006; Waheeduzzaman & Rau 2006), In Finland 

the market was seen small, partially saturated and moderately growing. The lack of 

competition and small presence of foreign companies were seen decreasing the market 

efficiency in Finland. The purchasing power was found to be relatively good. Some of 

the “niche-markets” like nanotechnology and biotechnology were seen growing rapidly. 

Regional markets within Finland were seen very diverse: strong concentration around 

Helsinki and smaller concentrations in other parts of the country. The markets around 

Finland could increase the attractiveness if they were better utilized. The interviewees 
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suggested that in order to increase the market-seeking investments in Finland, the 

market efficiency should be enhanced and the connections to neighbor-markets, 

especially to Russia should be improved. Different regional opportunities and 

specialized niche-areas should be also more intensively marketed and the awareness 

about them should be raised. 

 

‘Supporting industry’ was also found a relevant element of location choice for foreign 

direct investment. The interviewees stated that a well-presented and functioning 

supporting industry is important for the foreign companies in network creation of local 

suppliers who have information about the local system and necessary connections. In 

Finland the service industry was claimed to be increasing, but mainly some specialized 

fields were claimed to have extensive supporting industry. It was suggested that 

supporting industry operations and networking in Russia and Baltic countries should be 

encouraged.  

 

‘Concentration’ by Kamath et al. (2012) emerged as relevant factor. The interviewees 

argued that it is beneficial for the global corporations to locate themselves in the same 

locations with other global corporations for strategic reasons. It eases the interpretation 

of the strategic moves of the competitors as well as enables knowledge spillovers 

between the companies if they locate in an area where skilled workforce exists and 

where innovations are created. Concentrations of other companies were also claimed to 

have better availability of services and suppliers. These research results support the 

theoretical framework. (See also Huovari et al. 2001, Porter 1998 200-209; 213-237; 

Tervo 2005; Laakso & Moilanen 2011, 11-17.) Finland was stated to have one bigger 

concentration around Helsinki and smaller concentrations focused on some fields in 

other parts of the country. However, interviewees were unanimous that opportunities 

and niche-area concentrations outside capital city area are often not considered as a 

location in the selection process because companies lack awareness. However, other 

areas were stated also to benefit the fact that Helsinki is more aware for the foreign 

investors than other areas: after starting the business in Helsinki, many companies might 

expand also in other areas.  

 

Also the ‘historical factors’ came up as relevant factors affecting the foreign direct 

investments. This research finding is in accordance with path-dependency theory (Page 

2006, 88). In this study it came up that the foreign investments have strongly influenced 
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the economic development in Finland by means of network creation, concentration 

effects and employment. The generic historical development of Finland was also seen 

influencing the investment behavior: Finnish consumption was claimed to remain 

relatively moderate because of the history survival attempts in the difficult 

circumstances. The history was claimed also to still strongly influence the overall 

willingness to get foreign investments to Finland and especially the climate to do 

business with Russia. However, signs of cultural change towards a more positive 

attitude for internationality and foreigners were seen among the younger generations.  

 

‘Anchor companies’ were found to be relevant in the consideration process of the 

foreign direct investments. In the interviews it was concluded that international 

companies have a remarkable influence on regional demand conditions as well as on 

regional concentration and network creation. Big companies seem to build ecosystems 

around themselves, which gather suppliers, intermediates, researchers, university units, 

service organizations and other parts of the company supply chain around them. These 

companies also employ a remarkable number of people and cause an inward employee 

mobility into the regions where they invest. Concentrations created by anchor 

companies also attract other big companies to invest in regions because of availability 

of skilled workforce, innovative research, strategic presence of competitors and 

suppliers and alliances. Strong reliance on anchor companies was also seen as risk for 

regional development: if the anchor company is the main employer of the region and the 

company decides to de-invest in the regions, the regional well-being might be 

endangered. However, in these cases the availability of the work force trained by an 

anchor company is suddenly good and might provide a regional strength. This is 

consistent with Kamath et al. (2012) GEMS-framework: the anchor firms are stated to 

automatically build clusters of labor, suppliers, partners, intermediates, services, 

schools, day care et cetera. 

 

‘Factor conditions’ like region’s natural resources, human resource capital, technologies 

and infrastructure were seen as relevant factors in location decisions for foreign direct 

investments but their relevance was also stated to be strongly related to the purpose of 

the investment. Therefore some theories, like endogenous growth theory in literature 

review which explains the competitiveness of a region by combination of work input, 

resources, technology and human capital, were not fully supported. (see Huovari et al. 

2001, 3-12.) According to research results, it might be impossible to persuade a MNE to 
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invest in a small market like Finland with good factor conditions if the investing 

company is mainly looking for a big target market. On the other hand, despite of 

optimal market conditions, weak factor conditions like unavailability of critical 

resource, skills or technologies can be a prevent investments into a region. The human 

resource capital was considered unanimously one of the most relevant assets of Finland 

attracting the foreign direct investments. Factor conditions in Finland were argued to 

differ region by region in Finland by price and availability: some regions have special 

concentrations of certain skills, technological know-how or natural resources and in 

some other areas there might be lacks in them. The capital city area was considered to 

be relatively expensive compared to other regions.  

 

Factor ‘innovations and entrepreneurship’ was partially supported by empirical part of 

this study. Innovations were also discussed as factors enhancing the regional 

attractiveness for foreign direct investments. According to this research data, Finland 

has succeeded to rise governmental and private funding in research and development. It 

occurred also that Finland has managed to increase cross-institutional cooperation on 

R&D and patent producing. Finland got also critic about lacking the skills to 

commercialize and market the innovations. Entrepreneurship as a factor affecting the 

locations choice for foreign direct investments did not largely come up in the 

interviews. It was argued that innovativeness and skilled work force are the most 

important strategic assets of Finland for attracting foreign direct investments. Strategic 

Asset –seeking FDIs (see Dunning & Lundan 2008, 67-75) could be good opportunity 

for Finland. Therefore the suggestion based on this research data was that creation of 

dynamic and flexible pioneering markets in Finland would be beneficial in attracting the 

foreign direct investments. This would require the increase of the internationality of the 

Finnish universities and their research. 

 

Many of the interviewees mentioned ‘industry networks’ as relevant factor affecting 

location decisions of the foreign direct investments; especially connections and social 

networks with other companies in the same field were considered important. 

Environment that encourages companies and other related organizations to interact with 

each other was seen important. The value of Finnish networks related to FDI attraction 

was not clear based on the interviews. Knowledge-intensive networks were claimed to 

exist in some Niche-fields like communication technology, nanotechnology and mobile 

applications. Especially Nokia and Russia were seen important factors in Finnish 
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network-creation. In order to attract more international companies, the more 

internationality was needed in Finnish networks. One way would be to increase the 

amount of international student in Finland. Especially this was seen as a good way to 

build more relations to Russia.  

 

‘Business climate’ was considered as one of the factors affecting the attractiveness of a 

region for foreign direct investments. The accessibility and easiness of business of a 

location by bureaucratic infrastructure and business laws was considered as a relevant 

factor by the majority of the interviewees. Finland was stated to have a stable and 

predictable bureaucratic and political environment. It was stated to be relatively easy to 

set up and run business because the system includes some flexibility which makes it 

function better. However, the Finnish labor market system also got some critic during 

the interviews: strikes, walk-outs and their threats were considered relatively common 

in Finland and were claimed to reduce the attractiveness of the business climate in 

Finland. Interviewees also suggested that the public agencies helping foreign companies 

to invest in Finland should pay attentions to the motivation and relevant skills of the 

staff, especially the availability of the services in English language.  

 

‘Public policy’ was seen as relevant factor affecting the development of foreign direct 

investment levels in Finnish regions. Also theoretical framework considers taxation, 

governmental regulations, environmental laws and resources and public subsidies and 

support as possible indicators in FDI location screening process (see Grafers & Slich 

2006).  First of all, taxation was seen high and unattractive for foreign companies. 

Therefore possible taxation and other governmental incentives were discussed. Well-

functioning labor-market system was also seen as something foreign companies 

appreciate in the country screening for foreign direct investments. Finnish regulatory 

system was commonly considered as stable and predictable. However, there were also 

critic considering the bureaucratic delays in entry market procedures and lack of 

transparency and clarity. The interviewees suggested that the public policy to attract 

foreign direct investments should be carefully focused and segmented for the best kind 

of opportunities. It should have clear priorities and structure organized as so-called 

“one-stop-shop” where all services necessary for market entry were grouped in one 

organization designed to help foreign companies with sufficient resources and skilled 

employees who have positive attitudes towards foreign companies in Finland. The 

public policies were stated to need strategic long-term orientation in the political 
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decision-making and more regional cooperation in order to better utilize the resources 

and gain visibility.  

 

Factors related to ‘chance’ were found important components of locations decisions 

related to foreign direct investments. Sometimes the natural conditions like climate, 

geographical location and natural resources were seen relevant for the investment 

decision: Finland was seen as not properly utilizing these possibilities, especially related 

to locations near Russia and unique nature. The decisions were argued to be done often 

on not completely rational basis: especially the previous experiences and perceptions of 

possible target regions of the decision makers were seen as relevant factors affecting the 

location choice. Perceptions about Finland were stated to be rather positive, but many 

investors have hardly any awareness about Finland and therefore also no perceptions. 

Rather positive image about Finland created by international competitiveness surveys 

was not seen to be in congruence with real investment levels in Finland. Some regional 

imbalances regarding the foreign investments were stated t exist as mostly solely 

Helsinki is acknowledged by investors and considered as an alternative. The 

interviewees suggested that the awareness about Finnish regions and the available 

opportunities should be enhanced by carefully targeted marketing efforts.  

7.2 Explanatory power of GEMS-model of attractiveness of Finland for FDI 

According to the results of the empirical part of the study, all of the GEMS-variables are 

either strongly or partially relevant factors determining the attractiveness of Finnish 

regions for foreign direct investors. ‘Demand conditions’ like market size, market 

growth rate, proximity of buyers and market accessibility as Kamath et al. (2012) them 

defined were found important factors in the country screening for foreign direct 

investments. Also the size of the home market of the foreign investor was mentioned to 

have an influence of investing decisions. ‘Strategy and rivalry’, defined by Kamath et 

al. (2012) as the “presence and proximity of competitors, collaborators, and industry 

leaders and the impact of their presence and actions on company strategy” got also 

strengthened in the context of this study. The companies were argued to have strategic 

reasons to locate in the same regions with their competitors and therefore the presence 

of the international corporations was considered as a factor increasing the attractiveness 

of a region for foreign direct investments. The ‘factor conditions’ defined in GEMS 

model as region’s natural resources, region’s natural resources, human resource capital 

availability and costs, productivity as well as technological and scientific assets were 
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stated to include some strengths and weaknesses in Finnish context which might affect 

the attractiveness for the foreign investments. The relevance of the factor conditions 

seems to be related to the purpose of the investment according to results of the empirical 

part of this study. The fourth component ‘supporting industry’ like availability of 

suitable partners and networks of related firms and service companies was also seen 

important for the foreign investors. The service companies were claimed to be crucial 

because of their possession of the local information and crucial support for the sales and 

delivery operations. ‘Concentration’-variable from the GEMS-model is based on theory 

of new economic geography which divides the agglomeration into localization 

economies meaning concentration of specialized skills and knowledge spill-overs and 

urbanization economies meaning the benefits from the diversity in supply of the 

services. This variable was fully supported according the results of the empirical study 

which indicated that Finland has huge regional differences in concentration and only 

internationally acknowledged concentration is Helsinki region. Some other regions were 

also claimed to have some smaller concentrations of knowledge in specialized skills and 

supporting companies which need to be brought to awareness of the foreign investors.  

 

‘Innovation and entrepreneurship’-factor was partially supported according to the 

research results. Innovativeness and investments in research and development were 

found increasing the regional attractiveness for foreign direct investments. Also 

entrepreneurship was mentioned as strength of some Finnish regions, but was not 

largely discussed in the interviews. Attraction of innovation oriented investments was 

claimed to be a good opportunity for Finland to increase the amount of foreign 

investments by creating a dynamic and flexible pioneering markets and enhancing the 

innovation networks and environment in Finland. ‘Business climate’ meaning favorable 

business laws, tax incentives, socio-political factors, and corruption levels were found 

somewhat important, especially if these factors are perceived negative by the investors. 

Industrial networks between the companies in the same field were stated to be crucial 

for the success of the internationalizing companies (see also Nonaka &Takeuchi). Some 

knowledge-intensive networks in certain fields in Finland were claimed to be attractive 

for foreign investors. The variable ‘more nternational ties’ was suggested to be 

increasing the value of the networks in Finnish regions. Public policies including 

taxation system, business laws, political stability, labor market policies and education 

systems were seen as relevant factors affecting the development of foreign direct 

investment levels in Finnish regions. Kamath et al. (2012) bring forward the argument 
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that public policy is not a direct determinant of the foreign direct investment but has an 

influence on investment decisions by providing a suitable context and facilitating the 

investments. It was stated that public policy alone is not typically a reason to invest in a 

foreign country, but might facilitate the investment decisions between the candidate 

countries. System in Finland was claimed to consist of strong and weak elements: well-

functioning environment to do business but high individual taxation and 

unpredictability in the labor market systems. It was also suggested to increase clarity 

and resources for the foreign investment promotion strategy.  

 

Historical factors-variable by Kamath et al. (2012) is based on path dependency theory 

which states that the future development depends on the path of previous events, actions 

and decisions. In this context it means that the historical factors can affect the creation 

of clusters and concentrations, the situational factors and environment of doing 

business, as well as bringing the parties together. In Finnish context certain historical 

factors were stated to have a relevant influence on the development of the foreign direct 

investment level in the last hundred years, affecting for example the cultural factors like 

environment of doing business and internationality, as well as the market structure and 

buying behavior in Finland. Anchor effect- variable is strongly related to historical 

factors: in GEMS-framework it means the large companies which act as originating 

forces of the cluster formation in certain region by building ecosystems of labour, 

suppliers, partners, intermediates, services, schools etc. around them. According to the 

research results, the anchor companies might be a relevant attraction for foreign 

companies related to similar ecosystems. Especially Nokia was recognized to have had 

a big influence on regional investments in Finland. The last analyzed factor in the 

GEMS-model is ‘chance’ which is described as pure luck or coincidence, reputation of 

the region, geographical location which my may play a role in the development of the 

regions. According to research results, these factors were all found relevant in the 

context of foreign investments in Finland: natural conditions, imago and perceptions, 

Nordic location were all stated to be possible to affect the investment decisions.  

 

As Porter (1998) stated about his system features of his Diamond model of locational 

competition advantages, also in the context of this study, the GEMS-factors seem to be 

inter-connected with each other. The relationships between the variables results that the 

changes in one variable most likely cause also changes in another one. According to the 

research results, some clusters of interconnected variables were found. First of all, 
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public policy, innovations and entrepreneurship as well as factor conditions seem to be 

interconnected. In the interviews it was stated that governmental investment on 

innovations, research and education system are Finland is relatively high. Combined 

with availability of skilled work force, the innovation framework in Finland was stated 

to be strength of Finland in the competition of foreign direct investments. A second 

cluster was found between business climate, public policy and supporting industry. 

Flexible and well-functioning governmental framework, good business laws and 

availability of supporting industry create the attractive business climate for foreign 

direct investments. In the Finnish context this cluster’s attractiveness was seen 

weakened because of the unpredictability of the labor market system and lack of 

extensive supporting industry.   

 

 The third cluster was found between demand conditions, concentrations, supporting 

industry, presence of the competitors and industry networks. Market demand attracts 

companies to invest in the regions. When companies invest, their competitors are 

appealed to invest as well. This makes concentration of companies, which creates 

networks of suppliers, partners, intermediates and other organizations. In Finnish 

context the risk is a negative spiral: small market size is not attractive for foreign 

investors. Peer countries with larger market attract more investments. For example in 

Sweden, extensive networks have appeared. Because the companies want to locate in 

the same areas with their competitors, concentration gets even stronger. Concentrations 

of companies attract supporting companies.  

 

 The fourth cluster emerged between ‘chance’, ‘factor conditions’, ‘historical factors’, 

‘anchor effect’ and ‘industry network’. Industrial networks are often built around big 

internationally functioning anchor companies. The reason behind the location choice 

might of this anchor company might be pure luck, historical factors or factor conditions. 

For example Nokia’s investments and disinvestments in some Finnish regions were 

claimed to have a huge impact on regional development and network building.  
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Figure 10: Clusters between GEMS-factors. 

 

Because of these research results, this study concludes that GEMS-framework contains 

relevant variables explaining the attractiveness of Finland for foreign direct investors. 

As discussed in chapter 3 above, also the reason for investment might have an influence 

on the evaluation of the location factors in the country screening. The motives behind 

the investments might make some location factors more important than the others. 

Therefore combining the Dunning’s taxonomy for FDI’s motives (1993) with Kamath et 

al. (2012) GEMS-model could reveal some further level insights about which of the 

important factors for the companies considering the foreign direct investments are. This 

could be insightful for governmental agencies promoting foreign direct investments 

because it would enable focused strategies in approaching and helping companies with a 

different kind of investment motives instead of treating all the companies as a 

homogenous group. Also the empirical part of this study showed that Finland should 

apply more targeted and customized strategies and marketing efforts for the foreign 

direct investments. It was stated to be important to make the foreign investors aware of 
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the opportunities which are specially fitting to their firm-specific strategies. Naturally, 

building this kind of model would require an empirical study focused on foreign 

investors with different kind of motives for their investments.  

 

The GEMS-model does not make a difference between the different reasons behind the 

investment. The results of the empirical part of this study indicate that investment 

strategies are firm-specific and based on unique competitive advantages and 

opportunities. Therefore the attractiveness of the location factors was argued to be 

highly dependent on what kind of opportunity the company is looking for. This 

corresponds to Dunning’s taxonomy for FDI-motives. Also Franco et al. (2010) state 

that studying FDI without differentiation into different motives of FDI can lead to non-

significant research results and evaluations. In the context of the research results, 

Finnish regions were seen offering good opportunities for foreign companies screening 

for strategic asset seeking FDIs. This is because of the skilled labor, high-quality 

education system, well-functioning business climate and relatively high investments in 

innovation capabilities, research and development. An example mentioned in the 

interviews representing a strategic asset seeking investment is ABB’s innovation and 

R&D investments in Finland. The good availability and competence of the labor in 

Finland might also lead to Dunning’s resource-seeking investments. Employing staff in 

Finland cannot be considered cheap, but taking account the quality and the skills of the 

workforce, the salaries are competitive compared to peer countries. An example of 

resource-seeking investment mentioned in the interview could be Accenture’s 

acquisition of Nokia’s Symbian Software development services, where 2.300 Nokia 

software developers were transferred from Nokia to Accenture. For Dunning’s market-

seeking investments which aim to supply goods and services for the demand and needs 

of a foreign target market Finland was not seen as very attractive: the market is small, 

partially saturated and growing only modestly. However, the purchase potential in some 

Finnish regions was seen relatively good and some specialized fields were growing fast. 

Location in Finland could serve also larger markets, like Russia, the Baltic and the 

Nordic countries. The efficiency-seeking investments in Dunning’s taxonomy which are 

looking for low-cost labor, better price-benefit ratio or availability of raw materials were 

seen the least likely in Finland in the coming years, at least concerning large production 

or factory investments. Some opportunities in specialized fields were seen: for example 

Google’s investment to buy an old mill in Summa and build an energy-efficient data 

center could be an example of this category. 
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7.3 Attractiveness of location factors in Finnish regions for inward FDIs 

This chapter tries to bring together common patterns emerged in the research results 

between the different variables and answer the second research question based on that.  

 

As concluded in the last chapter, the GEMS model by Kamath et al. (2012) can be 

applied to the context of this study in order to evaluate and describe the attractiveness of 

Finnish regions for foreign direct investments. The research data from the 9 expert 

interviews and 4 reports were analyzed according to the 12 GEMS variables: presence 

of the competitors, factor conditions, demand conditions, supporting industry, industrial 

networks, innovation and entrepreneurship, chance, historical factors, anchor effect, 

concentration, public policy and business climate. The analysis contains both strengths 

and weaknesses in attractiveness of Finnish regions considering each variable. They are 

summarized here as a SWOT-analysis. In the end five themes are discussed which 

appeared as common patterns bringing together the results of this research. 

 

 

Figure 11: Attractiveness of Finland for inward FDI. 
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According to the research results Finland has some distinctive strengths and competitive 

advantages that should be maintained. First of all, the availability of skilled workforce 

was stated to attract foreign investors. Especially after the changes at Nokia, a lot of 

highly educated and experienced workers are available. Innovativeness in Finland was 

considered as an important asset as well as the high level of investments in research and 

development operations. The business climate and bureaucracy in Finland were claimed 

to be flexible and relatively well-functioning. Finland was also claimed to have inten-

sive region-specific networks in emerging business fields like nanotechnology and bio-

technology.  

 

The weaknesses of Finland were considered to be the distant location and small and 

only modestly growing market. The markets in Finland and especially outside the Hel-

sinki region were considered partially inefficient because the lack of international com-

petition in certain fields. The situation was not considered to get better because of the 

protectionist actions of the domestic companies and lack of willingness by the public 

servants to help foreign companies to enter in some regions. Additionally, the high per-

sonal taxation and high price level were considered not to attract foreign investors.  

 

There were also some un- or underutilized opportunities that could increase the FDI-

levels in Finland. Especially the location between Europe and Asia as well as the special 

connections to Russia and the Baltic countries were seen as not strategically utilized in 

the current FDI-promotion. Because the innovation framework is considered as im-

portant strength of Finnish regions, it was suggested to develop further in means of 

creation of dynamic and flexible pioneering markets specialized for innovation-seeking 

investments. It was also claimed that it is crucial to enhance the awareness of the for-

eign investors about Finnish regions and their special characteristics. Especially other 

regions than the Helsinki area and their opportunities were claimed to be often not taken 

in consideration by foreign investors. It would be good that different kinds of business 

opportunities in Finland were acknowledged: for example Google’s investment to 

Summa showed that also efficiency-seeking investments are possible in Finland despite 

of high price levels and taxation.  

 

Also some threats were recognized. As also discussed in the previous chapter, the ele-

ments of the regional attractiveness for foreign direct investments might be highly inter-

connected so that successes in one element might lead to successes in other and vice 
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versa – decrease of the investment level this year might lead to even more severe de-

cline in the next year. The economic crisis and the problems of Finland’s largest anchor 

company Nokia were seen to make this threat worse. Peer countries, especially Sweden 

seem to be a few steps ahead all the time in their investment promotion strategies and 

putting more efforts for these operations 

7.4. Policy implications  

The common patterns of recommendations and suggestions in the interviews were 

summarized in five themes. First of all, Finland should increase the regional interna-

tionalization and effectiveness of domestic competition. That way there would be more 

anchor companies, more intensive networks, more agglomeration advantages and more 

demand for business-to-business solutions. Secondly, there should be more clear strate-

gic vision and mission to improve attractiveness of Finland for foreign direct invest-

ments. This includes clear priorities, commitment and good attitude towards FDIs. The 

focus should be on opportunities what Finnish regions have and these should be made 

the best in the world. Thirdly, in order to promote FDIs or offer foreign investors inter-

esting opportunities in Finland, the reasons and motives behind the investments should 

be understood. The strategic asset seeking R&D investments were considered as oppor-

tunities where Finland and its regions should focus on the sectors where Finland has top 

knowledge. This requires maintaining and further developing of Finnish education sys-

tem as well as creation of knowledge-intensive networks around the sectors where Fin-

land might have special knowledge in order to gain competitive advantage in relation to 

peer countries. Fourthly, effective sales and marketing efforts of the existing opportuni-

ties in Finland should be done because of the lack of awareness of the Finland among 

foreign direct investors. Finally, attention should be given to the regional differences 

and concentration. It was concluded that Finland should not be treated as homogenous 

unit and regions-specific opportunities and strategies for FDI promotion should be con-

sidered based on the remarkable differences between the Helsinki area and other regions 

as well as Western, Middle, Northern and Eastern parts of Finland. 

7.5 Limitations of the study 

The study also included some limitations. Validity and reliability of the study might 

have been increased by increasing the number of interviews which might have led to 

better saturation. The problem was that the topic was considered confidential in some of 

the interviewed companies, and therefore some companies refused to be interviewed 

and some interviewees needed to restrict the amount of information that was given. 
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Case study as research method limits the generalization of the research results: this 

study was conducted in context of Finland and there is no proof that similar research 

results would appear in the context of another country. The location determinants were 

identified and described in the Finnish context, but this kind of research was not able to 

measure, are some location determinant more significant than the others. 

7.6. Suggestions for further research  

The GEMS-model is new framework from the year 2012. In this research it has been 

applied to study attractiveness of Finland for foreign direct investments. Further re-

search in different countries and purposes can be recommended supported by the find-

ings and insights based on this study. It would be also interesting to conduct a compara-

tive study of attractiveness for inward foreign direct investments between peer countries 

like Finland, Sweden, Denmark, Holland, Austria and Ireland.  Interesting viewpoint 

would also be research of the best practices in public policies and agencies that have 

succeeded in attracting the foreign direct investments.  

 

As discussed in chapter 7, the results of this study also indicated that it might be inter-

esting to study about the interdependencies between the 12 GEMS-model variables. A 

further research with a factor analysis could give insights on this subject. This research 

also indicated that different purposes behind investments are important when consider-

ing which determinants are important for foreign investors. One interesting research 

theme could be conducting a quantitative regression analysis studying the relations be-

tween Dunning’s four motivations for foreign investments and 12 GEMS variables.  
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APPENDICES  

 

APPENDIX 1:  

Interview themes for Investment promotion agencies and public actors 

1) Definition of inward Foreign Direct Investment (FDI) 

2) Process of location screening for inward FDIs: common practices  

3) Information search and sources in screenin process for inward FDIs 

4) Regional screening and location decisions within a target country 

5) Relevance of regional difference in location decisions for inward FDIs 

6) Common criteria in location decisions for inward FDIs 

7) The most important indicators in target screening process for inward FDI 

8) Business opportunities in Finland and Finnish regions for foreign MNEs 

9) Challenges and weaknesses in attractiveness of Finland for inward FDIs 

10) Interviewee’s own summary and conclusions 

 

APPENDIX 2:  

 

Interview questions for private companies 
 

Background information 

- The main products and markets of your company 

- Does your company have subsidiaries in foreign countries? 

- The way of establishment of these subsidiaries (Greenfield, acquisition, Joint 

Venture)? 

- The main operations per subsidiary (e.g. production, sales & marketing, R&D etc.) 

- Plans for new investments or expand the present investment in the future? 

- Relation of subsidiary investments and corporate strategy 

 

 

 

Host country screening 

- Process of selection / screening of host country for new subsiadiary 

- What makes a country / the region attractive for foreign investors? 

- Main motives from business perspective to invest in Finland or in of its regions 

- Finland versus peer countries in promotion for FDI  

- Challenges of Finland to attract the foreign companies 



II 

 

 

- Export Platform FDIs in Finland (Could business in Finland service a bigger context, 

e.g. sales in St. Petersburg area or elsewhere in the Baltic Sea region) 

 

 

Regional screening 

- Regional characteristics your company looks for when screening for new subsidiary 

locations. What are the criteria? 

- Relevance of regional differences between target country regions for the location 

choice 

- What kind of information is researched to support the investment decision? 

- Difference in investment attractiveness between different regions of Finland 

-Role of Helsinki area  

- Location / business region decision in Finland in your company: What were the 

considered options? 

- Suggestions for public sector and related organizations to develop Finland and its 

regions more attractive destination for foreign investments 

 

- Interviewee’s own summary and conclusions 
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APPENDIX 3 

 Figures demonstrating inward FDI in Finland in relation to other countries 

 

 

 

 

 

 

Figure 13: Prediction of inward FDI development in Finland and peer countries. 

Source: Boston Consulting Group (2012, 18). 

Figure 12: Inward FDIs into Finland in relation to other OECD countries. Based on 

Boston Consulting Group (2012, 18). 
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Table 3 Growth Competitiveness Index Ranking 2001 

Source: Porter et al. (2001). 
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Figure 14: FDI target country evaluation criteria. Source: Boston Consulting Group 

(2012, 21). 

 

 


