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Questions (Meyer & Head, 2004)

Q1: WHY is this piece of work important?

Q2: WHAT theoretical framework is used to tackle the research 
question of this article?

Q3: WHAT empirical results are of interest to you?

Q4: Evaluate the STRENGTH of the paper.

Q5: WHAT practical implications can be found?

2 PROF. DR. NORIFUMI KAWAI

Market Potential & FDI Location Strategy



Market Potential & FDI Location Strategy

 Japanese Investors in Europe at the End of 1995
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Source: Head & Mayer. (2004). 

What is the underlying cause of geographic clustering?



Market Potential & FDI Location Strategy

 Japanese Investors in Europe at the End of 1995
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Source: Head & Mayer. (2004). 



Agglomeration

Source: www.automobil-cluster.at

> Agglomeration Advantages
 Labour pooling: The concentration of industrial activities in a specific location leads 

to an optimal balance between supply & demand in the labour market;

 Intermediate inputs: The abundance of suppliers of specialized input & services 
enhance specialisation.

 Technological spillovers: Agglomeration of firms with similar products creates the 
development of technological knowledge.
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Too Much Agglomeration - Less FDI?

Rationale for a Curvilinear Relationship
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Market Potential & FDI Location Strategy

Source: Chang & Park (2005: 598) in Strategic Management Journal.

KEY POINTS

> Population density positively 
influences startups’ performance due 
to legitimacy & acceptance.

> However, after a certain level, 
population density negatively impacts 
the founding rate due to increased 
competition.

> Marginal costs from agglomeration 
will increase since the competition in 
both product & factor markets will 
become more severe & potential 
hazards from groupthink would 
become larger.
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Learning Process

The Evolution of Coefficients of Agglomeration over Time
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Market Potential & FDI Location Strategy

Source: Kawai (2010: 189).



Statistical Approach 
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Questions
Q1: WHAT is the motivation of this article?
Q2: WHAT is the research context of this study?
Q3: WHAT is the concept of agglomeration economies in general? 
Explain POSITIVE & NEGATIVE effects of agglomeration.
Q4: Identify several UNIQUE EXAMPLES/CASES of 
agglomeration.
Q5: Country-of-origin agglomeration is a key antecedent of Korean 
firms’ location selection in a given province. WHY? WHAT 
organizational & situational factors do you think important in 
strengthening or weakening this association? WHAT is the 
rationale?
Q6: WHAT is this study’s managerial relevance? 
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Li et al. (2023)



Why China Is Very Mad?
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Li et al. (2023)

 China argues that the long-term THAAD deployment leads to threatening Chinese 
security because the system could neutralize its nuclear deterrent.



The THAAD Deployment in 2017
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Li et al. (2023)



The THAAD Deployment in 2017
 A sharp drop of inbound Chinese tourists;
 Buycotting of consumer & cultural products;
 Restriction of the issuance of multiple entry visas to China;
 More strict rules on Korean goods; 
 The delaying of procedures for a long time &
 The banning of K-pop stars from appearing in publics.
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Li et al. (2023)

More Detailed Data
‒ Tourist arrivals from China dropped by 48.3% in 2017.
‒ 87 of 99 hypermarkets of the Lotte Group were closed in China.
‒ Samsung SDI & LG Chem did not receive subsidies for their EVs.
‒ Beijing Hyundai’s sales dropped a 75.7% (↓), from 20.1 trillion

won in 2016 to 4.9 trillion in 2022.



Meyer & Nguyen (2005). 
“Foreign Investment Strategies & Sub-National Institutions in 

Emerging Markets: Evidence from Vietnam”.
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Where & How to Enter Southeast Asia
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FDI Strategies & Sub-National Institutions 



FDI Strategies & Sub-National Institutions 

Reading Questions
Q1: What is the major argument of this article? How is it related to 
the IB context? Why do you think it very important?

Q2: What is the uniqueness or originality of this article?

Q3: What does it mean by “institutions influence the evolution of 
resources & capabilities”?

Q4: Clarify how institutional change looks like in Vietnam.

Q5: Explain how institutions affect (1) location strategies & (2) 
foreign investors’ entry mode choice in Vietnam.

Q6: What does it mean by “the more developed market-supporting 
institutions in a region are, the more likely foreign investors are to 
establish greenfield operations in that sub-national region.”?
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FDI Strategies & Sub-National Institutions 

Question 1
Key Points

˃ Investors need to adapt their FDI strategies to formal & informal 
institutions prevailing at the host location, especially when entering 
emerging economies like BRICs & VIPs.

˃ Institutions play a critical role in affecting foreign firms’ market 
entry strategies (i.e., location choice & entry mode) in Vietnam.

˃ Sub-national institutional forces are influential in deciding where 
& how to set up foreign investors’ local business operations.
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FDI Strategies & Sub-National Institutions 

Question 1
GDP Growth (Annual %)
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Source: Own illustration based on World Bank (https://data.worldbank.org/indicator/NY.GDP.MKTP.KD.ZG).
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FDI Strategies & Sub-National Institutions 

Question 1
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Country Indonesia Malaysia Philippines Thailand Vietnam
Land Area (sq. km) 1,877,519 328,550 298,170 510,890 313,429
Corruption Perception Index 37 51 34 36 36
FDI, Net Inflows (BoP, current US$) 19.2 4.1 6.8 -4.9 15.8
Population (million people) 272 33 112 71 97
Population Growth (%) 0.840 1.200 1.627 0.235 0.906
FDI per Capita (current US$) 70.53 122.25 60.81 -69.22 163.48
Average GDP Growth (2010-2020) 4.74 4.36 4.96 2.74 6.24
Average GDP per Capita Growth (2010-2020) 3.59 2.83 3.18 2.25 5.17
Hourly Earnings for Professionals (Euro) 2.62 7.52 3.89 5.59 2.69
Hourly Earnings for Plant Workers (Euro) 0.99 2.09 1.43 1.85 1.49
Government Expenditure on Education (% of GDP) 3.49 3.92 3.73 3.15 4.11
Political Stability -0.45 0.11 -0.75 -0.58 -0.08
Regulatory Quality 0.23 0.68 0.13 0.08 -0.22
Government Effectiveness 0.35 1.06 0.10 0.23 0.23
Property Rights 59.8 86.5 54.6 59.5 52.6
Judicial Effectiveness 56.2 74.6 34.2 48 40.1
Government Integrity 37.2 49.4 38.7 43.4 33.8
Tax Burden 83.4 85.7 76.7 80.7 79.5
Government Spending 91.7 84.6 87.9 85.9 75.9
Fiscal Health 90.2 80.2 96.3 96.4 58
Business Freedom 70 87.8 59.5 83 65.6
Labor Freedom 49.2 74.5 57.4 63.7 62.5
Monetary Freedom 78.4 81.6 66.9 74 68.2
Trade Freedom 80.8 82 81.6 83 79.6
Investment Freedom 50 60 60 55 40
Financial Freedom 60 50 60 60 50

Source: Own illustration based on multiple sources.
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FDI Strategies & Sub-National Institutions 

Question 2
Key Points

˃ The vast majority of prior work directed attention exclusively to 
national institutions.

˃ Few IB studies consider the important strategic decision of where to 
locate an FDI project in a country.

˃ Most studies focus on FDI among mature market economies.
˃ The beauty of this study is to look into the issue of variations in 

institutional development within a country. 
˃ This paper explains the extent to which sub-national institutions 

influence ‘2’ aspects of corporate strategies.
˃ “Location advantages” have long been a neglected factor relative 

to “ownership advantages” & “internalization advantages” on 
Dunning’s OLI framework (i.e., locational advantages).
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FDI Strategies & Sub-National Institutions 

Question 3
What are institutions affecting FDI at the country level?

> Investment incentives, lower tax rates, & absence of performance 
requirements (Loree & Guisinger, 1995) as well as a one-stop 
agency, industrial zones, tax holidays, & subsidies.

> Institutions moderate transaction costs in markets in which foreign 
investors operate (Meyer, 2001).

> Institutions may facilitate or inhibit foreign investors’ access to 
complementary resources.

Implementation of FDI policies often takes place locally !
˃ Foreign investors have to negotiate with local authorities over 

regulatory resources, including (1) business licenses, (2) real estate, 
(3) access to public utilities,(4) tax incentives & (5) subsidies.

˃ These policy variations are related to administrative 
decentralization.
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FDI Strategies & Sub-National Institutions 

Question 3
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FDI Strategies & Sub-National Institutions 

Question 4
Key Points

˃ Vietnam began a gradual path of reform in 1986 following the 
Chinese example of gradualism. 

˃ However, the communist party still remains firmly in power.
˃ SOEs still contribute more than the domestic private sector to GDP.
˃ Historically, private businesses were subject to substantial 

discretionary interference by governmental authorities.
˃ The reforms decentralized some policy responsibilities, which led 

to varying degrees of change within the country.
˃ The foreign investment law of 1996 authorized provinces to grant 

investment licenses for some FDI projects.
˃ For larger FDI projects, provinces are responsible for supporting 

foreign investors in the preparation of application at central level.
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FDI Strategies & Sub-National Institutions 

Question 5
Location Strategies (Access to Local Resources)

˃ Under the decentralized administration in Vietnam, provincial 
institutions vary by the level of access to local resources.

˃ The establishment of industrial zones: Offer lower profit tax, 
especially if at least 80% of output is exported.

˃ Provincial authorities can signal their commitment to create an 
investor-friendly business climate by providing real estate for 
industrial zones.

Location Strategies (Incumbents = SOEs)
˃ Incumbents affect informal rules to protect their market share.
˃ In transition economies, lobbies are related to SOEs that can draw 

upon long-standing personal networks with authorities.
˃ The SOEs control local resources, including business networks, 

distribution channels & labor markets.
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FDI Strategies & Sub-National Institutions 

Question 5
Entry Mode Choice (Access to Local Resources)

˃ Institutional barriers inhibit access to local resources, but foreign 
investors can overcome them through a JV with a local partner.

˃ Scarce local resources often relate to intangibles (e,g., reputation, 
marketing & technological assets, or to business networks)

˃ In Vietnam, access to real estate is a key constraint.

Entry Model Choice (Incumbents = SOEs)
˃ Incumbent firms are a powerful lobby influencing the local 

institutional framework.
˃ SOEs are still important players & newcomers may find a 

partnership an important means to attain legitimacy.
˃ Where SOEs are strong, foreign investors may find it more difficult 

to prosper alone.

29 PROF. DR. NORIFUMI KAWAI



FDI Strategies & Sub-National Institutions 

Questions
Q1: What is the major argument of this article? How is it related to 
the IB context? Why do you think it very important?
Q2: What is the uniqueness or originality of this article?
Q3: What does it mean by “institutions influence the evolution of 
resources & capabilities”?
Q4: Clarify how economic & institutional change looks like in 
Vietnam.
Q5: Explain how institutions affect (1) location strategies & (2) 
foreign investors’ entry mode choice in Vietnam.
Q6: What does it mean by “the more developed market-supporting 
institutions in a region are, the more likely foreign investors are to 
establish greenfield operations in that sub-national region.”?

30 PROF. DR. NORIFUMI KAWAI



FDI Strategies & Sub-National Institutions 

Question 6

31 PROF. DR. NORIFUMI KAWAI

In
st

it
u

ti
on

-S
p

ec
if

ic
 F

ac
to

rs



FDI Strategies & Sub-National Institutions 

Question 6

32 PROF. DR. NORIFUMI KAWAI

In
st

it
u

ti
on

-S
p

ec
if

ic
 

F
ac

to
rs



Reading Assignments

Reading Assignments for 17.03.2025 (Monday)

FDI Strategies – Foreign Market Exit

‒ Buckley, P. J., Horn, S. A., Cross, A. R., & Stillwell, J. (2013). 
“The Spatial Redistribution of Japanese Direct Investment in the UK 
between 1991 & 2010”, Business History, 55(3), 405-430. 

‒ Thams, Y., & Dau, L. A. (2023). “Do Liberal & Conservative-
Leaning CEOs Approach De-Internationalization Differently? 
Zooming in on the Onset of the 2022 Russia/Ukraine Crisis”, Journal 
of World Business, 58(5), 101475. 

‒ Schmid, D., & Morschett, D. (2023). “Retailers’ Foreign Market 
Exits over Time: A Strategic Management Perspective”, International 
Business Review, 32(5), 102164.
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The End of Today’s Lecture
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ご清聴有難う御座いました。
Thank you so much!

Vielen Dank für Ihre Aufmerksamkeit!
Grazie mille !

【Contact Address】
ADDRESS: 208 in Via dei Caniana 2, 24127 Bergamo, ITALY

E-mail: norifumi.kawai@unibg.it
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