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Abstract

This paper seeks to examine the impact of the foreign activities of firms on their
international competitiveness. It addresses questions such as: to what extent and
under what conditions can firms compensate for deteriorating location
advantages of their home country and maintain their lead in an industry through
investment in foreign countries? Under what conditions can firms reap the
benefits of a locationally advantageous foreign country? These questions are
examined with reference to selected US professional service industries.

The findings show that FDI weakens the link between the location advantages of
home countries and the ownership advantages of firms, as it enables firms to
develop advantages which are not directly related to the location advantages of
their home countries. However, this impact is very moderate, and is exercised
through the indirect impact of FDI on the advantages of firms and countries. The
ownership advantages which firms develop in their home countries are the most
critical determinant of their competitiveness.

Further information about the ESRC Centre for Business Research can be found on the
World Wide Web at the following address: http://www.cbr.cam.ac.uk



FDI, THE LOCATION ADVANTAGES OF COUNTRIES AND
THE COMPETITIVENESS OF TNCS: US FDI IN
PROFESSIONAL SERVICE INDUSTRIES

1. Introduction

The different patterns of national participation in international
economic activity suggest that firms of particular nationalities tend to
excel in certain activities, in a manner that reflects the resources
abundant in their countries of origin. This implies that home country
characteristics are important determinants of firms' abilities to create
ownership advantages and of their subsequent competitive positions
in international markets. Empirical studies indeed show that home
countries affect the competitiveness of firms more than any other
location in which the firms operate (Porter 1990, Dunning 1996, Pauly
and Reich 1997, Nachum and Rolle 1999a, 1999b, Nachum 1999).

This link between the characteristics of home countries and the
competitiveness of firms is particularly strong when firms are active
only or mainly in their home countries and serve foreign markets by
exports. Under such circumstances, locationally advantageous
countries are likely to be the home for internationally competitive
firms in particular industries, and when countries lose their location
advantages, firms will respond by a corresponding loss of their
ownership advantages. However, when firms implement large parts of
their value added activities outside their home countries, the link
between the characteristics of the home countries and the ownership
advantages of firms is likely to be weakened (Cantwell 1989, 1990).
Consequently, changes in the location advantages of countries may
not necessarily be reflected in corresponding changes in the
competitiveness of national firms. A loss of a country’s location
advantages in a particular industry thus may not always imply a
corresponding deterioration of the ownership advantages of a
country’s firms and their position in an industry. Rather, when
countries lose their location advantage their firms may maintain their
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strength via activities in foreign countries. Likewise, a country’s firms
may not be the only beneficiaries from the location advantages of
their home country. Foreign firms may gain access to these
advantages via foreign investment and may develop similar ownership
advantages. '

In this paper I seek to examine the implications of the foreign activities
of firms for the link between the location advantages of home countries
and the competitiveness of firms. I address questions such as: To what
extent and under what conditions can firms compensate for
deteriorating location advantages in their home country and maintain
their lead in an industry through investment in foreign countries?
Under what conditions does the dominance in an industry shift from
such firms to firms based in another country whose location advantages
are increasing? Under what conditions can firms reap the benefits of
another locationally advantageous country and when are these
exclusive to national firms? These questions are examined with
reference to professional service industries, where the concentration of
the leading firms in very few countries suggests a strong impact of
home countries on the competitiveness of firms. These industries have
also been characterised by intense FDI activity, notably in more recent
decades, making them a most interesting case for the examination of
the questions addressed here.

2. FDI and the Link Between the Advantages of Firms and
Countries

FDI theory suggests that firms develop their ownership advantages
based on the resources abundant in their home countries. Thus, firms
based in a locationally advantageous country would develop strong
ownership advantages, and these would enable them to compete
successfully in international markets'. In his discussion of the type of
advantages required for international operation, Hymer (1960/1976)
implicitly implied a national origin for these advantages. He conceived
the advantages that enable firms to compete successfully in



international markets to arise from favourable access to certain
resources abundant in their home countries, which are denied, or not
available under similar conditions, to firms located in other countries.
Later attempts (Vernon, 1966) regarded the capabilities of firms in
using physical and human assets to create ownership advantages as
country-specific in origin. Vernon turned to the link between the
location advantages of the US and the advantages of US firms, and
maintained that the latter, and particularly the capacity of US firms to
innovate new products and processes, are determined by the structure
and pattern of US factor endowments and markets. Dunning explicitly
atiributed the ownership advantages of firms to the characteristics of
their home countries, and maintained that the ownership advantages of
one country's firms reflect the resource endowments and institutional
framework of their home countries. Hence, differences among
countries in the configuration of these resources explain the different
structure of the foreign activities of firms of different nationalities
(Dunning, 1979, 1988, 1993). More recently, there has been a
renaissance of interest in the link between the advantages of firms and
the characteristics of their home countries and a realisation that the
globalisation of the world economy has not undermined the value of
advantages gained in the home countries. This renewed interest was led
by Porter (1990) and the stream of studies that have sought to test and
extend his Diamond of national attributes (Rugman and D’Cruz 1993,
Hadgetts 1993, Cartwright 1993, Jense et al 1994). Empirical studies
have illustrated the similarity between firms originating from the same
country and the differences across countries, and have attempted to
attribute these differences to specific conditions facing firms in their
home country (Kogut 1993, Schroath et al 1993, Shane 1994, Dunning
1996, Yip et al 1997, Zaheer and Zaheer 1997, Nachum 1999).

FDI theory also suggests that the competitive position of firms in the
iternational market is determined by their ownership advantages.
Ownership advantages are distinctive capabilities that distinguish the
firm possessing them from its actual and potential rivals. Such
advantages enable firms to perform in unique ways, not available to



their competitors, and to acquire a dominant position in their market,
They enable the firm to capture market share and to grow faster than
other firms in their industry and to expand more rapidly than the
general rate of growth of markets. Following the seminal work of
Hymer (1960/1976), the possession of ownership advantages has been
considered as the factor determining the ability of firms to operate
abroad and their competitive position in international markets (see
Dunning 1993, Lall 1980, Cantwell 1990, among others).

Based on these links between the location advantages of countries and
the ownership advantages of firms, and between the latter and the
competitive position of firms, Figure 1 presents several possible
combinations resulting from dynamic changes in the location
advantages of home countries and the ownership advantages of
national firms and draws their implications for the competitive position
of firms. In an economic world in which firms operate within their
home countries and serve foreign markets via exports, their ownership
advantages would reflect the location advantages of their home
countries. Thus, a locationally advantageous country would have firms
with strong ownership advantages and sustained competitive position,
as described in the upper right box of Figure 1. If the home countries
lose their location advantages, their firms would respond by a
corresponding loss of their ownership advantages, as described in the
low left box of Figure 1. Only when the ownership advantages of firms
are influenced by conditions in foreign countries, as a result of their
activities in these countries, can a discrepancy between the location
advantages of the home countries and the ownership advantages of
firms arise. Such situations are described in the upper left box and the
lower right box of Figure 1.

When countries which were locationally advantageous in certain
industries, and became the home for the leading firms in these
industries, lose their advantages, their firms may maintain their
competitive position through FDI (the situation described in the upper
left box). Firms which originated from a country that was historically
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strong may thus retain their lead, even at a time when the conditions
that gave rise to this dominance are deteriorating (Cantwell 1990). An
example of such a development is suggested by the activities of
Japanese manufacturers who have moved parts of their production
abroad in response to increased labour costs at home, and have
maintained the strength of their ownership advantages via FDL
However, advantages gained by investment in a foreign country may
not be as strong as those gained at home (Hu 1992). Firms of other
nationalities can similarly gain access to the location advantages of a
foreign country and develop similar ownership advantages. Most
notably, indigenous firms of the host country are likely to have
favourable access to these resources and to develop strong ownership
advantages. Therefore such advantages are unlikely to provide as
strong a position in an industry, and the lead of firms is likely to be
shared with firms of other nationalities.

The second possible response of firms to a decline in the location
advantages of their home countries is a corresponding loss of
ownership advantages (the lower left box in Figure 1). Under this
scenario, a country’s firms will lose some or all of their past dominance
in an industry. Such developments are likely when firms maintain most
of their activities in the home country, which no longer provides the
advantages it did in the past, and serve foreign markets mainly or only
via exports. They can also result from the inability of firms to use the
resources abundant in foreign countries as the basis for their ownership
advantages. Examples of such a loss of a country’s dominant position
in an industry and the movement of the lead to firms based in other
countries are abundant (the UK car industry for one).

When the location advantages of home countries are strong and
sustained over time, they tend to attract foreign firms. The outcome of
this investment depends on the relative strength of the ownership
advantages of national firms vis-a-vis those of the foreign firms. Two
scenarios might be possible. One, which is described in the lower right
box, is that foreign firms are strong enough to compete successfully



against national firms. In this case, they are likely to develop ownership
advantages similar to those of the national firms and to gain a strong
competitive position in the industry. Some Japanese investment in the
US illustrates this scenario. This investment enabled Japanese TNCs in
certain industries to develop ownership advantages that are in many
ways similar to those of US firms and to threaten their lead in the
relevant industries. The investment of UK advertising agencies in the
US, notably during the 1980s, is also of this kind. As a result of this
investment, UK agencies have increased their size and acquired
managerial and organisational skills of running a large international
network. Part of the recent strength of UK agencies can be attributed to
the capabilities they have developed in their US operations. Under such
circumstances, a country may maintain its location advantages, or even
become more locationally advantageous, but the relative strength of the
ownership advantages of its own firms would diminish and the country
patterns would tend to dissipate over time (Cantwell, 1990). However,
such a development depends on the extent to which foreign firms are
able to benefit from the location advantages of a foreign country in a
manner similar to the benefits accruing to national firms. It has been
argued (Porter 1990, Hu 1992) that national firms enjoy favourable
access to the resources available in their home countries and foreign
firms cannot benefit from these resources to the same degree.

It is also possible, as described in the upper right box, that the strength
of national firms creates high barriers to entry and prevents foreign
investment. Foreign firms are unable to compete successfully in the
locationally advantageous country and the ownership advantages of
national firms remain strong and sustained over time. The US computer
and management consulting industries, in which the US receives small
amounts of FDI, despite its apparent location advantages, suggest
examples of such a situation, ‘

In what follows, I use the framework presented in Figure 1 to examine
the impact of FDI on the changing competitive position of firms in five



professional service industries: advertising, management consulting,
engineering consulting, accounting and law.

3. The Choice of Professional Services and the Country Patterns
in these Industries

Professional service industries are particularly interesting for the
examination of the issues addressed here. The advantages of
professional service firms are based exclusively on intangible, often
mobile assets, whose ties to any particular location, including the home
country, are not evident. Consequently, there seems to be no reason for
a link between the advantages of firms and the characteristics of their
home countries. Nonetheless, the leading firms in many of these
industries originate from very few countries and their dominant
position in their industries is often sustained in spite of the rapid
expansion of international activity during the last few decades in these
industries. Traditional explanations, based on relative abundance of
tangible factors of production, cannot provide a satisfactory
explanation for these patterns. These industries thus provide an
opportunity to examine different aspects of the ways in which home
countries affect the advantages of firms. Such aspects are of special
interest when the advantages of firms in a growing number of
manufacturing and service industries increasingly derive from
intangible, partly mobile, assets.

Figure 2 presents the national distribution of the leading TNCs (ranked
according to total world-wide revenues?) in several professional service
industries, based on the lists of the top firms®, published annually in
industry publications. The sources of the data were followed in
determining the nationality of firms. They tend to use the location of
the headquarters as a proxy for the nationality of a firm, because it is
usually the centre of a firm's activities. However, such an approach is
somewhat obscure in industries where partnership is the dominant
ownership form (as in accounting, law and to a lesser extent in
management consulting). Firms owned by their partners are networks



which group separate, locally-owned partnerships, with no common
equity base, and each has its own managerial structure and work
routines (Post 1996). The nationality of these networks cannot be
identified in a manner similar to that of corporations. The common
practice used in this regard by the industry publications which list the
top firms, and which is adopted here, is to link firms to the country in
which the dominant partnership is located®,

The presentation in Figure 2 suggests a considerable variation across
the industries in terms of the national distribution of the leading TNCs.
Some industries are dominated by TNCs from a single or very few
countries, while in others the lead in the industry is taken by TNCs
originating from a large number of countries. The management
consulting industry, strongly dominated by US firms, illustrates the
former, while the engineering consulting industry provides an example
of the latter, at least historically. Furthermore, the dominance of firms
of a particular nationality is more sustained over time in some
industries than in others. For example, US management consulting
firms have maintained their lead in the industry and have slightly
increased it during recent decades. By contrast, the share of US
advertising agencies among the top agencies had diminished by 1995 to
only two-thirds of its size in 1980, and the lead in the tndustry is shared
by firms originating from several countries. In the rest of the paper, 1
seek to examine how the foreign activities of firms in these industries
have influenced these patterns and their dynamic changes over time.

4. Some Statistical Testing

The US is the only country that publishes FDI data for individual
professional service industries, and it is thus the only country for
which the issues addressed here can be examined statistically. Table 1
presents several measures for the location advantages of the US, the
ownership advantages of US firms, and inward and outward US FDI
data in selected professional service industries over the last two
decades. Elsewhere (Nachum 1999, chapter 3) I have developed the




theoretical arguments for the choice of the first two constructs and their
operations as the most powerful measures for the location advantages
of countries in professional service industries. I have also shown
empirically their explanatory power for the competitive position of
firms in several professional service industries, The argument
underlying the choice of the import/export ratio is that increase
(decrease) in the ratio indicates that a country’s location advantages are
becoming more (less) attractive than those of competing countries (see
Dunning 1988 for a similar use of this ratio)’. Various measures of
performance are commonly used as indicators of ownership advantages
(see Dunning 1988, Cantwell 1989, 1990). In Nachum (1999, chapter
4) 1 have discussed the theoretical foundations for the use of these
indicators and I have shown their link with the possession of ownership
advautages of advertising agencies. The data in Table 1 is used to
examine the various possible influences of FDI on the links between
the location advantages of countries, the ownership advantages of
firms and their subsequent competitive position, as summarised in
Figure 1.

The data in Table 1 illustrate considerable variation across the
industries and over time in terms of the location advantages of the US,
the ownership advantages of US firms and the investment position of
the US. The three indicators of location advantages suggest that the
US possesses strong location advantages in the management
consulting industry. The ownership advantages of US management
consulting firms have been strong relative to those of their main
competitors, strong enough to prevent inward FDI to the US and to
enable US firms to become successful outward investors (Table 1).
This scenario corresponds to the situation described in the upper right
box of Figure 1, in which the strong ownership advantages of national
firms prevent foreign firms from investing in a country and, at the
same time, enable them to compete successfully in foreign countries.
The dominant position of US firms in the management consulting
industry is thus sustained over time, and they are able to strengthen
their ownership advantages via outward FDI.



A similar situation seems also to describe the accounting and law
industries. The US is locationally advantageous in these industries,
and its advantages have intensified during the last two decades. The
ownership advantages of US firms, although somewhat weakened,
have remained strong. Registered FDI activity in these industries is
moderate (compared with the other professional service industries)®.
The partial picture provided by the available data, along with
anecdotal observations regarding the patterns of international activity
in these industries (see Spar 1997 for law, Post 1996 for accounting),
suggests strong FDI outflows from the US with only moderate FDI
inward flows. The strong ownership advantages of US firms in these
industries have enabled them to develop a strong competitive position
in international markets and to create barriers to entry to foreign firms
seeking to invest in the US’. As in the management consulting
industries, the situation in these industries also corresponds to the
scenario described in the upper right box of Figure 1, in which
national firms prevent foreign firms from gaining access to the
favourable resources in their home country and maintain their lead in
an industry,

The data presented in Table 1 suggest that both the location
advantages of the US and the ownership advantages of US firms are
moderate in the engineering consulting industry, with the former
somewhat improving and the latter deteriorating in more recent years.
Weaker ownership advantages of US firms, along with improving
location advantages, have attracted foreign firms to invest in the US
(Table 1). This situation corresponds most closely to the right lower
box in Figure 1, in which the location advantages of the home country
are sustained but national firms are losing the relative strength of their
ownership advantages, as foreign firms gain access to the conditions
which initially gave the rise to these advantages. Inward FDI thus
prevents the exclusive access of national firms to the resources
abundant in their home country.,
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The imports/exports ratio in advertising suggests that the location
advantages of the US deteriorated between 1980 and 1990, with some
recovery during the 1990s (Table 1). This situation has facilitated the
outward investment of US agencies, who were able to strengthen their
ownership advantages at a time when the location advantages of the
US were diminishing. These developments correspond most closely to
the situation described in the upper left box in Figure 1, where the
home country is losing its location advantages but national firms
maintain the strength of their ownership advantages via FDL
However, as advantages gained in a foreign country are not as
exclusive as those gained in the home country, the lead in the industry
is taken by firms from a larger number of countries, as happened in
the advertising industry during the 1990s.

In order to examine more systematically the impact of FDI on the
international competitiveness of TNCs, we consiruct a model that
links the international competitiveness of US TNCs as the dependent
variable with several potentially significant explanatory variables. The
latter include the location advantages of the US, the ownership
advantages of US firms, and inward and outward FDI, measured at the
level of individual professional service industries, and over time.
The model is of the form:
Cjt = f(Ljt; Ojt; IFjt; OFjt) + Ejt

where:
C - Competitiveness, measured by the US shares of the leading TNCs
world-wide
L - Location advantages of the US, measured by import/export ratios
O - Ownership advantages of US firms, measured by the growth of
revenues of US TNCs relative to the average growth of the leading
TNCs in an industry®

IF - Inward FDI, measured by sales of non-bank foreign affiliates in
the US

OF - Outward FDI, measured by sales of US affiliates abroad
E — Random error
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J - Industries. J=1....5: advertising, management consulting,
engineering consulting, accounting and law
t— Time. T=1....12: 1985-1996°

The results of the estimation of the model by means of multiple
regression analyses are presented in Table 2.

The models explain a considerable portion of the variation in
competitiveness among US professional service industries and are
highly significant (p-values = 0.000 in both models). However, the
model loses some of its explanatory power when FDI variables are
included, and these variables are insignificant. The location
advantages and the ownership advantages lose some of their
explanatory power in the model with FDI, though they remain of
similar magnitude and similar direction of causality. These findings
suggest that FDI weakens somewhat the link between the location
advantages of countries and the competitiveness of US professional
service TNCs. FDI does not have a significant impact on the
competitiveness of US TNCs on its own. Rather, it affects the
competitiveness of US TNCs indirectly, via its impact on the location
advantages of the US and on the ownership advantages of US firms.

Location advantages are not significant in both models, a finding that
may reflect, at least partially, the limitations of a trade-based measure
in professional service industries. It mi ght also be attributed to the fact
that US TNCs have well-developed international activities, and, as
previous research has shown, at this stage the location advantages of
the home countries are less critical for the competitiveness of firms
(Cantwell 1990, Dunning 1996, Nachum 1999). By contrast,
ownership advantages possess strong explanatory power for the
variation in competitiveness, and explain most of this variation in
both models. The emphasis thus moves from the location advantages of
the US to the ownership advantages of US firms and to their ability to
tap into foreign resources as the critical determinants of their
competitive position.
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The direction of causality between the FDI variables and
competitiveness, the dependent variable, is most interesting. Inward
FDI has negative sign, i.e., acts to diminish the competitiveness of US
firms, while outward FDI strengthens it. This is in line with the
arguments summarised in Figure 1, according to which inward FDI
may threaten the competitive position of firms as it gives foreign
firms access to the resources that provided their initial strength.
Outward FDI acts to strengthen the competitiveness of firms when it
enables them to benefit from resources available in foreign countries.
However, this interpretation should be taken with great caution, as
FDI variables are not significant. |

5. Conclusion and Possible Generalisations

The analyses conducted in this paper have shown the different
circumstances under which FDI affects the link between the advantages
of firms and their home countries and the competitiveness of firms, The
foreign activities of firms enable them to develop advantages which are
not related, or at least not directly so, to the location advantages of their
home countries. Outward FDI may thus strengthen the ownership
advantages of firms, at a time when the location advantages of their
home countries are deteriorating. Inward FDI may allow firms to get
access to resources not available in their home country and to develop
strength based on the location advantages of foreign countries. FDI
thus weakens the link between the location advantages of home
countries and the ownership advantages of firms, which tends to be
strong when firms operate only or mainly within their home countries.

Thus, US advertising agencies were able to maintain the strength of
their ownership advantages at a time when the US has been losing
some of its location advantages. In a similar manner, an increase in the
location advantages of the US in the engineering consulting industry
has facilitated a substantial increase in inward flows to the US rather
than strengthened the ownership advantages of US ‘engineering
consulting TNCs. In these industries, FDI has created some

13



discrepancy between the location advantages of the US and the
ownership advantages of US TNCs. In the three other industries
analysed (management consulting, accounting and law), there seems to
be a close link between the location advantages of the US and the
ownership advantages of US TNCs, with changes in the former
reflected pretty well in the latter.

However, the results of the regression analyses suggest that, on a
whole, FDI weakens only slightly the link between the location
advantages of the US and the competitiveness of US professional
service TNCs. Both inward and outward FDI do not possess significant
explanatory power for the competitiveness of US TNCs, after taking
account of the advantages of firms and countries. The inclusion of FDI
has diminished the overall explanatory power of the model, as well as
of the individual explanatory variables, but this change is moderate.
This implies that FDI by itself does not influence the competitiveness
of US professional service firms. Rather, this impact is exercised via
the influence of FDI on the location advantages of the US and on the
ownership advantages of US firms. These findings suggest that the
foreign activities of firms have only a moderate effect on their
competitiveness, and the ownership advantages which firms develop in
their home countries have the dominant influence on their
competitiveness.

Future research may examine the extent to which the findings reported
here, based on several US professional service industries, can be
generalised to other industries and countries. To the extent that there
are differences across industries in terms of the impact of FDI on the
competitiveness of firms, they may not be related to a distinction
between services and manufacturing, which is often made in such
context. Professional service firms often have more in common with
manufacturing firms than with other service firms. For instance, like
professional services, manufacturing firms are increasingly relying on
intangible assets as critical for their competitive position (such as
knowledge in technologically advanced manufacturing industries). By
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contrast, professional service firms differ from other service firms in
some critical aspects, such as the role of cheap labour in consumer
services and of human capital in professional services. It is also likely
that certain characteristics of the US limit the validity of the findings to
other countries. Notable among them is the large size of the US, as well
as the age and international maturity of US TNCs, which are likely to
create a unique combination of advantages of firms and countries, and
to lead to a different effect of FDI on them.
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Notes

1. This conceptualisation is based on the assumption that causality
goes from the resources of home countries to the ownership
advantages of national firms, and a possible impact of the latter
on the former is usually ignored. In many cases, however, circular
and accumulated causation between country characteristics and
the advantages of firms, in which the two are not independent of
each other (Cantwell 1989), better describes the process of the
development of ownership advantages by firms. It seems likely
that at least under certain circumstances, firms shape the mobile
and immobile resources of their home countries, which in turn
affect their ownership advantages. The assumption that causality
goes from countries to firms may apply more often than not, but
may not always be a valid assumption (see Nachum 1999 for a
discussion of the specific conditions under which this assumption
may hold).

2. Law firms are ranked according to number of partners because
revenue data are not available.

3. Subject to data availability, the ranking of advertising agencies,
engineering consulting and law is based on the lists of the largest
50 TNCs in these industries. In management consulting the top 40
firms are used, and in accounting the top 30 firms in 1983 and
1990 and the top 42 firms in 1995.

4. The diversification activities of firms, notably those of the
originally accountancy ‘Big Eight” (later 'Big Six") into
management consulting and law, have often blurred the
boundaries between these industries. This trend is not new,
having its origins at the end of the 19th century (Kippings and
Sauviant 1996), but in recent decades it has reached such a
significant magnitude that the position of the established
management consultancies and law firms has been challenged.
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For example, in 1996, Arthur Andersen, one of the ‘Big Six’
accounting firms, was the fastest growing law firm in the UK
(The Economist 1996). As a result of these developments,
several of the top firms that comprise the lists summarised in
Figure 2 appear in more than one industry.

The low tradability of professional services might question the
use of this ratio. However, the large increase in US trade in
professional services suggests that considerable cross-border
activity in these industries is taking place via trade. In 1996,
business, professional and technical services were among the
fastest growing categories of US service trade, with exports and
imports reaching $19.2 and $5.2 billions respectively. Both
have increased more than four times during the last decade
(Survey of Current Business 1997).

A major reason for this situation is the ownership structure
common in the law and accounting industries. As partnerships,
the ‘affiliates’ are often owned by the partners in. the foreign
country and do not have ownership links with the parent firm.
Thus, the activities of these ‘affiliates’ are not registered as FDI.

Another reason for the moderate inward flows to the US in law
and accounting is that national legislation in these industries
creates high barriers to entry, and prevents FDI by foreign firms
which are not familiar with US law and accounting standards.
This factor does not disturb the international expansion of US
firms (as well as of UK firms) to the same extent because US

(and UK) standards dominate the international markets in these
industries.

The more common indicator of ownership advantages, i.e., some

measure of international activity, was judged to be inadequate
for US TNCs, where the home market usually accounts for
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higher shares of activity compared with TNCs of other
nationalities,

In law from 1988 - the earliest date for which data is available to
calculate the dependent variable.

18



TABLES AND FIGURES



(e:330 Bunung wewwaaoD ) 'q unIFunyse ) FEOI]Y TUSMISIAU] 19591C] S11 pue ST o0 UI T0 PIEA] ‘aoi0wwio]) jo jueunteds(] §n Jo sonssy snouea g

*Z 2181} 10} se SIHEUCAPE GHSISUAD

(D7 HoISUIYST A) SSIUISTIE JUALINY) JO AAING ‘3dpunuo)) 3o nexing $ (9661

'SUEd "(UOHO) F66T-VL6T SONSHEIS 90104 Moqe ] 'ADHQ (uopuor] ‘opuqry uoiBuiLe)) ST700) TUAtAC) U *8210 [eORsHEIS [eRUa) M) (D' UoISWIYSE M “SoNsHeIS moge]
Jo neamg 1)) AIIATY INOGET AJ(IUCH ‘sonsnerg noqe-] Jo neaing '$ (9661 “O'Q uoidunysep ‘snsusy) s Jo neaing Sn) 0661 S{1 oW JO SISENASGY [CoNshtls ‘90IaWwwio]
J0 1de@ s ‘mEp paysygndun ‘(Sumunosoy ueadorng jo uonedpag) g9 ‘eiep paysigndun ‘(Sunjnsuos FumeomBua jo UOHBIO0SSE [BUOnTUIaiul o1} DI (uoisspuuc))
ueadong oYy, ‘spessrug) ARSUpU] [14 JO SWIEIOUE ‘uolsspuwo)) uvadomnyg W(sued ‘ODSANL) NOOGRI A TESIEHER (O SANIL JO Sonss) snouea SISTIUEAPE U0Tes07]

FEam0g

1k -1 eu | 000 - - v | by sitl e ew] weul| o | o] o pIemino/piEmu]
zzz | oge 8| 66r | 8Le| Lz| Lovifcoro | weee| Loe's| vu | 481 | 0049 | 900°C | 86l  1ad prEmInG
9z 0 eu Z 0 ol esz9| Les'c v6s | ToT1 | o9ts | wvuiotee | 1sz| e8| 1Cd presmu
01/(50DEI PuE ‘$S/) UOK{I U3 SITBIJE MURG-UOU Jo SALS) I4
780 | €01 wul 960 | 111l et} ol pro| sgo| eul wu] wu] eu| wu| -eu L/&TjRUONBULILIA
ooo| or1| - | sco-| ego] - vu | eu| - 60| eu| - o1 | 0] - 9/PMOID)

6 8/

sor| et Aeony| ori| ot |G| 11| wu vulo€ot| sor| ceul osri) ori| €11 §/adUTLIONag

pAAnsnpur ue u sON Y, Surpesy a1y jo dnoad oy Jo a3exsar a1y 03 say e ojdwes gy a1y Jo saferaay) saSejueape disIoUM

0LTO | 9vT0 | Z1¥0 | 9£8°0 | 8LVO | 08¢'1 611°0 | 9610 96L°0 | B9E'0 | IBE'0 | 961°0 | 98T1 | 6981 | 618°0 | ¢/ouw: spodygysuodusy

sy TY)

eyl | ves] U U LA "y €660 | STE0 16L°0 ] v2L'T | 11871 U vy U B | 12IEW SSIWOP JO 2218
1/(eby ) seadopdusa

U | 1501 U 2y g 'Y ‘20 L QR9D Bl e | 1671 g vU | 1781 ‘e'e | payienb Jo ecuspungy

(sonex pue (SY7Ty) SASLIULAPY BONTIOT IANRISY) S9TEIURADE TOLEIO]

S661 | 0661 | 0861 | S66Y | 0661 | 086T | S661 | 0661 | 0861 | S661 | 0661 | 0861 | S661 | 0661 | 086l

dugmsuoyy
Mey Supunosny Sugmsuoy) Jurpemiuy jusuraSeney Susnreapy

S661-0861 ‘SSLSTIPUT 3014135 [euoyssajo.d pajdajes
144 S0 PIemno pue piesut pue ‘suLiy S jo sedejueape diysIonso ayj ‘gr} 2y Jo seSEJUBAPE HOREIO] AL, *T A[GEL

20



"ANATIOR ssaulsng

Jo spunudews a1 jo amsesw soneq € apiaod A3 se ‘ANAnOe [ Y1 SINSEIW O] SADIAILS [euOISSajord JO ISED Y1 UI SYI0IS Uy aenbape a1ow padpal arem smopy o1/
"a[qe]ieAr 21 BjEp YINS YoIYM JOJ 312 1SIILIED Y] ‘QRG] JO SB 6/

"S1QE[IEAR QIR RIRP ONS YITYM I0] 91ep ISII[IES Ol ‘CREL JO SE g/

"§321J0 uZ1210J JO Iaquiny Aq ME] UL PUE SULIL JOQUISW SBY WL B Y2IUsm Ul SSLIUNOD JO IaQUINU AQ POINSEaul S1 Anpeuoneunnw Jununosoe Ul ‘elep yoans

Jo yoej 03 on(g “Buninsuos utesuiius pue Juninsuoo juswafeuer *FUISIISADE U SINULASI [710) UL 1) Y1 SPISING SANUIAI Jo areys o1 4q pamsesw st AjeuoneUnnN L/
"$661-0661 10 wIRp YIMOI3

uesaxd s[1a0 G661 "0661-0861 10f mep yimosd Jussard S[[90 Q6T “(me] Ul siomred JO JOqUINU) SONUIAIIL JO ISEAISUT [enuue sfvioar S ST PIIE[NO{ED 218 SIlE YIMOID) O/
“pasn s1 s1oulred JO JaqUINU DU I[qEHBAR 10U I8 BIED YINS YOIYm JoJ me] JoJ 1daoxa ‘sanuaaar Aq panseeu S1 IDUBLIIOLIS] G/

"1 wey 1931e] S| ONEL 2yl "'t *ojdutes ajoym su 1oy aSeraae sy uey) 1031e] st oFesoar nayy usym Ansapur repnonied e ut soSwueape diysiaumo Suons ssassod SuLl SOl v/
"$861 WOIJ TIRP ORGT "S[1 3 ST snoseiueApe A[[euoneso] axow sy ‘(suodury spassxs suodxa °1) Oel S Ioj[Rws YT, ¢f

(S1qe[TRAR 212 B12p YOIt J0] U SALNSNPUI 33IALS [eu0Issaj01d Ul ANANOR SILIOUODS JO SARUSD 9Y) I YSIYM SILIUN0D

aup) saLnunoo - { *(Apms ay) ul papnioul SALNSNPUI AL [2U015530.d 2T) SILOSNPUI - [ '971S 18y IEul - SWI “(SA0GE [ U] SE ucneoy1oads) sefeiueapy UDIEI0] PATRIPY - VT A1\
saLgunod [fe ui juswfordura as1Alas (2101 7 S3LAUNOD {[e Ul I Ansnput ut saakofdws Jo 1aquiny

= sy
[ Anunoo ut juaurfo]dwis 2ota1ss 101 / £ Anunoa ug 1 Ansnpur u saakojdurs Jo soquunyg

*SMOJJO] S8 pale[noED) /7

(SoLISTpUI 301A135 [BU01sSaJ0.d U [JIANIOR JMUOU0DS JO S3NUBD AT 2UB YOlym SILIUROD SY) SOLOUNCS - [
"ae[ Ui sojenpeld e “Juuem3us up sojenpesd :Bunnsuod Suuissuidug TUOHENSIUIIPE SSIMISNG PUB [BIISWUI0D Ul satenpeld :Funinsuos msuedeuely ‘sire paydde pue suy
pue UONEDIUNWIIOS SSEUL Ut $31enped :SUISIoAPY 1Apris JO spley - 1 seadojdwa patgirenb o aouepunqge - 9b ‘peSeireape Aj2aneiedwos st Anuros oy T<VTd uayp seakopdua
payIend Jo suwsy ui padeiueapesip Apanereduios st {Qunod s 1>V RI>( USYA, "AITULIUL puE () usamiaq onfea Aue 108 ueo YT safmuvApy uonEI0 9ANEIRY - VT SIUM.
$3LOUNOI [[e Ul S3JEeNpeId JO ISquimu [eI0Y/ SALRUN0D e Ul | pjoy ul savenpeid Jo sequnp
= umw<|m.m
{ Anunos ut ssyenpesd jo sequinu feiol 7 f Anunoa u 1 ppay u1 ssienpes3 jo Jaquuny
SMOJ[O] $© PSTR[NOET /]
T 91qE] 0F SHON

21



Table 2. FDI, the advantages of firms and countries, and the competitiveness of

firms (%)
coefficient sld error t stat p-value
A model without FDI (%)
Location advantages 0.1230 0.1199 1.03 0.324
(import/export)
Ownership advantages 0.6289 0.1241 5.07 0.000
(growth)
Adj. R-Square 0.5092
| p-value 0.000
A model with FDI
Location advantages Not significant
(import/export) (*+)
Ownership advantages 0.5505 0.1336 4.12 0.001
(growth)
Inward FDI -0.0001 0.0000 -1.49 0.161
Outward FDI 0.0001 0.0000 1.78 0.100
Adj. R-Square 0.5058
p-value 0.000
N (in both models) 57

(*) Missing values were estimated from available observations, in the following way: a.
Principal component factor analysis on the variables for which complete data sets are
available. Generation of orthogonal factor scores. b, Regression analysis of the variables
with missing data against the factor scores based on the complete variables. c.
Estimation of missing data on the basis of factor scores and regression-based

coefficients. The adjusted R? values in the regressions were .50 or more in alf cases.
(**) Both models yielded better fit without an intercept,
(*#*} The exclusion of this variable improved the overall fit of the model,
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Figure 1. ¥DI, the advantages of firms and countries, and the international
competitiveness of firms

Location advantages of home countries

DECLINE

SUSTAINED

National firms maintain their
strength via investment abroad. The
firms are likely to share their
dominance in the global industry
with firms of other nationalities,
because their sources of advantages
are no longer exclusive.

National firms are strong enough to
create barriers to entry and prevent
foreign firms from getting access to
the conditions that gave rise to their

initial strength. The dominance of

firms in the industry is maintained.

National firms remain focused
domestically and lose their relative
strength  and their lead in an
industry.

Foreign firms get access to similar
advantages via investment in the
locationally advantageous country,
and weaken the relative strength of
national firms.
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