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ABSTRACT
This doctoral thesis concerns the interplay between multinational enterprises (MNE) and spatial
economies, with an orientation towards the location and spillover effects of inward foreign direct
investments (FDI). The thesis consists of four essays that are self-contained studies. The first essay
relates to the shift away from FDI in manufacturing to services and examines whether ser vice FDI
locates differently from manufacturing FDI. The second essay concerns the relationship between
FDI and public incentives and whether investment promotion schemes are useful to attract FDI. The
third essay examines the link between human capital and FDI and how different types of skilled
workers influence FDI location. Taken together, these three essays examine conditions and factors
that determine the location decision of foreign MNEs in the contemporary era of globalisation. The
forth essay examines whether labour mobility is a potential source for spillovers from FDI in a
spatial context. Although the latter essay does not provide any final answer to whether spillovers
actually arise through this channel, it shows that the potentials for an effect to arise are larger in
some regions than others because there are very few or no such knowledge spillover agents in
many parts of the country. The thesis concludes by discussing the link between FDI and the policy
work on regional development, and some avenues for future studies.

JEL Classification: F23, R3, O18, R12, R58
Keywords: Multinational Enterprises, Foreign Direct Investment, Firm location, Spillovers, Regional
Development Policy and Analysis, Spatial Distributions of Economic Activity, Functional regions, Sweden
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PREFACE
The purpose of the cover essay is not only to introduce the reader to the body of literature on
MNEs and reasons for studying FDI in Sweden, it is also an attempt to summarize and the most
important findings from the four essays that this thesis consists of. The essays are self -contained
studies that have been written to be read on their own. It is in these studies where the most
important empirical results are found. The cover essay interprets these findings from the point of
view of related theory and policy work.
It should be noted that although this thesis contributes with several new insights and empirical
results regarding inward FDI in Sweden, large constraints in the accessibility to relevant research
infrastructure has reduced many of the initial ambitions, and also ambitions that have come to
existence along the way. The present thesis is largely the result of what have been possible to
make.
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1. Introduction
This doctoral thesis concerns the interplay between multinational enterprises (MNE) and spatial
economies, with an orientation towards the location and spillover effects of inward foreign direct
investments (FDI). The general background is the remarkable growth in the number and importance
of MNEs that are central in today’s global economy as one of the primary drivers of the flows of
investment, trade, and knowledge across national borders, which are the heart of the globalisation
process (Jones 2005). The causes of this rapid expansion are typically attributed to changes in
technology, greater liberalisation of trade and investment and de-regulation and privatisation of
markets (Jones and Wren 2006). The development reflects the importance of having MNEs at the
academic and policy agenda (McCann and Acs 2010). Hence, it is not surprising that governments
around the world devote considerable efforts to attract FDI with the belief that foreign firms will
generate positive externalities and contribute to increase the overall economic development.
For researchers interested in spatial aspects of economic activities, MNEs are of principal interest
because they choose to operate in multiple locations separated by national borders and usually
also by economic conditions that are not necessarily fixed over time nor equally distributed within
a country or region, irrespective of whether the region is a subnational or transnational spatial
unit. The principal operational environments of a MNE are (i) the home-economy that contributes
to foster cross-border operations, and (ii) foreign host-economies in which the MNE set up
affiliates or subsidiaries through foreign direct investment (FDI). This implies that countries and
regions around the world are integrated through MNEs that create international flows of capital,
information, knowledge, and trade of goods and services. Therefore, it is necessary to understand
the problem of where and how the MNE chooses to locate its FDI and how MNEs influence their
operational environments and in what situations. For planners and decision makers, it is vital to
consider the definition of satisfactory operational environments for MNEs and how they contribute
in shaping economic development and prosperity. In general, knowledge on the interplay between
MNEs and spatial economies is crucial to advance economic policies and strategic plannin g tools.
Much research has been devoted to the MNE. The first major conceptual breakthrough was made
by Stephen Hymer (1960) whose contribution changed the thinking on international business and
brought the MNE on the agenda. The initial research aimed at explaining why MNEs exist, when
production operations move from one country to another (Vernon 1966, 1979), how production
decisions among MNEs are made (Buckley and Casson 1976, Rugman 1981), and industrial
organisation (Caves 1971). Yet, Dunning’s (1977, 1980) eclectic paradigm is perhaps the most
comprehensive framework. It is known as the (O)wnership-(L)ocation-(I)nternalisation-paradigm
and focuses on the nature, role, and behaviour of MNEs and thus why firms engage in FDI. The OLI paradigm seeks to explain who will undertake FDI, where FDI flows go, and the mode in which
international production will take place. The greater the O and I advantages possessed by firms and
the more the L advantages of creating, acquiring and exploiting these advantages from a location
outside a firm’s home country, the more FDI will be undertaken (Dunning and Lundan 2008). The
originality of the OLI-paradigm was that it brought existing knowledge together and got recognition
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because none of these components alone explains the motives of MNEs. It also contributed to an
increasing interest in firm-location interactions (Cantwell 2009).
However, the OLI-paradigm has been criticized on a number of fronts. For instance, Jones and Wren
(2006) argue that it covers such a range of theories and factors that it is more of a taxonomy rather
than a theory of FDI, and should therefore be seen as an analytical framework as opposed to an allencompassing theory of FDI. Other criticisms relate to the L-component which scholars have
started to pay more attention to over the last decades by investigating the spatial behaviour and
configuration of MNEs within countries and regions, which the OLI-paradigm neglects. Spatial
studies were constrained for a long time because of difficulties in accessing relevant information
and the lack of appropriate theory. Indeed, the mainstream theory from international business was
simply inadequate for analysing MNE location at the non-national level, and orthodox location
theory was unable to deal with the complexities of MNEs, such as issues related to organization
and internalization (McCann and Mudambi 2004). The first advancements came in the mid-1980s
and were, among others, made by Harrington et al. (1986) who observed that foreign investments
were important to certain states in the United States, and suggested the nature and location of
cross-border investment flows could be explained by modifying standard models of FDI.
Subsequently, a wider access to information as well as theoretical advancements and progress in
econometric modelling has spurred a growing interest in the interplay between MNEs and spatial
economies, indisputably since the wake of the new economic geography (Krugman 1991, Fujita et
al. 1999). This particular literature has largely been focused on different aspects of the location of
FDI (Head et al. 1995, Guimarães et al. 2000, Wren and Jones 2010, among others), and, more
recently, also on its implications (Driffield 2004, Ewing and Yang 2009, Narula and Driffield 2012,
among others).
The present thesis takes its point of departure in the latter strand of literature and the large influx
of foreign firms in Sweden in the recent decades. The central purpose is to investigate three
specific aspects related to FDI location. The first aspect relates to the shift away from FDI in
manufacturing to services and whether service FDI locates differently from manufacturing FDI. The
second aspect concerns the relationship between FDI and public incentives and whether
investment promotion schemes are useful to attract FDI. The third aspect associates to the link
between human capital and FDI and how different types of skilled workers influence location
decision of foreign investors. In addition, the thesis also examines whether labour mobility is a
potential source of spillovers from FDI in a spatial context.
It is important to emphasize that the thesis concerns both classical and modern aspects of FDI
location. The reason for this is that the spatial dimension of FDI is not purely an academic matter
but has important implications in economic development work. For instance, if traditional location
factors are relevant, policy should operate on these factors in order to attra ct FDI, and vice versa
(Jones and Wren 2006). There are also empirical motivations to not ignore classic aspects, such as
whether classical theories can be used to understand contemporary FDI trends . Indeed, more
empirical work may shed new light on old truths and contribute to enhance our understanding of
which are the dominant influences and in which situations. In addition, previous systematic
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analyses made on inward FDI and MNEs/foreign firms in Sweden have largely been focused on
analysing the economic impact of FDI on wages, productivity, employment, and innovation (Karpaty
2005, Bandick and Karpaty 2011, Bandick 2011, among others), alternatively examined FDI
determinants without analysing its spatial dimension (Karpaty and Poldahl 2006). In compariso n,
FDI location and regional studies have received little attention.
Moreover, while there is a multitude of empirical studies on the effects of FDI, a less analysed issue
concerns the mechanisms through which these spillovers occur, especially spillovers arising
through labour mobility. Indeed, this literature typically treats the channels through which these
spillover effects work as a black box (Görg and Strobl 2005), and most studies that explicitly
consider spillover mechanisms have mainly been focused on backward and forward linkages
between firms (Pesola 2011). However, there have been some recent advancements suggesting
labour mobility is a channel for spillovers and may have important implications for domestic firms
(e.g. Balsvik 2011). Yet, several dimensions remain unexplored. For instance, past research that
explicitly address spillovers from FDI that occur through labour mobility have neither paid too
much attention to the spatial dimension and extent of this potential spillover channel. All in all, this
provides a set of interesting questions that this thesis intends to examine.
The remainder of the cover essay is structured as follows. Section 2 presents the general purpose
and research objectives. Section 3 outlines central concepts and definitions. The study area is
described in section 4. Section 5 consists of theoretical considerations associated to FDI location
and spillovers from FDI. Section 6 describes the data and related quality aspects. The essays are
summarized in section 7. A concluding discussion and some ideas for future research are found in
section 8.

2. Aim and research objectives
The central purpose of this thesis is to contribute to the understanding of factors determining FDI
location and expected benefits arising from the successful attraction of FDI. To achieve this, four
research objectives are identified and examined in a set of self-contained studies.
The first objective is to provide cross-industrial evidence to bear on the question whether there is a
need to reconsider traditional location factors of MNEs. The background is the shift away from FDI
in manufacturing to services (Ramasamy and Yeung 2010) and that prior work is largely focused on
FDI in manufacturing production (Arauzo-Carod et al. 2010). In fact, little evidence has so far been
provided on the location of service FDI. This casts some doubts on the efficiency of existing FDI
location models. The aim of the first essay is to investigate and compare location factors of FDI in
manufacturing and service industries, and potential differences stemming from what embodies the
operational environments of foreign firms.
The second objective is to examine whether investment promotion schemes are useful to attract
FDI. The background is that investment promotion schemes are increasingly seen as an important
cornerstone of the industrial policy of most countries and regions (Hogenbirk and Narula 2004).
Indeed, governments around the world use public incentives to attract FDI in order to promote
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economic development of the nation, its regions and cities (Head et al. 1999). One motive to use
public incentives is that foreign firms are influenced by positive externalities (Head et al. 1995) and
tend to discriminate areas where such benefits are less likely to arise, which will lead to
unbalanced investment patterns. The aim of the second essay is to investigate the extent regional
grants influence FDI location.
The third objective is to examine the link between human capital and FDI location. The background
is that MNEs undertake a major part of the global investments in research and development and
control some of the worlds most advanced technologies (McCann and Acs 2010) , which suggests
that MNEs should have a large demand for personnel with specialist competence. Although the
importance of human capital as a determinant of FDI has already been embodied in theory and in
past research (Lucas 1990, Noorbakhsh et al. 2001, among others), few prior studies have
presented results on the effects of different types of skilled workers. The aim of the third essay is
to examine how different types of skilled workers influence FDI location.
The fourth objective is to provide insights on whether labour mobility is a potential source for
spillovers from FDI. The background is the long held view among scholars and policymakers that
there exist ‘spillovers’ from FDI, such as inward FDI generates some form of indirect knowledge or
technology transfer from parent to affiliate, and subsequently from affiliate to t he local economy
(Driffield et al. 2010). Although spillover effects have been examined in a multitude of studies,
including the factors determining the existence, dimension, and sign of FDI spillovers, a less
analysed issue concerns the mechanisms through which these spillovers occur, and especially
labour mobility. The aim of the fourth essay is to provide empirical results on the nature of labour
mobility flows between foreign firms and domestic employers in Sweden and to discuss the
implications of considering a spatial dimension.
Overall, the thesis is designed to contribute to the academic and public policy work pertaining
globalisation, MNEs, economic development, and strategic planning. Improved knowledge on the
interplay between MNEs and spatial economies can potentially make a difference between failure
and success in promoting economic development.

3. Definition of concepts
To avoid confusion in the use and meaning of central concepts, this chapter presents definitions
that may or may not be specific to this thesis. Some limitations in the use of general concepts are
highlighted.
The ‘multinational enterprise’ (MNE) refers to a firm that operates in more than one country, in the
sense that it controls operations or income-generating assets in other countries than where it
originates. A MNE is owned in a home-country and operates in foreign host-countries through
‘affiliates’ or ‘subsidiaries’.1 This definition is equivalent to the general work on MNEs (Dunning
2003, Caves 2007). It implies, for instance, that a firm whose sole international involvement is the
1

The difference refers to the degree of ownership that a parent company holds, where an ‘affiliate’ indicates a minority stake
and a ‘subsidiary’ indicates a majority stake in the ownership of the company
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exporting of good or services from its home-economy is not a MNE. The distinct feature of MNEs is
that they directly control the deployment of resources in two or more countries, and the
distribution of the resulting output generated between these economies. Although there is a longstanding academic discussion on that multinationality should require operations in a minimum
number of countries, usually five or six, or that a firm active across borders should be a certain size
to be defined as MNEs (Jones 2005), there appears not to be any universal definition that
successfully captures all dimensions of MNEs.2 Yet, for empirical reasons, we must arrive at a
working definition.
In the present thesis, the empirical work is made exclusively on a single country (Sweden), why two
principal types of MNEs can be distinguished: (i) foreign-owned MNEs with affiliates or subsidiaries
in Sweden, and (ii) Swedish-owned MNEs with affiliates or subsidiaries abroad. This thesis only
considers foreign-owned MNEs (henceforth: foreign firms), which are the result of inward foreign
direct investment (FDI). We follow the international work on MNEs (OECD 2008) and define a
foreign firm through the extent of foreign-ownership, implying a firm is considered to be foreignowned if 50 per cent or more of voice in management is controlled by foreign owners. Since the
majority stake in the ownership of the company is foreign owned, technically, the employed
samples of foreign firms denotes foreign subsidiaries. It should be clarified that ownership in
another country is the result of FDI, which is an international investment that aims to control and
own assets in other countries than a firm’s home country. More specifically, FDI occurs when a firm
from one country buys shares in a firm situated in another, or acquires an existing firm abro ad,
alternatively establishing a completely new operation abroad. The aim of gaining management
control distinguishes FDI from ‘foreign portfolio investment’ (FPI), which involves the acquisition of
foreign securities by individuals or institutions without involving control (Jones 2005). It could be
noted that the international work on FDI normally considers a foreign investment as a FDI if it
involves 10 per cent or more of voting stock in an enterprise operating in an economy other than that of
the investor (UNCTAD 2011).
This implies that our working definition of an MNE is a ‘foreign-owned MNE or simply a ‘foreign
firm’ in which 50 per cent or more of voice in management is controlled by foreign owners. This
extends the implication of MNEs to also a matter of ownership. This aspect adds complexity into
the analysis since FDI may simply be a matter of round-tripping. Round-tripping can be described as
a reversed inward FDI, i.e. the return of national capital that escaped abroad, which would result in
measures overstating the level of FDI in Sweden. It is difficult to assess the extent of round-tripping as
it does not seem to be any universal method to identify and consolidate inward FDI according to its
definition. Given that we are investigating different aspects related to the spatial distribution of FDI
in Sweden, rather than with the absolute levels of FDI inflows, for analytical reasons, we consider
all foreign firms being the result of pure inward FDI. However, since there may be large differences
in the scope of a FDI project, a size dimension is added, so that we can identify small, medium and
large sized projects. Employment is used as an approximation of size since no monetary
2

See for example Dunning (2003) for a more extensive description of the MNE and firms that are close to the MNE, such as the
multi-regional enterprise, the international trading firm, and the national producing firm
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information is available in the employed database. A minimum threshold of one employee is used
to exclude foreign firms that are assumed to be passive or single entrepreneurs. In addition, a
threshold of 5 employees is also applied to exclude micro firms, including family businesses, whose
location decisions probably are closer linked to the quality of living rather than business
opportunities.
The ‘spatial economy’ refers to the understanding that economic activities take place in space, and
may occur at different geographic levels. However, the theoretical underpinning of the spatial
aspect of economic activities is so well documented that we need not to deal with it here ( Marshall
1920, Krugman 1991, Fujita et al. 1999). As a concept in this thesis, the ‘spatial economy’ is used
interchangeably with ‘regional economy’ and ‘region’, and refers to an economic spatial unit at the
subnational level. In this thesis, spatial economies are defined as functional local labour market
regions (FA-regions), which are predicted travel-to-work areas delimited upon certain assumptions
on the extent of economic self-sufficiency of municipalities. The main principle is that people can
live and work within these regions without having to spend too long time (<1 hour) in commuting.
In practice, 290 municipalities in Sweden are merged into 72 FA-regions. In general, FA-regions
reflect the day-to-day economic geography of people and firms over the 2000s (Nutek 2007).
Hereafter, FA-regions are referred to as 'regions'.
‘Industries’ are categories of economic activities that capture economic structures and variations
between firms. As a concept, 'industries' is preferred over 'sectors' since the latter emphasises the
difference between private and public activities rather than categories of economic activities or
firms. There is no single definition of industries that has been accepted as being appropriate for all
or even most purposes. Indeed, economic activities may be classified according to the single most
important product, alternatively upon the final users or according to firm-ownership, or the type of
work done by human in each industry (Illeris 2007). An industrial division founded upon any of
these principles may be ambiguous in an analytical context. Firms may produce a range of different
products, or sell to both firms and households, and many jobs are not bound to a specific industry.
Moreover, ownership tends to be country and time specific. The meaningfulness of any approach
to define ‘industries’ is reduced by heterogeneity or complexity alternatively lack conceptual of
relevance. On the other hand, it is neither feasible nor motivated to consider all types of variations
since the information about economic activities is limited and many firms are similar in nature.
However, in the empirical context of foreign firms the definition of industries is challenging since it
depends on the definition of the boundaries of firms. For example, if a manufacturing firm is
acquired by a service firm, such as a holding company, it will no longer be classified as a secondary
but tertiary economic activity. This thesis uses conventional simplifications of the Swedish Standard
Industrial Classification (SNI) which applies when an industrial dimension is considered and is then
described.
All in all, these concerns may reduce the precision of the presented results.

13

4. The study area
The study area is Sweden. Sweden is the largest country in Scandinavia with about 9.45 million
inhabitants, a gross domestic product (GDP) of $379.4 billion, and a GDP per capita of $40600,
making Sweden the 22th largest economy and the 13th most productive country per capita in the
world in 2011. The economically active population amounts to approximately 5.5 million people, of
which 4.2 million were employed and 7 per cent unemployed in 2010.3 The education level and the
R&D intensity are among the highest in the world. The majority of the domestic production is
exported, almost 70 per cent of the manufacturing production, mainly to other members of the
European Union (EU) and the United States that account for almost 80 per cent of the total export
value. Export to China amount to about 3 per cent. The total export value was about 50 per cent of
the GDP in 2010.4
In 2008, inward FDI flows to Sweden amounted to $43655 million. It then corresponded to 2.6 per
cent of the world total inward FDI, 45 per cent of inward FDI flow to the United Kingdom, almost 9
per cent of inward FDI to the EU and approximately half of inward FDI in Africa. Outward FDI flows
from Sweden amounted to $37351 million in 2008, which then corresponded to 4.5 per cent of the
outward FDI flows in the EU and 2 per cent of total in the world. 5 In 2012, the World Bank 6 ranked
Sweden as the 8th easiest country to do business in (out of 183 nations) regarding starting a
business, registering property, getting credit, protecting investors and enforcing contracts. This
makes Sweden’s relatively small but well organised and vibrant economy to a highly attractive
destination for FDI. It also makes Sweden to an interesting case in point for studying FDI.
In the next, we explore the development of foreign firms in Sweden over the last decades. Since
foreign firms are by definition MNEs and ownership in another country is a result of FDI, these
results indicate the scope of inward FDI. It is important to remind that Swedish-owned MNEs and
outward FDI will not be further discussed or analysed, which however have featured prominently in
preceding studies (e.g. Swedenborg 1979, Svensson 1996, Ekholm and Hesselman 2000,
Braunerhjelm and Thulin 2009). These studies indicate, for instance, that Sweden has fostered an
impressive number of MNEs with large operations abroad, which account for an overwhelming part
of the domestic manufacturing production, exports and employment.

Foreign firms in Sweden
Over the last two decades, there has been a large influx of foreign firms in Sweden that have
increased more than fivefold, from 2500 in 1990 to 13500 firms in 2009, which then controlled
about 24000 workplaces, of which 60 per cent had one employee or more. The growth accelerated
in the mid-1990s and has since then, more or less, been constant. This remarkable development is

3

Sources: Statistics Sweden, International Monetary Fund (IMF)
Source: Statistics Sweden
5
Sources: Statistics Sweden, International Monetary Fund (IMF), United Nations Conference on Trade and Development
(UNCTAD)
6
World Bank (WB): http://www.doingbusiness.org/data/exploreeconomies/sweden/
4
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largely a result of that Swedish firms have become foreign-owned through acquisitions, but is also
due many Greenfield investments.
The amount of employees working for foreign firms has increased from about 200000 in the
beginning of the 1990s to more than 630000 in 2009, which then corresponded to about every
fourth employee in the private sector. In terms of firm size, the 10 largest foreign firms control
about every 8th employee of total in foreign firms, and the 100 and 1000 largest foreign firms
control approximately 40 per cent and 80 per cent, respectively. This development has made
foreign firms important actors in the Swedish economy. In economic terms, foreign firms account
for more than one quarter of the Swedish production, one quarter of all investments and more
than half of total exports and imports (ITPS 2005). Figure 4.1 illustrates how foreign firms and
associated employees developed between 1990 and 2009.
Figure 4.1. Foreign firms and employees, 1990-2009
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Figure 4.2. Top 10 countries of origin, 1990, 2000, 2009
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Note: 10 most important countries of origin in 1990, 2000 and 2009, as share of total employment in foreign firms. Source: Own
computation of data from the Swedish Agency for Growth Policy Studies

Figure 4.2 indicates that the number of home-countries has risen from 24 in 1990 to 73 in 2009. We
may consider this as a general indication of an increasing global integration of nation al economies
through MNEs. Yet, firms from the 10 most important home-countries accounted for 90 per cent of
the total employment in foreign firms in 2009. The corresponding share was 95 per cent in 2000,
and 98 per cent in 1990. Most foreign firms have their parent firm in a Western European country
or in the United States. Approximately every third firm has a Nordic owner. The three most
important home-countries in 2009, in terms of employees, were the United States (16 per cent),
Britain (13 per cent) and Finland (10 per cent). In comparison, the BRIC countries jointly accounted
for about 0.5 per cent.
A notable feature related to this development is that a significant share of the Swedish
employment growth over the 2000s is associated to foreign firms. Despite the fact that they only
amount to approximately 5 per cent of the total number of firms in Sweden (with reported
payment of salary), the employment in foreign firms increased with 132000 workers between 2002
and 2009, while it was more or less unchanged in Swedish-owned firms and negative in the public
sector. Furthermore, a downturn can be observed that began in the initial face of the financial
crisis that took off in the end of the 2000s, which overall appears to have had a greater impact on
Swedish-owned firms. This downturn appears to have influenced manufacturing and service firms
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differently, and had little impact on primary industries, at least in terms of employments. In
general, foreign firms in services appear to have been better off over the 2000s. The development
in manufacturing was negative for both foreign firms and Swedish-owned firms. Figure 4.3 displays
employees by industry for Swedish and foreign firms in 2009, and the corresponding development
between 2002 and 2009. Development is described in absolute values or percentage points (pp)
when indicated.
Figure 4.3. Employees (1000s) in Swedish and foreign firms in 2009, and development 2002-2009, by industry
Yea r 2009
Indus try s ha re
Devel opment 2002-2009
Indus try s ha re
Tota l empl .
Sha re i n
Swedi s h Forei gn Tota l empl .
Sha re i n
Swedi s h
Forei gn
Indus try
(1000s )
forei gn fi rms
fi rms
fi rms
(1000s )
forei gn
fi rms
fi rms
Pri ma ry
45
5%
2%
0.3%
4
-0.4 pp
0.2 pp
0 pp
Seconda ry
832
30%
28%
37%
-80
1 pp
-3 pp
-2 pp
Terti a ry
1 901
22%
70%
62%
210
6 pp
3 pp
22 pp
Pri va te s ector
2 777
24%
2 120
657
133
4 pp
1
132
Unknown
5
4
1
-6
-5
-1
Publ i c s ector
1 250
-31
Tota l
4 032
2 124
658
96
-4
132
Source: Own computation of data from Statistics Sweden. Minor deviations exist in the number of employees between the data
reported above from the Swedish Agency for Growth Policy Studies and the data reported from Statistics Sweden. These
deviations are a consequence for how the data have been extracted and defined by Statistics Sweden. The deviations amount in
total to approximately 25000 employees, with a surplus in the data from Statistics Sweden

We may consider this development from at least three perspectives. First, the development is a
result of growing domestic firms that have been efficient in transforming into foreign firms, i.e.
change country of ownership. If this is done for financial reasons, the development may simply
signal capital flight, suggesting the increasing number of foreign firms is a result of round-tripping
investments. Second, the development indicates that foreign firms have been efficient in acquiring
relatively productive and growing firms. However, recent research indicates that relatively high
productivity among foreign firms in Sweden cannot be explained by acquisitions of the most
productive firms (Bandick and Karpaty 2011). Third, an increased foreign ownership has resulted in
increased employment and productivity. This in line with research showing that foreign acquisitions
in Sweden generally implies increased productivity, wages, employment, and knowledge intensity
(Heyman and Norbäck 2012). Several other studies show similar results (Oulton 1998, Doms and
Jensen 1998, Conyon et al. 1999, Girma et al. 1999, among others). We may also consult MNE
theory (Caves 2007, Dunning and Lundan 2008) to interpret this development, suggesting that
foreign firms have been successful in utilizing the advantages that motivate their multinationality
and make them relatively competitive. These advantages intend to compensate for disadvantages
that could arise when establishing abroad, and may, for instance, relate to a particularly
competitive product, knowledge, production process, or that foreign firms have access to greater
markets and capital.
All in all, it seems that the overall experience of an increasing number of foreign firms in Sweden is
generally positive. However, it should be noted that too much foreign ownership of firms may
imply a political concern, especially in industries of strategic importance.
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Spatial distribution of foreign firms within Sweden
The spatial distribution of foreign firms in Sweden is described in figure 4.4 and 4.5. However,
before we comment this, it should be mentioned that Sweden has three metropolitan regions
(Stockholm, Göteborg, Malmö) in which approximately half of the Swedish population reside, which
account for approximately 60 per cent of the national output. Since most people and firms are
located in the south part of the country, the northern part is sparsely populated with relatively few
economic activities that largely are situated on the east coast. Although this description is broad, it
reflects the spatial distribution of foreign firms in Sweden. Indeed, there are foreign firms
operating in each of the 72 regions but about 60 per cent are situated in the metropolitan regions.
This level is 10 per cent higher than for firms in Sweden in general, suggesting the implications of
hosting foreign firms primarily accrue to the metropolitan areas.
Figure 4.4. Foreign ratio, 2009

Figure 4.5. Foreign penetration, 2009

Source: Own computation of data from the Swedish Agency for Growth Policy Studies and Statistics Sweden

The spatial distribution of foreign firms can be examined using a ratio, computed as the regional
share of employees in foreign firms to the regional share of the national economy (wage sums). The
foreign ratio is displayed in figure 4.4 and indicates the importance of foreign firms in each region.
A ratio less than 1 implies relatively few foreign firms, and vice versa. Employment is used instead
of the number of firms (workplaces) as it better reflect the scope of foreign firms. 18 regions have a
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ratio greater than 1. These are mainly small regions situated on the boarder to Norway or in the
mid-central inlands, and the metropolitan regions. Regions in the northern inlands have the lowest
ratios, while the highest ratio is in Älmhult, which is a small remote region in the southern Sweden
where the foreign-owned home products company IKEA is originated. The foreign ratio can be
considered as a general indication of regional attractiveness of FDI, but should be interpreted with
caution. Partly because the absolute numbers of foreign firms is very small in several regions tha t
appear relatively attractive.
Another approach to examine the spatial distribution of foreign firms is to consider the share of
employees in foreign firms of the total private sector employment. This indicates the overall
foreign penetration per region and is illustrated in figure 4.5, showing that most regions in the
north have a level less than 20 per cent, while the level is greater than 20 per cent in basically all
southern regions. The highest level is in Älmhult (46 per cent) and the lowest is in Åsele (1.7 per
cent), which is a small remote region in the northern inlands. The spatial distribution of foreign
firms is interesting because it raises questions related to what explains FDI decisions and what the
resulting implications of these decisions are. One of the objectives of the models developed in this
thesis is to identify reasons for differences in observed FDI patterns.

5. Theoretical considerations
The thesis consists of four essays that all take departure from a joint set of questions derived
mainly from outside the mainstream literature on MNEs, i.e. international business literature. It is
necessary to explain the underlying reasons for this. Our theoretical approach is largely given by
that the thesis deals with determinants of inward FDI within a single country. This reduces the
appropriateness of mainstream frameworks designed to explain FDI decisions (e.g. the OLI paradigm) and its implications. In the next, we discuss this, followed by a review of FDI
determinants and spillover channels.

A hierarchical perspective on FDI decisions
There is a burgeoning literature on FDI decisions and the resulting aggregate invest ment patterns
across the world. This relates to a long-standing academic discussion on what the determinants of
FDI really consists of, how to measure them, and in what situations they are relevant (for a review,
see e.g. Blonigen 2005). Predictions are typically based upon differences in factor endowments,
market opportunities, exchange rates, taxes, tariffs and non-tariffs, which are assumed to influence
the firm to invest abroad and consequently the resulting magnitude and direction of FDI.
Nevertheless, it appears that there is no all-encompassing theory on FDI decision but a variety of
theoretical models (for a review of nine different models on FDI, see e.g. Faeth 2008). The
suitability of a theory or model may depend on the context in which it is applied, including the level
of technology of firms and home/host-economies, and the institutional and operational (spatial)
environment.
To illustrate the latter, we may consider a situation where firms employ a sequential decision making process and, for instance, first choose a host-nation on the basis of one set of factors, and
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then a host-region within that nation on the basis of another set of attributes. Here, the first set of
factors relates to the institutional environment in the nation, such as tax -levels and barriers to
trade, while the second set of factors relates to the operational environment in the region in which
firms invests and are active, such as, production costs, market potentials, and externalities arising
from proximity. In the current era of globalisation, however, it has become central to also consider
the multilateral (institutional) environment and thus the role of super-regions, which poses an
additional dimension.
Indeed, although most studies on FDI decisions tend to ignore the existence of an underlying
hierarchical structure, there are research which have considered that there may be some truth in
this (e.g. Mucchielli and Puech 2004, Mataloni 2007, Basile et al. 2009). For instance, in the case of
FDI in the European Union (EU), Basile et al. (2009) argue that considering the proc ess of European
integration, regions can be expected to compete with other regions both within and across national
boundaries for the attraction of FDI. However, they show that country boundaries (largely) do not
matter in determining FDI, and that foreign investors tend to consider regions across countries in
Europe as closer substitutes than regions within national boundaries. They argue that MNEs
perceive the EU as a relatively (although not completely) integrated area, rather than as a
collection of independent countries, and that regions compete with other regions within the EU to
attract FDI.
The increasingly important role of super-regions (such as the EU) and regional trade and
investment agreements (Walter and Sen 2009) raise a number of questions regarding the
appropriateness of FDI theories that ignore the multilateral environment. In addition, firm-specific
assets have become more mobile across natural boundaries (Dunning 1998), which introduces
further complexities into the analysis of FDI decision and its implications. McCann and Mudambi
(2004) argue that in view of these changes, the traditional approach of using the OLI -framework is
no longer appropriate for discussing the spatial behaviour of MNEs. Particularly since it is
inadequate for analysing the spatial behaviour of MNEs at the regional level, irrespective of
whether the “region” is a sub-national spatial unit, or a trans-national spatial unit such as in the
case of some EU regions.
Overall, this suggests that our perspective of examining FDI decisions within a single country is a
rather narrow approach and that we need to consult an alternative strand of literature. This implies
we will be unable to explain why, when and how MNEs invest in Sweden, in relation to other
countries, and discuss factors at the supranational and national level assumed to determine FDI
decisions and the resulting number of FDI projects. Nor will we be able to discuss the spatial
configuration of MNEs, which is an increasingly important aspect of globalisation. Obviously, these
are significant drawbacks of the present work. On the other hand, there are several positive
aspects of studying FDI within a single country. For instance, detailed information is more available
for a single country than across countries, and we can consider different types of related policies in
a joint context without considering institutional differences across countries. All in all, this suggests
that we need to consider theories associated to the link between FDI and the operational (spatial)
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environment in which firms invests and are active. In practice, we will consider location
determinants of FDI and spillover channels in a spatial context.

Determinants of FDI location
Location determinants are factors capturing different aspects of the operational environments in
which foreign investor invests. Hence, these are factors assumed to attract foreign firms and define
what makes locations attractive to invest in. Many researchers have hypothesized and provided
evidence on what these factors consist of, how to measure them, and when they are relevant. This
section reviews factors emphasised by related theory and prior empirical work. To ease this review,
we follow Hayter (1997) and group factors into three different categories: neoclassical,
institutional, behavioural. A principal difference is that the neoclassical and institutional categories
consist of factors that are external to firms, while the behavioural category consists of factors that
are internal.
Figure 5.1 Determinants of FDI location, by category and type

Category
Neoclassical

Institutional

Behavioural

Factor
Market

Description
- Local market size and strength
- Potentials in adjacent markets
Labour market
- Availability, cost and quality of labourers
- Regulation and unionisation
Agglomeration
- Urbanization economies
- Localization economies
- Foreign agglomeration
Infrastructure
- Accessibilty to transport infrastructure
- Accessibilty to communication infrastructure
Reasearch and Development - R&D facilities
- R&D intensity
Geography
- Distance to home-market
- Distance to urban areas or business districts
- Shared country boarders
Operating costs and assets
- Utilities
- Land
- Energy
Prospects
- Economic development
- Social and economic depression
Policy incentives
- Inward investment promotion programs
- Firm grants (general and specific)
- Foreign trade zones
Regulation and taxes
- Local regulations and laws
- Corporate tax and tax on labour
- Business climate
Firm characteristics
- Firm size
- Technology level
- Pre-establishment advantages

Source: Own compilation of information from Jones and Wren (2006), and Arauzo-Carod et al. (2010)
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There is no intention to be comprehensive regarding all potential location factors or absolute in the
view of which category or type a factor should be grouped. 7 Instead, the review rests largely upon
preceding work by Jones and Wren (2006) and Arauzo-Carod et al. (2010), who summarize factors
that featured prominently in prior FDI location work. These factors are summarized in figure 5.1.
This thesis focuses on neoclassical and institutional factors. Although behavioural factors are not a
concern here they are important to mention since they may as well influence FDI decisions. Overall,
studying determinants and implications of FDI is relevant as they indicate how different economic
features contribute in shaping satisfying FDI environments.
Neoclassical factors
The neoclassical category contains demand and supply factors upon which rational and perfectly
informed firms make optimal choices on the grounds of profit maximizing or cost minimizing
strategies. These are probably the most studied type of factors, and typically relate to market size,
labour market traits, agglomeration economies, and infrastructure.
Access to sizeable markets is an obvious attraction factor to foreign firms that wish to maximize the
returns of their investments. Market factors are expected to have a positive effect as market
potentials within the country will attract market seeking investors that have outgrown their own
domestic market and wish to expand into greater sales or market shares. Labour market traits
relate to the availability, cost and quality of workers. The interpretation of their influence is not
straightforward since firms may prioritise the cost of labour rather than the quality, and vice versa.
Other relevant labour market factors are regulation and unionisation which for which the
interpretation is not straightforward. Strong unionisation may indicate relatively high wages and
strict rules on firms such as “hire and fire”, leading to reduced attraction level. Alternatively, it
indicates stability and a productive workforce which should be positive.
Agglomeration theory suggests that firms may benefit from geographical proximity to other firms
through availability to market information, networking with local suppliers, skilled labour p ool, and
technology transfers (Marshall 1920, Krugman 1991, Fujita et al. 1999). The economies arise are
classified as intra-industry localisation economies, and inter-industry urbanisation economies. In
addition, there is also a tendency among foreign firms to co-locate, which Basile (2004) suggests is
a consequence of foreign investors having less initial knowledge about potential host -economies
suggesting co-location is a risk reducing behaviour.
Furthermore, infrastructure encompasses the state of transport and communication networks and
is regarded as an enabler of globalisation as it facilitates trade, face-to-face contact, management
control and communication with suppliers and purchasers (McCann and Shefer 2004). Naturally,
also other factors related to revenues and costs may be important, such as access to research
facilities, geographical distances, cost of land and services, and prospects.
7

There are many different potential ways to categorize location factors. Another categorization could for example consider a
physical group and a human and economic group, and subgroups within each of these categories. Alternatively, groups could be
created upon the type of FDI: resource seeking, market seeking, efficiency seeking, strategic asset seeking
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Institutional Factors
The institutional category extends the neoclassical category and takes the public policy perspective
suggesting economic development can be promoted through different public incentives . Factors in
this category generally relate to different public incentives and may take the form of promotion
programs, regulation, and tax incentives that are implemented at the regional or local level. The
idea is to influence the location decision of firms by making certain areas more attractive for
investments by offsetting some cost- or disadvantages associated to those areas. Such incentives
are typically used to promote development in areas identified in need of assistance to develop.
The relevance of such policy incentives depends on a range of factors, including on how the policy
scheme is organised. For instance, a tax may or may not be specific for a region and promotional
policies can therefore offset each other why their impact often appears sm all (Head et al. 1999). In
general, the desired effect from public promotion policies is complex to interpret, as a policy may
possibly be efficient to attract FDI, but which in turn may contribute to an economically less
beneficial location of firms within the country. Hence, such policy incentives may result in a nonoptimal distribution of economic activities.
Behavioural Factors
The behavioural category includes factors related to the investing firm, such as firm size,
technology level, and pre-establishment advantages. Behavioural factors have been much less
studied in comparison to neoclassical and institutional factors, which nevertheless are important as
they relate to the individual characteristics of firms. Indeed, a foreign firm may choose to reinvest
in the same area and therefore be willing to accept relatively high costs to benefit from prior
experiences, capital and assets, which can be considered as pre-establishment advantages.
Alternatively, firms that are relatively technology intensive may prefer locating in metropolitan
areas because they are more likely to find suitable workers there, and are thus also willing to
accept higher rents and compensation.

Channels for spillovers from FDI
A strong motivation to promote FDI is the possible existence of productivity spillovers, which may
occur through indirect transfers of knowledge or technology from parent to affiliate, and
subsequently from a foreign affiliate to domestic firms, and in turn the local economy (Driffield et
al. 2010). Thus, spillovers are implications that may arise from FDI. Yet, although there is a
multitude of studies on the effects from FDI, the literature on the spillovers from MNEs8 often
treats the channels through which these spillover effects work as a black box (Görg and Strobl
2005). Nevertheless, several researchers have discussed potential channels for spillovers and thus
what the sources of productivity gains may consist of. This section largely rests upon prior work by
Görg and Greenaway (2004) and Crespo and Fontoura (2007) and reviews five different potential
8

The theoretical literature on spillover effects (e.g. Fosfuri et al. 2001) emphasizes the importance of MNEs, rather than
nationality (foreign/domestic firms). However, several empirical contributions have interpreted this as also the importance of
foreign firms (e.g. Pesola 2011)
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channels. The channels are summarized in figure 5.2. Most prior empirical work that explicitly
considered spillover channels has mainly been focused on backward and forward linkages between
firms (Pesola 2011). This thesis focuses on labour mobility.
Figure 5.2. Potential channels for spillovers from FDI

Channel
Demostration/imitation
Labour mobility
Exports
Competition
Backward and forward
linkages

Sources of producivity gains
Encouragement and adoption of new technology, production methods, management
practices, and marketing technology.
Skill acqusition by hiring of workers with skills and experiences from MNEs/foreign
firms. Tacit knowledge.
Exposure to technology frontier, networks, infrastruture and knowledge of foreign
markets. Scale economies.
Faster adoption of new technology and reduction in inefficiency.
Relationships that domestic firms establish in local markets as suppliers to foreign
firms (backward linkages) or as customers of intermediate inputs produced by
MNEs/foreign firms (forward linkages).

Source: Own compilation of information from Görg and Greenaway (2004), and Crespo and Fontoura (2007)

The first and perhaps the most evident channel is demonstration or imitation by MNEs
(hereinafter: foreign firms). This channel relates to the introduction of a new technology which may
be too expensive and risky to undertake by domestic firms. However, if a new technology is used by
a foreign firm, domestic firms may be encouraged to adopt it. Different types of technologies may
spill over from the foreign firm, such as production methods, management practices and marketing
technology. Labour mobility is the second channel and concerns inter-firm mobility of workers
switching from foreign firms to domestic firms, alternatively starting up new enterprises. The idea
is that a domestic firm will benefit from hiring workers with skills and experiences from foreign
firms that they assume will contribute to increased productivity if applied in the environment of
the domestic firm.
The third channel relates to exports and suggest that the presence of foreign firms can influence
the export capacity of domestic firms, such as the domestic firms can copy the export process of
foreign firms, which may reduce the entry costs into foreign markets associated with the
establishment of distribution networks, transport infrastructures or knowledge of customers ´
tastes in foreign markets. The fourth channel, competition, implies that domestic firms have to
improve their own performance to compete successfully with more productive foreign firms. Even
if domestic firms are unable to imitate technology of the foreign firm, competition from for eign
firm puts pressure on them to use existing resources and technology more efficiently, and even
adopt new technologies.
The fifth channel concerns backward and forward linkages. Backward linkages refers to
relationships that domestic firms establish in local markets as suppliers to foreign firms, such as
that the foreign firm may benefit domestic suppliers if it increases demand for local inputs, or
provide technical support for the improvement of the quality of a good, or for the introduction of
innovations. Forward linkages refer to domestic firms as customers, and are observed in the foreign
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firm´s supply of higher quality inputs and/or lower price to domestic producers of end -user
consumer goods.
Although these channels signal positive effects from FDI, it should be mentioned that also a
number of potentially negative effects may arise through these channels, such as that foreign firms
may attract the best workers from domestic firms by offering a higher compensation . Alternatively,
increased competitions from foreign firms may imply a significant loss in market shares for
domestic firms. Moreover, it may be difficult to distinguish between these potential channels for
spillovers, especially in an empirical context, since several of the channels generally refer to
learning processes and competition.

6. Data and quality aspects
This thesis exclusively considers secondary data. Microdata on foreign firms collected from the
Swedish Agency for Growth Policy Analysis, which are used to examine the nature of foreign
firms/establishments. Other data are register information from Statistics Sweden, project -level
information on regional grants from the Swedish Agency for Economic and Regional Growth, and
information on transport distances from the Swedish Agency for Growth Policy Analysis. This
information is used to estimate different economic attributes of the regions. The data including
some quality aspects are reviewed in this chapter.

Data on foreign firms in Sweden
A micro-database on foreign firms has been constructed upon the Swedish Agency for Growth Policy
Analysis´ annual survey on foreign firms in Sweden (Tillväxtanalys 2010). In this survey, a firm is
considered to be foreign if 50 per cent or more of voice in management is controlled by foreign
owners. Firms are included in the survey if they are defined as economically active, registered for
VAT, and/or registered as an employer, and/or registered as firm in the VAT exempt business,
parent firm which is not registered for VAT or as an employer but has an active subsidiary, or are
firms of economic importance. The survey relates to conditions on the last day in each year and
provides information at the firm- and workplace-level. Among the data included are year of
establishment, industry, entry mode, country of origin, employees, and location. The database
contains information on all known foreign firms and workplaces operating in Sweden since 1990.
The survey traces foreign firms through scrutinizing corporate records and other appropriate
information, such as media reporting. This implies there may be a difference in when a foreign firm
entered in survey and when it in effect was established in Sweden. A year-to-year change in the
population of foreign firms may be due to several different reasons, for instance: change of
ownership in existing local firms, establishment of completely new operating facilities, discovery of
omitted foreign firms with operations in Sweden, or change in foreign-nationalities. The survey has
been modified several times since it was introduced in 1990. For example, a different definition of
what an economically active foreign firm is was used in the survey year 2003. The new definition
resulted in an increasing number of firms that year, mainly small firms with few or no employees.
However, this modification did not have a significant effect on the number of employees in foreign
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firms. An important modification took place in 2001 when entry mode was introduced. Since
foreign firms are by definition MNEs, and ownership in another country is a result of FDI, this
particular information enables analysis of different types of FDI. More specifically, the information
on entry mode is interesting in the present context as only Greenfield investments requires an
explicit location decision while other types of FDI such as mergers and acquisitions (M&As), joint
ventures, and plant expansions may not (Guimarães et al. 2000). Moreover, the industrial
classification of firms has been upgraded from SNI92 to SNI2002 to SNI2007 according to the
definitions of Statistics Sweden. Introducing new classifications and aspects into time series
complicate analysis and comparisons over time.
The database suffers from several weaknesses because the survey information is not always
complete. Potentially, this challenges the precision of the reporting and sometimes also to draw
well-supported conclusions. For example, two types of information are provided regarding when a
foreign firm was first observed: the year a foreign firm entered in survey, and the year of
establishment in Sweden. Since these two years are not necessarily interchangeable, a problem
occurs if the latter information is not reported. Omitting observations that lack information on the
year of establishment would bias an entry mode-specific analysis on foreign establishments. A
systematic procedure is applied to estimate the number of foreign establishments per year and
period. This procedure implies if the year of establishment is not specified, then the year firms
entered the survey will be used as establishment year. This approach is not ideal and is likely to
cause some time-related biases and add complexity into the analyses. However, the assessment is
that such time-specific-errors are not a major concern for the econometric results. This is because
the empirical work mainly rests upon samples of foreign establishments over medium-to-long time
periods that in turn relate to initial economic conditions in the regions. Most attributes used to
denote these conditions do not change rapidly over time.
Another quality aspect is that the information at the firm-level and work-place level are integrated
and used conjointly. This is not ideal, but unavoidable, since some information is either firmspecific or workplace-specific. For instance, entry mode is reported at the firm-level while location
is reported at the workplace-level. Consequently, without merging these data it is not possible to
study any spatial aspect of different types of FDI. A related challenge is that the information on
entry mode is reported constant over time. A bias occurs, for instance, if a foreign firm that first
entered Sweden through establishing a new operating facility and subsequently acquires local
firms. All related FDI-ventures will thus be reported as the result of Greenfield investments. Yet,
only the first venture should be classified as a Greenfield investment. Thus, once entry mode is
considered the quality of the reporting is likely to be reduced.
Many attempts have been made to correct for possible biases. However, the issues raised here are
so complex that a solution is beyond scope of the data on foreign firms accessible in this thesis. It
could be mentioned that the quality, precision and included dimensions of all reported results
would most likely improve considerably if existing national registers on firms, workplaces, and
economic operations, would be integrated in a longitudinal database and used conjointly to analyse
MNEs and FDI in Sweden. Unfortunately, these registers have not been accessible in this thesis.
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Data on economic structures and conditions
These data are referred to as regional-specific information and are used to estimate and model
different economic structures and conditions of the 72 regions.
Standardised data on various economic structures and conditions are collected from Statistics
Sweden. Among the data included are statistics on demographics, education, employment,
occupation, wage sums, gross domestic product (GDP), and so forth. These are official statistics
following standard classifications and definitions regarding education (SUN2000), industries
(SNI92/NACE Rev. 1, SNI2002/NACE Rev 1.1, SNI2007/NACE Rev. 2), occupations (SSYK96/ISCO-88),
and regions (municipalities, counties, functional local labour market regions). The quality of these
data is given by the registers and collection procedures of Statistics Sweden. These data are used
throughout the thesis.
Project-level information on regional grants is collected from Swedish Agency for Economic and
Regional growth (Tillväxtverket). Information regarding all applied and approved grants is included
regarding six types of grants that are available to firms operating in Sweden: transport allowance,
investment support, business development support, employment support, investment support of
commercial services, research and development grant to promote innovations. There are several
issues related to these data especially regarding the link to foreign firms, which is carefully
described in essay (II) II where this information is used.
Travel data have been collected from the Swedish Agency for Growth Policy Analysis advanced
information system, PinPoint Sweden, which contains detailed information on population and
traffic networks including speed limits on all significant roads throughout Sweden. Using real road
distances, this information is used to compute traveling time between the main population centres
across Sweden. The main population centre is the most populous city, and generally refers to a
principal city or town. Population centres are identified using data on urba n population from
Statistics Sweden. Shortest traveling distance is the distance in minutes by road according to given
speed limits (conditions in November 2011). These data are used throughout the thesis.

7. Papers
The thesis consists of four essays that are self-contained studies. The first three studies concern
determinants of FDI location, while the forth study concerns spillover effects from FDI. The results
in the first three essays are made on different samples of FDI.
The first essay (I) relates to the shift away from FDI in manufacturing to services and examines
whether service FDI locates differently from manufacturing FDI. This study provides cross-industrial
evidence on FDI location. It utilizes micro data on foreign firms to explore and ana lyse FDI made in
Swedish manufacturing and service industries. The study develops a FDI location model and tests
the influence of traditional location factors related to market size, agglomeration economies,
transport infrastructure, cost and quality of workers. Negative binomial regression results indicate
that agglomeration, in the form of economic diversity, is the only factor efficient to explain FDI
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decisions in both manufacturing and service industries. This result suggests, for instance, that
knowledge spillovers are crucial in today’s global economy. Moreover, the study also finds that the
quality of workers and prior FDI decisions are important. The latter result suggests that foreign
firms mimic each other’s location decisions as this provides some comfort due to the relative risk of
investing abroad. All in all, it seems that in the present case, the indicate location factors are more
relevant for service FDI in comparison to manufacturing FDI.
Although the main contribution of essay (I) is comparative cross-industrial evidence of traditional
FDI location determinants, the explorative results are very detailed and provides a relatively good
understanding of the spatial distribution of FDI across Sweden, indicating large variations in the
attractiveness of regions. These results show, for instance, that FDI projects are highly
concentrated to the metropolitan regions, particularly FDI in business services where 86 per cent of
all foreign establishments are made in the metropolitan regions. In general, foreign investors
appear to have a strong preference for business opportunities provided in relatively large regions.
Another result is that the typical project appears to be a medium-size service FDI. In comparison,
most prior FDI location work typically considers relatively large scale FDI projects in manufacturing
production.
The second essay (II) concerns the relationship between FDI and public incentives and whether
investment promotion schemes are useful to attract FDI. This study (co-authored with Hans
Westlund) first shows that regional grants make up a central part of the Swedish regional policy
and state expenditures that explicitly addresses regional development. It argues that, although
Sweden has not made inward FDI to an important target in its regional development policy,
regional grants can be considered as a form of investment incentive available to attract FDI. A
conditional logit model is used to assess how different location factors, including grants, have
influenced FDI location. Our main finding is that there is no evidence of a robust relationship
between grants and the location of FDI. However, a statistically significant effect is found for
investment support and transport allowance, which are grants that aims at promoting development
in designated areas. Yet, this effect appears relatively small in relation to other location attributes,
especially to factors related to agglomeration economies. The study does not find any major
differences in what determines FDI location across different entry modes (FDI made as M&As and
Greenfield investments).
A notable finding in essay (II) is that the influence of the local market size increases dramatically if
only non-metropolitan establishments are considered, while the influence of market accessibility
within the country remains at a similar level. This is interpreted as an indication of foreign
establishments in non-metropolitan areas are mainly market-seeking investments for which the
domestic market potentials are of relatively large importance. This may have important
implications for the assumed benefits from attracting FDI. The results also show that foreign
investors are influenced by previous foreign investors and that this particularly applies to
Greenfield investments and larger FDI projects. This may signal a risk-reducing behaviour caused by
unfamiliarity of locations or competition between foreign investors. A suggestion is that future
work on FDI could be better aligned with regional policy work, which may be a plausible route to
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promote economic development. This may lead towards opportunities to achieve a more balanced
economic development, particularly in deprived regions that may find it easier to attract
investments from foreign firms rather than local firms. However, this approach is not without
controversy.
The third essay (III) examines how different types of skilled workers influence FDI location. It
focuses on FDI in high technology industries and knowledge based services and the influence of
variety of highly skilled workers. It develops a FDI location model and investigates the influence of
knowledge and skills that are of strategic importance to a firm (firm-specific human capital) and for
the understanding of the industry setting or domain in which a firm has its core competitiveness
(industry-specific human capital). In addition, it also examines the importance of capabilities that
relate to a profession or field of knowledge (occupational-specific human capital). The latter is the
most general of these three types because occupational-specific human capital applies across a
variety of industry and firm settings, while workers with firm-specific or industry-specific human
capital may find it more difficult to transfer their knowledge and skills because it may be ingrained
in a particular field and can therefore not easily (if at all) be transferred and replanted elsewhere in
a meaningful way.
Conditional logit results indicate that all types of human capital are important but that
occupational-specific human capital appears to be the key in attracting foreign firms in knowledge
intensive production. The results confirm the importance of human capital but also suggest that
foreign investors are primarily interested in highly skilled professionals (experts). Indeed, regions
with a greater proportion of professionals in their area seem to be more attractive to foreign f irms.
Apart from the relatively ease in finding competent workers, this may also be an indication of that
foreign firms choose to locate in these areas because they may obtain valuable information from
other firms through these professionals who are likely to be knowledge spillover agents. Other
results largely uphold the basic tenets and empirical results in prior FDI location work.
The forth essay (IV) discusses whether labour mobility is a potential source for spillovers from FDI
and the implication of a spatial context. A spillover effect may arise when employees acquire some
specific knowledge from experiencing work in foreign firms and bring this knowledge with them to
benefit their new employer when they change job, alternatively start up a new firm. The study
emphasizes the importance of studying spillover effects at some appropriate spatial level because
it is at that level where this type of knowledge transfers take place and local conditions may
influence the nature and extent of spillovers occurring through this channel. Although this study
does not provide any final answer to whether spillovers actually have arisen through this channel,
it shows that the potentials for an effect to arise are larger in some regions than others because
there are few or no such knowledge spillover agents in many parts of the country.
Indeed, although there is a substantial amount of potential knowledge spillover agents in several
regions, they typically amount to less than 100 workers and are sometimes non-existent.
Moreover, the study also shows that the spatial extent of spillovers is rarely local (i.e. within
functional local labour market regions), but inter-regional and often include neighbouring regions
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on 60 minutes travelling distance, or more. Such results may have important theoretical and
empirical implications. They could also be useful in designing future studies on spillover effects
from FDI through labour mobility and in discussing the expected spatial effects and importance of FDI.
The study points out that many questions are still unanswered and that there is a need for more
work on spillovers from FDI.

8. Discussion and future research
Studying globalisation in its different forms has for decades been an important part of
understanding economic development. However, few debates have proved to be so complex,
contentious, long lasting and crossed so many academic fields as the discussion on the nature and
importance of FDI and thereof MNEs. Overall, there appears to be no final answer to the question
on how important FDI and the resulting global network links through MNEs are. Only that MNEs
contribute to integrate countries around the world and that FDI is one of the most central
economic aspects in contemporary times.
This thesis contributes to the growing body of knowledge on MNEs through a series of self contained studies that identify determinants of FDI decisions and spillover effects arising through
labour mobility in Sweden. The main findings are that FDI location is a result of a complex mix of
influences from a number of sources, in particular market potentials, agglomeration economies,
prior FDI decisions, infrastructure, and human capital, especially the accessibility to highly skilled
professionals whose knowledge and skills stretches across firm and industry boundaries. Another
finding is that the spatial dimension may have important implications for whether spillover effects
can be expected to arise through labour mobility.
It appears possible to influence FDI decisions through policy incentives. However, to promote
increased dispersal of economic activities is not necessarily without controversy, at least not from
the perspective of (economic) optimal location of firms and spatial spillover effects from FDI. For
instance, although a policy may possibly be efficient to influence FDI decisions it may result in an
economically less beneficial location of firms within the country. Furthermore, it also appears
unlikely to expect spillover effects from FDI in many assisted areas, at least not scalable knowledge
spillover effects arising through labour mobility from foreign firms. There are, however, several
other potential channels through which spillover effect may arise, but which st ill are largely
unexplored at the regional level. Thus, there is a need for more research that can enhance the
understanding of the regional effects from FDI and whether policy instruments should be used to
promote FDI.
Several issues are left for future studies. For instance, the applied FDI location models neither
control for spatial heterogeneity nor spatial dependence. Since standard models do not account for
the nature of spatial data, it would be interesting to find out the effects of this. In sum, spatial
heterogeneity suggests lack in consistency over space of the estimated relationships. Spatial
dependence may take the form of a spatial lag, suggesting interdependences between FDI decisions
in alternate (adjacent) destinations, and spatial error, suggesting interdependences between
alternate (adjacent) destinations (Elhorst 2010). If interdependences between potential
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destinations are significant this should have implications for both the empirical results and theo ries
on FDI decisions.9 Moreover, none of the included studies consider time effects. This is interesting
because a dynamic component could enhance the understanding of what determines the timing of
FDI decisions. Other important issues are organisational aspects and the resulting spatial
configuration of MNEs, and when spillover agents move from a MNE/foreign firm to a domestic
firm including the influence of individual/ firm characteristics and local factors.

9

For instance, Coughlin and Segev (2000) find a positive spatial lag coefficient in the case of China which they attribute
agglomeration economies.
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