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Approach 
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Key words 

The objective of this study was to form a 

descriptive-analytical framework for foreign 

direct investment in Finland. The role of 

foreign-owned companies was surveyed from 

different angles. 

The study was based on foreign and Finnish 

literature concerning direct investments, 

and on different statistics. The information 

of enterprises originated from a question

naire sent to a sample of companies, and 

some additional information was gained from 

the annual reports of these firms. 

Theoretical background was given for the em

pirical data which concerned Finland as a 

host country and foreign-owned companies 

here. The role of the subsidiary in the con

cern was surveyed from the point of view of 

autonomy versus various dependences. 

The role of foreign-owned companies in Fin

land was rather modest throughout the pe

riod. The subsidiaries' role in the concern 

was autonomous but the subsidiaries became 

increasingly dependent on the concern's know 

how. Financially the subsidiaries are an 

integrated part of Finnish economy. 

Direct investment, subsidiary 
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1 INTRODUCTION 

One of the remarkable phenomena of the last twenty years has 
been the growing importance of international investment. Since 
World War II, the largest component of the capital flows has 
been direct investment, but there are great differences in the 
flows between different countries. The bulk of international 
direct investment is still accounted by a relatively small num
ber of countries, but the structure has diversified gradually . 
The spread of direct investment country-wise has led to smaller 
companies taking part in the process. Direct investment has been 
a phenomenon in the process of the integration of a world economic 
system where the separateness of individual economies has dimi
nished. The special character of direct investment as compared 
with other capital flows is reflected by the fact that the cont
rol of direct inyestm~nt tends to be stricter than the control 
on the whole. Only six OECD countries do not control officially 
direct investments. These countries are the United States, England, 
Federal Republic of Germany, Italy and the Netherlands. 

In Finland the outflow of capital for direct investment clearly 
exceeds the inflow, but the importance of inward investment should 
not be underestimated. For one thing, the subsidiaries of foreign 
companies are of greater importance than the partion of imported 
capital would suggest because they form a more stable factor in 
the Finnish economy than other forms of capital imports. In other 
words, direct inve stments tend to have more long lasting effects 
than do loans or po rtfolio investments. Secondly, the figures 
concerning foreign outward and inward investment as a stock are 
based on book value which is much below the actual market value 
of the real assets because of inflation. Finally - the overall 
economic impact of subsidiaries goes beyond the direct transfer 
of capital since the subsidiaries also raise loans in the host 
country and from third countries. Therefore the share of total 
resources they affect can be much larger t ban the recorded direct 
investment flow. 
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The effects - both positive and negative - of direct investment 
are extrernely difficult to estirnate due to their partly intangible 
nature. They are deterrnined by the rnotives of the investment and 
by the position of the subsidiary within the internal market of 
the concern. Host country specific factors - especially the le
gal frarnework for the activities of foreign-owned cernpanies -
have naturally a strong influence on the operations of the sub
sidiaries and, therefore, they play an irnportant role in the costs 
and benefits associated with direct investment. 

Due to the cornplicated nature of direct investment, there is not 
even a generally accepted theory that would explain the different 
aspects of the phenornenon. Circurnstances in different time periods 
and countries vary and the ernphasis laid on various aspects chan
ges and it makes generalisations difficult to draw. The problems 
in creating a specific theory for the explanation of direct invest
rnent suggest that several theories must be combined to forrn a 
cornprehensive theoretical frarnework for the analysis of this 
field. The activity which must be explained by the synthesized 
theory is the econornic ratianale for foreign direct investment. 

1.1 Objectives and limitations of the study 

The objective of this study is to form a descriptive-analytical 
frarnework for direct inward investment in Finland. The study is 
based on the theories of direct investrnent but there is sorne em
pirical -material to find out how the theories can be applied in 
cornpany cases. The airn is to study the role of foreign-owned 
cernpanies in Finland frorn different angles. One aspect is the 
position of a subsidiary within an international concern. Other 
aspects are the role of the foreign-owned cornpany sector in Fin
nish econorny and the role of individual cernpanies in the branch 
of industry. In other words, the approach varies from micro to 
rnacro level. 

The research problern is of such a nature that it cannot be for-
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malised to a complete model. Various intangible and partly 

subjective aspects of the direct investment make mathematical 

methods unpractical in handling the phenomenon. Therefore 

the target of the author of this study was to test different 

propositions of the theories of foreign direct investment by 

empirical findings. Due to the difficulties in getting suffi

cient empirical material,various aspects of the investments 

are dealt with partly on the base of existing literature, sta

tistics, and earlier studies, and partly on the base of a limited 

number of company cases. 

As the study is limited to one country level, a lot of attention 

has been paid on factors specific to Finland. The micro approach 

of some öf the chapters requires some background information of 

industry-specific and company-specific factors. The period under 

review is 1970 - 1982 because of difficulties to get information 

before that period. As the role of the subsidiary is not likely 

to change very rapidly, only years 1970, 1975, 1980, and 1982 

are examined in the micro part. The study is restricted to ma

nufacturing subsidiaries because it is assumed that the motives 

to establish a manufacturing unit are more versatile than in the 

case of sales offices or service subsidiaries. It seems likely 

that these motives are reflected in the role of the subsidiary. 

As no single theory proved to be at the same time general enough 

to explain the dynamism of direct investments and specific 

enough to be applicable as a theoretical framework for empirical 

material, this study is not limited to any particular theory . 

Most of the concepts used in the study originate from Dunning-s 

eclectic theory since they seemed to be well-formed and more 

descriptive than the concepts used in many other theories. The 

grounds of foreign direct investment are found in the idea of 

comparative advantage and internalization approach. That is why 

the Heckscher - Ohlin theory and the theory of internalization 

are introduced more thoroughly than other theories in this study . 

1 
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1.2 Outline of ~he study 

Chapter two of this study consists of a survey of the most 
important theories explaining why foreign investment is made and 
why it takes the form of direct investment instead of some other 
form of operation. The theories are not described in great detail, 
only the aspects which are relevant for the framework of the study 
were sought and analy sed. As the theories should be assessed pay 
ing attention to the circumstances in which they were created, a 
short description of the characteristics of various time per i ods 
are included in the chapter. 

The features of Finland as a host country are surveyed from two 
angles. First there is the 'objective' point of view, it deals 
with economic, cultural and legal aspects as they are presented 
in statistics and in other official material. Another way to handle 
certain country specific factors is to study the motives to estab
lish a subsidiary in Finland. The most usual motives are presented 
in the end of the third chapter. 

Chapter four deals with foreign direct investment flows in Finland 
in the period 1970 - 1982. This chapter is mainly based on the 
statistics and other material obtained from the Bank of Finland. 
Some earlier studies have also been used to get an idea of the 
structure of the direct investrnent. Due to unsufficiently specified 
material, one part of the chapter deals with direct inward investment 
as a whole and not only rnanufacturing subsidiaries as the name of 
the study would suggest. 

Chapter five is a theoretical survey of those aspects that affect 
the subsidiary's role as a part of a concern. Attention is paid 
to various relationships between different units of the concern. 
As a special point of interest would have been the financial 
flows within the internal market of the concern, but as this 
aspect was difficult to apply to empirical material ( because the 
cernpanies were reluctant to give information of financial questions ) , 
this aspect of the relationship is not handled as thoroghly as 
the original intention of the author was. 
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Another original intention of the author was to have a wide em
pirical part in the end of the study as was explained in the 
previous chapter. A questionnaire was formed and sent to 50 
foreign owned companies operating in Finland to make clear the 
role in the concern and in Finnish economy ( Appendix 1 ) . The 
companies were selected from the group of the largest foreign 
owned companies for the first 1 because it was very difficult to 
find any names of foreign owned companies at all. The Bank of 
Finland and the Central Statistical Office in Finland have a re
gister of the companies but they are not quite accurate and, 
above all, they are not public. Therefore the names were sought 
in the register of the Ministry of Trade and Industry and in the 
book "Who Owns Whom". Secondly, it was assumed that large com
panies are more prepared to answer these kinds of questions. This 
assumption was based on the fact that the growth is often associated 
with success and, therefore, big companies may be more open towards 
public than smaller ones. Thirdly, it was known from the basis of 
earlier studies that the role of small foreign owned companies in 
Finnish economy and separate branches of industry is very modest 
and, therefore, it is not a relevant object to study. It might 
be relevant in a less aggregated level, e. g. when only the com
panies in a certaLn administrative district ( lääni ) are examined. 

However, since most companies did not send back the 9uestionnaire, 
and many cernpanies answered only a small part of the questions, 
another approach was chosen. The companies that had filled in the 
questionnaire carefully were used as case companies to animate the 
study. The industry in which each case company is classified is 
analysed both in the general level and in Finland to make clear 
the aspects of the branch of industry that generate foreign direct 
investment. It was thought more relevant to analyse the position 
of an individual company within a certain category of industry 
than in the whole Finnish industry. 

1.3 Definitions 

In statistics foreign direct investment is regarded as a part of 

: 
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a country's 1ong term foreign debt ( in the case of inward in-

vestment ) or assets ( foreign outward investment ) a1though 

the nature of direct investment differs from that of other types 

of foreign net debt ( Appendix 2 ) . However, the definition of 

foreign direct investment deve1oped by each country ref1ects the 

method of co11ecting the data and that is why individua1 countries' 

statistics are not genera11y cornparab1e. Therefore it is irnportant 

to make c1ear some basic definitions of this fie1d. 

1.3.1 Foreign direct investment 

The Internationa1 Monetary Fund ( IMF ) has defined foreign direct 

investment as "an investment that is made to acquire a 1asting in

terest in an enterprise operating in an economy other than that of 

the investor, the investor's purpose being to have an effective 

voice in the management of the enterprise." 1 

A 1asting economic interest and the effective voice are formed 

from the basis of the owner's share of the equity capita1, 1ong 

1asting capita1 transfers and other re1ationships between the 

parent company and the subsidiary or affi1iate. Effective voice 

in the management on1y imp1ies that the direct investor is ab1e 

to inf1uence or participate in the management of an enterprise 

but it does not mean that the investor has to have abso1ute cont

ro1. Now the OECD recommends a 1imit of 10 per cent or more of 

the ordinary shares or voting power of an incorporated enterprise 

or the equiva1ent of an unincorporated enterprise for statistica1 

purposes. 2 However, even a sma11er percentage is enough if the 

foreign investor has otherwise an effective voice in the manage

ment of the enterprise. 

A foreign investor is an individua1, an incorporated or unincor

porated pub1ic or private enterprise, a government, or a group 

1 Internationa1 Monetary Fund 1977, p 136 

2 OECD 1983, p 7 

• 
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of re1ated individua1s of enterprises which has a direct invest
ment enterprise operating in a country other than the home country 
or countries of the direct investment investor or investors. 1 

Direct investment enterprise is either a subsidiary or an affi1iated 
company but in this study on1y 11 subsidiary 11 is used for simp1icity 
and convenience. As these definitions are quite new, most of the 
existing Finnish statistics have been formed from the basis of the 
definition that a direct investment enterprise, i.e. a foreign
owned company is a firm in which foreign ownership accounts for 
more than 20 per cent of the nomina1 va1ue of base capita1. The 
20 per cent 1imit has been app1ied because it is in keeping with 
the so-called 11 foreigner's clause 11 incorporated in Finnish le
gis1ation. 

Home country refers to the country of residence of the investor, 
that is, to the source country. Host country is the country where 
the direct investment enterprise is 1ocated. In other words it is 
a country which has received direct investment from abroad1 . Cross
hau1ing means that investor in country X undertakes foreign direct 
investment in country Y, while the ·investors in country Y establish 
subsidiaries in country X. Grass investment capita1 f1ows into both 
directions at the same time. 

The investor can undertake a foreign direct investment by estab-
1ishing a subsidiary ( green-fie1d investment ) or by overtaking 
contro1 of an existing company abroad. Takeover is a measure through 
which an independent enterprise is integrated to an economic unit 
with the buying enterprise. The enterprise which has been -bought 
sti11 remains juridica11y as a separate unit 2 . 

Foreign direct investment can also take p1ace in the form of equity 
joint venture in which case a direct investment enterprise is es
tablished together with a 1ocal pub1ic or private investor. The 
direct investment enterprise can be 3 

1 OECD 1983, p 7 

2 Hovers J. 1914, p 3 

3 BaJdauf S. and Ku1kki S. 1981, p 113 

: 
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- marketing and sales promotion unit 

assembl~ng unit 

- manufacturing unit 

- maintenance and storing unit 

- service unit 

- · research unit 

Foreign direct investment is not only a transfer of capital but 

a package of real capital and human resources together with finan

cial capital which is transferred across national boudaries with

in the same enterprise1 . The package may include informal mana

gerial or technical guidance; or it may incorporate the dissemi

nation of valuable knowledge, in the form of technical or marketing 

know how 2 . These inputs may have an even greater impact on the host 

country's production capability than the capital flows especially 

if the country of the investor is economically much more developed 

than the host country. 

1.3.2 Portfolio investment 

Another type of long term foreign investment is portfolio invest

ment. It means investment in foreign stocks and shares. The dif

ference between direct investment and portfolio investment is 

that portfolio investors do not have significant influenoe over 

the operations of the enterprises in which they have invested. In 

that sence portfolio investment is passive in nature, it is simply 

a vehicle for transferring savings between independent lenders and 

borrowers. The investor is only concerned about the safety of the 

investment, the likelihood of an appreciation in its va1ue, and 

the expected return on the investment. As the difference between 

direct and portfo1io investment thus basica11y depends on the mo

tives of the investor, it is difficult to estab1ish a stab1e line 

to set direct investment apart from portfolio investment in practic e. 

1 LUH6g~en in- wilson and Scheffer 1974, p 183 

2 Dunning J. 1972, p 11- 12 
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1.3.3 Business concern 

Business concern is composed of re1ated incorporated enterprises. 

A parent company contro1s more than a ha1f of the shareho1ders; or 

members; voting power in a subsidiary or otherwise has an effec

tive voice in the management of it. It means that a parent com

pany is the highest administrative unit in a business concern. 

A business concern which has units operating in more than one 

country is ca11ed in this study an international corporation. 

If an industria1 enterprise has own production at least in six 

countries outside the country of the parent company or a non

industria1 enterprise that has a subsidiary at least in six 

countries outside the country of the parent country, it is 

ca1led a mu1tinationa1 company ( Harward criteria ) . Typica1 

of the mu1tinationa1 company is thus that it operates world

wide and its activities are p1anned from the g1oba1 basis1 . 

2 THEORIES OF FOREIGN INVESTMENT 

Due to the comp1icated nature of foreign direct investment a 

good theory concerning it must exp1ain severa1 factors. Among 

others A1iber2 , Casson3 , and Dunning 4 have 1isted questions 

which shou1d be answered in the theory. They have found the 

fo11owing ones: 

1 Why a firm prefers foreign dire,ct investment to producing 

in a home country and exporting the products? 

2 How a firm chooses the country in which it manufactures its 

products? 

3 How is it possib1e for foreign owned firms to outcompete in

digenous firms in supp1ying their own markets? 

l Luostarinen R. 1968, p 32 

2 A'li.ber in Kind1eberger ( ed. ) 19 7 .0, p 17 

3 Casson in B1ack and Dunning ( ed. ) 198 2, p 23 

4 Dunning J. 1979 p 272 - 273 
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4 Why a firm choo5e5 own production in5tead of 1icensing? 

5 Why inve5tor5 5ometime5 prefer direct inve5tment to port

fo1io inve5tment? 

6 Why the pattern of foreign direct inve5tment differ5 by in-

du5try? 

7 How to exp1ain cro55-hau1ing? 

In addition, a good theory 5hou1d be dynamic. In other word5, it 

5hou1d exp1ain the change5 in the choice of internationa1 ope

ration5. 

Since there are 50 many e1ement5 to be exp1ained, it is no wonder 

that there are 50 many different theories. Some of them empha5ize 

the inve5ting firm, other5 1ocation. Some under1ine the financia1 

point of view whi1e other5 5tre55 the rea1 a5pect5. The theorie5 

can be divided into group5 in many different way5. Chrono1ogica11y 

there can be found 5evera1 strands in the doctrine on internatio

na1 economic invo1vement1 . The5e strand5 are pre5ented in the fo1-

1owing chapter5 together with 5ome background information of the 

time when they were popu1ar. 

2.1 Theorie5 before the 1950s 

The importance of foreign inve5tment5 ha5 been remarkab1e in the 

internationa1 economy since the 1atter part of the nineteenth 

century, but at the beginning most of them were portfo1io in-
' 

vestment5. The year5 after the 5econd Wor1d War meant a rea1 

breakthrough for foreign direct inve5tment. Capita1, techno1ogy 

and management 5ki115 were combined into a c1o5e1y integrated 

packa~e of re5ource5 and tran5ferred to tho5e market5 in which 

it wa5 needed. A vast majority of foreign direct inve5tment wa5 

undertaken by U.S. firm5 which were the on1y to have the re5our

ces to great expansion abroad. A wor1d shortage of do11ars and 

U.S. tax po1icies 5trengthened the trend of increa5ing U.S. in

vestments overseas, and improved internationa1 transport and 

communication made it possib1e. 2 

1 Dunning J. 1980, p 21 - 24, Oksanen A. 198l,p 81 - 85 
2 Hood and Young 1979, p 10 - 12 

-~- ---- --

1 
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Since the phenomenon of foreign direct investment was new and 

rather unknown, the we11-deve1oped Heckscher-Oh1in theory of 

international trade and a less well-developed theory of capital 

movements were the on1y modern theories explaining international 

operations. Although the Heckscher-Ohlin theory is not a theory 

of foreign direct investment, it is very important for formation 

of theories that concern that phenomenon because it dea1s with 

comparative advantages. These advantages form a basis to examine 

foreign direct investments. 

2.1.1 Heckscher-Oh1in theory 

The Heckscher-Ohlin theory is based on the fo1lowing assumptions: 

l There are two countries ( A and B ) , two factors of production 

( 1abour L and capita1 K ) , and two products ( clothing C and 

food F ) . 

2 The products are complete1y mobi1e both domestica11y and in

ternationally. This means that there are neither transport 

costs nor barriers to trade in the international trade. 

Thus 

, P is the symbol for price. 

3 There is perfect competition in both factor and product 

markets. 

4 Production functions are identical, of degree one, in both 

countries. So, there are no barriers to the diffusion of 

techno1ogy. 

5 The products have different factor intensities. 

With symbols that is 
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Clothing is the capital-intensive good and food is the la

bour-intensive good. 

The central idea of the Heckscher-Ohlin theory is that under 

these circumstances a country specialises in the production 

which uses intensively that factor of production which is in 

relative abundance in the country in exchange for products which 

require relatively large inputs of the factor with which it is 

comparatively poorly endowed. If the abundance is defined in mo 

netary terms, country A is capital-rich compared with country B 

if capital is relatively cheaper in country A than in country B. 

The prices reflect the relative physical abundances. 

In symbols this can be illustrated as follows: 

If 

and then 

Figure 1 shows how country A will export the capital-intensive 

good and country B the labour intensive good: ( Tastes in both 

countries are assumed to be homogenous ) . 

Figure 1 Capital 

s 

p, 

o~----~----~--~~--~ 
LI F, H 

Faetor abundance defined m terms of factor prices Labour 

Source: S 
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Relative factor prices in country A 1 where capital is relatively 

cheap 1 are given by the line PoPo. The line gives the ratio at 

which capital and labour can be exchanged for each other. GH is 

the budget line 1 it gives the production costs measured in ca

pital or labour. 

A factor-price line in country B is Pa Pa 1 which is tangential 

to the cc isoquant at R. A parallel line P~P~, which is tangen

tial to the ff isoquant at T 1 lies below Pa Pa . Thus the cost of 

producing one unit of clothing in country B is OS measured in 

capital. The cost of producing one unit of food measured in capital 

is OQ. therefore in country B it is more expensive to produce a 

given amount of clothing than it is t6 produce the same amount of 

food. As it is relatively cheap to produce clothing in country 

A and relatively cheap to produce food in country B 1 country A 

will export clothing and country B will export food. 

From the direct investments point of view factor- price equali

zation is essential. With perfect competition free mobility of 

products is at least a partial substitution for factor mobility 

and will lead to an equalization of the factor prices in both 

countries1 . This phenomenon is shown in the following geometrical 

illustration ( Figure 2 ) . The illustration describes the situ

ation where factors are fully employed. Tastes in both countries 

are assumed to be homogenous. 

Figure 2 Factor- price equalization 

Country A 

Food 

~------------~--------~> 

Clothing 

l Samuelsan 1948, p 165 

Food Labour 



Country B 

Food 

Clothing 

A change in the production of goods 
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Clothing 

Food Labour 

A change in the intensities 

and factor prices 

When internationa1 trade is opened up, coun~ry A starts to 
export c1othing, and country B starts exporting food as was 
exp1ained above. To increase the production of c1othing, country 
A has to rnove its factors of production frorn food production to 
c1othing manufacturing. As the c1othing industry is the capita1-
intensive industry, to produce more of c1othing, rnore capita1 is 
needed. Therefore, the price of capita1 is bid up. In an ana-
1ogous way, the re1ative price for what used to be the cheap fac
toer in country B, name1y 1abour, rises when the two countries 
start to trade with each other. The process continues unti1 the 
factor prices are the same in both countries. 

In this kind of wor1d a firm does not get an advantage of foreign 
direct investrnent and, therefore,production for a foreign country 
is undertaken within the exporting cou~try. Thus the H-0 theory 
has provided a good starting point for an ana1ysis of the situ
ation where foreign direct investrnents do take p1ace, a1though 
the theory has been criticised a 1ot because of the inapp1icabi-
1ity of its assumptions in rea1 1ife . 

2.1.2 The theory of capita1 movements 

In the traditiona1 theory of capita1 movements an investor is 
trying to maximise on1y the return on his capita1. Therefore 

capita1 rnoves from on country to another according to the ex-
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pected returns on it. The differences in the returns are determined 
by the differences in the re1ative factor intensities and facto~ 
prices, barriers to trade or growth rates of capital and 1abour 
force in various countries1 . As the criteria of productivity is 
the interest rate leve1 in different countries, it is these dif
ferences in interest rates which direct the investment f1ows. 

A1so this theory has been criticised as it over-simp1ifies the moti
ves of investors. It does not distinguish direct investment from 
portfolio investment and it fai1s ta explain cross-hau1ing. 2 

2.2 Theories in the l950s and the 1960s 

u.s. firms continued to dominate the fie1d of foreign direct invest
ments but gradua11y the economic power of Western Eu~opean and Ja
panese enterprises grew relative1y to them. At the end of the period 
attitudes towards foreign direct investments started to become more 
negative in many host countries. Especial1y multinationa1 enterprises 
were targets of increasing criticism and more attention was paid to 
the effects of them above al1 in deve1oping countries,but a1so the 
non-economic effects on the cu1ture of the host country were a great 
issue in some Western European countries. In these changing patterns 
of internationa1 economy new theories were needed and the improved 
statistica1 and other information made their formation possible. 

In the late 1950s the teories of international invo1vement started 
to deve1op into two separate directions. One group of theories con
centrated on trade f1ows. More realism was introduced into theories 
which were based on the Heckscher-Oh1in theory and new theories 
which were less faithfu1 to the traditiona1 ones were deve1oped. 
These new theories often rejected the assumption of perfect com
petition. The other group focused on exp1aining the growth and com
position of foreign direct investment. Typica1 of the both groups 

3 was thus the fact that the new theories were partia1 ana1yses . 

1 Grubel 1977, p 571 
2 Dunning 1979, p 272 

3 Oksanen A. 1981, p 81 
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2.2.1 Portfolio choice theory 

As the return on investrnent alone was considered too vague a rnotive 

for foreign investrnents, a rnore sophisticated approach of portfolio 

choice theory becarne popular. This approach is based on the assurnp

tion that an investor calculates expected returns and cornpares thern 

with expected risks. The greater the risks are the bigger return on 

the investrnent rnust be as is visualised in Figure 3. Expected risks 

depend on the variance of the earlier returns 1 . 

Dl = f ( R*, r*) 9Dl 

IC)R 

Dl = direct investrnent 

R *' = expected return 

w. 
r = expected risk 

Figure 3 

> 0 

An investor trades increasing risk for 

increased return 

Dl 

~Dl 

iC)r 
< 0 

When risk is considered in the investrnent decisions, there are inter

national capital rnovernents even if the interest rates are the sarne 

everywhere and, therefore, also cross-hauling is a totally understan

dable phenornenon. Anyhow, the portfolio choice theory fails to explain 

Hietala 1982 
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foreign direct investments satisfactorily because it can be argued 
that a portfolio which is planned to reduce the risks does not con- 1 

sist of direct investments, but of rather small shareholdings in a 
1 great number of assets . 

2.2.2 Location, industrial organisation and monopolistic advantage 
theories 

Typical of the location theories is that they try to find an optimal 
location for the production unit. Attention is paid only to the 
costs of production. The immobile factors of production have a 
decisive role as the location of production is determined by the 
relative availability ( price ) of immobile factors in different 
countries. 

2 3 4 In Weber's location theory, which was developed further by Isard ' 
there are three units producing the same product under review ( Fi~ 
gure 4 ) . In the point P . the transport costs are a certain amount l 
( v ) bigger than the transport costs in the optimal point. The 
difference between the costs, v, is on the boundary line of the 
areas exactly as big as the advantages gained by agglomeration. The 
advantages are derived from the economies of scale, from the short 
distance to other cernpanies operating in the same branch, and from 
urbanisation. If .the agglomeration advantages are bigger than the 
increase in the transport costs when the production is transferred 
away from the local optimal points, there are economic grounds to 
the agglomeration. In Figure 4b the advantages gained from agglo
meration are in the intersection of the areas bigger than the in
crease in the transport costs. 

The review is more applicable to the real life when even other 
advantages than those gained from agglomeration are taken into 
account, but the main weakness of the theory still remaines: It 

1 Buckley and Casson 1976, p 82 

2 Weber 1909 

3 Isard 1960,p 393 - 412 

4 Isard 1977,p 150 - 177 
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exp1ains neither why a company chooses own production instead of 

1icensing nor how foreign cornpanies can cornpete successfu11y with 

1oca1 ones. 

Figure 4a Figure 4b 

Agg1omeration is profitab1e Agg1om~ration is not profitab1e 

Isard 1977 p 161 

The 1ocation theory gave soon way to other types of questions in 

the 1960s. The centra1 prob1erns of the industria1 organisation 

theory are "why firms undertake foreign direct investrnents" and 

"how foreign f.ii:mS outcornpete dornestic firms". That is, industria1 

organisation theory tried to fi11ed the gaps in the ear1ier theo

ries. The exp1anation to the questions mentioned above is that 

there must be some advantage within a firm which gives it an edge 

over its cornpetitors. In foreign markets a firm uti1ises this ad

vantage. Thus the production function of the firm is Q = f(K,L,A) 

where Q stands for the output produced, K for capita1, L for 1a

bour, and A is the symbo1 of the advantage. 

This idea was deve1oped further in the monopo1istic advantage 

theory. Hyrner and Kind1eberger were the first to exp1ain foreign 

direct investment from the cornpetition advantage point of view. 

According to their theory foreign enterprises are in a disadvan

tageous position in the host economy because they do not know the 

rnarkets, the lega1 system, and the institutiona1 frarnework of bu

siness. In addition, the foreign firm incurs extra costs of trave1, 

communication and errors which are caused by misunderstandings. 
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Therefore, a firm must possess some monopolistic, firm-specific 

advantage which other firms do not possess. If this advantage rnore 

than cornpensates the disadvantages, it allows the firm to compete 

on equal terms with indigenous firrns. 1 This can be illustrated with 

the following figure. 

F'igure 5 
The compensation of disadvantages 

DISADV ANT AGES 

costs 

lack of info 

misunderstandings MONOPOLISTIC 

ADVANTAGE 

know how 

resources 

Kindleberger has made the following list of the_monopolistic ad

vantages2: the ownership of brand name, the possession of special 

marketing skil1s, access to patented or otherwise protected techno

logy, favoured access to sources of finance, rnanagerial skills, 

plant economies of scale, and econornies of vertical integration. 

The rnonopolistic advantages were identified by many econornists and 

specified even rnore thoroughly in the late 1960s and the e~rly 1970s. 

However, no explanation was given to the question how the advantages 

are generated. Another weakness of these theories is the fact that 

they do not explain why a firm decides to utilise its advantages just 

in the form of foreign direct investment. The theory of internali-

1 Buckley and Casson 1976,p 67 

2 Kindleberger 1969,p 14 
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zation, which will be presented later in this study, has expanded 
the monopolistic advantage theory to cover more thoroughly this 
question of utilisation. 

2.2.3 Product cycle theory 

Product cycle theory, which was developed by Vernon, has two no
velties compared with the earlier theories. First, it is dynarnic 
and second, it tries to integrate trade and foreign investment in 
one theory. According to product cycle theory international trade 
and foreign direct investments are different phases in the same 
process of exploiting foreign markets. 

The stages of international operations can be surnrnarised as follows. 
First a stimulus to innovation is provided by some threat or promise 
in the market. The home market is å preferred location for the ac
tual development of this innovation. 1 Thenew and still unstandar-
dised product is manufactured in the developed market because of 
conununication costs which are important at this stage. At the se-
cond stage the technology for producing the maturing product has 
stabilised and the importance of production being close to the mar-
ket is reducing. The firrn becomes .increasingly sensi ti ve to produc
tion costs. As foreign demand starts to appear, it is first met by 
exports. Finally i .t becomes economic to invest abroad because the 
average cost of producing overseas is less than the surn of the mar
ginal production costs in the home country and marginal transport 
costs. 

AC abroad < ( MC + MC ) transport home 

Investment is usually undertaken in a country where labour costs 
are relatively low but where demand patterns resemble those of the 
investing country. At the final stage the product is completely stan
dardised and the price of production is the decisive factor in com
petition. The most labour-intensive stages of production are trans-

1 Vernon 1979,p 255 

i 
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ferred to countries where labour costs are low, i.e. to developing 

countries. The phases of the cycle are presented in Figure 6. 

Despite many virtues of product cycle theory, some recent trends 
in international production patterns have partly outdated it. 

Today products are often planned and differ~iated to suit diffe
rent tastes in different markets. There is also the tendency for 

non-standardised products to be produced aborad which cannot be 
explained with this theory. 1 

2.3 Theories in the 1970s 

In the 1970s world-wide economic circumstances began to change. 
Inflation, economic depression, fears of protectionism and foreign 
exchange fluctuations required sophisticated responces. The struc
ture of home countries became more and more diversified as the eco
nomic power of Western Europe and especially Japan continued to 
grow relatively to that of the United States. 

Changing circumstances weakened the explanatory power of many old 
theories. New approaches were needed. The theories of international 
production took several directions 2 . 

2.3.1 Industrial organisation approach 

Extensions of the industrial organisation approach were dominating 
at the beginning of the 1970s. These approaches concentrated on 
specifying and evaluating the advantages that may explain the pat
tern of foreign direct investments. 

Caves argued that the advantage of international corporations is 
in their capability to differentiate products. According to him a 

firm which produces a differentiated product successfully in the 
home market gains know how. It learns through experience~by doing. 
The know how within an enterprise can be interpreted as a factor 

1 Buckley and Casson 1976, p 76 

2 Dunning 1979, p 237 

1' 
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of production with which this enterprise can increase or maintain 
the productivity of one or several other productive resources and/ 
or increase the enterprise~ sales. Therefore know how represents 
the amount of technical, marketing and management knowledge, the 
reserves of immaterial capital 1 

In this analysis Caves referred 
mainly to technological know how which concerns product, production 
method and the ability to develop new products. 

The know how must be decisive for the production of a profitable 
good, and the return on investment must be bigger than the returns 
which a corporation would get from the utilisation .of other forms 
of operations. The corporation_ can use this know how in other mar
kets with small costs or without any cost at all. This is why a 
corporation can undertake horisontal investments. 2 

A vertical integration is motivated by the desire of the corporation 
to reduce uncertainty and to form barriers to entry. To ensure the 
continuous flow of raw materials or semifinal products and bigger 
flexibility to set prices on products corporations have to under
take direct investments. 

A more behavioural perspective to ownership advantages was taken by 
Vernon and his colleagues, the best-know of whom was Knickerbocker. 
Knickerbocker sug_gested that foreign direct investments are a res
ponce to an oligopolistic market structure. Oligopolists follow 
each other into new markets in order to negate the advantages that 
the first investor might gain. However, the investment behaviour of 
the initiating corporation is not interpreted. 

2.3.2 Finance approach 

Second direction was taken towards financial aspects of the foreign 
involvement of corporations. These aspects are emphasized in theories 
which can broadly be divided into two groups. One of them stresses 

1 Hietala K. 1982, p 160 

2 C a v·e s 1 9 7 4 , p 8 
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the imperfections of foreign exchange and capital markets, and the 

other is based on the portfolio choice theory . 

Aliber is the best-known advocate of the former approach. He searches 

for an advantage of the foreign-owned firm over its local competitors, 

but, unlike Hymer and Kindleberger Aliber argues that the advantage 

is not firm-specific. 1 According to him all firms located in a par

ticular currency area possess that advantage. To understand his 

argument the concepts of currency premium and risk aversion must be 

explained first. 

In the international capital market the holder of debt bears a risk 

that the currency in which the debt is denominated depreciates re

lative to other currencies. If investors are averse to risk, the 

rate of interest is higher than it would be if investors were neut

ral to risk. The debt is said to bear a premium to compensate the 

investor for exchange risk. 2 

There is a propability fg attached to each possible value of capital 

gain g. The expected gain, g , is an average value of an implicit 

distribution of gains. The measure of risk is the standard dev iation, 

~g , of the propability distribution of capital gains. 

Figure 7 Propability distribution of expected gains 
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g 
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g 

Branson 1979, p 251 

g 

The preferences of an investor can be i11ustrated by indifference 

curves. The shape of the curve is determined by the nature of the 

1 A1iber in Kindleberger 1970, p 17 - 34 

2 Buckley and Casson 1976, p 70 
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investor;s trade-off between risk and return. The indifference cur

ve with a positive slope indicates that the investor demands more 

expected return to take more risk. He is risk averse. For a risk 

neutral investor the indifference curve is a straight line. 

Figure 8 Risk aversion and risk neutrality -R R 

Dl 

Dl 

r-------------------- a? 
Risk aversion Risk neutrality 

According to Aliber portfolio investors assume that the foreign 

investment of a source country firm, which is a multinational com

pany, are all in the same area as the parent firm. Therefore the 

multinational company has to charge interest on borrowings as if 

its total operation was in a domestic base. Since the currencies 

of capital exporting countries are relatively strong, the multi

national company can often borrow at a lower rate of interest than 

a domestic company to finance any form of capital expenditure in 

a host country. One implication of this is that multinational com

panies can realise an immediate profit by financing the takeover 

of an indigenous firm. 

Despite the fact that Aliber;s theory explains well the U.S. in

vestments in Europe in the 1950s and 1960s it has some weaknesses. 

It cannot explain the widespread cross-hauling between Europe and 

the United States. Nor can it account for either the capital flows 

within currency areas or multinational investment in developing 

countries where capital markets may be nonexistent or strongly re

gulated.1 Finally, it does not explain why corporations build new 

units instead of taking over going companies. 

The other group of theories concentrating on financial aspects of 

1 Hood and Young 1979,p 51 
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the foreign investment process are modifications of the portfo1io 

choice theory. According to this approach foreign direct invest

ments and internationa1 diversification are means of reducing risk. 

The stabi1ity of earnings can be ensured by overseas investment in 

countries where economic f1uctuations differ from those in the home 

country. 

One of the most i11uminating portfo1io theories is deve1oped by 

Rugman. He argues that in a wor1d of perfect capita1 markets in

vestors wou1d ehoase their diversification but in rea1-1ife im

perfect capita1 markets it may be economic to use an intermediary, 

such as a mutua1 fund to minimize taxation and avoid capita1 cont

ro1s.1 

2.3.3 Towards integration of theories 

The dissatisfaction with partia1 exp1anations and the observation 

that forma11y separate theories of trade and production were part1y 

over1apping each other made econo~ists favour more integrated app

roaches. Attempts to view trade and direct investments at the same 

time were made a1ready in the product cyc1e theory. On the other 

hand firm-specific and country-specific factors were 1inked toget

her more and more often. An examp1e of this 1atter integration is 

the theory of Kojima, who used the modified Heckscher-Oh1in theory 

as a basis for his approach. 

2.3.3.1 The theory of Kojima 

Kojima deve1oped a mode1 of "Japanese-type" of foreign direct in

vestment.2 The core of this mode1 is that comparative costs in home 

country ( Japan ) and host countries are decisive. Japan shou1d un

dertake foreign direct investment in an industry which is becoming 

comparative1y advantageous in the host country. If an industry of 

the host country rea1ly becomes an industry of comparative advantage, 

it wi11 startto export and upgrade the industria1 structure of the 

1 Casson in B1ack and Dunning ( ed. ) 1982, p 53 

2 Kojima 1975, p 15 
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country. At the sarne time Japan can specia1ize in those industries 

in which it has comparative advantage and deve1op its own indust

ria1 structure in this way. Trade and direct investments can under 

these circumstances comp1ete each other. This theory can be used 

main1y in the case of direct investment from an industria1ised 

country to a deve1oping country. 

2.3.3.2 The ec1ectic approach 

Dunning has tried to deve1op an "ec1ectic appro.ach" to internationa1 

invo1vement. This approach aims at exp1aining the abi1ity and wi1-

1ingness of companies to serve markets, and the reason why they 

prefer foreign production to domestic production, exports or port

fo1io resource f1ows 1 . 

To exp1ain a11 these aspects Dunning 1inked together the industria1 

organisation theory, the theory of the firm and trade theory. The 

ec1ectic theory suggests that a11 forms of · internationa1 produc

tion can be exp1ained by a reference to the fo11owing conditions 

which must be satisfied before a firm wi11 engage in foreign di
rect investment 2 : 

1 The firm possesses net ownership advantages over firms 

of other nationa1ities in serving certain markets. This 

means that the firm possesses or can acquire assets which 

its competitors do not possess. 

2 It must benefit the firm possessing these advantages to 

interna1ize their use, i.e. to use them itse1f rather 

than se11 or lease them to firms 1ocated in other count
ries. 

3 It must be profitab1e for the corporation to uti1ise 

these advantages in conjunction with at 1east some factor 

inputs outside its home country. 

It is assumed that the greater the ownership advantages of firms 

1 Dunning 1979, p 275 

2 Dunning 1972, p 9 
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are the greater the inducement to internalize them. In the same 
way the likelihood of foreign direct investment increases if the 
attractions of a foreign production base are wider than those of 
a domestic one. Therefore Government measures can also have an 
influence on the generation of ownership advantages and economic 
relationship between investing and target countries. 

Table l Determinants of international production 

Ownership advantages 

Location advantages 

Internalization advantages 

The "why" of direct invest~ent 

The "where"of direct i.nv.estment 

The "how" of direct investment 

To summarise, the essence of the eclectic approach is as follows. 
A national firm has several ways to g.row: It can diversify hori
sontally or vertically in domestic market or it can expand over
seas, it can acquire existing enterprises or establish new ones. 
If it is profitable for a firm it becomes an international cor
poration. In order to be able to compete with indigenous firms in 
their own markets, a corporation must possess enough ownership ad
vantages to outweigh the costs of acting in an unfamiliar and of
ten distant area. The possession of ownership advantages is deci
sive in the question which firrns will service certain foreign mar
kets while local-specific factors, local endowments, explain whet
her the firm exports to the markets or starts local production. The 
basic incentives to internalize ownership endowments are market im
perfections. 

Although the eclectic approach is very extensive and thoroughgoing 
it has some weaknesses. It is not very dynamic. The development of 
direct investment flows over time is not covered satisfactorily. Anot
her weakness from the utilisation point of view is that many terms 
are so abstract that it is difficult to operationalise them. 

2.3.3.3 General theory of internalization 

The internalization theory concentrates on the choice of foreign 
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operations of a firm. A firm can service foreign markets in three 
different ways. The options open to it are to export, to se11 a 
1icense or to engage in foreign direct investment. In genera1, 
exporting is ehosen when there are no barriers to free trade. Li
censing invo1ves great risks, since the 1icensor 1oses contro1 of 
its firm-specific advantage once it se11s a license. Therefore li
censing can be used successfu11y on1y when foreign markets are 
fully segmented and dissipation can be avoided1 . A direct invest
ment can a1so be an a1ternative to buying a 1icense in the case 
where the objective of the takeover is to get know how that the 
host country enterprise possesses. 

Direct internationa1 operations take p1ace because of imperfections 
in the goods and factor markets. Firms are organizations to so1ve 
certain coordination prob1ems in the economy. This aspect is re1e
vant especia11y when the production process involves heterogenous 
factors of production and fina1 goods. As the heterogenity is gro
wing, thepartion of aggregate economic activity is tncreasing. 2 

The home country specific advantage which 1eads to trade becomes 
gradually less important and it is rep1aced by firm-specific ad
vantage 1eading to foreign direct investment. 3 

Figure 9 The choice of internationa1 operations 

~~ Rate of return 

Sales 
subsidiary 

Licensing 

exports 

1 Rugman I 1980, p 28 

2 sou 1975:50, p 305 

3 Rugman II 1980, p 367 
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As firm-specific advantages are best exploited by the process of 

interna1ization, that is, via own production, it can be argued 

that the theories of the phenomenon of foreign direct investment 

are basica11y sub-sets of the genera1 theory of interna1ization .
1 

Interna1ization approach was thus origina11y advanced by Coase 

( 1937 ) main1y in a domestic context. The basis of the Coasian 

theory of the firm is that economies of independent activities 

1ead a firm to interna1ize them. In other words, if an activity 

( production ) can be done within a firm with sma11er costs than 

through the market, the firm interna1izes this activity ( starts 

own production ) . Thus avoidance of transaction costs may 1ead to 

integration. However, the creation of an internal market is not 

cost1ess either and that is why it is important for a firm to be 

ab1e to set interna1 ( transfer ) prices to get a return for doing 

interna1ization. The benefits of interna1ization are that the firm

specific advantages can be controlled, ·monitored and metered within 

a firm. 

According to Penrose ( 1958 ) firm-specific know how is a decisive 

e1ement in the growth of a firm. Companies try to exp1oit their re

sources comp1ete1y. If a uti1isation rate of firm-specific know 

how is too low, the firm grows to be able to increase the utili

sation. Growth to other countries is response to the uti1isation 

rate of those know how resources that can be transferred international-

1y: Foreign direct investment is just a consequense of interna1i

zation. 

This international dimension of the approach has been emphasized 

among others by Hymer ( 1976 ) . Hymer and Kind1eberger identified 

situations in which the firm can create an internal market to substi

tute for the externa1 market. If there is a firm-specific advan

tage, which they cal1ed a monopolistic advantage, it can be trans

ferred between home and host country within a company, that is, 

within the interna1 market consisting of the parent company and its 

subsidiaries. This theory was presented in greater detai1 in chap

ter 2.2.2. 

1 Rugman II 19.80, p 365 
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Especia11y interesting is the interna1 market for intermediate 

products such as research, information, and know1edge. The pos 

session of the interna1 market means that the information advan

tage a firm has gained through cost1y research can be used within 

the organisation, and the firm is ab1e to get a fair return on it .
1 

The firm exp1oits its advantage 1n a11 markets and recoups its 

initia1 expenditures on know1edge generation. Production and sa1es 

by who11y-owned subsidiaries are preferred in order to prevent 

1eakages of information. Whenever the uti1iation of these inter

mediate products with the he1p of interna1 coordination i s supe

rior to the market~s coordination, the activ ities can be spr ead 

inside an internationa1 company across huge geographic areas, 
2 

thanks to today~s communication techno1ogy . 

Direct investments should be studied as a d y namic process because 

often cernpanies internationa1ise gradua11y as their advantages 

change. 3 The interna1ization theory is dynamic in the sense that 

internationa1 corporations must constant1y renew their advantages 

and transfer knowledge to al1 parts of the business concern to 

maintain a 1ead over their competitors. It means that they must 

search for and exploit new production and generate market know-

1edge. The process of a corporation~s renewa1 of its advantages 
4 

can be ca11ed its "advantage cycle" . 

As the internalization theory emphasizes the 1inks between a parent 

company and its subsidiaries, it seems to be app1icab1e in those 

studies which try to c1arify the position of a subsidiary in an 

internationa1 corporation. The contribution of a subsidiary to 

the activities of the who1e business concern may be sma11, but it 

is big enough to make the corporation ehoase interna1ization instead 

of other operations open to it. 

1 Rugman III 1980, p 78 

2 sou 1975:50, p 305 

3 sou 1981:33, p 8 

4 Woh1ert 1981, p 356 
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3 FINLAND AS A HOST COUNTRY 

The 1ocation of direct investment enterprise is determined by 

country- specific factors. In this study the factors which are 

considered to be of the greatest importance are divided into two 

groups: 1) economic and 2) cu1tura1 and 1ega1 aspects. Pure1y eco

nomic 1ong-term prospects of the profitabi1ity of the investment, 

"hardware", are naturally important but also the "software", the 

attitudes and po1icies of the host country~s Government may inf1u

ence the level of foreign participation in the economy. The number 

of disinvestments would suggest that either a foreign investor has 

had a wrong idea of the circumstances in the host country or there 

has been changes in the circumstances. Therefore, it is necessary 

to review some host country specific factors both objectively and 

from the investors point of view. These factors create a background 

for the survey of the structure of direct investment flows. 

Economic aspects include the production and market structure, which 

is determined by the factors of .Production and their re1ative abun

dances in the host country. In the production process a company has 

to combine in different proportions labour, capital, energy and raw 

materials. The country-specific factors contribute to the creation 

of firm-specific advantages. The advantages are important in the 

competition in the local market against indigenous cernpanies ( Fi

gure 10 ) . 

Figure 10 The links between country-specific and firm-specif~c 

advantages 
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Legal aspects refer to all kinds of laws and regulations in the 

host country, which may have an influence on foreign direct invest

ment. The stress in the study is on the differences between the 

treatment of foreign-owned companies and that of local companies. 

Cultural aspects deal with the level of education as well as re

search and development activities. Also attitudes towards foreign

owned companies can be included in this category. Taking as a 

whole cultural aspects also consist of ethical valuations1 , but 

such controversial issues are outside the scope of this study. On 

the whole, cultural structure tends to be emphasized more in the 

articles of direct investments from industrialized countries to 

developing countries. 

3.1 Economic aspects 

The emphasis of this chapter is laid on those factors which have 

proved to be critical in the decision making process of an inter

national enterprise. The results of several studies2 have proved 

that the size of the market in the host country is an important 

criterion for foreign direct investment. The Finnish market measu

red by the gross national product or the number of potential cus

tomers is small compared to most other industrialized countries. 

On the other hand, despite that the Finnish population is l/1000 

of the population in the world, the income level is fairly high. 

Economic growth of Finland in recent decades has been rapid and 

at the end of the l970s, GNP per capital was above the average for 

the European members of the OECD. This growth has been attributed 

to the widening of the industrial base, to the abundant supply of 

labour and to the fairly large increase in productivity. 

For a small economy maintenance of an economically-viable manufac

turing capability often depends critically on the scale advantages 

obtainable only from access to other markets in addition to the 

domestic market. Expanding foreign trade is then a prerequisite 

l Wohlert 1981, p 3 

2 see e.g. Kääriäinen etc., Luostarinen, Tammisto 
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for steady economic growth. Theoretically Finland could be used 

as a host country of a headquarter for an international corpora

tion to service all Nordic countries but, in practice, this is 

seldom the case. Especially multinational cernpanies operating in 

the Nordic countries tend to concentrate their direct investments 

on oil-producing Norway and populous and wealthy Sweden while Fin

land is largely the domain of regional corporations with only li

mited foreign operations1 Even Denmark is more attractive to in

vestors with its membership in European Community
2

. Exports to the 

Soviet Union are hampered by the requirement that only maximum 20 

per cent of the export price may originate from foreign countries. 

This requirement makes it difficult for subsidiaries manufacturing 

half-fabricated products to get an access to the Soviet market. In 

addition, Finland~s role as a bridge to the Eastern market is un

stable due to the fact that exports may be limited from time to 

time if the bilateral trade with the Soviet Union is not in ba-

lance. 

Another disincentive for direct investment in Finland is the openness 

of the market. The growth of foreign trade has been fostered by a 

relaxation of import restrictions. Since 1950 Finland has taken part 

in the global removal of barriers to trade under the General Agree 

ment on Tariffs and Trade ( GATT ) . Today most favoured nation treat

ment is accorded · to 150 states. Finland~s deeisien to sign the as

sociation agreement with the European Free Trade Association ( EFTA 

in 1961 and an agreement on tariffs with the European Economic Com

munity in 1974 have provided a remarkable impetus to the opening 

the economy. Similar agreements on tariffs with the Comecon count

ries have contributed to this trend. The development towards free 

trade has exposed industrial firms to hardening competition with 

imports in the domestic market. 

Figure 11 Percentage share of tariffs in Finnish imports 
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source: Board of Customs 
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The copmetition in the host country market is caused by exports 

to that country and local production. The role of competition 

in Finland varies from industry to industry. There are nearly 

15 000 industrial firrns, the rnajority of which belong to the ca

tegory of srnall enterprises. It means that they employ less than 

100 people1 . By international standards, the share of small enter

prises is large. There is little room for companies of efficient 

size but atternpts to benefit from economies of scale and increasing l y 

capital-intensive techniques produce a tendency towards larger 

enterprises. The role of state-owned companies has grown in domains 

where private investrnent has been harnpered by the insufficiency of 

venture capital. Consequently, the number of monapolies is fairly 

large. With few exceptions, such as cartel-offer practices, rest

rictive agreements limiting competition are not forbidden. The 

authorities survey such agreernents and interfere if the restrict i ons 

to competition are deemed to lead to detrimental effects. 

3.1.1 Raw materials 

In the traditional industrial branches, i.e. forest industries and 

rnechanical engineering industry , the supply of dornestic renewable 

raw rnaterial resources is relatively abundant. Other irnportant avai l

able raw rnaterials include chrorniurn, cobalt, copper, nickel, vanadiurn, 

and zinc. Taking as a whole, however, dornestic non-renewable raw rna

terials are scarce and rapidly being depleted. Cornpanies producing 

in Finland have to rely on imports: about one third of the raw ma

terials is imported2 , and in recent decades, the most vigorous growth 

in industrial production has been in those branches in which impor

ted raw materials play an important role. 

Owing to the long distances frorn economic centres of Europe, trans 

portation costs are high. In addition, the orders of Finnish cernpa

nies tend to be of relatively srnall size. These factors result in a 

situation where Finnish industry often has to pay rnuch higher prices 

for imported raw materials than the cornpetitors in Central Europe. I f 

1 Tulokas H. and Nieminen J. 1982, p 4 - 5 

2 Teollisuustilasto I 1982, p 8 

------· -· 



36 

a foreign-owned cornpany can utilize the specialization and internal 

trade within the concern, it rnay get an irnportant advantage over its 

local cornpetitors in Finland. 

3.1.2 Labour force 

Labour has traditionally been a rnore abundant factor of production 

than capital in Finland1 . The participation of wornen in working life 
is at a high level by international standards. It has been estirnated 

that the potential supply of labour will increase by about 122 000 
people in the 1980s2 but despite this growth, labour inputs rneasured 

in working hours is declining. In addition, the industrial . sector as 
a whole faces certain structural problerns: there are unfilled vacan

cies and relatively rnany unernployed persons at the sarne tirne. Low 

rnobility of labour force has been an irnportant deterrninant in the 

vacancies/ unernployrnent ratio. At the sarne as there has been frorn tirne 

to tirne even shortage of skilled rnanpower in the labour district of 

Helsinki, the unernployrnent rates in Northern Finland have been above 

10 % since the rnid-1970s. 

The relative abundance of labour has contributed to labour intensity 

in production. In recent years the increase in labour costs has been 
faster than the increase in the costs of capital inputs and real wages 

have risen sornewhat raster than real national incorne. The annual in
crease in hourly earnings of ernployees in industrial sector was in 

the period 1967 - 1972 in Finland 11.8 % while the corresponding fi

gure in Sweden was 9.9 %, in Norway 10.4 %, and in Denrnark 12.4 %. 

The rises in consurner prices in these countries varied frorn 5 % ( in 

Sweden) to 6.2% ( in Denrnark) . 3 This rneans a significant rise in 

real wages. The annual increase in wages and salaries in the period 

frorn 1972 to 1982 was in Finland, Denrnark and Norway slightly srnaller 

than in the previous period but it was still higher than in the eco
nornically rnost irnportant OECD countries. 

1 Tulokas H. and Nieminen J. 1982, p 5 

2 OECD Econornic Surveys 1973 - 1983 

3 OECD 1982, p 35 
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However, the Swedish Employer Federation has estimated that Finnish 

hourly manufacturing labour costs were in 1980 among the lowest in 
1 the 14 OECD countries surveyed . The weakness of this study was the 

fact that it did not take account of differences in productivity 

levels. The level of labour costs alone is not necessari1y decisive 

for the decision making process of direct investment in manufacturing 

sector. To be informative the 1eve1 of costs must be compared to pro

ductivity. In Finland productivity is lower than in the major compe

ting countries. This fact has been explained by referring to the scar

city of capital. In the capital deepening process which is going on 

in Finnish industry productivity has been increasing. Relative unit 

1abour costs, which ref1ect both productivity and 1abour-cost deve

lopment, rose sharply in the four years to 1976. In 1981 they rose 
2 again by around 5 per cent . 

Figure 12 The re1ative productivity of Finnish manufacturing industry 

by branches in 1981, va1ue added/employee 
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3.1.3 Capital 

Until recently capital stock has been relatively scarce in Finland . 

According to sorne estirnates, the value of fixed assets per ernploy e e 

was rnore than 80 % srnaller in Finnish industry than in Swedish i n 

dustry in the early l970s . However, there were large differences i n 

relative factor intensities of various categories of industry . The 

relative capital intensity of ce r tain branches is dictated by Fin

land~s natural resource endowrnents. 

Liberal depreciation allowances for fixed investrnent and stocks have 

contributed to the accurnulation of capital in recent year~ and fi xe d 

investrnent investrnent as a percentage of GNP has late ly been high as 

cornpared with other industrialized countries. Owing to sizeable in-

_.vestrnent, the capital stock is in an increasing nurnber of branches 

technologically fairly up-to-date, and therefore cornpetitive, but 

on the whole Finland is still rnainly an irnporter of technology. Thus 

the firrn-specific advantage, which is a prerequisite in a foreign 

direct investrnent, rnay often be the foreign-owned cornpany' s superior 

technological know how as cornpared with Finnish cornpanies . 

3.2 Cultural and legal aspects 

Cultural aspects, which are interesting frorn the direct investrnent ' s 

point of view can be classified under three headings: education, re

search and developrnent, and the attitudes towards foreign investors . 

3.2.1 Education 

Well-trained labour force is an irnportant cornpetitive asset. In Fin

land about 40 per cent of the population in working age have vocational 

qualifications. The share of students studying cornrnercial and office 

prograrnrnes as well as trade, craft, engineering and natural sciences 

was in 1982 around 64 per cent of all students in vocational education . 

The nurnber of university students has increased frorn 58 701 in the 

~J acadernic year 1970 - 1971 to 86 026 in 1981 - 1982 . There are six uni -
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versities and 16 other institutions of higher education at the 

versity level1 . 

3.2.2 Research and development 

Research and development directed toward manufacturing involves on 

one hand the process of applied research which aims at rnaking an 

invention, and on the other hand the developing of the invention 

intoa marketable product. The whole process can be called innovation.
2 

R & D is expensive as only a small part of inventions leads to mar

ketable products. Effective R & D requires therefore from an enter

prise certain rninirnurn size. Large countries and enterprises, that 

can spread research risks over a large nurnber of efforts, will have 

a more predictable payout in any finite period than smaller units 

with their scarce resources and less specialized structure of labour. 

Therefore large companies have a clear advantage over smaller ones. 

R & D must be carried out continuously as the competition in the 

market makes products rapidly obsolete. The original technology

b~ed position of the producer in any given product begins to be 

eroded fast. The cornpetition, which requires research-intensity, is 

especially characteristic of oligopolistic market, which is also the 

typical market structure for direct investrnent . In such a market the 

rnaintaining of a market share can be expected to enter most strongly 

into the decisions on R & D efforts and foreign production. The nurn

ber of enterprises does not increase significantly in the oligopo

listic market as the high level of know how required keeps new com

petitors from entering the market rapidly. Thus there is a two-way 

relationship between the structure of a certain branch and research

intensity. 

Sales and prices received through direct investment a r e largely de

terrnined by the differences in the level of know how of the inves

ting enterprise as compared with the level in the host country. In 

Finland the resources devoted to R & D activities have been relati-

l Statistic al Yearbook of Finland 1983 

2 Hietala K. 1982, p 162 
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tively modest although 

more attention has been 

paid to them in the 1ast 

few years Figure 13 ) . 

In 1971 R & D expenditure 

was 0.89 per cent of GDP 

and in 1981 it had been 

raised to 1.17 per cent1 . 

It has been argued that 

because of structural and 

and institutional diffe

rences international com

parisons may be misleading. 

However, at least the Nordic 

countries are re1atively 

homogenous, and therefore 

a comparison between them 
·Should give an idea of the situation in Finland. In Denmark the share 
of R & D expenditure of GDP at market price was in 1981 smaller than 
in Finland ( slightly over one per cent ) . In Norway the share increa
sed from nearly one per cent in 1971 to 1.42 % in 1977 but since that 
year it has declined markedly. Sweden, which is economically and from 
the direct investment's point of view the most important of Nordic 
countries, has the largest percentage. In 1971 the expenditure in 
relationship to GDP was already 1.47 and it has increased rapidly 
each year. The figure for 1981 (2.34% ) is no.t quite comparable with 
the earlier figures as the estimation method was changed and the co
verage increased in that year. 2 

Despite that in this comparison Finland's position is not alarming, 
the resources devoted to research are very scarce here. As a single 
multinational company can spend more money on R & D in one separate 
branch than the Finnish economy in the whole industry, the company 
can easily outcompete domestic enterprises. i~evertheless, the su
periority of 1arge international cernpanies is not necessarily a 

1,2 Yearbook of Nordic Statistics 1983:18, p 322 
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negative fact, however, since the innovations may diffuse and be
nefit the host country-s economy. For consumers this kind of in
ternational specialisation may mean lower prices. 

3.2.3 Attitudes 

The attitudes of authorities have generally been positive towards 
foreign direct investment in Finland. The authorities have realised 
that foreign companies can increase the economic welfare of the 
country by creating steady vacancies and improving the technological 
level of Finnish industry1 . During a recession in 1967 Finnish autho
rities gave a statement which was based on the idea that the import 
of foreign . technology and capital should be increased. At the same 
time a standing committee for foreign investment was established. 
The committee handles the applications of foreigners who want to 
establish a subsidiary in Finland and gives a statement to the Council 
of State on these issues. The applications are rejected extremely 
seldom. 

As the number of foreign-owned companies has remained small, local 
companies consider competition with imported products more threatening 
than the production of these subidiaries. The possibility to act 
as subcontractors for foreign-owned companies is remembered. The ef
fect of transfer of technology through these companies is considered 
small but in some branches it is regarded as important. 2 

Most negative attitudes towards foreign investors and above all to
wards multinational companies have been expressed by the represen
tatives of the mass media. This was especially true in the late 1960s 
and early l970s. It was thought that multinational companies try to 
exploit Finland and a stricter control for foreigners was demanded. 
The debate was often flavoured by patriotie or political considerations. 
Since those days the stress of discussion concerning direct investment 
has been mainly on the outward foreign direct investments of Finnish 
companies and the effects of these investments on Finnish economy. 

1 Kauppalehti 8.12.1978 , p 5 

2 Tekniikka 1974:13, p 41 

-------------
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3.2.4 Legal aspects 

Important legal aspects are those which concern import restrictions 
of capital f1ows, incentives of investment, taxation and some 1abour 
costs, and the genera1 control of foreign owned companies. It was 
already mentioned in this study that there are few restrictions to 
imports. Therefore barriers to trade are hard1y a reason to inter
nalize Finnish market instead of serving it from abroad. An excise 
tax must general1y be paid on the importation of certain processed 
products such as tobacco, sweets, some foods etc. 

Foreign exchange po1icy determines the attitudes towards capita1 
f1ows. In Finland foreign exchange is regulated under the Law Con
cerning Foreign Exchange and the Decision of the Council of State 
on the Execution of the Law. The regu1ations do not make any dif
ference between loca1 companies and foreign-owned firms. The re
gulations are applied libera1ly and preliminary for the verification 
purpose. In practice it means that· most current payments and certain 
capital transfers can be transmitted across the frontier without a 
Special permission of the Bank of Finland. Permission is required 

. - 1 for example for the fo1lowing capital movements: 

- receiving investment funds frorn abroad 
- subsidiary-company loans 

- obtaining of stocks, shares, bonds and the like from abroad 
- transfer of profits and 

- repatriation of capital upon the relinquishing of an investment. 

There are no restrictions on the transfer of profits or the repatri
ation of the net share of investment, but the permission is required 
for verification. 

The Government incentives of investment are the same for domestic 
companies and for companies in which there is foreign ownership. 
There are incentives granted for those firms which are being set up 
in the development areas in Finland. The assistance to such companies 
includes loans, subsidies and tax-relief. In order to assist the ex-

1 Ulkomaisten investointien neuvottelukunta 1981, p 19 - 20 
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port marketing of the companies residing in Finland, the Ministry 

of Trade and Industry grants assistance for certain activities. These 

activities include for example marketing-research, printing of bro
chures for foreign markets and participation in trade fairs which are 
held abroad. Some Government incentives are granted for the support 
of the research and development work made in companies, research insti

tutes and universities. 1 On the whole, Finland can be classified as 
a country which does not have attractive incentives to foreign direct 
investors but certain incentives may be a contributing factor in the 
decision to establish a subsidiary here. 

The state income tax rate for corporations is 43 per cent. In addition 

there is an income tax averaging about 16 % for the municipalities. 
A foreign parent company is subject of limited tax liability in Fin

land. Double taxation can be avoided if the parent company is residing 
in one of those about 30 countries with which Finland has double 

taxation conventions in force. 

The taxation of aividends is determined on the basis of the source 
tax. Normally a foreign lender is not taxable in Finland on income 

from interest received from Finland. The expenses and losses caused 
by the acquisition and maintaining of income are deductible, and the 

provisions regarding the evaluation of current assets are fairly 
liberal. In calculation the capital tax the deductions are excluded 

from the taxable assets. 

Indirect labour costs based on provisions in the law are an impor

tant factor for the profitability of production in modern welfare 
societies. In Finland these costs amounted to over 50 % of the 
annual worktime wages in the early 1980s. 2 In addition there are 
several kinds of 'voluntary' payments which are considered necessary 

for the labour satisfaction of employees. The latter payments include 
for example housing, eating at work-place and health care. 

Despite the generally positive attitude of the authorities towards 

foreign direct investment in Finland, there is a number of sectors 
where foreign-owned or controlled companies are not normally autho-

1 Ulkomaisten inv. neuvottelukunta 1981, p 27 
2 Ibid, p 23 
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rised to engage in, or are a11owed 1imited participation. This 

group includes among other activities forestry and forest industries, 

mining, professiona1 trading in rea1 estate, agricu1ture, trading in 

securities, and shipping. In addition private foreign investment is 

not a11owed in pub1ic monopo1ies, which exist for examp1e in the 

areas of telecommunication, rail transport, broadcasting and alco

holic beverages to mention just a few. The persons in charge and 

directors of companies operating in Finland as well as their depu

ties have to be nationals of Finland in a normal case. 

Foreign-owned or controlled companies must have a permission from 

the Council of State to own real property in Finland, or to possess 

such property more than two years. This requirement is also applied 

to those Finnish limited companies which do not restrict the share 

of ownership of foreigners to at most 20 per cent of the share ca

pital of the company and - 20 per cent of the votes which are provided 

by the ownership of the company's shares. In practice, the permission 

is granted liber~lly if the rea1 property is needed for the production 

process of a foreign-owned company. 

3.3 Motives for direct investments 

It is not relevant to make very strong generalisations about the 

motives for direct investment in an internationa1 1eve1 as the 

theories of this field are not quite satisfactory and empirical 

findings revea1 that the motives are of various nature. They are 

determined by the country and firm-specific factors and the situation1 

However, there are some foreign studies 2 classifying the most usual 

motives which confirm the results derived from Finnish empirical 

studies 3 . The representatives of the subsidiaries in Finland have 

given the material for the latter studies and, in this way, it has 

been second-hand information. 

In one country level the motives for direct investment may be more 

relevant, and some conclusions drawn in these studies in the genera1 

1 Fogelholm M. 1971, p 56 

i. See e.g. Behrman J. (1962) ,Stonehill A. (19·65) ,Barlow & Hender (1955) 

SOU (1932) ,IFO (1983) 

3 See e.g. Kääriäinen (1970), Luostarinen (1970), Holmberg & Kauste 

(1983) 



45 

level can be applied to this one country case. All in all these 

studies reveal that usually there are several factors which to

gether influence the decision making process. The motives can ba

sically be classified into two groups: A company expands abroad, 

if 1) it is profitable to produce in more than one country or 2) 

it is profitable to internalize certain transactions connected 

with production. In a more concrete level these groups overlap. 

Nearness to market often tops the list of factors evaluated. Especial

ly in the situation where competition is intense, it may be essential 

to have more and deeper contacts with customers in order to learn 

their needs and wants concerning the applications of products, quality, 

deliveries and prices, and to be able to react rapidly to these needs. 

In this way local production is a phase in a marketing process. 

In the long run the increase in profits is a natural target of a 

direct investment, but in the short run direct investments are sel

dom profitable especially if they are greenfield investments. However, 

multinational companies do not necessarily consider subsidiaries as 

separate units, which can be set on their own feet. The subsidiaries 

contribute to the results of the whole concern and should be evalu

ated according to this contribution. A subsidiary may even be allowed 

to incur losses if it prevents a competitor from earning profits1 . 

A usual reason for a take-over is the expectation that the investor 

can make better business than the original owners. 

The profit-making motive is in close connection with the utilization 

of low labour or raw material costs. Low production costs are impor

tant host country specific factors. Motives special to Swedish-owned 

manufacturing companies operating in Finland in labour-intensive 

branches are the labour costs which in Finland used to be relatively 

low compared to Swedish labour costs. After all economic changes in 

the past few years the difference has diminished,and if the production 

is meant for Swedish market, it is in some cases cheaper to manufac

ture on the spot and disinvest in Finland. 

1 Tugendhat C. 1972, p 20 - 21 
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Several cernpanies have rnentioned t~need to rnaintairr or develop 
Finland as an export market. Only fairly few cernpanies had the 
intention to utilize Finland as a basis for trade with the European 
centrally-planned econornies. The dernand that only rnaxirnurn 20 per 
cent of export price in the product rnarketed to the Soviet Union 
may originate from other countries makes it difficult for subsi
diaries to utilize t h is channel if only a part of the production 

process is in Finland. Sometirnes the demand is even stricter. To 
get a license for . an export to the Soviet Union, shoes rnust be 60 
per cent of Finnish origin. As a Danish manufacturer of soles could 
not sell enough soles due to this requirement, he established a 
subsidiary in Finland1

. In this way barriers to trade can affect 
investment dicisions. Austria seems to be used as a bridge of east
west trade especially when it cornes to srnall Comecon countries. 

Sornetirnes the subsidiary is the final pahse in a gradual process 
of growth in the Finnish market. First a foreign concern has an 
agent or irnporter here but, in the longer run, it finds direct ope
ratr ans and the internalization of production more satisfactory 

~ 

solutions. The concern may have considered the agent unefficient, 
or the agent is substituted for a subsidiary because of the con
cern's tendency to co-ordinate its distribution channels through 
international take-overs and arnalgamations. The likelihood that an 
agent or agent is substituted is also determined by product-specific 
factors. If a product is of high technological quality, must be 
applied to the special needs of customers, and ~uires a lot of main
tenance or other service, the subsidiary is often a preferred form 
of operation. However, if the dernand fluctuates a lot and the se
lection of goods does not smooth these fluctuations, the incentiv e 
to made a direct investment, which always brings about a relatively 
large arnount of fixed costs, is small. 2 

Access to raw materials is a motive which has seldom been mentioned 
as a motive for establishing a subsidiary in Finland. The reason for 
the srnall nurnber of firms mentioning this motive is obvious: the 
relatively abundant natural resource, wood, is practically restricted 

1 Talouselämä 30:1984, p 14 

2 Holmberg and Kauste 1983, p235 -236 
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to domestic producers, and the lecal cempetitien weuld in any case 

be extremely intense as Finnish cernpanies have gained knew how, which 

gives them a firm-specific advantage. 

There are few other metives mentioned in the studies. Seme motives 

cannot be interpreted quite literally. Fer example in the study of 

Kääriäinen etc. feur foreign-owned cernpanies had given "Nordic c o 

operatien" as a reasen to establish a subsidiary in Finland. The 

answer shoud be interpreted from the point of view of marketing. A 

subsidiary which has many positive effects to the hest ceuntry 's 

economy means a let to the public relations of the company. By 

stressing the relations to the other Nordic countries, which are 

traditionally important for the Finnish trade, a company gets a 

pesitive image in Finland. Ceoperation as such is not likely to 

be as important for private cernpanies as for the authorities. 

4 FOREIGN DIRECT INVESTMENT FLOWS IN FINLAND IN 1970 - 1982 

In this chapter foreign direct investments are regarded simply as 

IJ inte~natienal capital flews, that is, attention is paid to the fi

nancing package dimension of direct investrnents only. The figures 

of the chapter are based on the internal statistics and reports o f 

the Bank of Finland unless some other source is mentioned. Thus fo

reign-owned cernpanies refer to enterprises ewned directly er through 

holding companies, in which the foreign ownership accounts for more 

than 20 per cent of the nominal value of the share capital or the 

equal base capital. 

"Direct investment capital flews include those that create or disselve 

the investment and these that maintain, expand, or reduce it."
1 

Di-

IJ rect investment in gross terms means placement of own capital er 

similiar basic capital and loans to associated cernpanies made b y 

the parents of foreign enterprises in Finland. Direct investment, in 

net terms, consists ef the follewing items: Equity capital, in net 

terms, which includes the share capital, the cooperative capital or 

l IMF 1977, p 139 

i 
1 

1 

1 

1 

1 

1 
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sirnilar basic capital less repatriations of capital. Bonus issues 

are regarded as sirnultaneous inflow and outflow of capital and there

fore the irnpact of bonus issues on net capital flows is quite neutral. 

Loans to associated cornpanies, which in net terrns include loans gran

ted by the parent cornpany to subsidiaries or associated cernpani es 

less redernptions of loans. 

To get the net irnport effect, the dividends and interest payrnents 

transferred by subsidiaries in Finland to their foreign parentcom

panies rnust be subtracted frorn the total arnount. It should be n o 

ticed that in statistics the net irnport effect does not take into 

account transfers of royalties and for exarnple administrative char

ges. 

Foreign direct 
investment in gross 
terms: 

Investrnent in equity 
capital 

+ 

Loan drawings of 
subsidiaries 

Foreign direct investment 
in net terms: 

- repatriations = Investrnent in equity capital 
in net terms 

- redernptions 
of loans 

+ 

= Loan drawings of subsidi
aries, in net terms 

Foreign direct investment 
in net terms 

dividends paid 

+ 

interest expences 

= 
NET IMPORT EFFECT 

It seerns that foreign cernpanies do not usually find it profitable 

to internalise their activities in srnall countries like Finland. 

These srnall rnarkets are mainly serviced by exports while especially 

American cornpanies, which are the biggest foreign investors in the 

world have rnainly concentrated their direct investrnent operations 
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in the more populous and central market of the European Community1 

According to the data obtained by the Bank of Finland the import of 

capital for direct investment accounted for about three per cent of 
all 1ong-term capital flows in the period 1970 - 1982. Capital flows 
to Finland largely took the form of credits rather than direct equity 
investment. The relatively small amounts involved in Finland~s invest

ment capital flows can be seen in the fact that single big transactions 
sometimes have a considerable effect on the flows 2 . 

For example in 1973 the net inward capital flow declined as compared 
with the previous year. The most important reason for the low figure 
for 1973 was the repatriation of 72 million marks in investment ca
pital. However, the repatriation flow was so large due to only a 

couple of big repatriations. And, in 1982 when foreign direct invest
ment in Finland showed a net outflow, the reversal in the direction 

of the flow was attributable to the relinquishment of some e xceptional
ly large investments. 

There seems to be no reason to believe that foreign direct invest

ments will increase very much in the future either. Most of the 

foreign companies which might be interested in Finland as a host 

country have already established a subsidiary here and the annual 
increase in the number of foreign-owned companies has stabilized at 

the level of about six per cent per annum. 3 The investments in the 
1970s were mainly increases in the share capital and funds to construct 

the existing subsidiaries in Finland. The investmenu caused by the 
increases in the share capital are likely to be stable in the 1980s 

as well, since the subsidiaries must have a reasonable ratio between 
own capital and loans. 4 

The inflow of investment capital declined in the period examined. As 
direct outward investment of Finnish enterprises has since 1977 con-

1 Iger 1976, p 49 

2 Laurila J. 1982, p 52 

3 Laurila J. 1982, p 53, Luostarinen R 1981, p 227 
4 Talouselämä 1980:28, p 41 

--- ~~~~~~~------
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siderably exceeded direct inward investment in Finland, it means 

according to the eclectic approach that the firm-specific advan

tages of Finnish enterprises have increased and/or the country 

specific advantages of Finland have declined. The decline in the 

import of direct investment capital is also attributed to the fact 

that foreign-owned firms operating in Finland have, to an increasing 

extent, obtained financing for investment projects from Finnish 

sources1 which means that they have become financially more inde

pendent from the concern. Above all the growth in the dividends 

paid has led to the situation where the direct investment in Fin

land have contributed to the increasing capital outflow from Fin

land to other countries 2 . In other words the monetary flows in the 

internal market of the concern have chahged their direction and 

financial resources have been transferred to those places where the 

return on investment has been higher than in Finland. 

The importance of the Finnish capital market for the capital flows 

of direct investments in Finland was seen in the mid-1970s. The 

tightness of the domestic capital market was reflected in the amount 

of capital inflow especially in 1975. Direct investment in gross terms 

more than doubled against the previous year. There was a considerable 

increase of 95 million marks evep in the net inflow of investment ca

pital in that year. External financial market had to be replaced by 

internal financing because of restrictions exogenous to the concern. 

The overall pattern of financing of the subsidiary is influenced by 

the host country-s interest rate, foreign exchange rate and taxation. 

After the mid-1970s till 1981 the net annual inflow of investment 

capital fell on average by nearly 18 per cent. In 1982 the net inflow 

of direct investment capital was for the first time negative. Since 

repatriations were 216 million marks and redemptions of parent loans 

79 million marks, the result was a net outflow of 67 million marks. , 

When exceptionally large dividend payments, 301 million marks, and 

interest expenses, 28 million marks, are included, the net import 

effect was 396 million marks. Anyhow, even if the net import effect 

:t on the balance of payments is negative, it does not necessarily imply 

1 Kulkki S. 1981, p 2 

2 Aintila H. & Boldt P.J., 1984, p 3 
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that· the investments are detrirnental to the host country. As long 

as the positive effect on the econornic growth exceeds the negative 

effect on the balance of payrnents, direct investment has been bene

ficial to it. 

Tab le 2 
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4.1 Foreign rnanufacturing cornpanies in Finland in 1970 - 1982 

Beneficial econornic effects of foreign direct investrnents are general

ly accrued rnainly frorn rnanufacturing subsidiaries. In Finland about 

20 per cent of the foreign-owned cornpanies were engaged in production 

in the period exarnined. The share has declined frorn 21 per cent in the 

early l970s to 20 per cent by the end of 1982. This seerns to reflect 

the dirninishing country specific advantages of Finland. Especially 
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the historic comparative advantage of Finland in the production of 

textiles seems to have eroded with the passage of time. According 

to product cycle theory many branches of industry in an industrialised 

country like Finland have reached the phase where ordinary production 

has to ,be transferred to those newly industrialised countries, which 

have a comparative advantage in that kind of production,and innovations 

are needed to ensure competitiveness in specialised production in 

the original producer country. 

The share of foreign-owned cernpanies in manufacturing industry is 

distinctly low compared to that of most other industrialised countries. 

In 1977 the share of foreign-owned manufacturing industry of industrial 

work force was slightly over three per cent and the share of indust

rial production 2.7 per cent. The fact that the Government parti 

cipates actively in industry has been considered one reason why the 

contribution of foreign cernpanies to industrial output has remained 

small in Finland1 . ( Appendix 3) 

According to the data collected by the Bank of Finland, in 1972 the 

total value added of foreign industrial enterprises was five per cent 

of the total va1ue added of Finnish industry. 2 In 1974 the percentage 
~ 3 

was estimated to be 6.1 per cent. Total va1ue added is the best in-

dicator if ·the interest 1ies on the amount of real resources used 

under foreign management ~. Value added is the share of gross national 

product resu1ting from the company-s operation. Many studies have 

revea1ed that the tota1 sales of several multinationa1 companies 

exceed the gross nationa1 product of many industrialised countries~ 

That kind of comparison is not relevant: what shou1d be compared is 
. . 4 

value added by the company and the GNP of a nat1on . 

~ Value added is ca1cu1ated as follows: 

Gross profit 

+ Rents 

+ Staff expenditure 

Value added 

1 Tulokas & Nieminen 1982, p 5 

2 Suomen Pankki BoF MB 1976, p 25 

3 Tilastotiedotus 1975:7 

As the calcu1ation of the 

value added is that compli 

cated ånd time consuming, 

the figures given by firms 

may be inaccurate. ) 
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Examined by industrial category, foreign subsidiaries in Finland 

concentrate heavily on metal and engineering industry,non-metallic 

mineral products and chemical production as well as the manufacture 

of textile, wearings apparel and leather ( See appendix 4 ) . The ma

nufacture of metal products and machinery as well as the textile and 

wearing apparel industry have been classified as branches which are 

more labour-intensive than the industry on average1 . 

It is noteworthy that metal industry and the chemical industries on 

the whole play in Finland a distinctively lesser role than in the 

Western market economies on average. The fairly modest role has been 

explained by the lack of diversity in natural resources, the small 

size of the home market and the lack of sufficient industrial ex

perience in many branches 2 . Therefore international corporations 

with their better know how resources and internal markets seem to 

have had comparative firm-specific advantages over Finnish companies. 

This appears to be especially significant in the chemicals industry, 

since over 11 per cent of all industrial enterprises operating in 

the branch were foreign-owned in 1974 3 . 

The shifts in the structure of manufacturing of foreign-owned com-
, 

panies go partly into the opposite direction than the shifts in the 

total Finnish industry. The share of the traditional areas of operatien 

of foreigners ( metal, engineering, chemicals ) is declining whereas 

for domestic producers these are the fields of growth. The trend can 

be interpreted as a sign of the growing firm-specific advantages of 

Finnish firms as they gain know how through experience. As the com

petition gets harder and the sales margins deerease in these industries, 

foreign competitiors do not find it profitable to internalize their 

activities in Finland but use other operations instead. 

In a breakdown of foreign manufacturing subsidiaries in Finland by 

the country of the parent company, there can be seen the general de

velopment of the internationalisation process of the firm. First the 

1 Tulokas & Nieminen 1982, p 5 - 6 

2 Ibid , p 3 

3 Tekniikka 13:1974, p 37 
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markets which are near the company are internalized and as the com

pany has gained experience and know how and has reached the point 

where further growth in that market is not possible within the li

mits of reasonable costs, it has to expand to yet another market . 
Most of the investment capital to Finland comes from EFTA countries. 

Of the total 204 production subsidiaries in Finland at the end of 

1982, 68 per cent originated from these countries. Sweden has been 

the most important investor country throughout the period examined 
but today Swedish international companies are concentrating on the 

more distant markets. At the end of 1982 Swedish-owned companies 
accounted for over a half ( 54 % ) of all foreign-owned manufacturing 

companies in Finland. 

However, this figure is not quite precise as the direct investor may 
itself be a subsidiary of another company and the investment capital 

may, therefore, originate from a third country through the internal 

market via this subsidary to Finland. This kind of direct investment 

is called indirect establishment. 

Figure 14 Indirect establishment 

, Foreign 

Parent 

~holding company~ 

company--------------~ /1 Finnish 

~ Foreign / 

subsidiary 

subsidiary 

Source: Luostarinen R. 1981, p 51 ( modified } 

When the origin of direct investment was traced back to the ultimate 

parent companies in the study of the Bank of Finland in 1972, it 

could be seen that the share of Switzerland, Luxemburg and Sweden 

were smaller than in the breakdown of immediate ownership, whereas 

the shares of the United States and the Federal Republic of Germany 
were larger. ( Appendicies 5 and 6 ) 

5 FOREIGN SUBSIDIARIES AS A PART OF THE CONCERN 

-------------
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Subsidiaries' role can be assessed from differentpoints of view 

but the final target of the assessment is to study the interde

pendence of the units of a business concern. The transfer of re
sources within the internal market of a concern is not only a 

vertical movement from the parent to the subsidiaries, but the 
input flows can also go to the opposite direction or be horisontal, 

Subsidiaries can specialise and have totally own contribution in the 
international activities of the business concern. 

Nevertheless, observations show that at least in multinational com

panies research and development, product selection, and most strate
gic marketing decisions are usually better carried out by the parent 

company and, therefore, these activities are not very often delega
ted to subsidiaries. 1 A common pattern seems to be hierarchic: the 

parent is responsible for the strategic activities while the more 
operational level is left to the subsidiaries. Thus the distribution 

of activities resembles that of the decision making process . 

If a subsidiary is permitted to operate autonomously and it functions 
as a worldwide or regional centre for the R & D , manufacturing, and 

sales of a certain product or series of products, it is a sign of the 
parent company's confidence in the subsidiary's managerial capability 

and unbiased reporting. 2 Th~ choice of the degree of independence 

naturally depends on other aspects as well, such as on the long run 
prospects for the performance o~ an autonomous subsidiary, which can 
be influenced not only by firm-specific but also by country specific 

factors. For example R & D programmes are typically restricted to 

large subsidiaries in industrialised countries if they are delegated 
at all. This is because of the minimum-size threshold for establishing 
a laboratory and scientific staff3 . 

The relative independence of a subsidiary is likely to affect the 

profits of the whole concern and that is why it is important to assess 
how loose the connections inside the internal market are. 4 One way 

1 Poynter and Rugman 1981, p 56 - 60 

2 Ibid p 56 - 58 

3 Eiteman and Stonehill 1980, p 239 - 241 

4 Iger 1976, p 49 
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to examine the interdependence of the units of the concern is to 

divide it to functional and resource-based dependence, although 

clearly in practice no hard line can be drawn between these types 

of dependences. 

Functional dependence is important especially in connection with 

horisontal investments. It means the importance of the activities 

of one member of the group as compared with those of the whole group. 

Functional dependence is usually partly hidden, it affects the other 

units indirectly. If one subsidiary is closed down, it may have an 

effect on the remaining subsidiaries through the alterations in the 

whole business concern's long run plans. Increasing pressures can 

be set on the remaining units as they have to fill the gap left by 

the closed unit. This kind of change would also affect the profits 

of the concern. All in all, functional dependence refers to the 

contribution of a subsidiary to the total figures of the international 

company and to the whole field of activities instead of intermediate 

inputs. The stress of the examination of functional dependence is on 

the concern on the whole and on its output. It tries to make clear 

how the activities of the concern are organised. 

The net sales of a subsidiary as compared to those of the whole bu

siness concern is an example of functional dependence, but in practice 

both figures can be influence~ _ by strategic decisions of the parent 

company. The number of employees of a subsidiary as compared with the 

total number of employees in an international company is another 

example of functional dependence, as this figure reflects the business 

volume of the subsidiary. Nevertheless, also qualitative aspects 

must be taken into account. Even a subsidiary with a relatively low 

business volume can, in principle, be in a key position if some cru

sial activity is left to it. This aspect is partly linked with the 

concept of resource-based dependence. 

Resource-based dependence refers to the input flows of resour ces 

needed by a subsidiary or the parent firm. The dependence is ref

lected in the physical and financial transactions between the units 

of an international company: the flows in the internal market. The 

stress of examination of resource-based dependence is on each sepa-

f, il 
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rate unit and the main question is wheter it is profitab1e to 

use interna1 markets instead of regu1ar markets to get the needed 

resources. Resource-based dependence means access to know1edge and 

expertise, in access of that which an independent company of the 
same size cou1d acquire from externa1 markets, and access to centra-
1ized faci1ities, for examp1e technica1, administrative and mana

geria1,provided by the concern. Therefore dependence is a1so a po

sitive factor for the subsidiary. 

In backwardvertica1 investments the dependence is c1ear. A subsi
diary de1ivers important raw materia1s or components to the other 

units of an internationa1 company. Even fina1 goods are made in 1ow
cost countries and marketed e1sewhere. In the same way research re
su1ts go inside the interna1 market from some specia1ised units to 
the 1ess research-intensive ones. As the activities are often orga
nised uti1izing the different resources in different countries, that 

is, the comparative advantages of various countries, the gains of 
resource-based dependence for the subsidiary derive from it being 

a part of a foreign firm. It means that the ownership effect is 
emphasized1 . 

The dependence on the financia1 resources of a parent company is an 

important form of resource-based dependence. If the parent of an 
internationa1 enterprise went bankrupt, the dependent subsidiaries, 

which were on1y 1inks in the chain, wou1d be he1p1ess and in need 
of support of the host countries' authorities 2 . This dependence is 

especia11y strong at the initia1 stage of foreign direct investment, 
but even 1ater the major source of financing of foreign subsidiaries 

is expected to be interna1 cash f1ow consisting of reinvested earnings 
and provisions for depreciation 3 . It shou1d be noticed that it is 

' not a1ways se1f-evident that the subsidiary can keep the money it has 
earned through its sa1es because the money may be needed e.g. for 

investment in another subsidiary. 

1 Dunning J. 1979, p 186 

2 Tugendhat C. 1972, p 121 

3 OECD 1981, p 28 

- - ----------
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Figure 15 Resource-based and functional dependence 
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To give an idea ·of the sources of finance available, they can be di

vided as shown in Figure 16. Each of the sources may be important, 

especially in a country like Finland where inflation is persistent 

and makes the use of internal financing ( which is usually common 

in large international companies ) problematic. In such countries 

internationa1 companies usua11y aim at a financia1 structure whereby 

nominal assets are financed with at least an equal amount of local 

credits. If this financia1 po1icy is not possib1e these companies 

prefer borrowing from foreign sources to financing nominal assets 

with equity capita1. 1 

Figure 16 

The division of the company s financing 

TOTAL FINANCING 

FINANCING 

~ 
CAPITAL 

/ 
LOANS 

/ \ 
LONG TERM SHORT 

OWN CAPITAL 

TERM 

/\/ \ 
DOMESTIC FOREIGN DOMESTIC 

/ "" concern other sources 

INCOME FINANCING 

- gross profit 

- other revenues 
less expenses 

1 Koning in Wilson and Scheffer ( ed. ) 1974, p 55 



59 

When it comes to functional and resource-based dependence between 
the subsidiaries in Finland and their parents on the whole, there 
is little information available. However, some conclusions can be 
drawn from general sources of information and from the modest feed
back of the questionnaire sent to foreign-owned cernpanies in connec
tion with this study. As the subsidiaries in Finland are usually 
small as compared with the parent and other subsidiaries, and the 

cernpanies in Finland are seldom specialised in certain crucial ac
tivities, the concern is not likely to be functionally dependent 
on the subsidiary here. Small companies, which are in the beginning 
of the process of internationalisation may be exceptions to this 
generalisation. The subsidiaries of these cernpanies are often rathe r 
small wholly-owned enterprises operating in labour-intensive industries . 
The ownership-specific advantages of the parent cernpanies are weak. 

Subsidiaries in Flnland are not particularly research-intensive and 
therefore they need know how developed by other members of the con
cern. Internal trade with intermediate products or final goods is 
usually not of any great significance, but the imports from the 
other members of the concern are more important than the exports 
to them. Financially subsidiaries in Finland have become more and 
more autonomous. The increasing repatriations of investment capital 
and dividends from Finland would suggest that Finnish market has in 
some branches become 'mature' and the concern prefers to transfer 
financial inputs elsewhere to get a better return on investment than 
in Finland. 

6 CASES 

The questionnaire sent to a sample of foreign-owned cernpanies was 
planned to give a picture of the role of manufacturing subsidiaries 
in the concern and in Finnish economy. The stress was laid on the 
links between the parent company and the subsidiary but to make answe
ring easier, detailed questions of the parent company had to be avoi
ded. 

To analyse the relationship between the rnembers of the concerp, the 
motives for direct investment are relevant. As the motives have been 

. -·-----~ 
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been handled in many earlier studies, direct questions of the mo

tives were left out this time. Instead of them the motives were 

thought to become implicitely clear of questions 2.3 and 2.4 ( Appen-

dix 1 which deal with the activities of the company in the first 

three years after direct investment. It was assumed that if the 

subsidiary was established mainly for export purposes or if only a 

part of the production process was left to it, its position in the 

concern would be less autonomous than in the case where the subsi

diary serves only Finnish market and is responsible for the whole 

production process. The exports would mean a larger market for the 

products of the subsidiary and therefore the concern would be funct i o 

nally more dependent on it, while the role as a chain in the pro

duction process would mean resource-interdependence. 

The share of the concern's ownership of the subsidiary was also 

assumed to be reflected in the autonomy of the subsidiary. If the 

concern's share of the equity capital is large it means, according 

to the theories, that internalization is important for the concern. 

This should lead to strong links between the members of the concern. 

The operations of the subsidiaries were handled with the questions 

concerning sorne decisive econornic indicators. These indicators give 

an idea of the resource use of the subsidiary and, therefore tell 

about the role of the company in economy. The direct effects on the 

country's balance of payments are easy to discover thro~gh export 

and import figures of the foreign-owned companies, but various in

direct effects caused by for exarnple the transfer of innovations or 

increased competition are outside the scope of this study. 

Financial questions are separated from other resource flows as they 

t were originally a field of special interest to the study. The fi

nancial strategy of an international company determines what sources 

of finance are used in a subsidiary and, thus, the effects of these 

strategic questions. On the other hand the strategy is influenced by 

the host country's financial resources and economic policy. 

Questions concerning know how are in the questionnaire closely linked 

with financial questions. The interest lies on the research and de-

1 

1 
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velopment costs. Also a subjective assessment of the know how 

resources of the business concern is included, but the evaluation 

of the amount of the transferred know how is not included. There 

is already a study dealing with innovation effects of foreign

owned and multinational cernpanies operating in Finland1 . 

All in all the whole evaluation process can be visualised with the 

help of figure 17, which describes different f1ows between an in

ternationa1 company and its surroundings, and between the diffe

rent units of an internationa1 company. 

Figure 17 Cyc1e mode1 of an international company 

Source: Salmi p 2 

6.1 Suomen Tupakka Oy 
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Suomen Tupakka is operating in the tobacco industry. This industry 

is a typical example of the ol~opsony2 : there are few manufacturers 

of tobacco products but the number of tobacco p1anters is 1arge. To

bacco products are basica1ly very homogenous and it is easy to find 

a substitute for a certain brand. Therefore a 1ot of attention is 

paid to the qua1ity of the raw materia1s and to the brand image. 

Since the detrimenta1 effects of tobacco products have become known, 

the importance of research and deve1opment work has increased. The 

1 Ba1dauf Sari 1979 

2 Asikainen and Hirvonen 19 79, p 6 5 
--- ---------------------------
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manufacturers of tobacco have to make products which meet the re

quirements of the governments and the preferences of the consumers. 

Most products are standardised and same brands are sold in several 

countries. Licensing and exports are common operation forms, but 

economies of scale, the wish to exploit technological advantages, 

oligopolistic competition, and increasing demand in the markets 

make cernpanies in some cases internalize their production. Trade 

marks are important determinants of the ownership advantages needed 

in the competition against local producers because cigarettes are 

consumer "convenience" goods. Typical of these goods is that con

sumers do not find it worthwhile to engage in intensive searching 

of them. Consumers tend to rely on cheap information to guide their 

choices. By creating an attractive brand image, the manufacturer 

can differentiate his products from those of other manufacturers. 

Marketing economies occur, when companies are large enough to be 

able to use the most efficient advertising media to create world

wide brand identification. 

The concern of which Suomen Tupakka is a part is multinational B.A.T. 
J 

Industries. It is the third largest enterprise in Great Britain and 

the 17th company in the Fortune~s list of the 500 largest industrials 

outside the U.S. Themost important business of the enterprise is 

the manufacture and marketing of tobacco products but it has diver

sified to other lines of business as well. The diversification did 

not take place before the company had grown to the extent that the 

expansion to other activities was considered necessary for the further 

growth of the concern. 

The original parent company of the concern, British-American Tobacco 

was established in 1902. The international connections of the United 

Kingdom gave British firms easy access to raw materials. Also the 

big home market, which made large scale production possible, contri 

buted the comparative advantage of the country. Country specific ad

vantages generated and sustained ownership-specific advantages of 

British-American Tobacco, and it started to internationalise. How

ever, the internalization of raw material markets was not considered 

important as the number of parties to the ·exchange was large enough 

- -------
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to ensure a well-functioning raw material market. Direct invest
ments made by B.A.T. have been mainly horizontal, the company has 
expanded into foreign markets to sell existing product lines or a 
new product line, which has been adapted to the market of the host 
country. Despite the fact that B.A.T. is today the largest private 
manufacturer of tobacco products in the world with altogether 120 
faetories in more than 50 countries, it does not have plantations 
of its own. 

It has been in the interest of the concern to finance the cultivation 
of tobacco and do intensive research and development work. There are 
research laboratories concentrated on R & D operations for the whole 
concern, but some research activities are left to the subsidiaries 
as well. A lot of attention is paid to marketing in order to create 
brand images. Most brands -are sold in several countries. 

Tobacco industry in Finland. has long traditions: the growth started 
in the middle of the 19th century and it culminated in 1900. Then 
there were 34 manufacturers of tobacco products. Gradually industrial 
production of cigarettes forced small faetories to leave the market. 
Today the tobacco industry in Finland is clearly oligopolistic. There 
are only three producers, one of which is Suomen Tupakka Oy. 

The share of cigarettes is 90 per cent of the total consumption of 
the tobacco product. There is practically no import of cigarettes 
but other tobacco products are imported in addition to own production 
because the demand for several brands is not sufficient to ensure 
profitable production here. The general import duty of final products 
is 24 marks per kilogram while no duty is collected of the unmanu
factured tobacco. However, the import of all tobacco products from 
e.g. the European Community is duty free. The manufacture of tobacco 
is entirely dependent on imported raw materials. 

The fact that the consumption of tobacco products is not likely to 
increase very much in the future, and the deerease in the sales mar
gins have forced tobacco manufacturers to diversify and to intensify 

~ - - - --~----- -- -------~---- -----
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ex~ting efforts. Today the exports are fairly important for the 

industry. In 1981 the Soviet Union was the largest export market 
of the Finnish tobacco industry with the share of over three quar

ters of all exports, but in 1982 exports were abrubtly stopped be
cause of the imbalances in the bilateral trade. 

Suomen Tupakka Oy was established in 1900 to se J~vice the local 

market which in those days was geographically large as Finland 
was still an autonomous part of Russia. Local production was ex
port substituting. Despite the fact that B.A.T. Industries owns 

all the shares of the subsidiary, and it was a greenfield establish
ment, Suomen Tupakka Oy has a lot of decision making power. Of the 

strategic questions only decisions on investments and the choice of 
product lines and products are made together with the parent company . 

This means that among other things all decisions on financing are 
made in Finland. 

The autonomous position in these important matters has also meant that 

only know how developed within the concern has been of importance in 
the competition against local manufacturers. Finnish employees may 

e.g. take part in the training programmes arranged by B.A.T. Indust
~ies in England. Internal trade has not been significant and in the 

tobacco industry brand names are better known than the image of the 
producing company. However, since the advertising of tobacco products 
is prohibited, the image of the company has grown in importance. 

The market share of Suomen Tupakka-s cigarettes production was in 

1982 about 22 per cent, that of pipe tobacco 3.6 per cent and the 
share of cigar production was 23.7 per cent. Because of the consumption 
habits and the enterprises- inability to advertise their products, 
rapid changes of the market shares are unlikely. In addition to the 

manufacture and marketing of tobacco products Suomen Tupakka Oy has 
interests in sweets marketing. This diversification started in 1977. 

The imports of Suomen Tupakka Oy have exceeded exports each year in 

the period examined, but the ratio has improved from Finland's point 
of view in the 1970s due to the increased exports. Today Suomen Tu-
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pakka Oy is the largest exporter of tobacco products. About 80 
per cent of the exports of this industry originate from Suomen Tu
pakka Oy. The import from other units of the concern has varied 
from 72 per cent of all imports in 1970 to 53 per cent in 1982. 
The exports to the other units of the concern have been modest 
and the importance of internal trade has declined in the period 
examined. 

Profitability is in principle the best measure of international 
competitive power . Gross profit as compared to net sales is one 
indicator of the profitablity of the company. Gross profit of Suo
men Tupakka Oy has remained fairly stable in real terms throughout 
the period examined although the net sales have fluctuated due to 
the changes in export figures. Dividends paid have followed these 
fluctuations. The increase in value added per employee is partly 
attributable to rationalisation measures. The number of employees 
has decreased from 480 in 1975 to 386 in 1982. The share of Suomen 
Tupakka Oy of the total number of employees in the tobacco industry 
has remained fairly stable ( 27 % ) in the period under review. The 
relative number of salaried employees as compared with wage earners 
is above the average of the tobacco industry in Finland1 . 

The total number of of the employees in the concern was in 1982 
about 280 000 persons. In other words the employees of Suomen Tu
pakka Oy accounted for well under one per cent of the total number 
of the employees of the concern. All in all the concern is not functio
nally dependent on Suomen Tupakka Oy and the subsidiary has become 
increasingly autonomous. 

6.2 Hoechst Fennica 

• Hoechst Fennica manufactures chemicals. The manufacture of chemicals 
is divided in industrial statistics as follows: 

351 Manufaeture of industrial chemicals 

352 Manufaeture of other chemical products 
353 Petroleum refineries 

354 Miscellaneous products of petroleum and coal 

1 Industrial Statistics I, 1982 
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The output of the chemical industry consists mainly of raw mate

rials for industry, but the field in which Hoechst Fennica is ac

tive, that is the manufacture of chemicals and chemical products, 

produces principally products for final use. Hoecst is best-known 

as the producer of medicines. 

For the manufacture of chemicals and chemical products economies 

of scale in production have traditionally been considered important. 

The larger plants result in lower cost per unit of output because of 

labour specialization and the more effective utilization of resources. 

The pharrnaceutical industry requires large capital inputs and it is 

very research-intensive. Pharrnaceuticals are highly differentiated 

products. The high costs of production forrn an effective barrier to 

entry to new companies and, therefore, the industry is oligopolistic. 

As the know how gained through costly research and development acti

vities is the important factor, which gives a company firrn-specific 

advantage, the leakages are avoided by preferring wholly-owned sub

sidiaries as the method to internationalise. Nevertheless, licenses 

are also cornrnon. 

In Finland the chemical industry is a relatively new branch, but it 

has grown strongly in the past two decades. Especially the growth 

in the manufacture of medicines and various technochemical products 

has been rapid. 1 A special feature of the manufacture of pharrnaceu

ticals is the strict control of authorities. The control is directed 

to the quality -and the price of pharrnaceuticals. Also the factor it

self must be extremely hygienic and safe. These requirements increase 

costs and have an effect on the profitability of the industry. 

The producers of pharmaceuticals spend more money on R & D than 

industrial companies on an average. This expenditure accounts for 

over 11 per cent of value added and approximately 16 per cent of 

the gross value of production
2

. Only 10- 20 per cent of the projects 

1 Nermes 0. and Virtanen J. 1980, p 5 

2 Tutkimustoimintatilasto 1977 
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of research and development lead to a new medicine and the whole 

process is estimated to take 5 - 10 years. 1Thus large scale produc

tion is necessary to neutralize the costs. Typical of the industry 

are large concerns. In Finland there are five concerns and two small 

factories. Compared internationally, only a small proportion of 

Finnish pharmaceutical industry is dependent on foreign capital. 

The question of patents is very important in this industry . Finnish 

patents secure a certain method of production but not a new medicine 

itself. In practice this means that Finnish cernpanies can develop 

own methods to produce medicine molecules that other cernpanies hav e 

invented. International cernpanies have been eager to sell licenses 

to Finland as they have known that there is the risk that their 

products will be copied here in any case. So far only one Finnish 

company has developed a medicine molecule of its own. 2 

Nevertheless, Hoechst Ag, the parent company of Hoechst Fennica, 

chose to internalize Finnish production instead of selling its 

know how. Hoechst Ag is a multinational company with a West German 

headquarter and production in 68 countries. About 40 per cent of 

the concern's turnover originates from production outside Germany . 

The concern's principal activity is the worldwide manufacture and 

marketing of medicines, but it also has substantial interests in 

other organic and unorganic chemicals. 

HoechstFennica w~s originally ( in 1951 ) established in Finland 

to meet the requirements of Finnish market. Some products were 

exported but they accounted for much less than one per cent of the 

turnover. In the period examined the share of exports varied from 

0.1 to 2.7 per cent of the turnover. It was mainly internal trade 

to other members of the concern in other Nordic countries. 

The imports of Hoechst Fennica have decreased since the l970s and 

the concern's share of the imports has declined. The interests paid 

were larger the dividends paid and as the loans have been drawn from 

other sources than from the concern, the financial position of Hoechst 

is relatively autonomous. The economic support of the company was con

sidered unimportant and the specialisation and internal trade only 

1, 2 Kauppalehti 9.11.1983, p 4 
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somewhat important. 

On the other hand the know how of the concern has become more and 

more important. Especially the technological know how diveloped in . 
the concern is considered crucial as the technology develops so ra-

pidly in this industry. Marketing know how and the good image of the 

parent company have increased in importance. Special emphasis has been 

laid on the improvement of marketing communication. 

Despite that Hoechst Fennica is 99,9 per cent owned by the parent 

company, it is very autonomous. The parent makes only the decisions 

on investments and R & D alone, whereas most of the other strategic 

decisions are made in Finland . Both functional and resource-based de

pendences are weak: for example the share of Hoechst Fennica was in 

1982 only 0,2 % of the total number of the employees of the concern. 

While there has been a small decline in the number of employees of 

the concern, the growth in the number of employees in the Finnish 

subsidiary has been stable. Hoechst Fennica accounted for little 

over 12,5 per cent of all employees in pharmaceutical industry in 

Finland. The share of salaried employees as compared with wage

earners was somewhat lower in Hoechst than in the pharmaceutical in

dustry on an average. 

Value added has grown fairly rapidly in the period under review 

and it accounted for about 4 % of the value added of the industry. 

Hoechst Fennica~s turnover has grown significantly and the company 

has invested actively in real capital and research and development. 

The investments reflect in the relative indebtedness, but this in

dicator has remained on a healthy level. 

6.3 Oy Aga Ab 

Gas operations business is clearly oligopolistic. Five big companies 

- among them Aga Ab, the parent company of Aga Oy - hold about 55 

per cent of the world market. There are great barriers to effective 

entry of new competitors despite the zero cost of the basic raw ma

terial, which is air. The barriers are related to the superior ca-

1 

1 
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pacity, which is based on large R & D budgets of the existing com

panies. Development costs in this business are high. 1 Nevertheless, 

advantages gained from innovations tend to be short-lived due to 

intense competition. Foreign direct investment is a common form of 

operation because of the need to come near the customers. The trans

portation of gases is expensive: for example the temperature of oxy

gen must be 186 degrees ( Celsius ) below freezing-point so that it 

can be transported in the liquid form 2 . Since the possession of a 

superior capacity based on active research and development activities 

gives a company firm-specific advantage, it is no wonder that the 

subsidiaries estblished abroad tend to be ~holly-owned. Since the 

product cycle of a certain innovation is short, it is essential to 

get to know these innovations in time to be able to utilize them ef

fectively on the market. This need to internalize information contri

butes to the tendency to ehoase direct investments instead of other 

forms of operations. 

Aga Aktiebolaget has internationalised briskly. It is a Swedish mul

tinational company. Measured by the number of employees working in 

the foreign units of the concern, Aga Ab is the9th biggest of _the 

Swedish multinational companies. In 1978 the total number of the 

employees in the concern was 15 370 and 61 per cent owrked outside 
3 -Sweden . Since those days the nurnber of employees has decreased 

slightly. In the Fortune's list of the 500 largest companies outside 

the United States ranked by sales, Aga Ab was in 1982 number 487, 

which means that Aga Ab was smaller than the largest Finnish com

panies like e.g. Nokia, Rauma-Repola and Enso-Gutzeit. The total 

turnover of the concern was at the end of 1982 about 1 350 million 

marks. 

Aga Ab's basic business has been the manufacture and supply of in

dustrial gases but in the 1950s and 1960s the company diversified 

stongly the selection of the products it manufactured4 . However, the 

results of the diversification were not quite satisfactory as the 

1 Euromoney Survey Sept. 1984, p 8 

2 Talouselämä 1978:9, p 53 

3 sou 1982:27, p 294 

4 Euromoney 1984, p 8 
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variety of products prevented the company from gaining economies 

of scale. In 1970 Aga Ab began a process of retrenchment and con

centrated again on the business it knows best, that is, on gas ope

rations. To make innovations in this field Aga Ab pays a lot of 

attention to R & D activities. It spends on these activities 3 per 

cent of turnover, which is slightly more than the average of this 

industry. 

The internationalisation process of Aga Ab began early: already in 

the 1910s and it continues still vigorously. Today Aga Ab is working 

in altogether 23 countries. Through internationalisation Aga ab aims 

at coming near customers and protecting itself from the effects of 

business cycles. If it is possible, the investment takes place by 

acquiring an existing company. 

Oy Aga Ab, the Finnish subsidiary, was estabiished in 1917. it was 

a greenfield investment and the parent company kept all shares by 

itself. The subsidiary was established to service theFinnishmarket 

only. Today Aga Oy has a very strong position in the Finnish gas ope

rations. It manufactures and supplies industrial and medical gases, 

welding and medical equipment and geothermal systems. In the manufactu

re of carbon dioxine Aga Ab has a monopoly and in the whole gas ope

ration business Aga Ab has a dominating position. However, despite 

that as the marketer of gases Aga Oy is the largest in Finland, for 

example steel faetories produce for their own use some industrial 

gases more than it. 

Also financially Oy Aga Ab is clearly stronger than Finnish companies 

on an average. It has made real investments each year in the period 

examined and investments in product development in the 1980s, but still 

all financial ratios have been healthy. Investments have been financed 

principally by internal cash flow consisting of earnings and provi

sions for depreciation of the subsidiary. The loans have been drawn 

from Finnish sources only. 

The turnover of Aga Oy has increased fairly steadily, but as the 

company already has a dominating position in the business in Finland, 

the growth is not likely to be very fast in the future unless the 

-- ---------------- ---------~---
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company diversifies the production to new applications. The diversi
fication has already started and the exports of the company have in
creased. In contrary to the other case companies of this study, in
ternal exports to the concern play a relatively bigger role than in
ternal imports. About 25 % of the imports carne from the concern through
out the peroid under review, whereas the exports consisted of internal 
trade only in the 1970s. At the end ofthe period the share 
of the concern had declined to 83 per cent. Nevertheless, the internal 
trade and the specialisation of the members of the concern were con
sidered unimportant in Aga Oy. Resource-dependence was thus linked 
almost entirely to know how inputs only. 

The technological know how was of great importance in the competition 
against local producers. Other types of know how were considered fair
ly significant and their importance had grown in the period examined. 
The concern seems to transfer actively know how to the subsidiaries 
to improve their competitiveness. 

Aga Oy has a lot of decision making power. The parent company does 
not make any strategic decisions concerning the Finnish subsidiary 
alone, but most decisions are made together. Financial matters are 
handled in Finland only. The financial flows to the parent company 
from the subsidiary have remained fairly stable during the period 
under review. As the value added of the 14 faetories of Aga Oy in 
Finland totals ca. 9 per cent of the concern-s value added, and 
Aga oy-s share of the concern-s employees arnounts to around 5 per 
cent, there is functional dependence to some degree between Aga Oy 
and the concern. 

6.4 Siemens Oy 

Electrical engineering is an industry, which has grown very rapidly 
in the past two decades. It includes such branches as electrotechni
cal components, data technology, automation and electronics, which 
are research-intensive. Of the various metal industry branches, the 
manufacture of electrical and electronic machinery and equipment 
tend to spend most on research 1

. The product cycles in the industry 

1 Summa T. 1982, p 19 
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are short and firm-specific advantage based on know how erodes fast. 
Therefore licensing seems not to be suitable as a form of interna

tional operation. The production of standardised products is strong
ly automatized and the real prices of the products have decreased. 

This trend of increasing automatization has favoured the centrali
zation of production to large units1 . 

Electronics is a typical example of a branch in which cernpanies 

internationalise to produce semi-manufactured products in diffe

rent countries and assemble the components in the framework of the 

internal market of the concern in some other location. 2 Other usual 

motives for establishing a foreign subsidiary in the electrical en

gineering industry have been the need to secure market and increase 
sales. The producer of technical products has to come near the cus
tomer or, at least, have a representative in the market to help the 
customers in the maintenance of the products. Besides, there are se

veral non-tariff barriers in this industry in many countries. The 
barriers can be surmounted by starting local production. 

Siemens Aktiengesellschaft, the German parent company of Siemens Oy, 

started foreign production already· in the 19th century. In 1982 Sie

mens concern operated in almost 200 countries and had altogether 

approximately 320 000 employees. According to the Fortune~s list of 
the international cernpanies Siemens was in 1982 the 9th largest en
terprise outside the United States. It has spent on the R & D acti
vities of electrical engineering 7 - 9 per cent of its turnover. It 

corresponds an amount which is nearly three times as big as the to

tal R & D expenditure of Finnish economy. 

Siemens Oy was established in 1898, when electricity was just beco
ming an important source of power and light for the industry in Fin

land. The activities of Siemens Oy concentrated in the process of 
electrifying and construction of electical power plants. Today Siemens 

Oy is the fifth largest enterprise in this category of industry mea
sured by the turnover. Measured by the number of employees, Siemens 

Oy is the largest foreign-owned company in Finland. 

The competition in the Finnish market has become more and more intense. 

1 Bollman 1981, p 21 2 OECD 1981, p 31 
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The industry has grown rapidly and the structure of it has changed 

through the process of centralisation. As the research and deve

lopment efforts have become increasingly important, the ability to 

transfer technological know how from other members of the concern 
has been of great advantage to Siemens Oy. The education in the 

use of innovations is organised in West Germany, but the technology 
is applied to local circumstances in Finland. German quality has a 

good reputation in Finland, and therefore also the image and the 
name of the parent company are important for Siemens Oy. 

The subsidiary considers the possibilities to influence its own po

sition in the concern fairly good. All decisions are made either 

only in the subsidiary or the subsidiary makes them together with 
the parent company. The subsidiary is responsible for financial 
questions, while most of the strategic decisions on marketing are usu
ally made together with the parent company. Despite brisk invest

ments, financial indicators are good and financial flows to the con

cern have increased to some extent in the peroid under review. Taxes 
paid have increased whereas the interests paid have declined. In the 
l980s all loans have been drawn in Finland. 

The internal trade is considered fairly important. Most of the im

ports of Siemens Oy come from the concern, but there is no export 
to it. Siemens Oy has increased exports somewhat in the period, 

whereas the imports have been stable. Themost important markets 
are West Germany, Norway and the Soviet Union. The position of the 

wholly-owned subsidiary has remained almost the same in the period: 
there is hardly any functional dependence while the resource-based 
dependence is mainly limited to know how inputs. 

7 SUMMARY 

Theories of direct investment are based on the idea of comparative 

advantage and internalization. Eclectic theory divides the factors 
which make companies expand abroad into three groups: location-specific 

factors, ownership-specific factors and the advantages gained from 
internalization. 

-- - ----------------
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Location-specific factors consist of incentives and disincentives 
for foreign direct investors in a potential host country. In Finland 
there are relatively few really significant incentives and, indeed, the 
direct investment in Finland is fairly modest. Ownership-specific ad
vantages, which help the foreign company in the competition against 
local producers, are often attributable to know how developed in the 
concern. This was the case with almost all the companies, which had 
answered the questions concerning the position of the subsidiary i n 
the concern. As it is important to avoid the leakages of know how, 
production has been internalized. The rapid development and short 
product cycles in several industries have contributed to this trend. 

The role of foreign-owned manufacturing companies as a group is small 
in Finnish economy, but some cernpanies have gained a strong position 
in certain industries. The imports of the subsidiaries exceed the ex
ports and the financial flows from Finland are usually greater than 
capital imports. The position of the subsidiaries in th~ir concerns 
has been rather autonomous throughout the period examined, and the 
links to the other members of the concern, which are formed through 
internal trade and financial support from the parent company to the 
subsidiary have even decreased. The financial flows to the opposite 
direction have even been stable and know how flows have become in
creasingly important. As all the compnies in the cases presented 
were wholly-owned subsidiaries, which were established to serve 
Finnish market, the assumptions of the effects of these aspects 
could not be proved right or wrong. All in all foreign-owned compa
nies have become an integrated part of Finnish economy. 

- - --~~~~~----~ 
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Appendix 9.1 81 
TUTKIMUS ULKOMAISTEN VALMISTUSTYTÄRYHTIÖIDEN ASEMASTA KONSERNISSA 
JA SUOMEN TALOUSELÄMÄSSÄ 

1. TIETOJA KONSERNISTA 

1.1 Emoyhtiön nimi 

1.2 Emoyhtiön sijaintimaa 

1.3 Konsernilla on tuotantolaitoksia (ympyröikää) 
A 1 - 5 maassa 
B 6 tai useammassa maassa 

2. TIETOJA YRITYKSESTÄ 

2.1 Yrityksen nimi 

2.2 Yrityksen omistuksen jakautuminen
1 

Emoyhtiön osuus 
Muun konsernin osuus 
Muiden ulkomaisten sijoittajien osuus 
Suomalaisten sijoittajien osuus 

2.3 Yritys on ulkomaisen omistajan 
A perustama 
B aikaisem maita omistajalta ostama 

vuonna ___ _ 

___ % 
___ % 
___ % 
___ % 

2.4 Viennin osuus liikevaihdosta oli tuotannon kolmena ensimmäisenä vuonna 
keski määrin % 

2.5 Yrityksen valmistus käsitti tuotannon kolmena ensimmäisenä vuonna 

A tuotteiden koko valmistusprosessin 
B osia valmistusprosessista 

3. TIETOJA TOIMINNASTA 

3.1 Miten seuraavat yrityksen tunnusluvut ovat kehittyneet 

1 000 mk tai 1000 henkilöä 
\ 1970 \1975 1980 1982 

Liikevaihto 

I_I ____ _ \ 1 

Työntekijöiden keskimääräinen lukumäärä 

Toimihenkilöiden keskim. lukumäärä 1 

Käyttökate c r=--=---l Ornistuksella tarkoitetaan sijoittajan suoraa osuutta nimellisarvo i s~sta 
osake- tai osuuspääoma.sta. 

-- --- --

----

• 



Jalostusarvo 
(= käyttökate+kokonaispalkat sosiaali
kuluineen+maksetut vuokrat) 

Suhteellinen velkaantuneisuus 
(= kokonasvelat 1 liikevaihto) 

1970 

82 

1975 1980 1982 

3.2 Miten seuraavat konsernia kuvaavat tunnusluvut ovat kehittyneet? 

1 000 mk tai 1 000 henkilöä 

! 
1 

1 
1 

1 

J 

Työntekijöiden keskimääräinen lukumäärä 

1970 
1975 1~1982 j ---- - +---- --

-

t--
Toimihenkilöiden keskim. Jukumäärä 

. . 

Toiminnan jalostusarvo 

3.3 Eräät yrityksen ja konsernin väliset virrat ovat kehittyneet seuraavasti 

Yrityksen maksamat korot 

josta konsernllle 

Yrityksen maksamat osingot 

josta konsernille 

Tutkimus- ja tuotekehittelykustannukset 

josta omaan tutkimustoimintaan 

ja konsernille 

Yrityksen tuonti 

josta konsernista 

Yrityksen vienti 

josta konsernille 

3.4 Tärkeimmä,t vientimaat 

1. 
2. 
3. 

% liikevaihdosta 
1970 1975 1980 

1-

-

-- - ----- -

==r~-~ - ---~-
i 

1 

1 
1 

_ _L 

' 

1 1 

1 l 

! 
1 1 

1 ; 

------

3.5 Onko yri"tys suorittanut vuoden 1969 jälkeen uusinvestointeja? 

-- ---------~ - -

1 

l 

1982 

i 
' 

1 
1 

1 

1 
' 

' 

' ' 1 

1 

1 ! 
1 

1 

1 
1 
1 

• 

1 
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A Ei 
B On, vuonna/vuosina 

3.6 Onko yritys suorittanut vuoden 1969 jälkeen tuotekehittelyinvestointeja? 

A Ei 
B On, vuonna/vuosina 

3.7 Onko yritys ryhtynyt vuoden 1969 jälkeen valmistamaan uusia tuotelinjoja? 

A Ei 
B On, vuonna/vuosina 

3.8 Onko yritys ottanut vuoden 1969 jälkeen valmistusohjelmaansa uusia 
tuotteita? 

A Ei 
.B On, vuonna/vuosina 

3.9 Onko yritys aloittanut vuoden 1969 jälkeen viennin uusille markkinoille? 

A Ei 
B On. vuonna/vuosina 

3.10 Mitkä ovat kolme liikevaihdolla mitattuna merkittävintä yrityksen ja 
konsernin toimialaa? 

merkittävin 1 = 
2 = 
3 = 

toiseksi merkittävin 
kolmanneksi merkittävin 

Elintarvikkeiden valmistus 

Juomien valmistus 

Tupakkatuotteiden valmistus 

TekstiiHen valmistus 

Vaatteiden valmistus 

Nahan, turkisten, laukku- yms. nahka
teosten valmistus 

Kenkien valmistus 

Puutavaran paitsi puukalusteiden valmistus 

Ei-metallisten kalusteiden valmistus 

Massan, paperin ja paperituotteiden valmistus 

Graafinen tuotanto, kustannustoiminta 

.Yrityksenne Muut 1 . t~~erniyhtiö1 
1 -- l . - -· . -- - ~ 

- ----~-
1 
1 
' - · - - - - _ __.:__ ______ _ 



Kemikaalien valmistus 

M·uiden kemiallisten tuotteiden valmistus 

Maaöljyn jalostus 

Maaöljy- ja kivihiilituotteiden valmistus 

Kumituotteiden valmistus 

Muovituotteiden valmistus 

Posliiniteosten ja saviastiain valmistus 

Lasin ja lasituotteiden valmistus 

\1uu savi- ja kivituotteiden valmistus 

Raudan, teräksen ja ferroseosten valmistus 

Muiden metallien valmistus 

Metallituotteiden valmistus 

Koneiden valmistus 

Sähköteknisten tuotteiden valmistus 

Kulkuneuvojen valmistus 

Instrumenttien ym. hienomekanisten 
tuotteiden valmistus 

Muu valmistus 

4. ASEMA 

Yrityksenne f1uut 
konserniybt J 

- --- - -----------
' . 

- -- -- -- - -- - ----- ---

--------- -----

- - - --------

-- - --·------

4.1 Mikä merkitys seuraavilla tekijöillä on ollut kilpailussa suomalaisten 
saman alan yritysten kanssa? 

1 Konsernissa kehitetty tekninen 
know-how 

2 Konsernissa kehitetty markki
nointiin liittyvä know-how 

3 Konsernissa kehitetty liikkeen
johdollisnen know-how 

4 Konsunin jäsenten välinen 

Merkitys 

I

I ~~' vin .. i Tärkeä j i~_elk~. l Vähäinen ' Ei 
tarkea · 1 tarkea . merki-

1 1 . 
, _ _ __ _J _ __ _ ___ _ ....! ·-- ___ _ tystä __ 
1 

i--

1 
-· - ----

----------------------------

• 

1 
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työnjako ja kaupankäynti 

Hyvin 1 Tärkeä r.Elko Vähäiren ~~~ 
tEirkeä tärkeä _j merk • 

. -1--- -

5 Emoyhtiön taloudelllinen tuki 

6 Emoyhtiön nimi ja image ·-- 1 
--

4.2 Miten seuraavien tekijöiden merkitys on muuttunut vuodesta 1970 lähtien? 

Konsernin tekninen know-how 

2 Konsernin markkinointiknow-how 

3 Konsernin li i~keenjohdollinen 

know-how 

4 Konsernin ;asenten välinen työn
jako ja kaupankäynti 

5 Emoyhtiön taloudellinen tuki 

6 Emoyhtiön nimi ja image 

Kasvanut 
·- - -- - -

~----- --

-- . - - -

Merkitys 

~5)'-{JYa\nl Väh~~-n~ 

---' - - -

·-··- - -- - -

-- -- ---- - ---

- - --- - - ·· - -

4.3 Miksi konsernin merkitys yrityksellenne on muuttunut edellä mainittujen 
tekijöiden suhteen? 

1 

2 
3 
J.{ 

5 
b 

4.4 Yrityksen mahdollisuudet vaikuttaa omaan asemaansa konsernissa ovat 

A Suuret 
B Melko suuret 
C Melko vähäiset 
D V&häiset 
E Yritys ei voi vaikuttaa asemaansa 

4.5 Päätökset seuraavissa asioista tekee 

Laajennusinvestoinnit 

Tuotekehittelyn suuntaaminen 

Investointien rahoitus 

Muun toiminnan rahoitus 

~~~oyhtiö r~yksenne 1 ~~~:~~·' 1 

- -- ---r- - --- -------- -l 
~ ------ ·- J - .. -- : - : 

t -- -- , - - ·- - - - - - -1 
L. ----· ___ l __ - · --- - ___J 

• 

1 

1 



1f Tuotelinjojen valinta 

Tuotteiden valinta 

Tuotantomenetel mä t 

Henkilöstön valinta 

it Strategiset markkinointipäätökset 

5. RAHOITUS 

- ----- -------1------, 

J ! ' 
-L__-__ - L ____ I-_ ~-- .l 

5.1 Rahoitus lähteiden suhteelliset osuudet ovat ke h ittyneet se uraavasti 

• 
TuJ t)r ahoi tus 

Oman pää9man korotukset 

Lainat 

Pitkäaikaiset lainat 

Lyhytaikaiset lainat 

5.2 Pitkäaikaisista lainoista on nostettu 

1• 

Suomesta 

Ulkomailta 

josta konsernista 

5.3 Lyhytaikaisista lainoista on nostettu 

1· 

Suomesta 

Ulkomailta 

josta konsernista 

% kokonaisrahoituksesta 

1 1970 1 1975 1 1980 1 1982 J 
tiL _-_- _r_-+----r- ---+-------~ --~ 
~ ] -1 ~--- -- -

:---· --+--\ ~~ ~~---- ---1 
1 

1 1 

r-- - - ---~ ----- --i - ------.- --
\_ _ - --·- - - i -- - - --- _... - - _. \ 

% kaikista nostoista 

1970 1975 1980 1 1982 

----- --- --~-~>=r ~ ~J 
'--- --- - ------' J 

~ _1970 1 
1 - - --' 

!_~7 Jkajkist:9;;J? ?~~-~ 
1 1 
' 1 

_____ L ____ _ i ___ __ 1 

-
1 

r 

II 

~ 

• 

1 

1 i 

1 

1. 

1 

1 

1 

1 

! 

1 

1 

1 

1 

1 

1 



5.4 Yritys maksoi seuraavia maksuja 

Välittömiä veroja 

Lisenssi -,patentti -,roy alty- ja 
muita know-how maksuja 

1970 

1 

87 

96 liikevaihdosta 

1 1975 1980 1982 

_ _ __ L_ ___ j 
• 
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Appen<lj.x 9.2 

FI.n!.mJ's gruJJ lung -term forc·ign dc·!>t in 1980, by typt> of !fJJll , rm/1. ml: 

Fin:<. nci:d lcans 
lndi\'id u:1l finan cial 

- l0.ln.~ 
B.,nk of Finhnd's 
rc,;.·r .c JnJ 0il nc:-dirs 
R· ~J (b :1nJ dc'Suv.ures 
s.,r.J i.<<uc-s 
Del ·t· :-1: urc: is~uö 
Dq><lSit ct:rtifil:lt t 
lo:1ns 
Pri \.'itt: pbc~mcnt 
lo;.~ns 

L0~ ~s fr ,'m the \\'orld 
B .. r,k 

Imporr ntdits 
Sh ips and ·1ircrafr 
Othc:r imporr nedits 

o, bt1 

Det . 31, 
1979 

18 194 

12 608 

32) 
1 'i )8(, 

10 054 
331 

4 943 

258 

4 898 
1%8 
2 930 

Dr:o.w
ings1 

4 722 

2 686 

2 036 
1 492 

263 

281 

461 
226 
23') 

Rc
dc:mp
ti.ms1 

3 :!46 

1 883 

1 363 
6.33 

664 

66 

876 
425 
451 

lmpacr 
Nct 

draw
ings 

of c:x - Dc-bt 1 

changc Dee. 31. 
r;m:s 1980 

+ i 476 + 60 29 7 30 

+ 803 + 191 13 602 

+ 673 -131 
+ 8')9 12 

2 

+ 263 + 6 

383 -120 

66 3 

415 -106 
199 68 
216 38 

325 
16 128 
10 901 

329 

269 

4 440 

189 

4377 
1 701 
2 676 

le . :~ing ,rdi~ 116 18 18 + 4 102 
--- - ·- --- - - - --- -··· - --- -- ------ - .. - -------- -
Long-term uniits 33 208 5 183 4 140 + 1 043 

Oireet im ·:--'tmcm 
Equ;ty c:~pitaf2 
Lmm to sub<2i..!rics 

1 979 
1 4S4 

49) 

89 
20 
69 

+ 104 
+ 145 

41 

42 34 20{) 

8 

8 

2 075 
1 629 

446 

lmtrest, l 
~o~n 

mJS5JOns. l 
div idc:nJs -~ 
ar1d bonus 

.2 628 

1 378 

52 
1 250 

8.36 
39 

6 

3~4 

15 

27~ 

133 
142 

2 911 

184 96 42 + )..j - 238 - j 
------------ ------ -- - - - - - ·-· - ---- - -· - --

3)371 )472 4271 +1201 -50 36)22 3161 
. - - - -· . -- . . -- -- -· 

- --- - ---- - - - -- --
Gr .'~< J,'ng-r ,·ni. JL"br 

1 The m:~rk nluc-; of dcbt outstJnding h:~ve been cakubr ed by usi ng thc selling ratc:s preva iling on 
the <Jn ·c:: d Jte; drJ\\ ings Jnd rcJemprions h:~ve becn CJlculared by usi ng the Huage monrhly ~c lling 
ra r es 

2 The dir,l! inH·'fmc-nt cquiry dcbt is thc toral value of nc::t ime~rmc-nt by opcr.ning enrnpri<cs . 
l Jn,J u, Jint; 1--unt!< i"tlt"< 10ra lling 44 milliun marks . 
4 5ub.-.riprio~n' ru inrcrnJric1n:ll finJn cia l in <riruri•1ns pJid up in the form 0f b•<I1ds . 

Source: Unitas 1/1981 
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Appendix 9.3 

The shares of foreign-owned cernpanies in manufacturing 
industry in some industrialised countries, per cent 

Country Share of Share of Year examined Used de -
industrial industrial f i nition 
work force production (share of 

capital ) 

Canada 54,3 56,2 1975 50 
Australia ?3,6 28,7 1973 50 
A.ustria 21,8 22,7 1976 50 
~rance 19,0 27,81 1975 20 
Italy 18,3 23,81 1977 50 
West Germany 16,8 21,7 1976 25 
Great Britain 13,9 21,2 1977 50 
Norway 6,7 10,4 1977 50 
Spafn 11,2 1971 50 
Sweden 5,4 8,01 1977 50 
Denmark 8,0 1"976 50 
Finland 3,3 2,71 1972 50 
Japan 1,8 4,2 1978 . 25 

1 Turnover 
Source SOU 1982:J.5 

1 

1 

1 

-

1 

1 
1 

1 

1 

1 



Appendix 9.4 a 90 
Foreign owned companies in Finland by sector 

1000 

900 

800 
• 

700 
Sa1es (627) 

600 

500 

400 

300 

Manufact . 

200 
(204 

10() Other (154) 

1970 71 72 73 74 75 76 77 78 79 80 81 82 
~ ~ Sales subsidiaries 63 % Sales s. 64 % 

~1 a n u f a c t u r: i n g s . 22 % ~anuf . s . 21 % 

Other s . 1 5 % Other s. 1 5 % 
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Appendix 9 . )4 b 

DIRECT INVESTMENT IN 1980 BY BRANCHES, IN GROSS TERMS 

BRANCHES OF INDUSTRY (ISIC) 

MILJ. FIM 

EQUITY CAPITAL LOAN DRAWINGS 

31 FOOD, BEVERAGES AND 

TOBACCO 

32 TEXTILE, WEARINGS APPAREL 

AND LEATHER 

33 WOOD AND WOOD PRODUCTS 

34 PAPER AND PAPER PRODUCT?, 

PRINTING AND PUBLISHING 

35 CHEMICALS AND CHEMICAL 

PRODUCTS 

36 NON - METALLIC MINERAL 

PRODUCTS 

37 BASIC METAL 

38 METAL AND ENGINEERING 

PRODUCTS 

3 TOTAL 

0.8 

3 . 1 

0.6 

6 . 3 

8.2 

18 . 6 2.6 

0.4 

44.7 2.1 

82.7 4.7 

• 

1 
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Appendix 9.5 

THE NUMBER OF FOREIGN MANUFACTURINGS SUBSIDIARES 1 ) IN FINLAND 

BY THE COUNTRY OF THE INVESTOR 

EFTA 

EEC 

OTHER COUNTRIES 

TOTAL 

SWEDEN 

SWITZERLAND + LIECHTENSTEIN 

DENMARK 

USA 

GREAT BRITAIN 

FEDERAL REPUBLIC . OF GERMANY 

NORWAY 

HOLLAND 

BELGIUM + LUXEMBURG 

FRANCE 

OTHER COUNTRIES 

1970 

70 

24 

12 

106 

1975 

118 

37 

13 

168 

1980 

133 

46 

17 

196 

1) FOREIGN SHARE OVER 20% OF THE EQUITY CAPITAL 

1982 

139 

47 

18 

204 

112 

21 

19 

13 

10 

7 

6 

4 

4 

3 

5 

• 

1 
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Appendix 9 . 6 
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" " " " "' " " " " " " " " " 

Economic grouping of the major investor country 

" " 

Source: Notifications of direct investment ( Bank of 

Finland ) 
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