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1. Introduction

Multinational enterprises (MNEs) in developed countries currently remains the main source of outward foreign direct
investment (FDI), whereas outflows from developing and emerging economy MNEs have increased dramatically, from an
insignificant amount in the early 1980s to $83 billion in 2007 (UNCTAD, 2009). Although the determinants of location choice
have been widely discussed, available literature is mainly based on developed countries and large MNEs (e.g. Edwards &
Buckley, 1998; Galan, González-Benito, & Zuñiga-Vincente, 2007; Kumar, 2001; Ulgado, 1997). Recently the importance of
international investment by firms from newly industrialized economies (NIEs) in emerging markets has gained increasing
attention (Hamilton, 1996; IMF, 2002). Some studies have indicated that the location choice strategies of NIE firms are
different from those from developed economies (Makino, Lau, & Yeh, 2002). In particular, most NIE firms have extensive
original equipment manufacturer (OEM) contracts or alliances with developed country-based firms in their home country,
and those experiences have an impact on the location choice when they engage in FDI (Makino et al., 2002). These firms rely
heavily on network linkages when developing their strategies (Chen & Chen, 1998; Hsing, 1996; Tseng, Yu, & Seetoo, 2002).
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A B S T R A C T

Firms have to invest in foreign markets to maintain their competitive advantage, but a

popular location for foreign direct investment (FDI) may not be suitable for everyone.

Available literature as to location choice is mainly based on developed countries and large

multinational enterprises (MNEs). However, this study investigates the location choice

behaviour of firms originating in newly industrialized economies (Taiwanese firms)

investing in emerging countries (China and Vietnam). According to the national economic

development of China (further divided into South China and East China) and Vietnam, we

divide the location into more developed and less developed regions. Through an empirical

firm-level data collection and conditional logit analysis, this study found that: (1) firms

with stronger ownership advantages prefer to invest in more developed than less

developed regions; (2) firms occupying favourable positions in their network prefer to

invest in more developed than less developed regions; (3) firms with a high degree of

networking prefer to invest in less developed than more developed regions; (4) firms

choose to invest in more developed than less developed regions to gain access to a large

market; and (5) firms with strong resource-seeking motives prefer to invest in more

developed than less developed regions to access their resources.
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In addition to factors proposed by traditional international business (IB) theories, network relationships are a distinctive
means for NIE firms to access external resources, and may be another important factor affecting internationalization
decisions (Bruton, Ahlstrom, & Wan, 2003; Chen & Chen, 1998; Hsing, 1996). So, from a theoretical perspective, this study
provides a comprehensive insight into the discussion of firm attributes and motives associated with FDI location choice
decisions by integrating IB research with network analysis.

The purpose of this study is the examination of the location choice decisions of Taiwanese FDI firms in China (further into
South China and East China) and Vietnam. Taiwan is a relatively well-developed Asian NIE, with substantial numbers of firms
engaged in FDI (Filatotchev, Strange, Piesse, & Lien, 2007; Lien, Piesse, Strange, & Filatotchev, 2005). Taiwanese firms have
recently actively invested in emerging economies to exploit a relatively low-cost skill base and access potential domestic
markets (Dai & Liu, 2009). Taiwanese firms have many of the characteristics of the NIE archetype of FDI, including ownership
advantages, network relationships, market orientation, efficiency orientation, resource orientation, and strategy orientation.
The findings of this study may thus be generalized to other NIE countries.

China is now the largest and fastest-growing emerging country. Being a target country for FDI, China is the third largest
recipient in the world and the largest among developing countries. According to the World Investment Report for 2008 by
the United Nations Conference on Trade and Development, China absorbed a total of US$60 billion worth of FDI in 2007.
Vietnam began a gradual path of reform in 1986 following the Chinese example of gradualism. Vietnam is a transitional
economy with a bureaucratic, yet entrepreneurial, business environment (Von Glinow & Clarke, 1995), where FDI has been
an important part of business development and economic growth.

Both China and Vietnam have committed to a series of economic reforms designed to transform their economy from a
centrally planned system to a less restrictive, market-oriented one. Chinese and Vietnamese governments have proposed the
new economic policy to liberalize and deregulate the economy, and designed various preferential policies to develop an
adequate scientific, technological and business environment to attract foreign investment (Filatotchev et al., 2007; Ma &
Delios, 2007; Tsang, 2005). As a result of this people from China and Taiwan share a common culture, customs, and language
(Filatotchev et al., 2007), and despite the continuing political conflicts between China and Taiwan, economic exchange has
not been interrupted by these conflicts (Lien et al., 2005). As a whole, China attracts more Taiwanese FDI than any other
country (Aw & Lee, 2008). Statistical data from the National Bureau of Statistics of China reveals that the amount of
Taiwanese FDI in China is about US$2135.9 million in 2006, ranked sixth in Asia. Statistical data from the General Statistics
Office of Vietnam reveals that the amount and number of FDI projects of Taiwan was the second largest from 1988 to 2008,
only behind Korea. The research context for this study is the Taiwanese FDI in China and Vietnam. We see Taiwanese FDI in
China as one particular group and compare this with those in Vietnam. Per capita GDP is a good index that has been widely
used to represent a country’s economic development (World Economic Forum, 1995). This study uses the per capita GDP of
2005 in a region as proxy for the economic development level. According to the economic development of China (further
divided into South China and East China) and Vietnam, this study divides the location into more developed and less
developed regions.

GDP growth rate, per capita GDP, FDI value, and FDI value by Taiwanese firms of China are better than Vietnam
(Appendix A). Most countries consist of many regions, which differ greatly from each other in terms of economic size, wages,
and market demands (Ma & Delios, 2007), and this is prominent in China. So, this study further divides China into South
China and East China. South China includes Guangdong, Fujian, Guangxi and Hainan provinces. East China includes Shanghai
Municipality, and Jiangsu, Zhejiang, Anhui and Jiangxi provinces. Within the territory of China, East China region’s economic
size and potential demand exceeds South China’s (Appendix B). Since East China has a greater economic size and higher per
capita GDP, East China may attract more foreign investment (Cheng & Kwan, 2000; Coughlin & Segev, 2000; Wheeler & Mody,
1992), triggering intense competition. Moreover, per capita GDP of four provinces and one municipality in South China and
East China is better than Vietnam (Appendices A and C). This study considers China as more developed than Vietnam, East
China more developed than South China, and South China more developed than Vietnam.

Statistical data from the Taipei Economic & Cultural Office in Ho Chi Minh City reveals that the amount of Taiwanese firms
investing over 82.25% in Vietnam is concentrated in South Vietnam including Ho Chi Minh City, Dong Nai, Binh Duong, Long
An, Ba Ria-Vung Tau, Tay Ninh, and Lam Dong provinces during 1988 to 2006, far more than North Vietnam including the
cities of Hai Phong and Hanoi and Hai Duong, Vinh Phuc, and Thanh Hoa provinces. Therefore, this study does not further
divide Vietnam into South Vietnam and North Vietnam.

This study extends the extant FDI research and offers a number of contributions. First, by an integrated framework which
embraces a RBV, network relationship and FDI theory, we investigate FDI from NIE firms and their location choice behaviour.
Specifically, we examine how the ownership advantage, network relationship and motives for FDI affect their location
choice. Second, by exploiting the firm-level data, we consider not only the role of individual internal factors in location
decision, but also the influence of the external network factors. The findings of this study help to broaden our understanding
of NIEs’ FDI in the emerging economies and provides a comprehensive insight into the existing literature by considering how
subtle differences in internal resource endowment and external network relationships at firm-level, coupled with the
primary motives for FDI, affect the location decision.

This study proceeds as follows; the next section reviews the existing literature on the resource-based view (RBV),
network relationships, and the investment motives of firm FDI location selection. We also construct our hypotheses. This
section is followed by a description of the data used in our statistical analysis, and the analysis itself. We next interpret the
variable measurement as well as the reliability and validity of the measurement items in the questionnaire. The next section
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considers statistical evidence in favour of the general validity of our hypotheses over alternative explanations, and the final
section offers discussion and conclusions.

2. Theory and hypothesis

Most FDI theory proposes that the choices of a firm investing abroad are driven by an attempt to exploit its own firm-specific
advantage in foreign markets (Caves, 1971; Dunning, 1988; Hymer, 1960). Despite this it has been argued that firm-specific
characteristics are critical in explaining the pattern of the international expansion of firms (Buckley, Devinney, & Louviere,
2007; Henisz & Macher, 2004; Nachum & Zaheer, 2005). Perhaps due to the difficulties involved in firm-level data collection,
most extant empirical studies of this topic place their emphasis on country- or industry-level explanations (Chung, 2001;
Dunning, 1998; Harzing & Sorge, 2003). This is especially true of the location choice problem (Chung & Alcácer, 2002; Flores &
Aguilera, 2007; Henisz & Delios, 2001; Woodward & Rolfe, 1993). Trevino and Grosse (2002) successfully combined FDI theory
and RBV to explain the activities of an MNE in the USA. Dunning (1988), applying RBV logic in his eclectic paradigm, calling a
firm’s distinct resources and capabilities its ownership advantage, one of the three determinants for the occurrence of FDI. Based
on the above arguments, we propose ownership advantages as an important factor affecting FDI.

In addition to proprietary technology, flexibility in both organizational management and marketing, and personal
reputation, an important source of competitive advantage for the small and medium sized MNEs is their network
relationships (Fujita, 1995). Small and medium sized enterprises (SMEs) can access external resources through
relationship ties, offsetting their relative weakness in competition, especially in foreign markets (Coviello & Munro, 1997).
Over 90% of Taiwanese firms are small and medium MNEs, and the dense and complicated network relationship among
these firms is one of the many characteristics of Taiwan’s economic structure (Chen & Chen, 1998). Similar to the
differences in internal ownership advantage, the variations in external network relationships among firms will impact the
overseas location decision in different ways.

Using FDI, firms can exploit advantages they have created at home, as well as sustain these advantages continuously.
Furthermore, firms can create new advantages through reconfiguring and coordinating their overseas activities (Dunning,
2002; Porter, 1998). It is obvious that firms engaging in FDI have different motives and purposes. Dunning (1993, 2000)
classified the different motives of FDI into four groups: market-seeking, resource-seeking, efficiency-seeking, and strategic
asset-seeking. Neither the economic conditions nor the physical conditions of different countries are the same. Hence,
certain countries will be preferred by one group, but not by other groups.

This study categorizes three groups of factors that influence the location decision of Taiwanese firms investing in China,
(further divided into South China and East China) and Vietnam. These critical factors include the ownership advantage, the
characteristics of the network relationship, and motives for FDI.

2.1. Ownership advantages

RBV theory proposes that firms will employ under-utilized resources in new markets or businesses to achieve and sustain
competitive advantage (Barney, 1991; Prahalad & Hamel, 1990). These valuable resources and capabilities serve to create
organizational capabilities (Teece, 1997) or core competencies (Prahalad & Hamel, 1990). The success of firms depends on
whether they can rationally identify and use valuable resources which are valuable, rare, difficult to imitate, and non-
substitutable (Barney, 1991).

There are plenty of risks in overseas markets, such as local strong competitors, local folkways and customs, and the lack
of local market information. MNEs that can engage in FDI under such unfavourable conditions have unique ownership
advantages for competing with local competitors and reducing their investment risks. Thus, these ownership advantages
drive them to directly invest in foreign markets (Hymer, 1960). MNEs with superior resource endowments can create
monopolistic advantages that facilitate cross-border investment (Caves, 1971). As MNEs confront challenges from host-
country firms and inherent disadvantages in overseas markets, they must expand their own resource advantages in the
home country to overcome these unfavourable conditions (Dunning, 1988; Trevino & Grosse, 2002). Thus, based on the
ownership advantage perspective, firm-specific ownership advantages are one of the most important conditions
supporting successful engagement in FDI. Once firms have decided to invest in foreign markets, their ownership
advantages are transplanted and duplicated in overseas markets to sustain competitiveness.

Due to the underlying differences in the ownership advantages of MNEs that engage in FDI, each MNE’s location decision
is different. Some firms with superior resource endowment choose to invest in the regions that offer high potential economic
growth and a high level of competition, in order to earn better economic returns (Kimura, 1989). In the Japanese
semiconductor industry, where firms with special strategic advantages, such as the ability to make metal oxide
semiconductor (MOS) memory integrated circuits (ICs), undertake FDI, they choose to invest in advanced countries, but firms
that produce linear ICs and discrete devices invest in NIEs (Kimura, 1989).

FDI is often viewed as an exploitation of a firm’s special ownership advantages or a response to the market failure of rent-
yielding resources, or exploration of firm-strategic assets. What unites these disparate views is that all see firm-specific
advantages as arising from the possession of proprietary assets as well as the capacity to acquire and coordinate efficiently
complementary assets of other firms in the host country (Dunning, 1995, 1998, 2000). Thus, the decision of an MNE to invest
in a given location depends on its capabilities and assets that support the investment decision (Makino et al., 2002).
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Integrating the two streams of theory regarding the location selection of MNEs, RBV and FDI theory, firms with superior
resource endowments are likely to invest in more developed regions, which offer high returns but strong competition. This
implies that firms with strong ownership advantages have the capability to compete with strong rivals in host markets and
to bear higher transaction costs in earning economic rents (Agarwal & Ramaswami, 1992).

With the foregoing discussion in mind, this study argues that firms with superior resource endowments tend to invest in
regions of greater economic size and higher potential domestic demand, because they have superior resources and
capabilities to overcome disadvantages in regions with high levels of competition. Thus, Hypothesis 1:

H1. Firms with superior ownership advantages prefer to invest in more developed than less developed regions.

2.2. Characteristics of network relationship

The location decision is also influenced by the characteristics of firms’ network relationships. Most business
networks consist of many firms, which differ from each other in terms of resources, capabilities, and operations.
Member firms exchange complementary resources for mutual benefit within the same business network (Astley, 1984).
This type of cooperation creates positive values for each member firm, especially when resources are scarce. Hence, such
purposeful arrangements between distinct but related firms often confers or sustains competitive advantage (Jarillo,
1988).

At the same time, network relationships will affect the actions and decisions of member firms. Chung and Song (2004), Head,
Ries, and Swenson (1995), and Shaver and Flyer (2000) found that Japanese firms preferred locating their manufacturing
facilities to the USA where other Japanese firms had already located. To reduce uncertainty and market risk, as well as to gain
legitimacy in overseas markets, MNEs often penetrate foreign markets through business networks built in the home country.
Guillen (2002) provided strong evidence that Korean firms’ rate of entry into China increased as affiliates set up their own
plants. Similarly, Japanese automobile suppliers followed their buyers, competitors, and suppliers into the USA (Martin,
Swaminathan, & Mitchell, 1998). Chinese entrepreneurs are famous for using global relational networks through which they
mobilize resources in the short term (Mackie, 1992).

However, it is not alwaystrue that the deeper and morenumerous the relationships a firm has withother firms, the better. The
effect of a firm’s network relationship is double-edged. The more frequent interaction with, and the more important the
exchangeable resources to, each party within a network (hereafter termed the ‘‘degree of networking’’), the more
interdependence there will be between network firms (Johanson & Mattsson, 1987; Konke & Kuklinski, 1982; McEvily & Zaheer,
1999). Firms facing this situation may be too dependent on each other to create their own competitive resource and capability,
andthus will prefer to invest in less developed regions thatoffer lower levels of competition from other firms.Thus, Hypothesis 2:

H2. Firms with a higher degree of networking prefer to invest in less developed than more developed regions.

Firms occupying the dominant positions in a network confront an analogous problem. Within any network, there are
many different structural positions offering an array of opportunities and constraints (Burt, 1992; Low, 1997). Positions of
network centrality that bridge structural holes will be valuable, because these positions will be better able to access
resources, information, and potential cooperative ties (Burt, 1992). Occupying this position, firms are able to acquire
complementary resources and technologies possessed by other member firms and create a strategic market position
(Sharma, 1993). By exploiting positional advantages, not only do firms have the capability to coordinate activities with
member firms to jointly penetrate overseas markets (Ozawa, 1993), but they also gain the information and resources
necessary to overcome market risks and competitive disadvantages in foreign markets. Thus, firms with a high degree of
network centrality occupy favourable competitive positions, enabling them to gain the power and flexibility to compete in
more developed regions where competition is intense but the payoff is high. Thus, Hypothesis 3:

H3. Firms with a higher level of network centrality prefer to invest in more developed than less developed regions.

2.3. Motives for FDI

MNEs engage in foreign investment for a variety of reasons, including responding to foreign market needs, imitating
competitors, following customer moves, earning extra return on existing assets, chasing new growth opportunities in foreign
markets, and retaliating against foreign competitors (Root, 1987). Dunning (1993, 2000) classified FDI motives into four
orientations: market-seeking, efficiency-seeking, resource-seeking, and strategic asset-seeking. Different FDI orientations
have different impacts on MNEs’ location selection. For example, Makino et al. (2002) found firms desiring to exploit their
asset advantages preferring to invest in less developed countries, while firms with strong asset-seeking motives invest in
more developed countries.

MNEs with a strong desire for market expansion often choose to invest in regions with large market size (Behrman, 1974;
Dunning, 1993). Large market size is often found in regions with high per capita GDP, implying that more developed areas
attract firms with a strong market-seeking orientation. Thus, Hypothesis 4:

H4. Firms with a market orientation motive prefer to invest in more developed than less developed regions.
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As labour costs rise in countries where production is currently taking place, firms will be motivated to
invest in less developed countries to regain labour cost advantages (Makino et al., 2002). To move closer to local
suppliers, obtain economies of scale, and reduce labour costs, firms will invest in regions with low labour costs and
high productivity (Kobrin, 1991). Due to their low per capita GDP and medium economic growth rates, some
less developed regions offer low labour costs but high market potential. Given this, we can conclude that firms
engaging in FDI with a strong efficiency-seeking orientation will choose to invest in less developed regions. Thus,
Hypothesis 5:

H5. Firms with efficiency orientation motives prefer to invest in less developed than more developed regions.

FDI may be interpreted as a mechanism through which firms seek to develop new resources and capabilities or acquire
necessary strategic assets on a global basis (Frost, 2001). Due to their high per capita GDP, most advanced assets are more
common in more developed regions. NIE firms investing in developed countries where required natural resources, human
resources and network resources are available tend to use FDI to strengthen their competitiveness (Chen & Chen, 1998;
Kumar, 1998; Luo & Tung, 2007; Makino et al., 2002). Home government support for going global are factors which also
affect the foreign location choice of firms (Luo & Tung, 2007). Through FDI in such regions, firms can exchange with other
firms in a host country to acquire needed complementary resources (Behrman, 1974; Dunning, 1993, 2000; Luo & Tung,
2007). Some studies provide evidence; Kogut and Chang (1991) found that Japanese firms tended to joint venture with USA
firms to source technology. Chen and Chen (1998) found a similar situation in Taiwanese firms using outward FDI to the
USA. Thus, Hypothesis 6:

H6. Firms with efficiency orientation motives prefer to invest in less developed than more developed regions.

Strategic interaction theory argued that the decision of a firm engaging in FDI hinges on the behaviour or expected
behaviour of its rivals (Hennart & Park, 1994). Market leaders may not be afraid to compete in developed markets because of
the strength they have already accumulated in the domestic market (Pak & Park, 2005). Firms tend to follow the FDI moves of
the market leaders and their rivals in order to maintain competitive balance or minimize their risk in foreign markets
(Knickerbocker, 1973). Developed countries gathered many outstanding firms from various countries, become the best
foreign market for firms to pursue global strategies. Through global arrangement of their foreign business units, MNEs may
not only cooperate with their global partners more closely, but also compete in global markets more effectively (Tsai &
Cheng, 2002). Thus, Hypothesis 7:

H7. Firms with a strategy orientation motive prefer to invest in more developed than less developed regions.

3. Research methodology

3.1. Data and method

The statistical procedure used to test the location decisions of firms investing in overseas regions is the conditional logit
model (McFadden, 1974). The conditional logit model has been widely used to analyze location choice in FDI (Chang & Park,
2005; Head et al., 1995; Shaver & Flyer, 2000). It focuses on the attributes of each firm in the choice set. Attributes for each
firm include ownership advantage, degree of networking, network centrality and investment motives, which are different for
all Taiwanese firms.

This model estimates how each attribute increases or decreases the chance that a given location will be chosen over other
potential locations. This study defines an underlying dependent variable, Uij, to represent the utility a firm i derives from
operations in location j. Since there were m (m = 3) locations where firms could enter, each observation (a firm choosing a
location) has m columns of data, each corresponding to a location choice. Assuming a linear relationship with the dependent
variable:

Ui j ¼ bXi j þ ei j

X is a vector of independent variables that affect choices. If a firm makes choice j in particular, then this study assumes
that Uij is the maximum among m utilities. Hence, the statistical model is driven by the probability that choice j is made,
which is:

ProbðUi j >UikÞ for all other k 6¼ j

Let Yi be a random variable that indicates a choice made by firm i. Assuming the independence of irrelevant alternatives,
the probability that firm i chooses location j may be written as follows:

ProbðYi ¼ jÞ ¼
expðbXi jÞP

expðbXikÞ½ �
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The maximum likelihood method is used to estimate b, which this study uses to test whether certain independent
variables significantly affect the probability that one location will be chosen among all the locations in the choice set.

This study collected sample data through a questionnaire directed at Taiwanese firms investing in South China, East
China, and Vietnam, and currently engaged in operations in those areas. Our sample was taken from the register of
Taiwanese firms investing in South and East China that the Chinese National Federation of Industries publishes, firms
registered with the Taiwanese Investment Commission of the Ministry of Economic Affairs (MOEA, http://www.moea.-
gov.tw/), and the members of the association for Taiwanese firms in Vietnam.

Five eligible firms were selected for pretests using interviews in order to eliminate ambiguous items and to ensure the
questionnaire fits the research purposes. We further modified a few items that confused respondents. The questionnaire was
then sent to businesses in Taiwan and personnel familiar with domestic and foreign operations were asked to answer.

The initial response to this survey was unsatisfactory, with only a handful of responses after more than one month. Thus,
we conducted telephone interviews and subsequently mailed surveys to the managers of the headquarters in Taiwan. We
mailed 532 surveys to the headquarters which set up the subsidiary in Vietnam, receiving 72 valid responses after removing
invalid questionnaires. We sent 968 questionnaires to the headquarters which set up the subsidiary in South China, receiving
65 valid returns. We mailed 989 questionnaires to the headquarters which set up the subsidiary in East China and received
75 valid responses. This study has a total of 212 valid responses.

Due to the special circumstances and characteristics of business surveys, Taiwanese researchers often confront the issue
that response rates to business surveys are quite low in Taiwan (e.g. Chen, 2004; Liao, 2010). Although our response rate is
quite low, the sample proved to be highly representative of the well-established firms, which may help to strengthen the
validity of the survey and the subsequent analyzes.

This research questionnaire consisted of four parts. The first aimed at understanding the assets and capabilities of the
firms; the second assessed the characteristics of the business networks in which the firms participate, and the third
evaluated the motives of the firms investing in overseas markets. For the first three sections, this study used a Likert-type
seven-point scale, ranging from one-point to seven-point, representing views from ‘‘strongly disagree’’ to ‘‘strongly agree’’.
The last part covers the background of the firm (presented in Table 1), including the age of the parent company, annual
turnover (NTD), number of employees, industry type, international experience, and age of subsidiary. International
experience refers to the investment experience of other countries, whether this experience includes the establishment of
subsidiaries abroad or in the form of exports and strategic alliances. Age of subsidiary refers to time currently engaged in FDI
by parent company (for locations of South China, East China, and Vietnam).

Table 1 provides descriptive statistics on the characteristics of samples. For the South China sample, the largest number of
age of parent company is 10–20 years (35.4%); the largest number of annual turnovers is more than 1,000 million (NTD)
(33.8%); the largest number of number of employees is 50 (38.5%); the largest number of industry type is traditional industry
(55.4%); the largest number of international experience is no experience (64.6%); and the largest number of age of subsidiary
is 6–10 years (41.5%) and 11–15 years (41.5%). For the East China sample, the largest number of age of parent company is 20–
30 years (29.3%); the largest number of annual turnovers is more than 1000 million (NTD) (46.7%); the largest number of
number of employees is more than 500 (28.0%); the largest number of industry type is high-tech industry (58.7%); the largest
number of international experience is no experience (60.0%); and the largest number of age of subsidiary is 5 years (34.7%).
For the Vietnam sample, the largest number of age of parent company is 10–20 years (25.0%) and 30–40 years (25.0%); the
largest number of annual turnovers is more than 1000 million (NTD) (29.2%); the largest number of number of employees is
51–200 (34.7%); the largest number of industry type is traditional industry (56.9%); the largest number of international
experience is yes (54.2%); and the largest number of age of subsidiary is 5 years (44.4%).

3.2. Measurement of variables

All measurement items adapted from the English scale were translated into Chinese. The questionnaire was then
translated back into English to validate translation equivalence (Douglas & Craig, 1983). The original and back-translated
versions were compared for conceptual equivalence and refined where necessary.

3.2.1. Dependent variable

The dependent variable is the location choice of a Taiwanese firm investing in China and Vietnam, South China and East
China, measured as the region where the Taiwanese firm has investment and actual operations. The company data was
provided by the firms that have relevant experience of investing in China and Vietnam. This study measured China and
Vietnam, South China and East China through a dummy variable that was dichotomous and coded one or zero. In Model 1,
zero indicated China and one indicated Vietnam; in Model 2, zero indicated East China and one indicated South China; and in
Model 3, zero indicated South China and one indicated Vietnam. In this study, China as a more developed region than
Vietnam, and East China as a more developed region than South China, relies on their economic development (Appendices A
and B).

3.2.2. Independent variables

This study measured the items of all independent variables with reference to existing literature, and uses factor analysis
to extract seven antecedents (presented in Table 2). Due to single measures never providing a perfect fit (Cook & Campbell,
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1976), we used multiple measures to survey the seven antecedents including ownership advantage, degree of networking
and network centrality, market orientation, efficiency orientation, resource orientation, and strategy orientation.

Ownership advantage means that the firms have excellent assets and capability (Barney, 1991; Coyne, 1986; Prahalad &
Hamel, 1990). Eight items are used to measure ownership advantage, including excellent production technology, excellent
ability to improve and create processes, excellent ability to develop and improve products, excellent procurement capacity,
excellent product distribution capability, excellent ability to manage relationships with suppliers and buyers, brand
advantage of products and services, and price advantage of products and services. Degree of networking refers to the
interaction and reciprocity with various network members, including key suppliers or buyers, the firms of non-related
industry, financial institutions, and government agents (Jarillo, 1988; Johanson & Mattsson, 1987; Konke & Kuklinski, 1982;
McEvily & Zaheer, 1999; Thorelli, 1986). Twelve items are used to measure this variable. We used the middleman between
these network members to evaluate the firm’s network centrality (Burt, 1992; Konke & Kuklinski, 1982). In the category of
FDI motives, eighteen items measured market orientation, efficiency orientation, resource orientation and strategy
orientation motives of firm engaged in FDI. These items were taken from Czinkota (1997), Dunning (1993), Luo and Tung
(2007), Porter (1986), and Root (1987). Market orientation refers to the motive for FDI to access the local market (South
China, East China or Vietnam). Efficiency orientation refers to the motive for FDI to access cost efficiency. Resource
orientation refers to the motive for FDI to access local resources (i.e. natural, intellectual and network resources). Strategy
orientation refers to the motive for FDI to access strategic arrangement.

3.2.3. Control variable

The first control variable in this study is firm size. Firm-specific resource advantage often determines the likelihood of
overseas market expansion (Dunning, 1980; Hymer, 1960). Firm size has been viewed as a favourable indicator of scale

Table 1

The characteristics of sample.

Variable South China East China Vietnam

Age of parent company

10 years 1 1.5% 9 12.0% 7 9.7%

10–20 years 23 35.4% 21 28.0% 18 25.0%

20–30 years 21 32.3% 22 29.3% 10 13.9%

30–40 years 13 20.0% 10 13.3% 18 25.0%

40–50 years 4 0.0% 5 6.7% 6 8.3%

More than 50 years 3 4.6% 4 5.3% 6 8.3%

Missing value 0 0.0% 4 5.3% 7 9.7%

Turnover (NTD)

10 million 5 7.7% 1 1.3% 4 5.6%

10–50 million 13 20.0% 8 10.7% 19 26.4%

50–100 million 4 6.2% 5 6.7% 6 8.3%

100–500 million 15 23.1% 21 28.0% 16 22.2%

500–1000 million 6 9.2% 3 4.0% 4 5.6%

More than 1000 million 22 33.8% 35 46.7% 21 29.2%

Missing value 0 0.0% 2 2.7% 2 2.8%

Number of employees

50 25 38.5% 18 24.0% 16 22.2%

51–200 16 24.6% 20 26.7% 25 34.7%

201–500 12 18.5% 15 20.0% 12 16.7%

More than 500 12 18.5% 21 28.0% 17 23.6%

Missing value 0 0.0% 1 1.3% 2 2.8%

Industry type

High-tech industry 29 44.6% 44 58.7% 29 40.3%

Traditional industry 36 55.4% 26 34.7% 41 56.9%

Missing value 0 0.0% 5 6.7% 2 2.8%

International experience

Yes 23 35.4% 27 36.0% 39 54.2%

No 42 64.6% 45 60.0% 31 43.1%

Missing value 0 0.0% 3 4.0% 2 2.8%

Age of subsidiary

5 years 6 9.2% 26 34.7% 32 44.4%

6–10 years 27 41.5% 21 28.0% 25 34.7%

11–15 years 27 41.5% 17 22.7% 14 19.4%

More than 16 years 5 7.7% 5 6.7% 0 0.0%

Missing value 0 0.0% 6 8.0% 2 2.8%

Notes: International experience includes whether the investment experience of other countries, this experience includes the establishment of subsidiaries

abroad or in the form of exports and strategic alliances. Age of subsidiary includes time engaged in FDI by parent company currently (location for the South

China, East China, and Vietnam).
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economies, market power, and international expansion. Larger firms may have greater resources and abilities to absorb
high start-up costs (Trevino & Grosse, 2002), and thus would have ownership advantages in FDI (Agarwal & Ramaswami,
1992; Terpstra & Yu, 1988). The relationship between location choice decision and the ownership and network
advantages of MNEs may also be affected by firm size. Thus, this study views firm size as a control variable for empirical
analysis into the roots of the FDI location decision. Firm size was measured by annual turnover (NTD) of the parent
company and the logarithmic.

The second control variable is international experience. Similarly, the firms with stronger ownership advantages and
network relationships are likely to have superior international experience (Trevino & Grosse, 2002). Such firms prefer to
invest in regions of intense competition and high reward. Thus, international experience may moderate the relationship
between the location decision and a given firm’s ownership and network advantage. This study views international
experience as an important control factor that affects location selection. International experience refers to the investment
experience of other countries, whether this experience includes the establishment of subsidiaries abroad or in the form of

Table 2

The constructs and their indicators.

Constructs Factor

loading

Variance

explained

Alpha

Ownership advantages 58.34% 0.9168

Excellent production technology 0.77

Excellent ability to improve and create process 0.83

Excellent ability to develop and improve product 0.85

Excellent procurement capacity 0.79

Excellent product distribution capability 0.79

Excellent ability to manage relationship with supplier and buyer 0.78

Brand advantage of product and service 0.67

Price advantage of product and service 0.59

Degree of networking 46.64% 0.9150

Your company frequently interacts with key suppliers or buyers 0.72

Your suppliers or buyers are very important to your company 0.79

Your company is very important to your suppliers or buyers 0.81

Your company frequently interacts with the firms of non-related industry 0.68

The firms of non-related industry are very important to your company 0.70

Your company is very important to the firms of non-related industry 0.64

Your company frequently interacts with the financial institutions 0.51

The financial institutions are very important to your company 0.53

Your company is very important to the financial institutions 0.52

Your company frequently interacts with the government agents 0.77

The government agents are very important to your company 0.74

Your company is very important to the government agents 0.70

Investment motives

Market orientation 75.67% 0.8947

To pursuit the growth of local market 0.92

To access to the local demand market 0.92

To collect the local market information 0.76

Efficiency orientation 43.53% 0.8221

To access to the local supply market (i.e. key supplier and quality human) 0.61

To join the local industry clusters 0.72

To obtain the economies of scale (i.e. production and R&D) 0.73

To hire the local low-cost labors 0.54

To enjoy the local government’s incentive policies 0.67

To enjoy the advantages of the local foreign trade (i.e. no quota

restrictions and tariff-free export)

0.67

Resource orientation 69.05% 0.8669

To access to the local raw materials and energy 0.73

To access to the local intellectual assets (i.e. R&D technology) 0.95

To exchange the experience and technology with local firms or other institutions 0.79

Strategy orientation 48.29% 0.8495

To participate in the local economic areas 0.60

To coordinate with the actions of the relevant firms (i.e. suppliers, buyers,

industry cluster or rivals)

0.51

Home government’s investment policy 0.72

To access the local high-international market to entry the global market 0.81

To diversify the business risk 0.74

To evade the market restriction and trade barrier 0.75

Network centrality: Your company is the middleman between these network members. Note: local refers to where the firms set up their subsidiaries, i.e.

South China, East China, and Vietnam.
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exports and strategic alliances. International experience is measured by a dummy variable, in which one indicates that a firm
has foreign investment experience and zero indicates that it does not.

The number of Taiwanese firms investing in South China, East China, and Vietnam is substantial (Appendices A and B),
implying that these three regions generate clustering effects. Thus, this study views industry type as a control variable used
to ameliorate the clustering effects of different industries that may moderate the relationship between location choice and
ownership, network advantages, and motives for FDI. We divided industry type of company into high-tech and traditional
industries through the degree of labour-intensity.

3.3. Reliability, validity and common method bias

To ensure the internal consistency of all measurement items, each item was evaluated using item-to-total method before
statistical analysis, and then items with lower correlations were removed. Each construct is measured by a composite index
of its underlying indicators derived from principal components analysis. The reliability of measurement and construct
validity have a Cronbach’s a of between 0.8221 and 0.9168 (presented in Table 2), which exceeds 0.6 (Nunnally, 1978),
showing that this measurement reached the basic threshold for reliability and construct validity.

All of the measure variables in the questionnaire consist of reflective scales, thus confirmatory factor analysis (CFA) is
used to estimate the goodness-of-fit of ownership advantage, degree of networking, market orientation, efficiency
orientation, resource orientation, and strategy orientation. All fit indices reveal an acceptable fit for firm attributes, including
ownership advantage, degree of networking, and network centrality (x2/df = 2.91; root mean square error of approximation
[RMSEA] = 0.096; root mean square residual [RMR] = 0.22; normed fit index [NFI] = 0.88; comparative fit index [CFI] = 0.93;
goodness-of-fit index [GFI] = 0.80; adjusted goodness-of-fit index [AGFI] = 0.75). The fit indices show a good fit for FDI
motives, including market orientation, efficiency orientation, resource orientation, and strategy orientation (x2/df = 1.44;
RMSEA = 0.046; RMR = 0.25; NFI = 0.93; CFI = 0.99; GFI = 0.91; AGFI = 0.88). The LISREL-based composite reliability levels of
the measurement scales ranged from 0.71 (efficiency orientation) to 0.86 (degree of networking), representing good
reliability.

Convergent validity is tested through CFA. All factor loadings from CFA are significant for ownership advantage scale
(minimum t-value is 7.48, p< 0.01), degree of networking scale (minimum t-value is 6.63, p< 0.01), network centrality scale
(t-value is 15.04, p< 0.01), market orientation scale (minimum t-value is 9.20, p< 0.01), efficiency orientation scale
(minimum t-value is 5.32, p< 0.01), resource orientation scale (minimum t-value is 9.24, p< 0.01) and strategy orientation
scale (minimum t-value is 7.06, p< 0.01). The average factor loading is 0.64 for the ownership advantage scale, 0.58 for the
degree of networking scale, 0.71 for the market orientation scale, 0.54 for the efficiency orientation scale, 0.68 for the
resource orientation scale, and 0.57 for the strategy orientation scale. These results support the convergent validity of the
scale items (Anderson & Gerbing, 1988; Fornell & Larcker, 1981). The evaluation of discriminant validity is checked by
comparing the average variance extracted (AVE) for each pair of constructs with the square of the LISREL correlation between
them. The square root of AVE value is 0.65 for the ownership advantage scale, 0.58 for the degree of networking scale, 0.86 for
the network centrality scale, 0.71 for the market orientation scale, 0.55 for the efficiency orientation scale, 0.71 for the
resource orientation scale, and 0.57 for the strategy orientation scale, which exceeds the correlation coefficient. These results
support discriminant validity.

We performed the Harman’s one-factor test for identifying common method bias by entering the entire dependent and
independent variables into a factor analysis. The basic assumption of this technique is that if a substantial amount of
common method bias is present, either: (1) a single factor will emerge from the factor analysis; or (2) one general factor will
account for the majority of the covariance among the measures (Podsakoff, MacKenzie, Jeong-Yeon, & Podsakoff, 2003;
Podsakoff & Organ, 1986). The first unrotated factor accounted for only 30.18% of the variance while all the factors accounted
for 75.80%. This indicates that common method variance was not a serious problem in this study.

4. Results

Tables 3 and 4 display the descriptive statistics and results of conditional logit models, respectively. Table 3 includes the
results of the means, standard deviations, and Pearson correlation coefficients. Three conditional logit models are shown in
Table 4. Model 1 tested how the attributes and motives of Taiwanese firms affect the location choice decision for entry into
Vietnam or China. The results showed that the degree of networking and the international experience were positive and
significant, but resource orientation, firm size, and industry type were negative and significant. These results imply that
Taiwanese firms with a higher degree of networking and better international experience tend to invest in Vietnam. However,
Taiwanese firms with a resource orientation, greater firm size and higher skill-intensity, tend to invest in China. The �2 log
likelihood and nagelkerke R2 of Model 3 indicate a very good fit for the proposed model. The chi-square statistic is significant
(p< 0.001).

Model 2 tested the attributes and motives of Taiwanese firms investing in South China and East China. The results indicate
that ownership advantage, network centrality, market orientation, and firm size were negative and significant. These results
imply that Taiwanese firms with stronger ownership advantages, network centrality, and greater size tend to invest in East
China. Model 2 offered a very good fit to the proposed model. The nagelkerke R2 is 0.219, and the chi-square statistic is
significant (p< 0.001).
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Table 3

Descriptive statistics and correlation matrix.

Constructs Descriptive

statistics

Pearson correlation coefficients

Mean S.D. 1 2 3 4 5 6 7 8 9 10 11 12

Firm advantages

1. Ownership advantages 5.564 0.986

2. Degree of networking 4.348 1.060 0.399**

3. Network centrality 3.34 1.65 0.307** 0.592**

Investment motives

4. Market orientation 5.490 1.443 0.359** 0.385** 0.194**

5. Efficiency orientation 5.165 1.112 0.509** 0.379** 0.353** 0.508**

6. Resource orientation 3.924 1.482 0.278** 0.448** 0.450** 0.273** 0.515**

7. Strategy orientation 4.557 1.311 0.433** 0.536** 0.363** 0.474** 0.590** 0.669**

Location selection

8. Dummy variable (1-South) 0.307 0.462 �0.159* �0.116 �0.087 �0.089 �0.011 0.129 �0.019

9. Dummy variable (1-East) 0.354 0.479 0.009 0.023 0.107 0.082 �0.050 0.054 �0.099 �0.492**

10. Dummy variable (1-Vietuam) 0.340 0.475 0.146* 0.090 �0.024 0.004 0.061 �0.181** 0.119 �0.477** �0.531**

Control variable

11. Firm size 10.118 1.556 0.359** 0.298** 0.204** 0.143* 0.264** 0.178** 0.164* �0.071 0.189** �0.121

12. International experience 0.412 0.493 0.253** 0.152* 0.126 0.110 0.087 0.069 0.165* �0.121 �0.082 0.201** 0.191**

13. Industry type 5.091 0.915 0.335** 0.302** 0.226** 0.055 0.203** 0.120 0.152* �0.135 0.099 0.032 0.744** 0.239**

* Means that correlation is significant at the 0.05 level (two-tailed).
** Means that correlation is significant at the 0.01 level (two-tailed).
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Model 3 shows how the firms’ attributes and motives affect location choice of entry into V/S. The results of Model 3
indicate that three out of the seven independent variables were significant, and all three control variables were
significant. Among these, ownership advantage and degree of networking were positive and significant, but resource
orientation was negative and significant. The results imply that Taiwanese firms with strong ownership advantages and a
higher degree of networking prefer to invest in Vietnam, while those with a resource orientation motive prefer to invest
in South China. Furthermore, firm size and industry type were negative and significant, but international experience was
positive and significant. This shows that Taiwanese firms that are smaller in size and have lower skill-intensity and better
international experience tend to invest in Vietnam. The �2 log likelihood was insignificant, which indicated a very good
fit of the proposed model. In logit models, non-significance establishes the fit of the model because it indicates that the
statistics are not significantly different from the perfect model (Hosmer & Lemeshow, 1989; Norisus, 1990). The
nagelkerke R2 is 0.495, suggesting reasonable model fit. The chi-square statistic shows the model to be highly significant
(p< 0.001).

The aforementioned statistical results show that Hypothesis 1 is partially supported; firms with a stronger ownership
advantage appear to prefer investing in more developed than less developed areas. In Model 2, the results indicate that
Taiwanese firms with stronger ownership advantages prefer to invest in East China, but in Model 3, firms with stronger
ownership advantages prefer to invest in Vietnam, not South China. Hypothesis 2, which posits that firms with a higher
degree of networking prefer to invest in less developed than more developed regions is supported, as Taiwanese firms with a
higher degree of networking prefer to invest in Vietnam. Hypothesis 3, firms with a higher level of network centrality prefer
to invest in more developed than less developed regions, is supported by the fact that Taiwanese firms with a higher level of
network centrality prefer to invest in East China. Hypothesis 4, firms pursuing market orientation motives prefer to invest in
more developed than less developed regions, is supported, as Taiwanese firms with a market orientation motive prefer to
invest in East China. Hypothesis 5 is not supported but it is consistent with our predicted direction; firms with an efficiency
orientation motive prefer to invest in less developed than more developed regions. Hypothesis 6, firms with a resource
orientation motive prefer to invest in more developed than less developed regions, is supported, but the results of Model 2
are not satisfied. Hypothesis 7, firms with a strategy orientation motive prefer to invest in more developed than less
developed regions, is not supported. Further, the results of firm size and industry type are consistent with our predictions.
Hence, it appears to have been necessary to control the variables of firm size and industry type to prevent them from having
moderating effects in our research framework.

5. Conclusion and implications

This study extends the extant FDI research to examine the location choice decision of NIE firms in emerging economies by
RBV and network relationship with FDI theory. We provide a comprehensive insight into how the characteristics of NIE firms
affect the location choice decision of FDI in emerging economies in terms of ownership advantage, degree of networking,
network centrality, and motives for FDI.

Table 4

Conditional logit model of location choices by Taiwanese firms in China and Vietnam.

Dependent variables: location choice (1/0)

Model 1 Model 2 Model 3

V/C (C = S + E)

N = 195

S/E (excluding V)

N = 128

V/S (excluding E)

N = 132

Independent variables

Ownership advantages 0.320 �0.418* 0.472*

Degree of networking 0.553** 0.008 0.730**

Network centrality �0.102 �0.252** �0.125

Market orientation �0.125 �0.496** 0.011

Efficiency orientation 0.206 0.387 0.218

Resource orientation �0.773*** 0.225 �0.990***

Strategy orientation 0.258 0.265 0.221

Control variables

Firm size �0.526*** �0.343** �0.414

International experience 1.149*** �0.104 0.800*

Industry type �2.921*** �0.137 �2.877***

�2 log likelihood 170.973 150.904 121.769

Nagelkerke R2 0.465 0.219 0.495

Chi-square (df) 79.948(10)*** 22.741(10)** 61.192(10)***

Note: V, S, E, and C mean Vietnam, South China, East China, and China, respectively.
* Means that correlation is significant at the 0.05 level (two-tailed).
** Means that correlation is significant at the 0.01 level (two-tailed).
*** Means that correlation is significant at the 0.001 level (two-tailed).

H.-S. Lei, Y.-S. Chen / International Business Review 20 (2011) 338–352348



Our findings show that ownership advantage is important to overcome the liability of foreignness for firms investing
in foreign markets. The ownership advantage of firms has an impact on its FDI location choice decision, and firms with
superior ownership advantages prefer to invest in more developed than less developed regions (as hypothesized in H1).
Taiwanese firms with stronger ownership advantage prefer FDI in more developed East China than less developed South
China. Firms with strong ownership advantages have the capability to compete with strong rivals in host markets and to
bear higher transaction costs in earning economic rents (Agarwal & Ramaswami, 1992; Kimura, 1989; Makino et al.,
2002).

However, when comparing Vietnam to South China, the data shows that firms with stronger ownership advantage prefer
to invest in Vietnam rather than South China. Furthermore, although the relationship was not significant, our findings also
contradicted our prediction for firm behaviour toward Vietnam versus China as a whole. This is because people from China
and Taiwan share a common culture, customs, and language (Filatotchev et al., 2007), and it may mitigate the overseas
liabilities of Taiwanese firms FDI in China. Thus, while the competitive pressure in China may be fiercer than in Vietnam, the
strength of ownership advantage needed for Taiwanese firms to invest in China will be lower than in Vietnam.

Our findings suggest that the effect of network relationship on the competitiveness for firms is double-edged. Firms with
a higher degree of networking prefer to invest in less developed than more developed regions (as hypothesized in H2), while
those with a higher level of network centrality prefer to invest in more developed than less developed regions (as
hypothesized in H3). Firms with a higher degree of networking are likely to depend heavily on other firms having
complementary resources (Johanson & Mattsson, 1987; Konke & Kuklinski, 1982; McEvily & Zaheer, 1999), thus Taiwanese
firms with a higher degree of networking prefer to invest in less developed Vietnam, rather than relatively more developed
South China. Firms with a higher level of network centrality are likely to have superior resources and opportunities with
which they are able to access favourable information and potential ties (Burt, 1992; Low, 1997; Ozawa, 1993; Sharma, 1993).
In particular, firms with a high degree of network centrality occupy favourable competitive positions, enabling them to gain
the power and flexibility to compete in more developed regions where competition is intense but the pay-off is high. Thus
Taiwanese firms with a higher level of network centrality prefer to invest in more developed East China, rather than less
developed South China.

We find that although neither efficiency orientation nor strategy orientation has an impact on the location decision, both
market orientation and resource orientation have a significant impact (as hypothesized in H4 and H6). Firms with a market
orientation motive prefer to invest in more developed than less developed regions for access to local markets with growth
potential (Behrman, 1974; Dunning, 1993). Firms with a resource orientation motive prefer to invest in more developed than
less developed regions for access to natural resources, human resources and network resources for the purpose of raising
their competitiveness (Chen & Chen, 1998; Kumar, 1998; Makino et al., 2002). Firms choose to invest in East China over
South China or Vietnam for the purpose of becoming closer to the local market. Firms with a stronger resource orientation
prefer to invest in China over Vietnam to access its abundant resources.

Firms will invest in less developed regions with low labour costs and high productivity because of proximity to local
suppliers, obtaining economies of scale, and reducing labour costs (Kobrin, 1991; Makino et al., 2002). Our findings are not
supported but are consistent with our inference that firms with efficiency orientation motives prefer to invest in less
developed than more developed regions (as hypothesized in H5). Through global arrangement of their foreign business
units, firms may not only cooperate with their global partners more closely, but also compete in global markets more
effectively (Hennart & Park, 1994; Pak & Park, 2005; Tsai & Cheng, 2002). Our findings are not supported and it is
inconsistent with our inference that firms with strategy orientation motives prefer to invest in more developed than less
developed regions (as hypothesized in H7). Home government support for going global is a factor which also affects the
foreign location choice of firms (Luo & Tung, 2007). Although the ‘‘go slow’’ policy was replaced by one of ‘‘active openness
and effective management’’ in 2000 (Filatotchev et al., 2007), compared to China, the Taiwanese government tends to
support investment in Vietnam.

Our findings are also consistent with our prediction about the control variables. The larger the size of the firm, the greater
its tendency to invest in more developed than less developed regions (East China over South China and Vietnam). Firms with
more international experience are likely to possess the capabilities necessary to invest in regions with greater cultural
distance from their home country (Vietnam against China). The evidence shows an industry bias in location choice, implying
that cluster effects may impact the location decision.

Our study makes a number of contributions to understanding the relationship between ownership advantage, network
relationships and motives for NIE firms’ FDI, and location choice in emerging economies. First, we provide a comprehensive
insight which combines internal ownership advantage and external network relationship. This perspective is conducive to
understanding the location choice behaviour of multinational SMEs’ FDI in emerging economies. Second, our investigation
contributes to the location choice and network literature by dividing network relationship into degree of networking and
network centrality. These two types of network resource enable NIE firms to gain sustainable competitive advantage in
emerging economies, but their roles affecting location choice decision are different. Third, our findings also shed light on the
relationship between motives for FDI and location choice, and provide evidence that emphasizes the need to consider the
impact of a wide range of motives such as market, efficiency, resource and strategy orientations on location choice. Fourth,
the similarities in the cultural background and the political considerations play a role with regard to Taiwanese FDI in China.
Our results extend the understanding of NIE firms’ FDI in emerging economies in terms of the special relationship between
home and host countries.
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5.1. Implications to practitioners and local governments

The findings from our study offer some important managerial and policy implications for practitioners who seek to engage in
FDI in emerging economies and local governments which are relevant to not only China and Vietnam, but also other emerging
economies such as India, Brazil and Russia. Some foreign investors are attracted by the possibility of earning economic profits.
Considering the attractiveness of locations without taking into account their own condition and how these locations may attract
competitors will increase the risk of foreign investors. Our findings show that ownership advantage, network relationship and
investing motives have an impact on the location choice decision of firms engaging in FDI. We suggest that firms investing in
overseas markets (especially China and Vietnam) should not only concern the investment conditions in host countries but also
carefully assess that their own characteristics are enough to meet the competition in the location.

For host governments, the evidence of what kind of location will attract what kind of firms stationed in our study suggests
government policies that aim to create an environment which, according to their comparative advantage, attracts suitable
foreign firms to set up their own business. However, policy makers also have to be aware that what is good for domestic
economic development does not necessarily attract more foreign investment. Perhaps they should think about whether the
entry of more good foreign firms will affect the monopoly advantage of the incumbents.

5.2. Limitations and future research

This study has a few limitations, which may provide some insights for future research. One important limitation is the data,
which consists of a cross-sectional sample. This limits the interpretation about the possible consequences of location decisions
made according to our proposed logic. Future research can apply this framework more dynamically using panel data, to observe
whether there are differences in subsequent operational activities and performance between firms that follow our logic and
firms that do not. Furthermore, our database does not distinguish among the location decisions and determinants according to
the different stages in the FDI policies of the economies involved. This could be explored by the future research.

A further limitation lies in the generalizability of the findings. Most NIE firms have extensive OEM contracts or alliances
with developed country-based firms in their home country, and which experiences have an impact on the location choice
when they engage in FDI (Makino et al., 2002). Most of the sample firms in this study adopted OEM strategies, a typical
strategy for Taiwanese firms (Chen, 2005). Firms with high levels of vertical integration, such as the MNEs from developed
countries, may not behave in accordance with our proposed logic. Future research should apply our framework to test for
differences between these two types of firms. Although the evidence has shown that Taiwanese firms’ FDI in China is mainly
via greenfield activities, this study did not obtain data of entry mode choice (e.g. greenfield and M&A). Future research could
explore this topic into our model. Another limitation with regard to the generalizability of our results is the special
relationship between home and host countries. Future research could take into account cultural background and political
considerations when it investigates FDI in two countries with a special relationship.

An important limitation of this study is related to the nature of the questionnaire survey. Our analyzes may be affected by
the quantitative data we collected, and thus our findings should be interpreted cautiously. It would be interesting to
supplement our research with qualitative studies in order to verify their results.

Appendix A. 2005 Economic indices of Vietnam and China

Economic Index Vietnam China

GDP growth rate (%) 8.53 9.90

Per capita GDP (US dollars) 627 1691

Industry production growth rate (%) 17.20 16.40

Export growth rate (%) 10.41 28.43

FDI value (US$ 100 million) 68.40 603.25

FDI value by Taiwanese firms (US$ 100 million) 7.53 21.6

General Statistics office of Vietnam and National Bureau of Statistics of China.

Appendix B. 2005 Economic indices of South China and East China

Economic Index South China East China

GRP growth rate (%) 8.49 9.91

Number of patent applications granted 43,466 48,539

Household consumption expenditure (US dollars) 3165 5509

FDI value (US$ 100 million) 189.38 308.65

FDI value by Taiwanese firms (US$ 100 million) 5.29 13.08

National Bureau of Statistics of China.

Notes: South China includes Guangdong, Fujian, Guangxi and Hainan provinces. East China includes Shanghai Municipality, and Jiangsu, Zhejiang, Anhui and

Jiangxi provinces.
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Appendix C. 2005 Per Capita GDP (US dollars) of South China and East China

Chinese regions Per capita GDP (US dollars)

South China Guangdong 2983

Fujian 2276

Guangxi 1073

Hainan 1327

East China Shanghai 6291

Jiangsu 2998

Zhejiang 3382

Anhui 1059

Jiangxi 1152

National Bureau of Statistics of China.
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