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“Par les soirs bleus d’été, j’irais dans les sentiers,  

Picoté par les blés, fouler l’herbe menue: 

Réveur, j’en sentirai la fraicheur à mes pieds. 

Je laisserai le vent baigner ma tête nue. 

 

Je ne parlerai pas, je ne penserai rien: 

Mais l’amour infini me montera dans l’âme,  

Et j’irai loin, bien loin comme un bohémien,  

Par la Nature, heureux comme avec une femme.” 

 

A. Rimbaud, Sensation, March 1870 
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Abstract  

The present study investigates how geographical distance affects the potential of Denmark as a 

destination for foreign direct investments (FDIs), by focusing on how this impact comes about in first 

place. Following a series of articles by Beugelsdijk, McCann and Mudambi, who have advocated for 

the adoption of a more ‘geographical’ approach in International Business research on space (funded 

on the explanatory role of spatial transaction costs), the research question is answered through a multi-

phase research design consisting of:  

- A systematic review of extant literature investigating how geographical distance impacts FDI-

related variables through the generation of spatial transaction costs; 

- The development of an exploratory case study, focusing on the relationships outlined in the 

previous phase, but allowing for further explorations guided by the data. 

Findings show that geographical distance affects FDIs in a range of different ways, and not always 

‘negatively’. The interpretive value of the developed framework allows to analyse observations 

related to the case of the Capital and Zealand regions; however, limitations related to the availability 

of relevant data do not allow to conclude on the significance of the observed relationships. Based on 

the conclusions, it is possible to draw potential implications for the strategies of local IPAs, involved 

in the effort of reducing barriers to incoming FDIs. Perspectives for future research, instead are 

focused around the need to obtain a better understanding of the impact of the discussed spatial 

transaction costs on individual decision-makers in MNEs.
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1. Introduction 

A decade after the 2008 global financial crisis, cross-border investments have still not returned to 

their pre-crisis levels (Donnan, 2017). This is particularly valid for Denmark, where Foreign Direct 

Investment (FDI) stocks1 reached a peak of USD 111 billion dollars in 2007, before progressively 

collapsing to a decade low of USD 75 billion in 2013, and slowly recovering from then (FDI stocks 

in Denmark were estimated at USD 97 billion in 2016) (OECD, 2018).  

Considered the remarkable value of FDIs for economic development2, the situation described above 

puts particular pressure on Investment Promotion Agencies (IPAs), institutions (most often 

governmental) in charge of removing ‘barriers’ to incoming foreign direct investments (WAIPA, 

2016). In Denmark, ‘Invest in Denmark’, an ancillary office of the Ministry of Foreign Affairs, 

operates as the main national IPA, assisted by ‘Copenhagen Capacity’, a more locally-focused IPA, 

for what concerns investments in the recently rebranded Greater Copenhagen area, a region that 

stretches from the west coast of Zealand, to the Eastern border of Scania, in Southern Sweden.  

For Denmark, one of the mentioned ‘barriers’ seems to (still) be geographical distance. In fact, if we 

look at the most recent data on FDI stock in the country, it is possible to observe that 90% of FDI 

stock in Denmark comes from within the first 1,500 km of distance from Copenhagen, and the 

outcome does not change even if we compare it with data from 2011 and 2006 (Figure 1). In an 

increasingly globalised and connected world (Denmark was ranked 9th in the Global Connectedness 

Index published by DHL in 2016), where many scholars have questioned the maintained ability of 

geographical distance to affect international economic activity, the picture shown in the graph below 

                                                

1 FDI stocks are generally considered a more stable measure than flows, as they are less affected by annual 

fluctuations, due, for example, to major M&As (Pedersen & Skaksen, 2011).  

2 In a report published in 2011, Pedersen & Skaksen, professors at Copenhagen Business School, argue that 

the presence of foreign multinational enterprises (MNEs) in Denmark contributes the national economy for at 

least DKK 50 billion (at the time, USD 9.3 billion), simply because of the fact that their productivity levels 

are generally higher than those of the average Danish company. Despite representing only 1.2% of all private 

companies in Denmark, foreign-owned companies generate “one fifth of the total number of jobs and value 

added, and account for as much as one fourth of private sector exports” (Pedersen & Skaksen, 2011, p. 8). 
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appears to be widely at odd. Although the trends observed may partially reflect the positive externality 

of the European common market, geographical distance seems to provide an important limitation to 

the potential of Denmark to attract FDIs globally. 

This fact becomes especially 

relevant in a context of increasing 

competition for global FDIs 

(Donnan, 2017), and in which new 

MNEs are emerging in 

unconventional areas, often 

developing countries, which, in 

2013, were estimated to be the 

origin of one out of three dollars 

invested abroad (Gómez-Mera, 

Kenyon, Margalit, Reis, & Varela, 

2015). For Danish IPAs, securing 

investments from MNEs based in 

these new markets would mean 

leaping ahead of competition, while continuing the recovery towards pre-crisis levels of FDI stock.  

The extent to which recent large-scale improvements in transportation and communication 

technologies have effectively brought places “closer to each other” has been object of lively and 

passionate debates between commentators and authors from both the academic world and the civil 

society. If, on one hand, they have led some authors to sentence ‘the end of geography’ (O’Brien, 

1992) and ‘the death of distance’ (Cairncross, 1997), or to affirm that ‘the world is flat’ (Friedman, 

2007), on the other, these views have been strongly criticised by a conspicuous amount of scholars, 

who have reaffirmed the pivotal (if mutated) role of geographical distance (Alfaro & Chen, 2017; 

Ghemawat, 2001, 2007; McCann, 2008; Nachum & Zaheer, 2005).  

Inspired by the mentioned debate, the present work springs from a fundamental question: How does 

geographical distance actually ‘matter’ (to use an expression originally employed by Pankaj 

Ghemawat in the title of his 2001 article) in relation to FDIs? 

Before me, literature on this topic, has often focused on the more quantitative side of the question, 

often resulting in research questions along the lines of the following: to what extent does geographical 

Figure 1: The distribution of FDI stock across distance in 2006, 2011, 

and 2016 (Source: Danmarks Nationalbank). 
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distance affect bilateral (or unilateral) FDI flows between countries A and B, also considering the 

impact of variables such as X, Y and Z? Most often, such studies have led to the formulation of an 

adapted version of the gravity model, a model originally applied to the study of international trade, 

that aims at predicting the volume of economic activity occurring between two countries (or areas), 

taking into account other contextual variables such as country size, GDP, cultural distance and 

historical ties3.  

Although the aforementioned studies provide some important contributions to our understanding of 

the effects of the relationship between geographical distance and FDIs, they fall short in explaining 

how this relationship comes about in first place. More in general, in fact, the interaction between 

geographical distance and the strategy and structure of Multinational Enterprises (MNEs) has been 

left has a ‘black box’ (Beugelsdijk, McCann, & Mudambi, 2010). This is especially true in 

International Business (IB) literature, the academic field most closely related to this matter, which 

has often relegated considerations on space as marginal (Beugelsdijk et al., 2010; Beugelsdijk & 

Mudambi, 2013). In other words, previous studies in this field do not go beyond a superficial degree 

of investigation in regard to the dimensions of space and time, atomic elements of geographical 

distance and its effect, as well as defining concepts in geography. This aspect is examined in depth 

in Chapter 3. 

How does geographical distance actually impact the decisions of foreign firms to invest in Denmark? 

And what are the outcomes of this process? On a more practical level:  

“How does geographical distance affect the potential of Denmark as a destination for FDIs?”  

The present study aims at opening up the ‘black box’ of geographical distance when it comes to 

understanding its effects on qualitative aspects related to FDIs. Drawing on a recently established 

stream of literature in International Business, which owes its birth and success to the joint efforts of 

economic geographer Philip McCann and IB scholars Ram Mudambi and Sjoerd Beugelsdijk, I will 

try to provide an answer to the questions above by investigating the underlying mechanisms through 

which geographical distance affects FDI-related variables and decisions at firm-level.  

                                                

3 For a comprehensive review, Alfaro & Chen (2017).  
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In order to do so, Chapter 3 – which provides the theoretical foundation of this study – will introduce 

the importance of understanding the role of spatial transaction costs, which are easier to investigate 

if we adopt an economic geography perspective. In fact, economic geographers have always given a 

larger importance to studying the interrelation between place, space and economic activity 

(Beugelsdijk et al., 2010).  

Because of considerations presented in Chapter 3, especially regarding the necessity of overcoming 

country-based studies in IB research and emphasise subnational differences, a decision was made to 

focus the empirical side of this research on a unique case study, which could provide the starting point 

for a more comprehensive analysis of the impact of geographical distance on Danish inward FDIs. 

Such a decision, which is better explained in Chapter 5, led to a reformulation of the research question 

into:  

“How does geographical distance affect the potential of the Capital and Zealand regions of Denmark 

as destinations for FDIs?”  

Based on these considerations, the thesis develops in two main phases, described in detail in Chapter 

5. In a first, main phase, extant literature on geographical distance and FDIs is reviewed and searched 

for studies that went beyond a superficial conceptualisation of space, providing more detailed 

accounts of its interrelationship with the decisions of firms and their outcomes related to FDIs. This 

is done in Chapter 6, which provides the core answers to the research question. The second phase, 

aiming to provide a basis to explore the interpretive power of the newly-developed theoretical 

framework, consists of an exploratory case study regarding the Capital and Zealand regions of 

Denmark. It is outlined in Chapter 7. Core observations and findings are then examined through the 

lenses of the framework in Chapter 8. Finally, conclusions are summarised in Chapter 9, and, based 

on the learnings from the project, potential implications for IPAs and perspectives for future research 

are outlined in Chapters 10 and 11.  
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2. MNEs and Foreign Direct Investments  

A multinational enterprise (MNE), sometimes referred to as multinational corporation (MNC) or 

transnational corporation (TNC), is an incorporated or unincorporated firm that owns and controls 

income generating assets and decision entities in at least two countries (Alfaro & Chen, 2017; 

UNCTAD, 2017). MNEs are composed of a parent entity residing4  in one economy, and one or more 

affiliates residing in host economies, which are often interconnected through complex networks 

composed of multiple tiers (as affiliates can have their own affiliates).  

To create, acquire, or expand a foreign affiliate, MNEs undertake foreign direct investments (FDIs) 

5. To be classified as a FDI, a cross-border investment must reflect the investor’s objective of 

establishing a lasting interest in a foreign entity, in turn expressed in the formation of a long-term 

relationship among the two parties, characterised by a significant degree of influence of the parent 

enterprise on the management decisions of the affiliate (OECD, 2008) 6. This is generally associated 

with an ownership of 10% or more of the voting power (generally mirrored in the share of equity 

owned), an arbitrary threshold which was set to reflect the idea that although the direct investor does 

not hold a majority stake, it still has a strong influence on an entity’s management decisions. 

Depending on the magnitude of voting power detained by the parent enterprise, affiliates are called 

associates – when this is between 10% and 50% – or subsidiaries – when this is above 50% (OECD, 

2008).  

                                                

4 Residency is attributed to the location with which an entity has its strongest connection (also referred to as 

the centre of predominant economic interest of a firm) (OECD, 2008).  

5 It is worth stressing that beyond the initial equity transaction, the investment also includes all subsequent 

financial transactions and positions between the two entities, such as reinvested earnings and inter-company 

debt (OECD, 2008). 

6 This is the most widely used definition of a Foreign Direct Investment (FDI), adopted by the Organisation 

for Economic Co-operation and Development (OECD) in 1983 with the publication of the Benchmark 

Definition of Foreign Direct Investment, redacted with the objective of setting standardized rules, so to 

improve statistical measures of FDIs across the globe (OECD, 2008). 
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The academic literature on FDIs is vast, encompassing, among the others, research on underlying 

determinants, governance modes, and the global and local impact of multinational production (for a 

comprehensive introduction, see Barba Navaretti & Venables, 2004).  

FDI levels – inward and/or outward FDIs as % of GDP – are often used as an indicator of globalization 

and the level of integration of countries in the global economy (Pedersen & Skaksen, 2011). 
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3. Geographical Distance in International Business Studies  

In mathematics and natural sciences, distance is nothing more than a numerical description of how 

far apart objects are. Such definition gets much more nuanced within social sciences, where 

researchers have elaborated and drawn on different versions of the concept to examine the most varied 

phenomena, ranging from trade patterns and technological spill-overs, to political risk and migration 

flows. In International Business (IB), particularly, researchers have always shown a preference for a 

multidimensional/holistic use of the concept, which has encompassed – among the others – 

considerations on cultural, institutional, economic, and psychic distance. Such an approach has in 

general been successful, as it has also been proved by the immense extension of the literature 

generated within this tradition.  However, more recently, Beugelsdijk & Mudambi (2013) have ringed 

a bell in regard to the effectiveness of sole reliance on this approach, which does not allow to 

disentangle and appreciate the effect of each single distance dimension.  

In International Business, geographical distance has been rarely investigated in itself (while often 

associated to other dimensions), and otherwise treated as a ‘black box’ (Beugelsdijk et al., 2010), 

leading scholars to acknowledge that its underlying mechanisms are “not sufficiently spelled out, 

whereas this is exactly what theory is all about” (Beugelsdijk & Mudambi, 2013, p. 418). The 

criticism leverages on the fact that IB research in general “has traditionally exhibited a relatively 

underdeveloped view of geographic space” (McCann & Mudambi, 2005, in Beugelsdijk & Mudambi, 

2013, p. 486). According to Beugelsdijk & Mudambi (2013), part of this issue is due to the fact that 

IB research has currently failed to move beyond the nation-state as locational unit of analysis, 

methodological constraint which has also limited the ability of the field to discuss spatial 

considerations at subnational level, which are considered to be paramount in order to develop 

comprehensive analyses. For deeper investigations into the spatial dimension of distance, 

Beugelsdijk, McCann & Mudambi (2010) suggest that IB scholars should borrow from Economic 

Geography, a field that shares with IB “a common interest in the study of firms that transcend 

geographic space” (Beugelsdijk & Mudambi, 2013, p. 413). 

In Economic Geography, geographical distance is above all intended as physical, and as such 

inherently related to the concepts of space and time. In geography, space is generally defined as “the 

extent of an area, usually expressed in terms of the Earth’s surface” (Mayhew, 2015), whereas time 

as “[t]he indefinite continued progress of existence and events in the past, present, and future regarded 
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as a whole” (ibid.). In times of globalisation, these two concepts, hardly separated from each other, 

acquire an important and fundamental significance in our understanding of the forces shaping the 

contemporary world. In effect, the phenomenon of space-time compression has completely disrupted 

the world as it was known by previous generations, by bringing locations “closer” together. Mayhew 

defines space-time compression as “[t]he impact of new systems of transport and communications as 

experienced by the individual, and especially the emphasis given by modernity to ‘the shock of the 

new’, immediacy, and simultaneity”. Moving away from individual perception, space-time 

convergence defines the effective reduction of time-distance, made possible by substantial 

improvements in communication systems and methods of transport (ibid.). Despite these dynamics, 

distance continues to exert an important impact on the potential conduction of economic activity 

across geographical space (Ghemawat, 2001, 2007; McCann, 2008; Nachum & Zaheer, 2005). 

However, as we will see, this impact does not affect all interactions in the same way, as different 

activities involve different relationship with the physical space separating a location from one 

another.  

To understand why this happens, though, we need to dwell on another concept, which is central in 

geographical analyses of any kind: the concept of friction. This term refers to the impedance exerted 

by distance on human interactions, which have been observed to decrease, as the physical distance 

from a point increases (Mayhew, 2015). This has lead scholars to elaborate a conceptualisation of 

distance in negative terms, resulting in the assumption that distance affects human interactions across 

geographical space, to the extent that it exerts a variable degree of friction (often referred to as 

geographical friction, or the friction of space) on the movement of people, freight, and information7. 

The friction imposed by distance on economic activity (as well as on human interaction in general) 

generates costs (Mayhew, 2015), which are commonly referred to as spatial transaction costs 

(McCann, 2008; Rodrigue, Comtois, & Slack, 2017). Although their definition encompasses all “the 

costs associated with engaging in and coordinating activities across space” (McCann, 2008, p. 355), 

                                                

7 According to recent research, this happens in spite of the recent technological developments which 

have boosted globalisation – allowing for the expansion of the complex global value chains (GVCs) 

that constitute the very backbone of our World economy – although this dynamic has largely evolved 

over the last 30 years (McCann, 2008; Nachum & Zaheer, 2005). 
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some of them are a specific expression of geographical distance, as they “vary systematically with 

the distance travelled before or after arriving at a particular institutional border” (ibid.)8. These 

include different sorts of transportation costs, and knowledge-information transmission (or, simply, 

‘communication’) costs (Alfaro & Chen, 2017; McCann, 2008) 9. Thus, we can affirm that the friction 

imposed by distance is expressed on two main activities: 

• Transportation; 

• Communication. 

The different effects of distance on different kinds of interactions are summed up well by Rodrigue 

et al. (2017). Their friction of distance functions (Figure 2) display how the costs associated with 

different kinds of activities vary across distance, distinguishing between four different 

effects/behaviours (ibid.):  

1. No effect – very uncommon, include the distance-cost function of telecommunication networks, 

and the virtual space of the internet (and all other activities with a fixed cost, which is not related 

to distance but to a service zone); 

2. Linear effect – costs increase proportionally to distance (e.g. transport costs, fuel consumption); 

3. Non-linear effect – costs grow in non-linear fashion with distance (e.g. freight distribution costs 

– a, and international air transportation costs – b); 

4. Multimodal transport chain – consists of a combination of linehaul (see 2) and terminal costs, 

where the latter (i.e. transhipment costs) increase the friction of distance.  

                                                

8 Beugelsdijk & Mudambi would relate them to the continuous effects of geographical distance, as 

distinguished from the discrete effects of national borders, which are seen as “qualitative discontinuities in 

space, that is, points at which spatial heterogeneity changes abruptly” (Beugelsdijk & Mudambi, 2013, p. 413). 

9 According to Drogendijk & Martín Martín (2015), when discussing physical distance (and its related costs), 

we should also consider the role played by different time zones, as it increases uncertainty in the speed of 

communication (Dow & Karunaratna, 2006), thus leading to “delays, confusion and loss of accuracy when 

information travels and crosses (several) time zones” (Drogendijk & Martín Martín, 2015, p.137). 
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Figure 2: Friction of distance functions (Rodrigue et al., 2017). 

Today, with increasing fragmentation and geographic dispersion of economic activities, associated 

with the territorial expansion of GVCs, an accurate understanding of the costs of distance is crucial 

for MNEs, as well as any other entity involved in systematic interactions across geographical space 

(McCann, 2008). In fact, Beugelsdijk & Mudambi (2013) identify in spatial transaction costs, and in 

their impact on the decision-making processes of MNEs, the fundamental “drivers of spatial 

outcomes” (p. 422). For them, transitioning from traditional IB research based on the nation-state as 

unit of locational analysis, to a more “geographical” approach acknowledging the importance of 

spatial transaction costs, marks the passage from the “first” to a new “generation of IB research on 

space” (p. 425).  
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4. Research Philosophy and Approach  

“As a general rule, you would be right to think you’ve wasted your life, if your only claim was: ‘I 

belong to this or that school’” (Deleuze, 2006).  

Research philosophy refers to “a system of beliefs and assumptions about the development of 

knowledge” (Saunders, Lewis, & Thornhill, 2016, p. 124). Reflection upon them is essential, as they 

shape all phases of a research process, from the development of the research question (or research 

questions), to the choice of methods and interpretation of findings (Crotty, 1998). 

More in general, “the process of exploring and understanding your own research philosophy” requires 

the honing of the skill of reflexivity (Saunders et al., 2016), an in-depth scrutiny of personal thinking 

and actions as if they were those of others (Gouldner, 1970). Developing this skill allows researchers 

to shape at best the relationship between their philosophical position and the way they undertake their 

research (Alvesson & Sköldberg, 2009).  

Business and Management research, more than other disciplines, is marked by the existence of a 

multiplicity of research philosophies, paradigms and methodologies (Saunders et al., 2016), situation 

which has sparked a vibrant debate between unificationists, who argue that the observed 

fragmentation prevent the field from assuming the characters of a true scientific discipline, and 

pluralists, who appreciate the values of the diversity of the field. As one may glean from the opening 

quote of this chapter, I strongly position myself within the second group.  

This is also a characterising aspect of pragmatist research. Having in Charles Pierce, William James 

and John Dewey its most prominent authors and contributors, pragmatist research “starts with a 

problem, and aims to contribute practical solutions that inform future practice” (Saunders et al., 2016, 

p. 143).  

Pragmatists are primarily concerned about the purpose of research, which they believe should reflect 

the motivation of the researcher of solving an issue, in order to improve future practice (or research). 

I find this perspective particularly valuable and inspiring. Especially, because it allows pragmatist 

research to draw on the assumptions and methods which are found to be the most suitable to deal with 

a specific problem. This opens up a lot of perspectives, and allows to tackle challenges from multiple 

angles. Whenever possible, though, I think that research should aim at discovering facts and 

regularities that can help to predict future events (a more positivist argument). However, I also find 
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valuable the interpretivist argument that research should aim at creating new conceptualisations (often 

scattering from different perspectives) that can contribute to expand our understanding of the 

complexity of the contemporary world. For what concerns my research, the challenge was twofold: 

(a) on one hand, the theoretical challenge of contributing to the ‘new wave’ of international business 

research on space with a framework which would have helped to assess (and better explain) the 

impact of geographical distance on different FDI-related variables (directly or indirectly related to 

the decisions of MNEs); (b) on the other hand, the more empirical challenge of developing a useful 

tool for IPAs to better understand the choices of MNEs investing in Denmark, and especially in the 

Capital and Zealand regions, and further inform their efforts directed to attract FDIs.  

In order to achieve a specific purpose, it is important that we identify what we deem to be the most 

meaningful data for us to retrieve and analyse (Saunders et al., 2016). In this regard, I strongly reject 

the positivist argument that things that cannot be measured are not meaningful for the purpose of 

research. Conversely, I very much share the assumptions of all other main philosophies. Especially, 

regarding business and management research, I marry the critical realist affirmation that theories and 

concepts must be evaluated in terms of their explanatory power in relation to the causes of 

organisational behaviour. That is why I criticize the standard international business approach, which 

does not go deep enough in its investigation of underlying mechanisms shaping the behaviour of 

MNEs, thus failing to provide a satisfactory account of its drivers.  

It is also important to understand our own views on the nature of structure and agency, in relation to 

which I believe that social constructivists and interpretivists offer again the most valuable insights. 

The formers believe that our choices and actions are bounded, limited by the social norms and rules 

embedded in a specific context; interpretivists, instead, stress the importance of individuals’ sense-

making and its connection with personal experiences, culture and history. Our world, as a result, is 

more than a positivist world in which human behaviour is determined by natural forces: a more 

complex reality where structure, order and form are often human constructions. However, I argue that 

when such forces are physical and act as hurdles (to movement, especially), as in the case of 

geographical space and its related friction, their impact on human behaviour can be assessed from a 

more deterministic viewpoint.  
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4.1. Assumptions 

“I have always doubted this doubt that does not go to the zero level of possession. A rich fool is rich; 

a poor fool is a fool. A rich ‘I’ is rich; a poor ‘I’ is an ‘I’. We would then see who this man is” (Serres, 

2007, p. 229). 

The difference between the multiplicity of research philosophies discussed in the previous section, is 

fundamentally based on the different assumptions they make. In this regard, we can distinguish 

among three main types of fundamental assumptions: ontological, epistemological and axiological. 

We look at each of these three types in the following pages.  

Ontology refers to “assumptions about the nature of reality” (Saunders et al., 2016, p. 127). Along 

the lines of pragmatists, interpretivists and postmodernists, I characterise reality as a flux of 

processes, experiences and practices. However, in my research, a particular value is attributed to the 

role of practice, in its composition of both ‘real’ aspects, and socially constructed meanings and 

interpretations (Bernstein, 2010; Saunders et al., 2016).  

The work of Beugelsdijk, McCann and Mudambi, discussed in the previous section, can be seen as 

an attempt of enriching the characterisation of space, within the traditional ontology of International 

Business research. Not to make the step too drastic, the authors reconceptualise the MNE, traditional 

unit of analysis of International Business research, as a “border-crossing multi-location enterprise” 

(Beugelsdijk & Mudambi, 2013, p. 413), arguing that such a reconceptualization allows to distinguish 

between discrete border effects and continuous distance effects, thus allowing to abandon the country 

as locational unit of analysis and integrate subnational considerations in the analysis. In my project, 

I focus on the continuous effects of distance, (a) complementing the work of Beugelsdijk and 

Mudambi with a deeper investigation into the relationship between spatial transaction costs and 

geographical distance, for which the work of Rodrigue et al. (2017) appears to be particularly 

insightful10; and (b) extending it to the analysis of FDIs, which are investigated through the lenses of 

                                                

10 Metaphorically, drawing on an image which was first developed by Michel Serres in 1980 (Serres, 2007), 

we can say that the cost of distance functions, a paramount conceptualisation of economic geography, are let 

to “parasite” international business literature on FDIs, thus expanding the interpretative power of the 

framework outlined in Chapter 6. 
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such a revised “ontology”, which provides a much more important role to the spatial dimension of 

distance.   

Epistemology refers to “assumptions about knowledge, what constitutes acceptable, valid and 

legitimate knowledge, and how we can communicate knowledge to others” (Burrell & Morgan, 1979, 

in Saunders et al., 2016, p. 127). Here, my level of agreement with different philosophical 

perspectives, changes rather substantially. Indeed, concerning epistemology, I give much greater 

value to positivist objectivism and evidence-based analyses and explanations of the reality. However, 

I acknowledge that, unfortunately, this is rarely possible, because of the impact of a variety of internal 

and external research-related variables. Thus, I agree with the pragmatist argument that researchers 

need to be able to choose the best theories and concepts in relation to the study of a specific 

phenomenon in a specific context, guided by the purpose of developing research to guide action. 

Although the worth of such theories and concepts is not in question, though, I acknowledge that in 

most cases they are too simplistic to capture the complexity and richness of the world we habit.   

Axiology, finally, refers to “the role of values and ethics within the research process” (Saunders et al., 

2016, p. 128). When conducting research, indeed, it is important to reflect and question our own 

values and perspectives in general and in relation to the subject matter, as the formers may affect the 

way in which we deal with the latter. So, because underlying values and beliefs play a key role in the 

way we shape our interpretation of the social world, I argue that researchers must actively try to 

understand this role, and account for it when examining their research subject. This results in higher 

levels of objectivity, and especially, improved reflexivity on the boundedness of our rationality and 

interaction with the world and research subject.  

4.2. Research paradigm 

According to Burrell & Morgan, 1979), a paradigm is “a set of basic and taken-for-granted 

assumptions which underwrite the frame of reference, mode of theorising and ways of working in 

which a group operates” (as in Saunders et al., 2016). Based on this definition, they developed a 

matrix (reported in Figure 3 below) where each box represents a different paradigm, or a different 

way of viewing the social and organisational world.  

The matrix is built by combining a subjectivist-objectivist continuum with a radical-change 

continuum. Based on the positioning of the researcher along the two continuums (which represent the 

horizontal and vertical axes of the matrix), she will find her place in the matrix.  



 

 

15 

Considered my ontological, epistemological and axiological assumptions discussed in the previous 

section, on the subjectivist-objectivist continuum, I position towards the objectivist end. As 

objectivist, my research aims to discover facts and laws governing social behaviour (specifically, how 

geographical distance and spatial transaction costs affect FDI-related outcomes and decisions at firm-

level), perspective which is also reflected in the subsequent methodological choice of working with 

secondary, aggregate firm-level data. Furthermore, physical distance (with MNEs and FDIs, the 

object of analysis) claims to be assessed from an objectivist point-of-view, although the way in which 

it is perceived may affect its consideration from the part of managers involved in FDI-related 

decision-making at firm-level. It is not an extreme objectivist viewpoint, though, the one adopted. In 

fact, subjectivist elements also play an important role in defining my assumptions, especially in the 

lighter form of social constructionism11 (compared to the more extreme nominalism) – a perspective 

which has largely influenced pragmatist philosophy in the twentieth century (Bernstein, 2010). The 

qualitative aim of my research is also a pragmatist reconciliation of “objectivism and subjectivism, 

facts and values, accurate and rigorous knowledge and different contextualised experiences” 

(Saunders et al., 2016, p. 143) 

The second continuum concerns the political or ideological orientation of researchers in relation to 

the social world they investigate. On one extreme, the regulation perspective concerns researchers 

that deal with the need for the regulation of societies and human behaviour, assuming unity and 

cohesiveness of societal systems and structures (Saunders et al., 2016). On the other end of the 

continuum, the radical change perspective aims to offer insights that may help to change the way in 

which things are done in organisations (ibid.). My research falls within the second group. In fact, if 

on one hand, my research aims at understanding a practical issue which is often overlooked (or at 

least not investigated systematically) by IPAs and governments alike, i.e. isolating the role of 

geographical distance to understand its impact on the potential of Denmark to attract FDIs, on the 

other it does so by developing a new interpretative framework which accounts for the role of spatial 

transaction costs as explanatory variable. 

                                                

11 According to social constructionists, reality “is constructed through social interaction in which social actors 

create partially shared meanings and realities” (Saunders et al., 2016, p. 130).  
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Considered the paradigms in the matrix, my research, then, positions somewhere in between the 

functionalist and the radical structuralist paradigms, with the former prevailing in regard to the 

empirical aspects of my work and the latter assuming a more primary role in relation to the theoretical 

underpinnings (and conceptualisation) of my research (Figure 3). 

 

 

Radical Humanist Radical Structuralist 

Interpretive Functionalist 

 

Figure 3: Four paradigms for organisational analysis (Burrell and Morgan, 1979)  

 

4.3. Approach to theory development 

The reflections above, together with the subject of my research, led me towards the adoption of an 

abductive approach to theory development (Table 1 below). Indeed, as recognised by Saunders et al. 

(2016), this appears to be the most suitable approach for topics in which there is a wealth of 

information in one context (research on distance and FDIs), but far less in the specific context 

examined (IB research on geographical distance and FDIs, from a spatial transaction costs approach). 

According to Saunders et al. (2016, p. 145), an abductive approach involves the collection of data (in 

this case, articles) to explore a phenomenon, the identification of themes (relationships between 

geographical distance and FDI-related variables) and the explanations of patterns (drawing on the 

conceptual framework outlined in Chapter 3, thus focusing on spatial transaction costs), in order to 

generate a new or modify an existing theory (the generation of a new theoretical framework 

explaining how geographical distance affects the identified FDI-related variables) which is 

subsequently tested through additional data collection (Saunders et al., 2016, p. 145). This leads to 

the second phase of the project, where the theoretical framework – validated through data 

triangulation – was used to develop deductively an exploratory case study research strategy (see 

Regulation 

Subjectivist Objectivist 

Radical Change 
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Chapter 5), which had to be adapted to cater for a vast amount of limitations and constraints, ranging 

from limited availability of data and inaccessibility of certain respondents, to shortage of important 

resources such as time and money. As part of it, a unique dataset was constructed and analysed 

exploratorily: findings, reported in Chapter 7, were discussed in relation to the predictions of the 

theoretical framework in Chapter 8. 

Table 1: Abduction, as in Saunders et al. (2016, p. 145). 

Logic In an abductive inference, known premises (in this case, the relationship 

between distance and spatial transaction costs) are used to generate testable 

conclusions (in regard to the relationship between the former and FDIs). 

Generalisability Generalising from the interactions between the specific and the general. 

Use of data Data collection is used to explore a phenomenon, identify themes and 

patterns, locate these in a conceptual framework, and test this through 

subsequent data collection and so forth. 

Theory Theory generation or modification; incorporating existing theory where 

appropriate, to build new theory or modify existing theory.  
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5. Research Design 

A research design consists of a “general plan” of how the researcher proceeds in order to answer a 

research question/s (Saunders et al., 2016, p. 163). According to Saunders et al. (2016), such a plan 

must consist of clearly defined objectives and a strategy for meeting them, while stating the sources 

and methods of collection and analysis. It should also define an understanding of quality, and, 

eventually, address considerations on limitations and constraints. These points are presented and 

discussed in the following sections.  

5.1. Research strategy and methods  

Denzin & Lincoln (2011) define a research strategy as the methodological link between the 

philosophical position of the researcher and her subsequent choice of methods to collect and analyse 

data (as in Saunders et al., 2016). For my project, I devised a two-stages, theory building and testing, 

case study-based research strategy with the purpose of answering my research question. A first phase 

saw the outlining of a framework obtained from reviewing extant literature on geographical distance 

and FDIs. The framework was validated involving experts from Danish IPAs. A second phase, then, 

consisted in drawing on such framework to interpret observations on data regarding FDIs in a specific 

case-area, the Capital and Zealand regions of Denmark.  

5.2. Systematic Review 

As a first step, a review of extant literature was conducted in order to assess the state of knowledge 

on the relationship between geographical distance and FDIs. To retrieve appropriate content, a 

systematic process was followed, following guidance from a chapter in Saunders et al. (2016). The 

process, adapted to the matter, consisted of the following steps, which were addressed in an iterative 

fashion. 

0. Preliminary research on the topic was conducted to familiarise with key concepts, authors, and 

research traditions. Relevant books were consulted and further sources were retrieved using 

specialised search engines, such as Google Scholar, or the library database of Copenhagen 

Business School (CBS). 

1. A literature search strategy was developed, including the following activities:  
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i. A review question was formulated, based on the research question and the objectives 

expressed in the research proposal, to guide the search, retrieval, evaluation and 

assessment of relevant documents. 

ii. Key parameters were set to frame the database search.  

iii. Brainstorming sessions (mixed with some further browsing and scanning of potentially 

relevant literature) were held to develop appropriate search terms.  

iv. The identified search terms were combined to form appropriate search strings.  

v. The most appropriate database was identified. 

vi. Evaluation criteria were generated to guide the selection of relevant documents among the 

retrieved content.  

2. Based on the strategy outlined above, a search was undertaken and the content retrieved was 

evaluated and assessed. This process, coupled with some further browsing and scanning, led to 

the compilation of a final list of relevant content to be reviewed.  

3. The structure of the review was decided, based on thoroughly identified relevant variables. 

4. A literature review was compiled.  

5. Conclusions were drawn from the literature review. 

The outcome was the development of a theoretical framework (encompassing point 4 and 5), outlined 

in the next chapter, which was then used to interpret observations in relation to the exploratory case 

study.  

5.2.1. Literature Search Strategy  

i. Review question 

“What does the literature say about the role played by geographical distance in shaping (global) FDI 

patterns?”. 

ii. Parameters 

• Language: English 

• Subject Area: All (although the most important fields were individuated in Economic Geography, 

International Business and International Economics/Trade Theory) 

• Business Sector: All 

• Geographical Area: all 



 20 

• Publication Period: - 

• Literature Type: refereed journals 

I tried to keep the parameters as broad as possible, given the exploratory character of the project. As 

a few renowned books on the topic had already been consulted, peer-reviewed journals were chosen 

as the only type of sought literature. The main objective was indeed to retrieve quality material to 

review, so to provide a solid theoretical frame to the project.  

iii. Search Terms 

A few brainstorming sessions were held to develop appropriate search terms, resulting in an initial 

list, including the terms: 

• Spatial 

• MNEs 

• Geography of FDIs 

• Spatial allocation patterns 

• Distance 

• Geographic* Friction 

• Location 

• Spatial Transaction Costs 

• Globalization 

• Global Economy 

• Location Choice 

• Foreign Direct Investment* 

• Capital Flows 

• Gravity Model* 

• Geography 

• FDI* 

• FDI barriers/obstacles 

• Spatial impedance 

• Space 

• Friction of Space 

• Locational Behaviour 

• Liability of distance 

• MNE behaviour 

• Geographic* Distance 

• Decision-making FDIs 

• FDI strategy

After some further browsing and scanning of the preliminary literature (which led to an additional 

refinement process of the subject matter), those that were deemed to be the most relevant terms in 

relation with the project objectives were finally identified.  

The initial list was therefore reduced, to encompass: 
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• Geograph*12; 

• Distance; 

• FDI* OR Foreign Direct Investment*; 

• Spatial transaction cost*. 

Although the term ‘friction’ was recognized as relevant in relation to the objectives and review 

question, a decision was taken to exclude it from the search terms: indeed, in written language, it 

would have been either related to ‘distance’ (as in ‘the friction of distance’) or to ‘geograph*’ (as in 

‘geographical friction’).  

iv. Search strings 

Finally, the search terms identified were combined to develop the following search strings: 

a. Geograph* OR Distance OR “spatial transaction cost*”13 

b. FDI* OR “foreign direct investment*”  

v. Database 

The most appropriate database was identified in Business Source Complete, which indexes 9,500 

journals, among which all those considered to be most likely to include relevant articles for the 

project, for example Economic Geography, the Journal of Economic Geography, the Journal of 

Transport Geography, International Business Studies and the Journal of International Business.  

vi. Evaluation criteria 

The following evaluation criteria were developed.  

“For an article to be considered as relevant, one of the following two conditions must be met: 

                                                

12 The symbol * denotes a truncation. This allowed to search for all terms that start in geograph*, as 

geographical, geography, or geographic.  

13 Quotation marks in search strings allow to search for a phrase, otherwise each single term would have been 

searched for.  
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• In order to meet the research purpose, the author/s undertake an analysis of the relationship 

between physical or geographical distance (or distance-related concept/measure) and FDIs, 

either in general or within a specific context (STRONG CRITERIA); 

•  Within the broader scope of the research project, the author/s examine/s the relationship 

between physical or geographical distance (or distance-related concept/measure) and FDIs, 

either in general or within a specific context (WEAK CRITERIA).” 

5.2.2. Search and content retrieved  

An initial search was conducted on full-text articles, with an outcome of 16,462 entries, which were 

clearly too many to review. After inquiring with a librarian from the university library, a decision 

was taken to restrict the search to abstracts and titles (as also recommended in Saunders, Lewis, & 

Thornhill, 2016). The new search retrieved 475 documents, thus making the review process more 

manageable. The following note was taken:  

Note: Search 

• Database: Business Source Complete 

• Collection: Scholarly (peer-reviewed journals) 

• Dates: 1979-201714 

• Search: (geograph* OR distance OR “spatial transaction cost*”) 

AND (FDI* OR “foreign direct investment*”) 

• Field searched: Abstract 

• Total items retrieved: 475 

Evaluation of retrieved items and exclusions 

All Information on the retrieved articles was exported in the research tool Mendeley™, and 

categorised in a folder named ‘Search Results’. Then, the abstract of all 475 documents was read and 

assessed against the formerly established criteria. This process led to the identification of 116 relevant 

                                                

14 This field was compiled automatically by BSC. Indeed, no restrictions were entered in regard to the 

publication period.   
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articles. The rest of the articles were discarded as they did not match the pre-set evaluation criteria, 

and the following observations were made:  

• As expected, the majority of the retrieved literature focused on the relationship between FDIs and 

either cultural, institutional or psychic distance15, either assessed individually or together with 

one another. These articles were excluded as they did not meet neither of the two evaluation 

criteria. Other distance measures leading to exclusion included technological and corruption 

distance (used, for example, to study inward FDI patterns in Turkey, or Latin America).  

• Another big part of the discarded articles assessed the role of trade agreements in determining 

trade or FDI levels in particular areas, thus falling outside of the main focus of this work.  

• Eventually, a less significant, although still consistent part of the articles retrieved dealt with the 

role of macro-economic differences in sub-national regions to account for geographically 

dispersed patterns of incoming FDIs in specific countries, often China. As they did not explicitly 

made reference to the role played by geographical distance or space in general, these articles were 

also excluded from the relevant sources.  

A further, in-depth screening brought up the need for additional evaluation criteria, as I noticed that 

some of the strictly empirical articles made use of old datasets, that I assumed to reflect conditions 

which had changed over recent years, as a result of technological progresses and increased 

globalization and connectivity. Thus, the following criteria was added:  

• “For strictly empirical studies, the dataset examined must span across at least 5 years in the 

early 2000s”16. 

Also, despite having explicitly set it as a parameter, I deemed it necessary to undertake a further 

assessment of the quality of some of the retrieved articles, which led to the exclusion of a few, 

particularly weak sources.  

These further quality-checks led to the confirmation of a list of 95 sources.   

                                                

15 This was due to the use of the term “distance” (with no further specification) as one of the search term. 

16 This meant that articles using datasets like, e.g. ‘US outward FDIs in Poland in the period 1992-1998’, were 

then excluded. 
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Preliminary observations on content  

Copies of all selected articles were retrieved and saved in appropriate folders. Relevant data was 

extracted from each article and categorised in a spreadsheet (see Appendix 2). A table was created 

having as column headers those variables that were deemed to be particularly important to examine 

and discuss. Among the others, ‘level of analysis’, ‘distance from:’, ‘is geographical distance the 

main object of analysis?’, ‘impact’, ‘affected FDI-related variable’.  

This table came handy when conducting a preliminary analysis of the content selected as relevant. 

Among the selected articles, the ones that were specifically focused on the impact of geographical 

distance on FDIs (those meeting the ‘STRONG’ evaluation criteria) were a considerable minority, 

namely 11, among which only 1 attempt of providing a comprehensive review of previous literature 

(Nachum & Zaheer, 2005). The rest of the selected documents only accorded a secondary role to 

geographical distance, although that was judged enough to meet the ‘WEAK’ evaluation criteria. 

Among them, a vast majority consisted of studies assessing geographical distance together with other 

measures, by using different conceptions of gravitational models (for an elegant and comprehensive 

introduction on the use of these models in International Economics, we refer the reader to Alfaro & 

Chen, 2017). Although we acknowledge the importance of this tool in order to examine general levels 

of correlation between geographical distance and FDI levels, we believe that its explanatory powers 

are limited. For this reason, and because of the contextual nature of the findings obtained using these 

models, we will not discuss this body of literature in the following chapter. 

Additional sources  

Further browsing and scanning, mostly conducted through web-based academic search engines such 

as Google Scholar, led to retrieval of a recent working paper by Alfaro & Chen (2017), which 

appeared to be in line with the set qualitative assessment criteria. Consulting references of the 

retrieved documents led to the inclusion of other 20 articles, which were also judged as relevant. 

References of the additional sources were also exported into Mendeley™, and saved in a folder 

named “Extra sources”. Relevant information was extracted from all additional articles and 

categorised in the datasheet. A column named ‘source origin’ made it possible to filter the list among 

articles retrieved from the database search and the additional sources. 

From the datasheet, it was possible to observe a strong unbalance between the theoretical character 

of the additional sources, compared to the mostly empirical focus of the documents retrieved through 
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the database search. The poverty of theoretical content retrieved was arguably the biggest limitation 

of the process suggested in Saunders et al. (2016).   

5.2.3. Structure 

The identified variables, then, were used to build up the skeleton of the literature review (Figure 4). 

The chapter is divided in two main levels of analysis, then sub-divided thematically among FDI-

related impact variables. A spatial transaction costs approach (Beugelsdijk & Mudambi, 2013; 

McCann & Mudambi, 2004) is undertaken, when possible, to present the individual impact of 

transportation and communication costs as described in the literature. As anticipated in chapter 4, the 

concept of spatial transaction costs (as well as their evolution over distance, described by Rodrigue 

et al., 2017) was thus allowed to “parasite” that of geographical distance (Deleuze & Guattari, 1994; 

Serres, 2007; Spoelstra, 2007) so to provide further explanatory power to the theories retrieved from 

the literature search.  
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Figure 4: Scheme of structure for Chapter 6. 
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5.3. Case Study: the Capital and Zealand regions of Denmark  

Beyond its theoretical underpinnings, the project emerged from the need to understand the dynamics 

related to a certain phenomenon in regard to a specific area, which was initially set to be Denmark. 

However, considerations related to the sub-regional differences of the country, as well as to its 

peculiar geography17, led me to consider a fragmented approach as the best possible one, to provide 

a rich and nuanced account of how geographical distance affects the potential of Denmark to attract 

FDIs. An optimal approach, then, would consist of a series of case studies, a strategy defined by Yin 

(2014), as “an in-depth inquiry into a topic or phenomenon within its real-life setting” (2016, p. 184). 

Many scholars, indeed, have emphasised the capacity of case study strategies to “generate insights 

from intensive and in-depth research into the study of a phenomenon in its real-life context, leading 

to rich, empirical descriptions and the development of theory” (Saunders et al., 2016, p. 185). 

Multiple case studies would be selected in order to account for the differences in contextual factors 

described above, predicting the impact of such difference on the anticipated findings beforehand, and 

then assessing the degree of theoretical replication (Saunders et al., 2016; Yin, 2014). However, 

considered the limitations related to the time- and space- boundedness of this project, drawing on a 

single case study appeared to be the best suitable approach for my research, if it were to provide and 

in-depth analysis rather than a superficial account of the impact of geographical distance on the 

potential of Denmark as a destination for FDIs. 

The case was identified in the Capital and Zealand regions, which operate as one when it comes to 

attract FDIs, as part of a larger region extending to Scania across the Øresund strait; a region that was 

recently rebranded as ‘Greater Copenhagen’ by local IPAs, acknowledging the strong impact of the 

capital (the only true global city, as well as the main commercial hub of Denmark) on the region. For 

these reasons, I argue that the Danish side of Greater Copenhagen constitutes a unique and critical 

case on which to focus the analysis. According to Yin (2014), these characteristics make the region 

suitable to be the object of a single case study strategy.  

Throughout the rest of my project, then, the “case” (or “case-at-hand”) refers to the sub-regional area 

within which the impact of geographical distance on FDIs is examined, i.e. the regions Sjælland and 

Hovedstaden in Denmark. The Danish side of Greater Copenhagen area is made up of 39 

                                                

17 Elements which could undermine the validity of findings obtained from a country-level analysis.  
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municipalities stretching all over Zealand, Denmark’s most populated island, inhabited by 2,287,740 

people (almost 40% of the country’s total population) (Statistics Denmark). The country’s capital, 

the city of Copenhagen, lies on the island’s eastern shore, hosting alone 601,448 people. 

Aim of the case study is to explore if and how diverse FDI-related variables change for different 

degrees of geographical distance, measured at both national and subnational level. To do so, the 

developed holistic, single case study approach draws on a mono method quantitative study of FDI 

data related to the investigated area. Before we delve into description of data collection and choice 

of methods used, an important premise needs to be made:  

• To the best of my knowledge, there is no compiled list of FDIs (neither flows nor stock) in 

Hovedstaden and/or Sjaelland. The dataset which is analysed in this project was thus 

developed as a proxy by the author, as explained in the next section. 

The interpretive power of the developed framework in regard to the observations related to the case 

is finally discussed in chapter 8. In this regard, a second premise needs to be stated: 

• The framework resulting from the review of the literature shall be seen as partially 

explanatory, and partially interpretative. It is explanatory, to the extent that geographical 

distance, later operationalised as the great-circle distance between the locations of shareholder 

and affiliate, is used as the independent variable (IV) which explains the changes in a range 

of FDI-related features (DVs); it is instead, interpretative, as spatial transaction costs are used 

as a mediating variable (MV), which explains the relationship between IV and DVs. However, 

the impossibility of obtaining data for spatial transaction costs for each single company, did 

not make it possible to examine direct relationships between the latter and the DVs. Therefore, 

their mediating role, is discussed in a subsequent section, where a spatial transaction costs 

perspective is adopted to interpret the findings outlined in Chapter 7.  

5.3.1. DATA 

Using secondary data 

One of the objectives of the present study was to provide an explanation in regard to how and to what 

extent geographical distance impacts the potential of Denmark, then its Capital and Zealand regions, 

as a destination for FDIs. Ideal, then, was to investigate the population of FDIs in the area. Given the 

holistic approach to the case study, and considering the limited financial and temporary resources 
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accorded to the project (Vartanian, 2011), a decision was made to recur to secondary data, which 

would have provided the largest (and perhaps even most accurate) amount of information in the 

shortest time. Saving resources from data collection made it possible to allocate more time to the 

theoretical aims of the project, as well as to data analysis and interpretation (Saunders et al., 2016). 

Furthermore, using secondary data provided an unobtrusive way to collect relevant data on FDIs 

(Saunders et al., 2016), an enormous benefit compared to alternative data collection methods, 

considered the sensitive character of information on FDIs. They also allowed to go beyond initially 

considered variables, and explore relationships between geographical distance and other compiled 

variables. Eventually, the permanent and accessible character of the secondary data used make my 

research more transparent and open to public scrutiny (Denscombe, 2007).  

However, conducting research on secondary data also have a number of disadvantages. They will be 

discussed in the next section, together with other limitations of the present study. 

Unfortunately, retrieving quality data on FDIs is a tremendous challenge. As recognised by each 

researcher who has attempted to conduct research on FDIs, the availability of public, aggregate data 

is often limited to country, volumes, and perhaps industry information. In the following pages, I will 

explain how I tried to overcome the problem, while transitioning from a country-based to a company-

based perspective (following McCann & Mudambi, 2004 and Beugelsdijk & Mudambi, 2013), by 

building the best possible dataset on FDI stocks with company-level information.  

Data collection 

First and foremost, despite the existence of accurate databases and reports at national (and aggregate) 

level (e.g. UNCTAD, OCSE, many countries’ national banks websites), there is a lack of available 

and reliable data on FDIs at company level (Alfaro & Chen, 2017), a fact that proved to be an 

important obstacle to overcome in order to conduct my study. In fact, national data on FDIs, compiled 

and published by the National Bank of Denmark, are limited to bilateral volumes of flows and stocks, 

if anything broken down by industry. From these statistics alone, it would have been impossible to 

infer the qualitative dimensions of FDIs that extant literature affiliates to geographical distance. Also, 

relying on such data would have not allowed me to move beyond the nation-state as locational unit 

of analysis (Beugelsdijk & Mudambi, 2013).  

An attempt was made to access a new database developed by Bureau van Dijk (BvD), encompassing 

information on both greenfield investments and M&As; however, the company does not provide 
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access to students and CBS could not manage to negotiate access, as of January 2018. Another 

database developed by BvD, Orbis18, helped instead to generate a “snapshot”19 (Saunders et al., 2016) 

of the current stock of FDIs in Denmark, providing information on foreign owned companies. With 

Orbis, I could search for all Danish companies with at least a 10% of shares owned by a foreign 

entity20. An initial search retrieved 13,588 cases in the sole Denmark. Data was of good quality, with 

no missing values for important variables, although many cases lacked information for variables that 

could have been interesting to examine (e.g. Turnover, number of employees). Information retrieved 

included name of the company (affiliate), name of shareholders, share owned by each shareholder, 

location of the company, location of the shareholder, NACE codes up to the 4-digits level. From here, 

it would have been possible to build a dataset of FDI stocks in the Capital and Zealand regions of 

Denmark on which to undertake a cross-sectional study.  

The initial dataset was checked and refined so to exclude irrelevant cases. First of all, the set was 

reduced to encompass only the affiliates located in the Capital Region and Zealand, as these two 

regions represent the context in which the analysis was undertaken. Then, I excluded information on 

Danish shareholders, indirect investors, companies owning less than 10% shares, companies owning 

an unspecified amount of shares (however, keeping MO=Majority Owned, and WO=Wholly Owned).  

Finally, the dataset was reduced to Corporate shareholders, thus excluding other shareholder types, 

such as Banks and other Financial Companies, Insurance companies and Pension funds, Foundations 

and Research Institutes, Individuals, Private Equity Firms and Venture Capital. This process was 

meant to insure on the quality of data, reducing the risk of biases connected with the usual investments 

of these categories of investors (as recommended by Nachum & Zaheer, 2005).  

                                                

18 A specialised database on ownership information.  

19 The lack of comprehensive yearly data on FDIs at company level made it impracticable to conduct a 

longitudinal study. 

20 Although this definition of the target population (all foreign shareholders, proxying for all foreign investors) 

differs from the population which we originally aimed to study in this project (all FDI deals), it was considered 

to be valid and relevant alternative to the problematic lack of FDI data at company level. 
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After eliciting irrelevant information, the dataset encompassed 2,901 cases spanning over 2668 

corporate shareholders with interests in 2852 affiliate companies located in the Capital and Zealand 

regions of Denmark21. Shareholders, operating in any size, industry and provenience, represent 54 

countries, and 1,065 cities, located between 25 and 18,077 km from the location of their Danish 

affiliates.  

The dataset was assumed to be comprehensive of all cases of corporate FDIs in Hovedstaden and 

Sjaelland, providing an extremely insightful picture of the variegate presence of foreign shareholders 

in the area – substantially more nuanced and rich than the one obtainable from data compiled from 

national statistics institutes (indeed, although reliable, that kind of information remains on a macro 

level, failing to account for company heterogeneity).  

5.3.2. Data analysis procedures  

The dataset is described and explored through Exploratory Data Analysis (EDA), an approach 

strongly promoted by John Tukey (1977), consisting in using graphs, tables and other visual methods 

to explore and understand a specific dataset, eventually guiding subsequent choices of analytical 

techniques. In my study, for numeric variables, it is combined with descriptive statistics, which allow 

to provide a numerical description of such variables.  

EDA allows flexibility to introduce previously unplanned analysis to respond to new findings, 

formalising the “common practice of looking for other relationships in data” (Saunders et al., 2016, 

p. 511), which perhaps a research project was not initially designed to test. Saunders et al. (2016) 

recommend to begin EDA “by looking at individual variables and their components” (Saunders et 

al., 2016, p. 511), before exploring relationships among them. Such a sequence will be recognised by 

the reader in Chapter 7.   

 

                                                

21 Only 80 affiliates had more than one foreign shareholder, of which 76 had two, 2 companies had three, 1 

company had four (Deloitte Nordic) and 1 company had 5 (HIMPP A/S). 



31 

 

5.3.3. Construction of key variables  

Considering that only one of the variables of interest was ready-available from the dataset 

downloaded from Orbis (the shares owned by foreign investors), the rest of the relevant variables 

needed to be constructed, so to be explored. Two main variables were needed, the independent 

variable and a second dependent variable: Geographical Distance, and FDI motives.  

Geographical Distance. To operationalise the geographical distance separating the location of the 

investor (or, more precisely in relation to the data, the shareholder) from that of the affiliate in the 

Danish side of the Greater Copenhagen region, the Great-circle distance between the two locations 

was calculated. However, the exclusion of single individuals from the target population, substantially 

helped moderating such potentially distortive effect (in fact, for the majority of the investors carried 

on by single individuals, accurate geographical data were lacking, perhaps for privacy protection 

reasons).   

Values for the variable will be grouped in the next chapter to facilitate analyses, as recommended by 

Saunders et al. (2016).  

FDI Form. More in-depth considerations must be made in regard to this variable. The lack of accurate 

firm-level data on FDIs, often stressed in previous research on the matter (Alfaro & Charlton, 2009; 

etc.), still constitutes a limit for any research project which aims to examine FDI-related issues at 

firm level. A new database (launched in November 2017) developed by Bureau von Dijk claimed to 

be able to provide information regarding firm-level variables, however at the time of this project, the 

university library had not yet subscribed to provide access to its students, nor it was possible for me 

to afford a private subscription. To overcome the lack of compiled data at company level, previous 

research has used a range of proxies to categorise cases (see, for example, Nachum & Zaheer, 2005). 

However, the limited information obtainable from Orbis did not make it possible for this study to 

follow the same methods. Thus, distinguishing among the different FDI motives discussed in the 

literature review constituted an initial issue for the project. The obstacle was partly overcome by 

drawing on the “simple NACE approach”, a technique first adopted by Alfaro & Charlton (2009) and 

then named as such by Engel & Procher (2012). This method permits to distinguish between 

horizontal and vertical FDIs by confronting the classification of economic activity of parent firm (the 

shareholder, in our data) and affiliate, as represented by the NACE code attributed to each case 

(Alfaro & Charlton, 2009; Baldwin & Okubo, 2014; Engel & Procher, 2012). If the two entities share 
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any code, the FDI is classified as horizontal, otherwise as vertical. Alfaro & Charlton (2009), 

following Acemoglu, Johnson, & Mitton (2009), go further and match input-output tables and SIC 

codes to individuate upstream vertical FDIs (this process allows them to only consider input 

activities). Although resourceful22, the process described was not applicable to the project at-hand, 

due to the tremendous complexity of matching NACE codes with retrievable I/O tables (which, 

anyways, are not compiled at regional level). This resulted in a binary variable, assuming values ‘H’ 

for horizontal FDIs, and ‘V’ for upstream or downstream vertical FDIs.  

Ownership choice. Following Malhotra (2012), although we examine a wider sample not only 

encompassing M&As, but extended to greenfield FDIs and joint ventures to encompass all foreign 

MNEs which own shares (>10%) in the Capital and Zealand regions in Denmark, we attribute full-

ownership to cases where the foreign investors owns more than 95% of shares of the Danish affiliate 

(in this case, a subsidiary). Shared ownership is then attributed to all other cases. This process resulted 

in a dichotomous variable assuming the value ‘S’ for shared ownership, and ‘F’ for full ownership.  

Cultural distance. Along the lines of most research in international business which has considered 

this variable (quotes), I follow the method devised by Kogut & Singh (1988) to aggregate the four 

dimensions of cultural distance originally devised by Hofstede (1980)23 in one comprehensive index. 

This method draws on the following formula:  

 

where HA,j  is the shareholder’s country score for Hofstede’s cultural dimension j, HT,j  is the score 

for the corresponding cultural dimension j in Denmark, and Vj is the variance of the index score of 

cultural dimension j.  

                                                

22 However, there is also room for improving the process, as Acemoglu et al. (2009) fail to consider 

investments in wholesale and retail (which account for a large amount in our dataset), thus biasing their results.   

23 Values for the four dimensions were taken from the book Culture and Organization: Software of the Mind  

(2010).  
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Values for the variable will be grouped in the next chapter to facilitate analyses, as recommended by 

Saunders et al. (2016).  

Sector of affiliate and shareholder. Along the lines of what done by Nachum & Zaheer (2005), the 

NACE code of each shareholder and affiliate was classified according to guidelines provided by 

Eurostat24, the statistical office of the European Union. The resulting variable assumed three values: 

‘Manufacturing Industries’, ‘Knowledge-Intensive Services’, or ‘Other’.  

5.4. Research Quality 

Two concepts are particularly important when discussing quality of research in general, although 

especially that of quantitative research: reliability and validity.  

Reliability refers to the ability of a researcher to “replicate an earlier research design and achieve the 

same findings” (Saunders et al., 2016, p. 202). It is concerned with replication and consistency. Much 

attention was given to this concept throughout the development of this project. Every step in my 

research was accurately logged and the steps that led to the generation of the dataset, the 

operationalisation of relevant variables, and the analytical techniques which were used are carefully 

explained earlier in this section. The rigor used in the present study guarantees replication and 

consistency, thus ensuring high reliability.  

Validity, instead, refers to “the appropriateness of the measures used, accuracy of the analysis of the 

results and generalisability of the findings” (Saunders et al., 2016, p. 202).  

These aspects are discussed in next sections in regard to the two main phases of this work.  

Regarding the literature review, the object of discussion is primarily the sistematicity of the process.  

Concerning the case study, instead, the focus is on the use of secondary data. According to Saunders 

et al. (2016), the reliability and validity that can be ascribed to them “are functions of the method by 

which the data were collected at the source” (p. 338). It is worth stressing that, as outlined above, 

Orbis does not collect data itself, but rather compiles them, aggregating information from a large 

                                                

24 The document can be accessed here: 

http://ec.europa.eu/eurostat/cache/metadata/Annexes/htec_esms_an3.pdf.  
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number of sources. Such sources, of course, are likely to be reliable and trustworthy, given the 

authority of the database provider. However, there is margin for errors (although this is likely to be 

higher for less authoritative source, as noted by Dochartaigh, 2007).  

5.4.1. Reliability  

As acknowledged by Saunders et al. (2016), when discussing reliability, it is possible to further 

distinguish between internal reliability, or “ensuring consistency during a research project” 

(Saunders et al., 2016, p. 2012) and external reliability, “whether your data collection techniques and 

analytic procedures would produce consistent findings if they were repeated by you on another 

occasion or if they were replicated by a different researcher” (Saunders et al., p. 202).  

Regarding the literature review, internal reliability was ensured by adopting a systematic approach to 

the search of relevant items25, and then by developing evaluation criteria to identify a final list of 

relevant articles among the ones retrieved. External reliability, instead, was ensured by accurately 

noting down and reporting all the followed steps, as outlined in the beginning of this chapter.  

Regarding the case study, internal reliability was ensured by planning all analyses before conducting 

them, and accurately reporting findings after each process. External reliability, again, was ensured by 

precisely describing how the dataset was constructed and, in the findings chapter (Chapter 7), by 

accurately reporting on the analyses conducted.  

5.4.2. Validity  

Just like reliability, validity can be subdivided into three more elementary concepts: measurement 

validity, or if the measures used were appropriate for their intended purpose, internal validity, or the 

accuracy of the analysis of the results and the relationships advanced, external validity, or the extent 

to which the research findings can be said to be generalisable. 

                                                

25 This approach substantially reduces biases to eventual errors of the algorithm, library and accuracy of storage 

of the database used. That is why the search was conducted through Business Source Complete, one of the 

leading and most recommended scholarly business databases on peer-reviewed journals. 
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Regarding the literature review, internal validity was ensured by triangulating26 the theoretical 

framework outlined in Chapter 6, through the involvement of experts in the field, professionals from 

local IPAs, who were asked to assess whether they agreed or not with the main propositions which 

could be derived from the review of extant literature27. Although they often qualified their answers 

referring to the role of variables not related to geographical distance, the majority of respondents 

agreed with all propositions, except for the possibility that geographical distance may affect the 

performance of the affiliate (P8). Concerning external validity, the extent to which such propositions 

can be said to be valid in other contexts need to be assessed in further research.  

Regarding the case study, measurement validity was ensured by relying as much as possible on 

previous solid studies in the field. This is what led me to follow the ‘Simple NACE approach’ to 

operationalise the FDI Form variable (as done by Alfaro & Charlton, 2009), the Kogut-Singh Index 

for the Cultural Distance variable (as done by Malhotra, 2012), and even to use Great-circle distance 

to calculate values for the Geographical Distance variable (as often done in previous research, as 

acknowledged by Blanc-Brude, Cookson, Piesse, & Strange, 2014). Concerning internal validity, 

according to Saunders et al. (2016), this “is established when your research accurately demonstrates 

a causal relationship between two variables” (p. 203). However, the authors note that the applicability 

of such claim is limited to causal and explanatory quantitative studies funded on positivist 

assumptions. Although the developed case study does not pertain to these categories, observations 

discussed in comparison with the theoretical framework outlined in Chapter 6 are always defined as 

apparent, and never said to be significant or conclusive. Findings related to the case are extremely 

context-dependent, therefore external validity could not be sought in any way.  

5.4.3. Limitations 

Although much attention was given to ensuring reliability and validity for the present work, biases 

and errors can still be present. This section presents possible limitations of the present study, in regard 

to the way it was designed.  

                                                

26 Triangulation, as described in Saunders et al. (2016), is a form of validation, or the process of verifying 

research data, analysis and interpretation to establish their validity/credibility/authenticity” (p. 206).  

27 The list of propositions is reported in Appendix 1.  



 36 

A limitation of the literature review regards the use of abstracts, instead of full-text for the search of 

the identified search strings. However, the rationale for this choice (which is recommended by 

Saunders et al., 2016) is explained in section 5.2.  

Regarding the case study, instead, limitations result primarily from the use of secondary data and the 

operationalisation of variables. Using secondary data reduces control over the data collection 

process28 and often means working with data which were collected for a different purpose, exposing 

the research to measurement validity risks (Saunders et al., 2016). The same risk results from the 

subjective operationalisation of variables, as in regard with the grouping of values for Geographical 

and Cultural Distance (for which no guidance was retrieved in previous research)29, which may also 

lead to incomparability of observations with similar studies. Another limitation results from the 

inapplicability of the simple NACE approach to distinguish between upstream and downstream 

vertical FDIs. However, considered the difficulty of obtaining relevant data on FDI motives, the 

possibility of working with horizontal FDIs was still valued.  

  

                                                

28 Risks related to the quality of data, though, should be offset by the use of an authoritative source such as 

BvD’s databases (Saunders et al., 2016).  

29 The method followed is explained and discussed thoroughly in Chapter 7.  
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6. Geographical Distance and FDIs  

An extensive amount of research has been conducted on the relationship between a range of distance 

measures (for an overview, we refer the reader to Berry, Guillén, & Zhou, 2010; Blanc-Brude, 

Cookson, Piesse, & Strange, 2014) and FDI-related variables, such as determinants, characteristics 

and distribution patterns.  

However, when we look specifically into geographical distance, we quickly observe that, although a 

substantial part of the retrieved articles considers its role among other determinants of bilateral FDIs 

(for example, Blanc-Brude et al., 2014; Nielsen, Asmussen, & Weatherall, 2017) 30, yet, only a few 

sources examine it in-depth in relation to the characteristics of FDI flows and stocks. Furthermore, 

when this happens, it is often in research conducted within the field of International Economics, thus 

generally focusing on determinants of FDI patterns among countries (a notable exception is Nachum 

& Zaheer, 2005, although still focused on the national country as locational unit of analysis). This 

finding confirms the tendency of IB to a) undertake research on distance and MNEs through the 

adoption of a holistic approach, thus ignoring the potential of disentangling the individual effect of 

the single distance dimensions (Beugelsdijk & Mudambi, 2013), and to b) underestimate the 

importance of spatial considerations in the analysis of the international strategies of MNEs 

(Beugelsdijk et al., 2010; McCann & Mudambi, 2005). The interaction between space and place in 

regard to FDIs is thus left as a “black box” (Beugelsdijk, McCann, & Mudambi, 2010 p. 488), despite 

a wide acknowledgement of the value and explanatory power of borrowing concepts from economic 

geography (Beugelsdijk et al., 2010; Buckley & Ghauri, 2004; McCann & Mudambi, 2004; Nachum, 

2000). As already mentioned in a previous chapter, in order to open the box and make a sense of its 

content, McCann & Mudambi (2004), first, and Beugelsdijk & Mudambi (2013), then, stress the 

benefits of focusing on the impact of spatial transaction costs, an attempt of doing which will be 

recognised by the reader has the main driver of the present work.  

                                                

30 As mentioned, these works only partially address the effects of geographical distance on FDIs, discussing 

this together with other dimensions. As their analysis in regard to the object of this work remains on a 

superficial level, it is not our intention to dwell on these studies. However, their trivial insights confirm the 

concerns expressed in Beugelsdijk & Mudambi (2013), presented below.  
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As outlined in the previous chapter, extant research on geographical distance and FDIs can be divided 

upon two primary levels of analysis, depending on the reference points used in the definition of 

geographical distance: a cross-national level, focusing on the distance between two countries, and a 

sub-national level, focusing on the distance from a particular location, facility or institution in a 

certain area. Although previous research has tended to focus on either one or the other level31, scholars 

in IB have stressed the value of examining spatial effects at both analytical levels (Beugelsdijk & 

Mudambi, 2013) in order to provide a comprehensive picture of the effects of geographical distance 

on the decisions and operations of MNEs. However, different dynamics and considerations are 

specific of each analytical level. 

The following sections survey accounts provided by extant literature on how geographical distance 

affects drivers, decisions, and outcomes of FDIs in relation to the different analytical levels. 

Whenever possible, the fundamental impact of spatial transaction costs is isolated and discussed.  

6.1. National Level studies 

At national level, geographical distance is measured as the distance between two countries (although 

different proxies are used to account for it32), which has been primarily shown to affect the driver 

(motive) and governance choice of a FDI. The studies that have investigated these relationships are 

also the ones that provide the more in-depth explanations in regard of the effects of the underlying 

mechanisms through which geographical distance affects economic activity, i.e. the imposition of 

different levels of spatial transaction costs. At aggregate level, transportation and communication 

costs have been generally associated with reductions in trade and investment flows (Berry et al., 2010; 

Drogendijk & Martín Martín, 2015), leading some authors to erroneously describe their effect on 

FDIs as a strictly negative one (Nielsen et al., 2017). However, more in-depth analyses have shown 

how the estimation of their impact is more complex, as it involves consideration of several factors 

(Alfaro & Chen, 2017; Daniels & Ruhr, 2014; Nachum & Zaheer, 2005).  

                                                

31 International Economics has generally focused more on the national level, whereas Regional Science has 

historically dealt with the subnational level (Beugelsdijk et al., 2010).   

32 Often, the chosen measure is the great-circle distance between their capital cities. 
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6.1.1. FDI Motives 

“As strategic intent drives behavior (Hamel and Prahalad, 1989), an understanding of motivations 

is a first step towards understanding the behavior of MNEs, and can be used to predict their actions 

(Hitt et al, 1995).” (Nachum & Zaheer, 2005) 

Although the picture provided by this quote is incomplete, as its authors do not account for those 

instances in which behaviour is not driven by strategic intent (see Kahneman, 2011, for a 

comprehensive overview), scholars across disciplines agree to the fact that understanding motivations 

is arguably the most critical element in studies on FDIs (Alfaro & Chen, 2017). This is confirmed by 

the vast amount of literature in IB and International Economics that has tried to understand and 

explain why firms decide to invest abroad.  

Considered this, it is not surprising, then, to find out that the relationship between geographical 

distance and FDI motives is by far the most examined, both theoretically and empirically. The 

following pages provide an overview of how geographical distance has been connected to different 

motives to invest abroad. Among the others, two articles were particularly useful in their completion, 

as they provided a detailed account of the role played by spatial transaction costs (Alfaro & Chen, 

2017; Nachum & Zaheer, 2005). Alfaro & Chen (2017), in their article, explore how geographical 

friction plays a role in shaping global FDI patterns, with a particular focus on transportation costs. 

Nachum & Zaheer (2005), instead, integrate communication costs and add a level of complexity, by 

assessing how the effects of the two variables change in relation to the information-intensity level of 

a particular industry. 

Transportation Costs and FDI Motives 

Both articles conclude that transportation costs have a positive relationship with market-seeking, 

horizontal33, FDIs. In fact, such relationship has been analysed thoroughly in International Trade 

Theory, since it was first examined a few decades ago by Markusen (1984). Within this stream, FDIs 

have been generally considered as substitutes of exports, validating the following statement: the 

higher the costs of exporting to a foreign market, the more likely it is that a firm would invest there 

                                                

33 In horizontal FDIs, a firm replicates an activity (or a subset of activities) taking place in the home country 

in a foreign market (Alfaro & Chen, 2017).  
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replicating a productive process. Higher transportation costs (they increase with geographical 

distance, as shown in Chapter 3) contribute to make international trade more expensive (Yeaple, 

2003), thus encouraging horizontal FDIs34. However, it is important to recognise that the relationship 

is described by a proximity-concentration trade-off, where FDIs become substitutes for trade if 

distance is large, but exports are more important if large scale economies can be achieved from 

concentrating production in one area. All in all, extant theory has reached the conclusion that MNEs 

arise endogenously in presence of high trade costs and low economies of scales at plant level 

(Markusen, 1984; Markusen & Venables, 1998, 2000). Nachum & Zaheer (2005) qualify these 

conclusions by stating that they mostly apply to traditional industries35, as market-seeking FDIs are 

a lesser imperative for information-intensive industries.  

On the other hand, high transportation costs act as a hurdle for efficiency-seeking, vertical FDIs, 

which are motivated by the intention of a firm to exploit cross-country differences in the cost of 

productive factors, by fragmenting the value-chain (Helpman, 1984; Helpman & Krugman, 1985)36. 

Trade and FDIs operate here as complements (Alfaro & Chen, 2017) and spatial transaction costs 

have a relevant, negative impact on the operating costs of MNEs, thus reducing their likelihood to 

engage in FDIs at high distance (Alfaro & Chen, 2017; Nachum & Zaheer, 2005). However, the 

reductions in transportation costs observed over the last 30 years, would have led to “greater vertical 

FDIs and intra-firm trade” (Alfaro & Chen, 2017, p. 8). Again, this statement is qualified by Nachum 

and Zaheer (2005), who argue that this impact is stronger in traditional industries, as information-

intensive ones are relatively less impacted by transportation costs.   

Although not explicitly mentioned, resource- and knowledge-seeking FDIs are probably categorised 

among vertical FDIs by Alfaro & Chen (2017), who decide not to mention them. Nachum & Zaheer 

                                                

34 This prediction has been confirmed by a variety of empirical studies: for example, Lankhuizen, de Groot, & 

Linders (2011), in an elegant study, find that the share of FDI sales in total foreign sales (which include both 

exports and FDI sales) increases with geographical distance. 

35 This is confirmed empirically, for instance, by Daniels & Ruhr (2014), who observe a positive relationship 

between distance and US manufacturing FDI stocks. 

36 This brings out a relationship between vertical multinational activity and the relative factor endowment of 

different countries.  
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(2005), instead, discuss them from an interesting perspective, affirming that since such resources are 

immobile, transportation costs may be considered as “infinite”, and as such encouraging resource-

seeking FDIs in traditional industries and knowledge-seeking FDIs in information-intensive 

industries.  

As observed by Yeaple (2003), though, FDIs are not exclusively motivated by market access or 

comparative advantage37. In fact, MNEs engage in complex integration strategies, locating some 

activities in certain countries to take advantage of factor price differences and others in other countries 

to jump tariffs or transportation costs. The objective is to take advantage of the complementarity 

between proximity benefits and comparative advantages, thus reducing the cost of serving 

international markets (Alfaro & Chen, 2017). Yeaple (2003) shows that these strategies arise when 

transportation costs fall within “an intermediate range” (p. 295), thus exhibiting a bell-shaped 

relationship.  

A specific case of complex integration strategies are export-platform FDIs, which arise when MNEs 

locate in a certain country with the double objective of accessing its market and serving third countries 

(among which, perhaps, the same home country) through exports (Ekholm, Forslid, & Markusen, 

2007)38. In this case, then, transportation costs play a double role, acting both as an incentive to market 

access (Nachum & Zaheer, 2005), and as a hurdle to exports and intra-firm trade (Alfaro & Chen, 

2017). The resulting effect depends on the relative proximity of the foreign operation to the home 

and/or target market, as well as on the amounts of intra-firm trade.  

The effects of transportation costs on FDI motives, as described in the literature and discussed above, 

are summarised in Appendix 3.  

Communication costs and FDI motives  

Regarding the impact of communication costs on FDI motives, the state of knowledge of extant 

literature is less developed, and often ambiguous (perhaps because ambiguous is the relationship 

                                                

37 This is acknowledged by Alfaro & Chen (2017), but not by Nachum and Zaheer (2005).  

38 Alfaro & Chen (2017), thus, argue that an attractive export-platform location has both a great market 

potential and a strong export market potential.  
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between geographical distance and communication costs, as shown by McCann, 2008). This is clearly 

shown in Alfaro & Chen (2017), who only briefly mention a few previous studies (with no sort of 

integration between them), when discussing the relationship between geographical distance and FDI 

motives, through the effect of communication costs. An objectively better work is done by Nachum 

and Zaheer (2005), who discuss the relationship in light of observed improvements in ICT. However, 

they only focus on information-transmission costs, and their descending parabola, while failing to 

acknowledge the importance of face-to-face interaction (and its role in the transmission of 

knowledge), as described by McCann (2008)39.  

In the examined literature, communication costs have a negative impact on all forms of FDIs, 

arguably because of the shared assumption that establishing a foreign affiliate would inevitably 

require further coordination, monitoring, and knowledge-transfer costs (Head & Ries, 2008; Keller 

& Yeaple, 2013)40, which have been shown to be particularly substantial in the case of efficiency-

seeking (vertical) FDIs (Nachum & Zaheer, 2005). That is why Nachum & Zaheer (2005) argue that 

lower information-transmission costs have fostered efficiency-seeking FDIs in information-intensive 

industries, whereas this impact has been relatively weaker on market- and export-seeking 

investments. Negligible, instead, is the impact on knowledge-seeking FDIs, where the resource 

sought (knowledge) is often tacit and immobile, and thus hardly accessible from a distance (despite 

improvements in ICT), since embedded in individuals, teams and/or clusters of firms (Gertler, 2003; 

Nachum & Zaheer, 2005).  

The effects of communication costs on FDI motives, as described in the literature and discussed 

above, are summarised in Appendix 4.  

                                                

39 This is provisionally confirmed, for example, in a study that observes how direct customer communication 

appears to foster FDIs (Oldenski, 2012), although the author obtains opposite results when examining products 

and services which require complex intra-firm communication (these appear to be more likely to be produced 

at headquarters for export).   

40 Keller & Yeaple (2013) see technology transfer through direct communication as a substitute for 

intermediate input trade, whereas Head & Ries (2008) examine monitoring costs as an increasing function of 

distance.  
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On a final note, scholars have argued that, when engaging in FDI, a firm encounters a range of setup 

costs, which can well overweigh the benefits deriving from cutting on transportation costs, fostering 

exports in-lieu of FDIs (Daniels & Ruhr, 2014; Egger & Pfaffermayr, 2004). Often connected to 

different sorts of market failures due to geographic friction, for example related to the acquisition of 

different kinds of preliminary information (Guerin, 2006), these costs have been shown to increase 

over geographical distance (Kulchina, 2014). 

6.1.2. Governance structures  

A secondary portion of extant literature on geographical distance and FDIs has dealt with the impact 

of the former on the governance decisions of foreign firms41.   

Conversely from what observed for FDI motives, though, the limited extant literature in this area has 

generally focused more on communication, rather than transportation costs: geographical distance, as 

already mentioned, generates information asymmetries which have been linked with a preference for 

partial- rather than full-ownership governance modes (Balakrishnan & Koza, 1993; Hennart & 

Reddy, 1997; Reuer & Koza, 2000). Indeed, the relative ability of local (vs. foreign) investors to 

access better quality information increases with distance from the source, due to both information- 

and knowledge-transmission costs. This presents an adverse selection problem, which is made even 

more severe by the private character of certain information (Ragozzino, 2009). Foreign investors, 

though, are also exposed to moral hazard issues, which occur when low levels of interaction and high 

monitoring costs increase the propensity of a firm to behave opportunistically, behaviour which is 

generally associated with financial losses incurred by the parent entity (Malhotra, 2012).  

Ragozzino (2009) argues that information asymmetries generate important problems in the very early 

stages of acquisitions: for example, leading prospective acquirers to encounter greater challenges 

when assessing distant business opportunities. This is due to geographical distance and its related 

knowledge-transmission costs, which are often simply based on the difficulty for the investors to 

reach out to the target firm or its stakeholders to gain additional information.  

                                                

41 In line with other topics, research on this issue has paid little attention to geographical distance relatively to 

other measures, such as cultural and institutional distance (Ragozzino, 2009). 
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When faced with the risk of such instances of market failure, research has shown that investors 

involved in acquisitions prefer to seek shared ownership in remote locations (compared to full 

ownership in proximity), so to be able to disengage, in case of opportunistic behaviour from the part 

of the affiliate (Malhotra, 2012; Ragozzino, 2009). 

However, to provide the reader with a clearer picture, the opposite effect of cultural distance must 

also be considered (Figure 5 below). As observed by Malhotra (2012), who examined a database of 

US investments in 60 countries over 18 years, cultural distance encourages shared ownership, only 

when geographical distance is low (in this case, indeed, costs are easily outweighed thanks to higher 

chances of frequent interactions). When both variables are high, instead, also because of the 

reinforcing role of ex-post spatial transaction costs (making costs of shared ownership even higher), 

firms are more likely to decide on full equity ownership (Malhotra, 2012).  

 
Figure 5: Curvilinear interaction of cultural distance on equity ownership mode, with and without accounting for 

varying degrees of geographical distance (Malhotra, 2012, p. 226). 

Although these findings are quite insightful and explanatory, extant research is mute in regard to the 

effects of geographical distance on the prior decision on entry mode, or at least between brownfield 

(M&As) and greenfield investments, although the latter may perhaps be treated as an instance of full-

ownership FDIs (Nachum & Zaheer, 2005). These issues are only briefly examined by Nachum and 

Zaheer (2005) in relation to FDI motives: the authors (drawing on Nohria and Goshal, 1997) discuss 

the potential associations of market-seeking investments with acquisitions, and knowledge-seeking 

investments with greenfield FDIs (easier to integrate in the organisational structure of a MNE). 
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6.1.3. Other impacts of home – host country geographical distance 

In addition to drivers and governance modes discussed above (which are the most examined in 

relation to geographical distance), extant literature on geographical distance and FDIs investigates 

(empirically) the impact of the former on a few other variables.  

Javorcik & Spatareanu (2011), for example, examine the relationship between the origin of foreign 

investors in Romania and the degree of vertical spill-overs from FDIs, observing that distance from 

‘home’ is positively correlated with the average shares of intermediates sourced locally (the higher 

the distance the higher the potential share of intermediates sourced locally). Technological spill-

overs, instead, have been studied in relation to distance by Bodman & Le (2013), who validate their 

hypothesis of physical distance acting as a barrier to economic and technological interactions amongst 

countries. These results are disputed and contextualised in a recent study by Ni, Spatareanu, Manole, 

Otsuki & Yamada (2017), who studied a sample of FDIs in Vietnam, concluding that distance effects 

on spill-over degrees are country specific and significant only for Asian FDIs, and not for European 

and North American affiliates (thus attributing a more important role to other variables, such as 

cultural distance). 

Other scholars have associated geographical distance to the performance levels of foreign affiliates, 

observing a negative (although generally statistically weak) impact, especially in developing 

countries (Dahms, 2017; Gammelgaard, McDonald, Stephan, Tüselmann, & Dörrenbächer, 2012).  

Finally, a recently emerged branch considers both home and host countries’ distance from tax havens 

and their relation to FDI levels42. For example, Haberly & Wójcik (2015) find that offshore FDIs are 

“as sensitive to physical distance as real FDIs” (p. 77), proposing that the curious fact (given the 

intangible nature of these transactions), may be due to the “travel requirements of offshore financial 

professionals and/or their clients” (p. 93), stressing once again the potentially critical role played by 

face-to-face interactions in determining FDI patterns. The authors, however, conclude by stating the 

necessity of conducting further qualitative research to confirm this hypothesis.  

                                                

42 Indeed, as estimated in a recently published report, about 30% of global FDI stock is intermediated through 

tax havens (The Economist, 2013), explaining, for example, why Luxembourg’s outward FDI stocks are larger 

than those of Germany or France (Haberly & Wójcik, 2015).  
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6.2. Sub-national Level studies 

At the sub-national level, geographical distance assumes the character of the space comprised 

between a certain place (effective or target location for an affiliate) and the geographical position of 

one or more key institutions or locations which are somehow related to the activity itself. The friction 

of distance on FDIs at subnational (regional) level is primarily imposed, through the generation of 

knowledge- and information-transmission costs, on the levels of benefits deriving from technological 

spill-overs (Alfaro & Chen, 2017). However, very little work has been conducted on the relationship 

between geographical distance and the decisions of MNEs at subnational level (Blanc-Brude et al., 

2014).   

6.2.1. Spill-overs and agglomeration economies 

Extant literature examining the impact of geographical distance on FDIs at subnational level has 

particularly focused on the decision of firms to locate in proximity to one another43, seeking benefits 

such as technology spill-overs, lower transport costs in vertical linkages (between input suppliers and 

final good producers), and labour- and capital-good-market externalities due to the proximity of firms 

with similar demands (Alfaro & Chen, 2017). In IB, Nachum (2000) has argued that considerations 

on both agglomeration effects and location advantages are paramount to comprehend the locational 

behaviour of MNEs.   

McCann & Mudambi (2004) argue that, although insightful, the theory on agglomeration economies 

results inadequate to provide a comprehensive spatial analysis of the distribution of FDI patterns at 

the sub-national or regional level, especially from the perspective of the strategic decisions-making 

of firms44. Conversely, as anticipated, the two authors argue for the necessity of appreciating the 

impact of spatial transaction costs, so to be able to grasp the effects of distance at both analytical 

levels (ibid.). However, no trace of any attempt in this direction was identified among the retrieved 

studies.  

                                                

43 Following a tradition initiated by Marshall (1890).  

44 The authors criticise especially the use of the construct of clusters, as proposed by (Porter, 1990). 
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All in all, in spite of a few empirical studies combining diverse approaches in interesting ways45, the 

retrieved literature is rather mute regarding the impact of spatial transaction costs on the outcomes of 

FDI-related decisions of firms at the subnational (regional) level (thus failing, for example, to frame 

theoretically some common observation patterns such as the “[o]verwhelming concentration of FDI 

activity in [China’s] coastal provinces” observed by Wooster, Banis & Khalid, 2016, p. 56).  

6.3. ‘Compensatory strategies’ and other relevant studies 

Beyond examining the effects of geographical distance on different dimensions of FDIs, further 

research has studied how certain factors and strategies at both national and subnational (regional) 

level can compensate for the effects exerted by distance on incoming FDIs. Among the others, ICT 

performance, logistics systems and logistics management performance in general, clusters, and trade 

agreement have been positively related to decreasing levels of friction of distance. However, none of 

these studies specifically focuses on how these factors affect spatial transaction costs (or their 

perception) at firm level. Some interesting studies in this regard are presented below, and, although 

they do not constitute the primary focus of the present work, some of their insights will be recalled 

and discussed in the final two chapters.   

Blyde & Molina (2015) analysed the relationship between transport and logistics infrastructure and 

the attractiveness of a specific location for FDIs. They find a positive impact of logistic infrastructure, 

in some cases strong enough to offset certain impacts of geographical distance. Specifically, and in 

line with what our review would suggest, they observe a positive impact of better logistic 

infrastructure on the number of vertically integrated subsidiaries within a country (the most 

negatively affected by communication and transportation costs).   

Regarding ICTs, a study by Ko (2007) compares internet externalities and FDI patterns in developing 

and developed countries, observing that the negative effects exerted by distance on FDIs can be 

mitigated by positive network externalities, such as those associated with internet usage. Along the 

                                                

45 For example, Wooster, Banis, & Khalid (2016) combine geographic information system (GIS) and FDI-data 

analysis to examine the impact of geography on the sub-national location patterns of US firms in China. 

However, their study remains on the aggregate level, without considering firms’ decisions in detail.  
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same lines, but at subnational level, Tang & Trevino (2010) examine the impact of ICTs on the spatial 

dispersion of FDIs, confirming their moderating effect on the impact of distance.  

Also at subnational level, the benefits and attractiveness of agglomerations for foreign firms were 

already discussed in the previous chapter.  

Finally, the positive impact of bilateral investment treaties (BITs) on FDIs has been studied 

thoroughly, although rarely in sole relationship with offsetting negative effects of geographical 

distance. For a well-compiled overview, we refer the reader to Gómez-Mera, Kenyon, Margalit, Reis, 

& Varela (2015).   
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7. Exploring Data for the Capital and Zealand Regions 

As outlined in the previous Chapter, I proceed here with the analysis of the dataset, visually and 

statistically describing variables and examining relationships between them.  

As already mentioned, the analysis focuses on the current existent stock of foreign direct investments 

in the Capital and Zealand regions of Denmark. These two regions make up the Danish side of an 

area which has been recently rebranded as Greater Copenhagen by the joint efforts of national and 

regional IPAs.  

The chapter begins by exploring and describing values for the geographical distance variable, and 

continues exploring its relationship with the other key variables defined in Chapter 5. Further insights 

beyond the examination of such relationships are also presented and explored, allowing the dataset 

to unleash its full potential. Whenever possible, findings are related to the framework outlined in 

Chapter 6, then discussed in a subsequent chapter, where a transactional perspective is applied.  

7.1. Geographical Distance 

The dataset encompasses 2,668 shareholders located between 25 and 18,077 km46 away from their 

Danish affiliates. 

The highest frequencies are found at 523 (the mode, with 270 values), 957 (131) and 484 (102) km 

between the locations of shareholder and affiliate (see Appendix 6). These values are found in 

correspondence with, respectively, the geographical distance between Copenhagen and the cities of 

Stockholm47 (265 occurrences), London (130), and Oslo (96). Further high values are found in 

correspondence of the great-circle distance between the capital of Denmark and the cities of 

Amsterdam (87), Malmö (71), Gothenburg (58) and Luxembourg (58).  

                                                

46 The shortest distance retrieved is between companies located in Copenhagen and Limhamn (SE); the farthest 

is between Vedbæk (Rudersdal) and Christchurch (NZ).  

47 First city for number of occurrences, Stockholm is the shareholder city for 265 affiliates in Copenhagen and 

272 in the whole area considered, accounting for the 9.1% of all investments in the dataset. 
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This first observation highlights the importance of linkages between big, international cities in the 

contemporary economy. Beyond the dimension of these cities itself, the proximity between such 

global hubs also appears to play a relevant role (Figure 6 below). Other factors which may have an 

impact on this distribution could be cultural distance, similarity between economical structures, trade 

agreements and other partnerships (including cooperation between IPAs) between the two cities, as 

well as corporate tax structures in the shareholder city/country (see Haberly & Wójcik, 2014).  

 
Figure 6: Dispersion of shareholders within the first 3,000 km from the location of the affiliate. 

The more intense FDI relationship between Copenhagen and other big cities affects the distribution 

of values for the geographical distance variable (Figure 7), which presents higher peaks48 in 

correspondence of the distance between Copenhagen and other big cities, including those mentioned 

above.  

                                                

48 This feature confers to the distribution a leptokurtic character that one would expect from the kurtosis 

positive value of 19.38 exhibited in Table 3. 
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Figure 7: Distribution of frequencies for the Geographical Distance variable. 

The higher concentration of cases due to the more intense relationship between all municipalities and 

other cities in proximity confers the distribution a positive skewness (value of 4.15 in Table 2), with 

a long tail to the right.  

Table 2: Descriptive Statistics for the Geographical Distance variable. 

Given the characteristics of our distribution, the median 

value of 658 – reflecting a higher concentration of cases 

within the first 1,000 km of distance between locations of 

shareholder and affiliate – appears to be a more reliable 

measure of central tendency (typical value of the 

distribution), compared to the mean (1,219.93), which is 

affected by the high dispersion of values (S.D. value of 

2,138 in Table 2). This is understandable if we consider that 

the shareholders in the dataset are located in every corner of 

the globe.  

It is quick to see graphically that the values are not normally 

distributed, thus reducing my choice of statistics for 

subsequent analyses. This impression was confirmed by 

normality tests [D = 0.385, df = 2901, p < 0.001; W = 0.429, df = 2901, p < 0.001], which ruled out 

Geographical	Distance	

Mean	 1,219.93	

Standard	Error	 39.69	

Median	 658	

Mode	 523	

Standard	Deviation	 2,138.00	

Sample	Variance	 4,571,039.61	

Kurtosis	 19.38	

Skewness	 4.15	

Range	 18,052	

Minimum	 25	

Maximum	 18,077	

Count	 2,901	
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the possibility of using parametric statistics to investigate relationships among variables (Saunders et 

al., 2016). 

In order to allow for more meaningful comparisons and subsequent analyses (Saunders et al., p.520), 

values for the geographical distance variable were grouped into three main categories: ‘low’, 

‘medium’ and ‘high’ geographical distance. Now, a parenthesis can be opened here in regard to 

alternative ways of distinguishing between these three categories. In fact, as such a distinction is by 

nature subjective, it is fairly impossible to provide an objectively solid strategy to construct the 

grouped variable. Furthermore, extant research on geographical distance and FDIs fails in providing 

any advice on how to proceed in this categorisation. Malhotra (2012) himself, who draws on the same 

categories to present and discuss his findings, does not account on how he distinguished among the 

different degrees of geographical distance. Eventually, I argue that such distinction is extremely 

context-dependent. In fact, what may constitute “low distance” for a landlocked country well 

integrated in its region is far from what constitutes low distance for an isolated island-state in the 

middle of the pacific. The following categorisation, then, although drawing on considerations on the 

distribution of values, as well as other contextual determinants, is fundamentally subjective and as 

such it is open to criticism and further refinements.  

In order to identify the ‘high’ from the ‘medium’ distance range, an arbitrary value of 3,000 km of 

great-circle distance between shareholder and affiliate locations was set. The imaginary 

circumference that can be drawn with such a ray, encompasses 93.3% of the values observed for the 

population of FDIs in the Capital and Zealand regions. The included area extends to encompass 

shareholder locations in all eastern and western Europe, the west of Russia, the whole Black Sea, 

Georgia, Turkey, Armenia, part of Syria and Northern Lebanon, Northern Africa (although no 

corporate investments were retrieved from these regions), Iceland and the Eastern coast of Greenland. 

The high distance category, instead, encompasses the “final” 6.7% of FDI stock in the dataset, 

including 195 investment cases, with shareholding companies representing 22 foreign countries, from 

the United Arab Emirates to Japan, from India to the United States, from Argentina to Australia and 

New Zealand.   

Divided the ‘high’ from the ‘medium’ distance ranges, I was left with the subdivision between the 

‘low distance’ and ‘medium distance’ categories. Such a ‘border’ was set in correspondence of the 

25th percentile (or 1st quartile) of retrieved values, coinciding with 500 km of distance between affiliate 
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and investor locations. This area, including Southern Sweden and Norway, Northern Germany and 

Poland, and the northernmost part of the Netherlands, was deemed to be a reasonable range.  

Summing it all up, values for the geographical distance variable were grouped into the following 

categories:   

- Low distance, between 0 and 500 km; 

- Medium distance, between 500 and 3,000 km; 

- High distance, more than 3,000 km.   

Appendix 7 may help the reader to get a better sense of the three identified areas. 

7.2. Exploring relationships 1: Horizontal FDIs  

The application of the “simple NACE approach” explained in Chapter 5 led to the identification of 

563 cases of horizontal FDIs, accounting for 19.4% of the population. The remaining 80.6% of 

investments were classified as vertical (Table 3 below).  

Table 3: Frequency distribution table for the variable ‘FDI Form’. 

In our case, compared to what done by 

Alfaro & Charlton (2009), it was not 

possible to draw on the ‘Simple NACE 

approach’ in order to identify upstream 

from downstream vertical FDIs, providing 

us with an ambiguous category to discuss. In fact, the impossibility of distinguishing between 

upstream and downstream vertical investments49 makes it relatively hard to infer on the motive that 

drove the investors to invest in the area.  Therefore, the following pages will focus on horizontal 

FDIs, in the assumption that these were driven by market-seeking motives (following Alfaro & Chen, 

2017).  

                                                

49 These includes, for instance, 884 cases of investments in the “Wholesale and Retail Trade” sector, which I 

would assume to be motivated by market access rather than comparative advantage.  

FDI Form (NACE 4-digits) Frequencies 

Horizontal 563 19.4% 

Vertical 2,338 80.6% 

Grand Total 2,901 100% 
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If so, drawing on the theoretical framework outlined in Chapter 6, we would expect the relative share 

of horizontal FDIs to increase over geographical distance. Variable ‘Geographical Distance 

(Grouped)’ was then plotted against variable ‘FDI Form’ in a contingency table (Table 4).  

Table 4: Contingency table - distribution of horizontal and vertical FDIs by geographical distance. 

Geographical Distance (Grouped) H V Total 

0 - 500 km (Low) 173 24.0% 548 76.0% 721 100% 

500 - 3000 km (Medium) 360 18.1% 1,625 81.9% 1,985 100% 

3000+ km (High)  30 15.4% 165 84.6% 195 100% 

Grand Total 563 19.4% 2,338 80.6% 2,901 100% 

We quickly observe that, contrarily to what expected, the relative share of horizontal FDIs is above 

average in the “Low Distance” category, whereas it decreases as we move to the ‘Medium’ and then 

to the ‘High’ distance groups. This is shown 

visually in Figure 8.  

We can further qualify our findings by 

considering two different sectors, along the lines 

of what previously done by Nachum & Zaheer 

(2005): ‘manufacturing’, and ‘knowledge-

intensive services’. Following operationalisation 

for the ‘Sector’ variable as outlined in Chapter 5, 

it was possible to match 2-digits NACE codes for 

the foreign shareholders for 2,827 cases, and for 

the Danish affiliates for 2,809 cases. Remaining 

cases were classified as ‘Other’ (encompassing 

primary sector and construction industry).  

Shareholder Sector 

Sector of foreign shareholder (Eurostat). The shareholder company belongs to the ‘Knowledge 

services’ sector in 79.4% of cases in the dataset, and to ‘Manufacturing Industries’ in 18% of cases. 

It pertains to the ‘Other’ sector in the remaining 3.6% of cases. The distribution of frequencies over 

geographical distance is interesting: little changes between ‘low’ and ‘medium’ distance, where 

shareholders pertaining to ‘Manufacturing Industries’ account for 16.9% and 16.5% of cases. Within 

Figure 8: FDI Form, Shares by Distance. 
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the ‘high’ distance category, though, the share of shareholders from ‘Manufacturing Industries’ grows 

exponentially to represent 37.4% of cases. FDIs from shareholders pertaining to the ‘Other’ sector 

keep stable around the average (3.2%).  

 

 

If we look into FDIs performed by companies which operate in the ‘Knowledge services’ sector, the 

relative behaviour of horizontal FDIs over geographical distance follows the general distribution 

described above, with the highest average value registered in the first 500 km (‘Low’ distance FDIs), 

and lower average values (although more similar one to the other) for the ‘Medium’ and ‘High 

distance’ clusters.  

Moving to the investments performed by companies belonging to ‘Manufacturing Industries’, we 

observe much lower values, both absolute and relative. Indeed, horizontal FDIs from companies 

operating in this sector account for only 7.3% of the cases, with peaks of 8.2% at ‘Low’ and ‘High 

Distance’, and the lowest value of 6.7% registered for the ‘Medium Distance’ category (Figure 9).  

Affiliate Sector 

Sector of affiliate (Eurostat). The Danish affiliate was classified as operating in the ‘Knowledge 

services’ sector for 89.6% of the cases in the dataset, and in the ‘Manufacturing’ sector for 7.2% of 

cases. For the remaining 3.2% of cases, it was classified as pertaining to the ‘Other’ sector. If we 

investigate how these values change over geographical distance, we observe similar (apparent) 

Figure 9: Knowledge Services and Manufacturing, Shareholder Sector. FDI Form, Shares by Distance. 
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patterns as for the ‘shareholder sector’ variable, although, here, the average shares of manufacturing 

FDIs decrease substantially: FDIs in manufacturing industries account for the 8% and 6.5% of cases 

in the ‘low’ and ‘medium’ distance categories, growing to represent 14.4% of cases in the ‘high’ 

distance category. Again, investments in the ‘Other’ sector keep stable around the average (3.2%).  

 

Figure 10: Knowledge Services and Manufacturing, Affiliate Sector. FDI Form, Shares by Distance. 

Concerning the behaviour of horizontal FDIs over geographical distance, the picture changes if we 

look at the sector of the affiliate companies in Denmark (Figure 10). Here, although the absolute 

values of horizontal FDIs remain about the same (in fact, there is a negligible transfer of 3 units from 

the manufacturing sector to the knowledge services sector, due to the application of the simple NACE 

approach on two levels of NACE codes for the asffiliate50), their relative weight changes in the 

different distance ranges. If we look at companies operating in the knowledge services sector, we 

observe that the share of horizontal FDIs seems to decrease systematically over geographical distance, 

although we cannot conclude on the significance of such apparent relationship.  

                                                

50 For such reason, at the primary NACE code level, the shareholder and affiliate operate in different sectors, 

although the affiliate is also involved in the same activity carried on by the shareholder at “home” (reflected 

in the affiliate’s secondary NACE code).  
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For affiliates operating in manufacturing industries, instead, their apparent behaviour resembles more 

the one expected from the literature review. In fact, within this sector, the share of horizontal FDIs 

appears to increase systematically over geographical distance, although, again, we cannot conclude 

about the significance of such relationship.  

7.3. Exploring relationships 2: Ownership Choices  

In 80% of the cases in the dataset (2,322 cases), the foreign corporate shareholder has full control of 

its Danish affiliate, while in the remaining 20% (579 cases), it has different degrees of shared 

ownership with other equity owners (either local or foreign). 

If we look at how values are distributed across the three categories of geographical distance, we do 

not observe a regular pattern. Indeed, in the contingency table below (Table 5), the share of full-

ownership FDIs grows between the ‘low’ and ‘medium’ distance ranges, before dropping again in 

the ‘high distance’ category. The highest relative value of shared ownership FDIs registered in the 

‘high distance’ category, however, seems to support the arguments of Ragozzino (2009), presented 

in Chapter 6. 

Table 5: Number and proportion of full and shared ownership investments by geographical distance. 

 Full Shared Total 

0 - 500 km (Low Distance) 559 77.5% 162 22.5% 721 100% 

500 - 3000 km (Medium Distance) 1,617 81.5% 368 18.5% 1,985 100% 

3000+ km (High Distance) 146 74.9% 49 25.1% 195 100% 

Grand Total 2,322 80.0% 579 20.0% 2,901 100% 

As previously done with the ‘Geographical Distance’ variable, values for the ‘Cultural Distance’ 

variable (calculated using the Kogut-Singh Index, as outlined in Chapter 5) were grouped into three 

‘equal’ categories, calculated over an arbitrary maximum K-S index value of 100 (such a value, 

indeed was only surpassed for two cases): 

• Low cultural distance, for 0 < K-S Index value <= 33; 

• Medium cultural distance, for 33 < K-S Index value <= 66; 

• High cultural distance, for K-S Index value > 66.  
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Table 6 below showcases absolute and relative frequencies for full- and shared-ownership FDIs, for 

the three groups of cultural distance. If compared to the predictions of the framework outlined in 

Chapter 6, what we see here is quite surprising. In fact, we observe that the share of full-ownership 

FDIs appears to decrease systematically over cultural distance.  

Table 6: Number and proportion of full and shared ownership FDIs by degree of cultural distance. 

 Full Shared Total 

Low Cultural Distance 1,678 80.9% 396 19.1% 2,074 100% 

Medium Cultural Distance 595 78.5% 163 21.5% 758 100% 

High Cultural Distance 49 71.0% 20 29.0% 69 100% 

Grand Total 2,322 80.0% 579 20.0% 2,901 100% 

As a final exercise, all three variables were examined together, as showcased in Table 7. In order to 

compare the values in the contingency table with the conclusions of Malhotra (2012), we shall pay 

particular attention to the ‘low’ and ‘high’ geographical distance categories (see Figure 5, in Chapter 

6). For the first category, we observe what appears to be an increase in the relative share of shared-

ownership FDIs moving from cases grouped in the ‘low’ to those grouped in the ‘medium cultural 

distance’ category. Then, contrarily to what we would expect from the behaviour observed in Figure 

5, the share of shared-ownership FDIs appears to be dropping again. However, the very low number 

of cases within this category (only 5) generates important concerns about the significance of this 

observation. When we look at high geographical distance, instead, what we observe appears to 

support the conclusions of Malhotra (2012): indeed, the share of shared-ownership FDIs seems to 

grow substantially from low to medium cultural distance, then drops again sharply for high levels of 

cultural distance.  

Table 7: Frequency distribution of F- and S-ownership FDIs over geographical and cultural distance. 

Geographical distance Cultural Distance Full Shared Total  

Low (0-500 km) 

Low 485 78.9% 130 21.1% 615 100% 

Medium 70 69.3% 31 30.7% 101 100% 

High 4 80.0% 1 20.0% 5 100% 

Medium (500-3,000 km) 

Low 1,109 82.2% 240 17.8% 1,349 100% 

Medium 488 80.8% 116 19.2% 604 100% 

High 20 62.5% 12 37.5% 32 100% 
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High (3,000+ km) 

Low 84 76.4% 26 23.6% 110 100% 

Medium 37 69.8% 16 30.2% 53 100% 

High 25 78.1% 7 21.9% 32 100% 

Grand Total 2,322 80.0% 579 20.0% 2,901 100% 

All in all, considered the fact that the reported findings are not statistically significant, but simply 

based on EDA and observations on frequency distributions, the figures in Table 7 (above) appear to 

partially reflect the behaviour predicted in the theoretical framework outlined in Chapter 6. What this 

means in relation to my research question will be further discussed in the following chapter.  

7.4. Exploring relationships 3: Size of the Affiliate 

In this section, an attempt is made to go beyond the insights of our framework, and explore the 

relationship between geographical distance and another variable defined in the dataset retrieved: the 

size of the affiliate company. As it was done above, the variable is initially explored individually, and 

then examined against geographical distance.  

Affiliate size. 49.2% of the cases involve affiliates of ‘Small’ size, category which exhibits the highest 

frequency. ‘Medium’ size affiliates follow with 30.8% of cases, followed in turn by ‘Large’ affiliates 

(13.8% of cases) and ‘Very Large’ affiliates (6.3%). These figures follow interesting evolution 

patterns when examined against geographical distance between shareholder and affiliate locations 

(Figure 11): If relative 

values for ‘Medium’ size 

affiliates remain constant, 

they seem to (substantially) 

grow systematically for 

‘Large’ and ‘Very Large’ 

affiliates (the former goes 

from 3.9% at ‘low’ 

distance to 9.2% at ‘high’ 

distance, the latter from 

9.3% at ‘low’ distance to 

18.5% at ‘high’ distance). Figure 11: Asffiliate size by geographical distance. 



 60 

Their increase is accompanied by what seems to be a systematic sharp decrease of relative values for 

‘Small’ size affiliates.  

7.5. Insights at Subnational Level 

Following the structure of findings from the review of extant literature outlined in Chapter 6, this 

brief, conclusive section explores visually the potential role of subnational distance in determining 

the spatial distribution of FDIs in the Capital and Zealand regions. The focus is on the ‘destination’ 

(‘Affiliate location’) variable.  

 
Figure 12: Number of cases by region, Capital Region and Zealand (DK). 

FDIs in the investigated area are concentrated in the Capital Region (90%), where Copenhagen alone 

is home of affiliates for 1,151 cases of FDIs (44% of region, 40% of total)51 (Figure 12). The capital 

is followed by the municipalities of Gentofte (162 cases), Herlev (112) and Gladsaxe (111), all 

                                                

51 If we compare the distribution of frequencies for the grouped geographical distance variable for the city of 

Copenhagen and other municipalities, we observe that Copenhagen attracts relatively less investments from 

low distance (22.3% vs 26.5%), and slightly more investments from medium distance (71% vs 66.7%). 

Relative values for the high distance category are the same (6.7%). 
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bordering with Copenhagen kommune. On the other end of the rank, the least penetrated municipality 

is unsurprisingly the little island of Bornholm (5 cases). In Zealand, instead, the highest value is 

exhibited by Roskilde (59 cases, accounting for 21% of FDIs in the region), followed by Køge (50) 

and Greve (50). Odsherred and Stevns close the rank with 2 cases each. Figure 13 below shows the 

distribution of cases by municipality (Figure 16 in Appendix 8 shows a detail of the area surrounding 

Copenhagen in the Capital region). It is rather immediate to see how FDIs in the region are cluster 

around the city of Copenhagen.  

 
Figure 13: Number of cases by municipality, Capital Region and Zealand (DK). 
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8. Discussion 

Findings from EDA presented in the previous chapter were often surprising, if compared to the 

hypotheses advanced from the theoretical framework outlined in Chapter 6. As per the chosen 

approach to the research matter, I will discuss them here, focusing, whenever possible, on the 

potential role played by spatial transaction costs.  

8.1. Premise: the Copenhagen ‘bias’ 

Examining the distribution of frequencies for the geographical distance variable, it was rather 

immediate to notice how the presence of an international city like Copenhagen strongly affects the 

observations on the dataset. I argue, though, that such an effect cannot and should not be isolated, as 

characterising of the investigated environment. It would in fact be meaningless to study FDIs at sub-

national level without considering agglomeration effects on location choices, and other effects related 

to the proximity of a global hub like Copenhagen. The fundamental role played by global cities in 

shaping international trade (and I argue, FDIs), is recognised, among the others, by (Ghemawat & 

Altman, 2017).  

In figure 13 in Chapter 7, I showed how this ‘magnet-effect’ may relate to the distribution of foreign 

investments at sub-regional level. Most of investments-rich municipalities in the Capital and Zealand 

regions of Denmark are indeed the closest to the capital city52. If we try to identify how this spatial 

outcome is shaped by the presence of spatial transaction costs imposed by subnational distance, we 

may identify a number of reasons.  

Transportation costs-wise, locating outside the city centre (but still in proximity of gateways) allows 

businesses with important logistic requirements to avoid the city congestion and save on important 

                                                

52 A large proportion of investments in the area cluster around the city, especially in the Nord. The rest of 

investments cluster around smaller cities such as Roskilde and Greve, or benefit of the connections of the Høje 

Taastrup municipality (hosting one of the largest railway stations of Denmark, with connections, e.g. to 

Hamburg in Germany). Such results, as expected, seem to confirm the findings from the literature review: 

knowledge and information transmission costs, lower in clusters, as well as the importance of proximity to 

gateways and markets play and important role in shaping the distribution of FDI stock at subnational level.  

 



63 

 

transport costs (Hesse & Rodrigue, 2004). For manufacturing and assembly operations, such an 

advantage appears to be particularly important, as can be inferred by comparing values in Table 8 

below. 

Table 8: Manufacturing and KS FDIs, in Copenhagen and Other municipalities. 

 Manufacturing FDIs Knowledge Services FDIs 

Copenhagen 34 16.3% 1,085 41.7% 

Other municipalities 174 83.7% 1,516 58.3% 

Grand Total 208 100.00% 2,601 100.00% 

Looking at totals, indeed, we observe how the city of Copenhagen attracts 42% of FDIs in the 

knowledge-services sector, but only 16% of those directed towards manufacturing industries. 

Furthermore, if we break down investments in and outside Copenhagen by sector, we see that the 

knowledge services sector attracts 94% of the investments directed towards the city, while 

‘Manufacturing Industries’ only the 3%. Instead, in the other municipalities, the former sector attracts 

87% of the investments, with a more solid 10% directed to ‘Manufacturing Industries’. Most-likely, 

asffiliates in the manufacturing industries are located outside the city to save on fixed costs (in 

general, a $ buys you more squared meters in the suburbs rather than in the city, as explained in Hesse 

and Rodrigue, 2004), but also perhaps to avoid congestion and other spatial impedance issues related 

to conducting business in a capital city. Maintaining close to Copenhagen, these affiliates may benefit 

from the proximity advantages related to being close to a global logistic hub, and, simultaneously, 

save on a number of costs associated to proximity to the heart of the city. The advanced logistics 

infrastructure of Copenhagen (and Denmark, in general) allows firms to combine the advantages 

related to the proximity of gateways and the urban business environment to the benefits of locating 

in the suburbs. 

Regarding communication costs, it is tougher to discuss the findings presented in Chapter 7. Extant 

literature, as acknowledged by McCann and Mudambi (2004), fails to provide us with any particularly 

insightful interpretation keys. On the other hand, compiled data on FDIs do not allow us to appreciate 

the extent to which the agglomeration benefits described in the literature (for a review, Alfaro & 

Chen, 2017) do or do not verify in the investigated area. In this regard, and especially in relation to 

inter-firm knowledge flows, it would be relevant to assess the location of foreign affiliates in respect 

to the physical distribution of firms pertaining to the most important clusters in the area 
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(pharmaceutical, biomedical, maritime, logistics, …). However, a description and investigation of 

Copenhagen clusters does not constitute part of this work. Nonetheless, it provides an interesting 

topic for future research in the field.  

8.1. FDI Form and Motives 

Regarding FDI form and motives, as already stated, the variables in the dataset did not allow to 

distinguish between upstream (could be resource, knowledge or efficiency-seeking) and downstream 

(may be also market-seeking, in some cases) vertical FDIs, thus limiting the interpretive power of the 

theoretical framework. Therefore, the analysis focused on horizontal FDIs, defined in Chapter 6 as 

investments through which a firm “replicates an activity (or a subset of activities) taking place in the 

home country in a foreign market” (Alfaro & Chen, 2017, p. 7). Drawing on extant literature, we 

would expect such investments to increase in relative frequency over geographical distance, 

especially for industries where high transport costs make international trade expensive (Alfaro & 

Chen, 2017; Nachum & Zaheer, 2005; Yeaple, 2003). However, assuming transportation costs to be 

higher for ‘Manufacturing Industries’ rather than ‘Knowledge services’, the extent to which such 

hypothesis appears to be reflected in the findings reported in the previous chapter differs if we 

consider the sector of the shareholder or that of the affiliate.  

Concerning the former case, horizontal FDIs performed by investors operating in the knowledge 

services sector decreases sharply from ‘low’ to ‘medium’ distance and then keep stable, while 

manufacturing FDIs, decreasing between ‘low’ and ‘medium’ distance, reach back their original 

levels in the ‘high distance’ category. For the latter case, instead, the changing behaviour of horizontal 

FDIs over geographical distance seems to confirm the proposition advanced above: if the share of 

horizontal FDIs in ‘Knowledge Services’ appears to decrease systematically over geographical 

distance (from 24.7% to 14.5%), for ‘Manufacturing Industries’, the share of horizontal FDIs seems 

to grow constantly moving from the ‘low’ to the ‘high distance’ group (from 15.5% to 16.4% to 

21.4%). 

Confronted to these figures, the question becomes whether results for shareholder or affiliate industry 

are more relevant in regard to our ability of answering the research question. I will argue that both 

results are relevant and interesting. However, before delving in this discussion, I deem it relevant to 

explain the reason why results differ in first place. Partially, the mismatch observed highlights a pitfall 

of the ‘Simple NACE Approach’ utilised to classify industry of affiliate and shareholder. If we do 
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not expect them to match in the case of vertical FDIs, we do, instead, when it comes to horizontal 

FDIs. However, as the method draws on multiple levels of NACE codes (a primary NACE code, then 

a secondary, etc.), the absolute number of horizontal FDIs in one sector may differ if we focus on 

shareholder or affiliate as study unit, because the categorisation by sector is solely based on the 

primary NACE code. Although this fact constitutes a limitation of the method used, that could assume 

high values for larger populations or samples, in our case, the error was limited to three cases, which 

is not enough to account for the big differences in shares observed. The rest of the difference is due 

to the large number of cross-sectorial, vertical investments. Specifically, many of these are channelled 

from foreign investors pertaining to the Manufacturing Industries to affiliates in the Knowledge-

Services sector, for which Copenhagen constitutes an extraordinarily attractive location (because of 

ease of doing business, good ICT infrastructure, large amount of qualified resources, etc.)53. This 

explains why average shares of horizontal FDIs are lower when we consider shareholders operating 

in the manufacturing sectors. However, this observation alone is not sufficient to explain the changing 

pattern observed when comparing findings from shareholders and affiliates. As the absolute number 

of horizontal FDIs remains the same, the effect described above must be less pronounced within the 

‘low’ distance category, where manufacturing shareholders are apparently relatively less incline to 

invest in any sector, compared to the propensity of foreign shareholders from any industry to invest 

in the manufacturing sector in the Capital Region and Zealand. 

This being said, the findings of Chapter 7 are somewhat in line with the propositions in the framework 

outlined in chapter 6. The changing distribution of horizontal and vertical FDIs within the different 

categories seems indeed to point in the direction that geographical distance appears to encourage 

horizontal FDIs in the manufacturing sector in the Capital and Zealand regions of Denmark. 

According to previous research, this may be due to the fact that geographical distance imposes higher 

transportation costs, thus pushing foreign companies to prefer to enter a market through a FDI rather 

than export/international trade. However, this relationship is not always true: in fact, what was 

described as a proximity concentration trade-off may still lead foreign companies to prefer serving a 

                                                

53 Arguably, these may either take the form of upstream knowledge-seeking investments in R&D, or of 

downstream, efficiency-seeking investments as the establishment of a distribution centre or a support services 

office. 
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market through export if the scale economies obtained by concentrating production in one place 

outweigh the benefits obtainable by cutting on transportation costs through FDIs.  

According to the framework outlined in Chapter 6, contrarily to transportation costs, communication 

costs have a negative impact on both horizontal and vertical FDIs (Head & Ries, 2008; Keller & 

Yeaple, 2013), although such impact may be more pronounced in the second case, because of higher 

integration requirements (Nachum and Zaheer, 2005). However, according to Rodrigue et al. (2017), 

communication costs such as internet communication or telecom (information-transmission costs) do 

not increase with geographical distance, but change when moving from a service zone to another (see 

Figure 2). Therefore, they do play a negative effect on FDI volumes in general, but its intensity does 

not mutate in accordance with geographical distance. What may change, instead, is what McCann 

(2008) defined as face-time, or the need of communicating in person, which may be especially high 

in knowledge intensive industries and for investments needing high levels of knowledge transfers. 

Finally, for the sake of consistency, it is worth mentioning that in the previous chapter, we also 

observed that the share of horizontal FDIs directed towards the knowledge services sector in the 

regions considered decreases over geographical distance, whereas the share of horizontal FDIs from 

knowledge services shareholders decreases from low to medium distance and then keep constant from 

there. In such case, extant literature on the topic does not help us at all to interpret our findings, 

revealing once again the limited state of knowledge of research on the topic, and especially its weak 

interpretive power.   

8.2. Offshore Governance choices  

Before I discuss the findings from the previous chapter regarding the relationship between 

geographical distance and Ownership modes, it is important to remind the reader that in the present 

work an attempt was made (following Nachum and Zaheer, 2005) to extend the framework elaborated 

by Ragozzino (2009) and Malhotra (2012) to include greenfield investments (beside M&As). This 

choice, primarily inspired by academic curiosity, was also due to the practical impossibility of 

distinguishing between M&As and greenfield investments from the data provided by Orbis.  

Such a possibility would have been extremely interested. Indeed, it would have made it possible to 

investigate whether the relative shares of M&As and greenfield investments change over distance. 

Such an opportunity would provide an important occasion to discuss the role of spatial transaction 

costs in affecting the mode of entry decided by firms, thus going beyond ownership considerations.  
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In general, findings show a vast majority of full-ownership FDIs in the considered area (80%), figure 

which is most likely due to inclusion of greenfield FDIs in the analysis. This share, though, diminishes 

in the ‘low’ (77.5%) and ‘high’ (74.9%) distance categories, thus not supporting, apparently, the 

theory presented by Ragozzino (2009). However, shared ownership FDIs reach their highest value in 

the ‘high’ distance category, exactly as predicted.  The higher share of shared ownership FDIs within 

the high geographical distance category may indeed reflect the presence of higher information 

asymmetries due to higher communication costs and barriers (Ragozzino, 2009).  

When compared with cultural distance, instead, the relative share of full-ownership FDIs decreases 

as cultural distance increases. This, again, is just partially in line with what observed by Malhotra 

(2012) (in his model, in fact, the share of full-ownership FDIs increases again moving from medium 

to high cultural distance).  

Regarding the comparability of observations from our case study to the hypotheses developed from 

the theoretical framework, it was especially important, though to see whether combining geographical 

and cultural distance modifies the findings discussed above. Result is that, surprisingly, findings in 

Chapter 7 follow a similar pattern to the one shown in Figure 5, especially for what concerns the high 

geographical distance category where, according to Ragozzino (2009) and Malhotra (2012) we should 

expect to find higher values for shared-ownership FDIs only when cultural distance is within a 

medium range, whereas full-ownership would be preferred for high and low levels of cultural 

distance.  

According to the framework, then, when geographical distance is low, foreign firms would be more 

likely to prefer shared ownership for both medium and high levels of cultural distance. Going back 

to our findings, here, it is slightly harder for us to make sense of what we observe from the data, as 

we have too few observations for the ‘low-geographical-distance/high-cultural-distance’ pair. 

Malhotra’s predictions in regard to low geographical distance are confirmed in our dataset for the 

medium distance range.  

Now, although Malhotra does not elaborate on his subdivision between cultural and geographical 

distance levels, thus staining his study with a big methodological pitfall, his explanatory framework 

is nevertheless highly interesting and insightful, and seems to apply fairly well to the case examined, 

especially if we keep in mind that 93.7% of cases in our dataset showcase low-medium geographical 

distance values. 
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In a nutshell, given that Malhotra (2012) studies data for a very different economy (the US), focusing 

on M&As and, especially, not providing us with further information on his subdivision among 

geographical and cultural distance subcategories, it is quite hard for me to relate my findings to his. 

However, his interpretative framework, possibly the most valuable element in his study, seems to 

adapt (at least partially) to the case examined, as indeed foreign companies located at high distance 

from their affiliates appear to be more likely to engage in shared ownership FDIs for low and medium 

levels of cultural distance, rather than in presence of high levels of cultural distance. 

Observations from extant literature on M&As, then, seems to apply more in general to all FDIs, 

although, as anticipated, the inclusion in the dataset of greenfield investments inflates the overall 

share of full-ownership FDIs. Again, the impossibility of distinguishing between M&As and 

greenfield investments – hurdle that may be finally overcome thanks to the new Crossborder 

Investments database developed by Bureau von Dijk – does not allow me to pronounce more 

definitive conclusions on the matter.   

8.3. Other impacts of investor – affiliate geographical distance: further 

insights from dataset 

Regarding eventual relationships between shareholder – affiliate distance and the degree of vertical 

spill-overs from FDIs in the Capital and Zealand regions of Denmark, our dataset unfortunately does 

not provide any insights. In fact, once again, the firm-level data retrieved are not as accurate as to 

provide information on average shares of intermediates sourced locally, as in the dataset used by 

Javorcik & Spatareanu (2011). The same goes for considerations on technological spill-overs between 

affiliate and local companies, as studied by Bodman & Le (2013). The cross-sectional nature of our 

dataset, additionally, does not help us to identify potential relationships between geographical 

distance and performance levels of foreign affiliates, as previously done by other scholars (Dahms, 

2017; Gammelgaard, McDonald, Stephan, Tüselmann, & Dörrenbächer, 2012).  

Nevertheless, the dataset analysed opened up for further insights, which I will briefly discuss here.  

Regarding the destination of investments, the distribution of values is very similar for Copenhagen 

and aggregate values for the other municipalities. That excludes the possibility of Copenhagen having 

a wider/longer reach compared to the rest of municipalities in the area. Low average distance from 

Copenhagen’s facilities and lower costs of operating business outside the city may explain for such 

distribution.  
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Regarding the sector of foreign shareholders, the higher relative value of manufacturing shareholders 

in the high distance category (37.4% compared to an average of 18%) could be enhanced by higher 

transportation costs, which make international trade costlier. Also, manufacturing companies at 

higher distance may be more motivated to invest in the region be exposed to specialised knowledge 

and experts in certain fields (e.g. pharmaceutical, shipping).  

Concerning the sector of the affiliate, instead, we find higher values for knowledge services and less 

for manufacturing industries, indicating that a good part of vertical investments from manufacturing 

companies is directed to the local services sector. Again, investments in the manufacturing sector are 

relatively higher in the high distance category, probably due to the same motivations mentioned 

above.  

Finally, the size of the affiliates exhibits what seems to be positive correlation with geographical 

distance for the case examined. Indeed, although relative values for medium size affiliates keep 

constant across geographical distance categories, shares of large and very large affiliates appear to 

increase systematically as we move from one category to another, and small size companies decrease 

in parallel. This may be due to the fact that higher operational costs need to be compensated by higher 

turnovers, which of course are related to company size. 
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9. Conclusions 

With the present work, I tried to provide an account of how geographical distance affects the potential 

of the Denmark as a destination for FDIs, with a special focus on the case of its Capital and Zealand 

regions. Once again, it is important to mention that the research was moved by the specific attempt 

to go beyond the strictly quantitative relationship between geographical distance and volumes of FDIs 

(typical of gravity models), in order to understand how and through which underlying mechanisms 

geographical distance affects more qualitative attributes related to incoming FDIs in the area. 

The research, indeed, was inspired by the objective of opening up the ‘black box’ of geographical 

distance, specifically in relation to FDIs, an endeavour which can be connected to the ambition at 

larger scale of reconceptualising the role of space in International Business research.  

According to the most prominent scholars within this school, namely Sjoerd Beugelsdijk, Philip 

McCann and Ram Mudambi, IB research should draw on the work of economic geographers (such 

as McCann himself), who have managed throughout the years to provide interesting theorisations of 

the interactions between place, space and economic activity. I found the adoption of this perspective 

(outlined in Chapter 3) particularly useful to both refine my understanding of the subject matter, and, 

on the other hand, to provide a provisional account of the impact of geographical distance on FDIs in 

the considered area. 

Reviewing extant literature on geographical distance and FDIs across different disciplines, we have 

found that scholars have provided a range of accounts on how geographical distance affects a number 

of attributes in relation to the latter. Among the others, the effects of geographical distance have been 

investigated in relation to FDI motives, ownership structures, ex-post characteristic of the relationship 

between investor and affiliate, relationship of the affiliate with the hosting environment. A critical 

overview of these studies is presented in Chapter 6. Applying a spatial transaction costs perspective 

to present how geographical distance affects FDIs allows to provide a more qualified answer to the 

research question in relation to how the former affects the latter. Together with Chapter 3, this section 

constitutes the main theoretical contribution of the present work. Indeed, through the adoption of a 

spatial transaction costs perspective, it allows us to open the ‘black box’ of geographical distance and 

provide a more rounded and in-depth explanation of how this (or better, ‘these’) affects a range of 

dimensions related to FDIs. The framework is then used in a later stage of this project to provide an 
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explanatory account of the observed potential impact of geographical distance on the FDI stock in 

the Capital and Zealand regions of Denmark.  

However, beyond FDI motives and ownership structure, in the surveyed literature the treatment of 

spatial transaction costs in relation to other variables is often limited, at times imprecise. By 

highlighting the pitfalls and gaps of extant literature, Chapter 6 identifies a series of areas on which 

future research should focus in order to provide a more detailed and significant account of how spatial 

transaction costs impact the decisions and structure of MNEs (Beugelsdijk et al., 2010; Beugelsdijk 

& Mudambi, 2013; McCann & Mudambi, 2004). 

The results from the literature review, validated involving professionals from local IPAs, were put at 

stake through the design of an explorative case study, where a unique dataset encompassing all 

corporate FDIs in the Capital and Zealand regions of Denmark was explored through the lenses of 

the theoretical framework.  

Unfortunately, we are not able to conclude in regard as to what extent geographical distance actually 

affects the potential of the considered area to attract FDIs. However, to the extent that a comparison 

was made possible by the dataset retrieved, the interpretive framework resulting from the literature 

review is definitely of help to discuss observations in relation to the interrelation between 

geographical distance and the stock of FDIs.  

First of all, we observe an important cross-border investments relationship between the considered 

area (of which Copenhagen accounts for 40% of total investments) and northern capitals, such as 

Stockholm, London, Oslo, Amsterdam, Helsinki, and proximate cities such as Gothenburg, Malmö 

and Hamburg. These cities appear to be the primary sources of investments in the area, together with 

Luxembourg (a tax haven). 

Regarding FDI motives, we observe that the share of horizontal FDIs appears to decrease 

systematically over geographical distance, conversely from what we would expect from the review 

of extant literature. However, these finding may be biased by the higher amount of investments in the 

Knowledge-services sector, which attracts 90% of the investments in the area. In fact, when we look 

at investments directed to the manufacturing sector, the predictions of the literature seem to be 

confirmed as the shares of horizontal FDIs appear to increase systematically over geographical 

distance. The variations in the two sectors may be due to the fact that transportation costs (which 

increase over geographical distance) encourage horizontal FDIs in the manufacturing sector, whereas 
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this impact is more limited for the knowledge services sector, more affected by costs exhibiting 

different relationships with geographical distance (see Chapter 3). 

A comparison is particularly complex for the choices of foreign investors in regard to ownership 

structures. Here, the propositions outlined in the developed theoretical framework do not seem to 

apply in most cases, although they always do when considering the high distance category. In fact, 

within this category we observe the highest share of shared-ownership FDIs, as well as an apparent 

bell-shaped behaviour (similar to that exhibited in Figure 5) of the latter following different levels of 

cultural distance.  

Eventually, further investigating the dataset at hand, we observe an apparent correlation between 

geographical distance and size of the affiliate, the latter appearing to increase systematically over 

geographical distance. As hypothesised in the previous Chapter, this might be due to the fact that 

increasing spatial transaction costs must be compensated by higher turnovers.  

At subnational level, as expected, we observe a high concentration of the FDIs in the dataset around 

the city of Copenhagen, outside which investments slightly grow in other major centres and in the 

well-connected municipality of Høje-Taastrup.  

Beside these observations, the main contribution of the case study relies in the approach, using 

company-level data to investigate how the frequency distribution of a range of variables changes over 

geographical distance. The use of company-level data allowed me to overcome country-based 

analyses, in line with what suggested by Beugelsdijk & Mudambi (2013), and account for local 

differences (for example, in our case, investigating the dataset by region, or municipality). The dataset 

itself is unique, developed through the thorough and meticulous process outlined in Chapter 5. It 

provides us with an unprecedented picture of the FDI stock in the Capital and Zealand regions.  

The fact that it is indeed a ‘picture’ (a ‘snapshot’, as Saunders et al., 2016, refer to cross-sectional 

studies), though, constitutes a first limitation of the case study. In fact, the possibility of analysing 

longitudinal data for the FDI stock in the region would have provided the extremely insightful 

opportunity to observe if and how the observations of Chapter 7 would have changed over the years, 

and (depending on the nature of the variables used) perhaps infer in regard to the effect of phenomena 

such as space-time compression and space-time convergence described in Chapter 3. Another 

limitation regards the operationalisation of the studied variables: although what done reflects the best 

possible opportunities with the data at hand, it did not allow me to use more advanced statistical 
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analysis to provide more solid bases to conclusions on the apparent relationships between variables. 

Nonetheless, I decided to present the findings obtained through EDA, as the exploration of the 

geographical distance variable, as well as the apparent dynamics observed in relation to changes in 

relative values over geographical distance provide interesting insights and could be discussed in 

comparison to the developed framework, demonstrating its practical usefulness, and inspiring future 

research. Finally, an important limitation consists in the fact that the framework outlined in Chapter 

6 considers MNEs as rational entities responding to cost-minimisation objectives. As anticipated, 

though, research has shown that decision-makers do not always behave rationally, and deviations in 

this respect can limit the interpretive value of the theoretical framework. Other limitations connected 

to the research design were discussed in Chapter 5.  

Drawing from the learnings of this project, implications for IPAs and perspectives for future research 

are outlined in the following two chapters.  
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10. Implications for IPAs  

Danish IPAs are the primary stakeholders for this research. At times of increasing competition for 

FDIs (Donnan, 2017), they are demanded augmented efforts in order to reduce barriers and attract 

productive and sustainable investments from abroad.  

Within this context, understanding how distance impacts incoming FDI flows may provide IPAs with 

important value to shape future strategies. First of all, it is important to acknowledge that distance 

itself does not always constitute a barrier to FDIs. In some occasions, indeed, it is this very same 

distance to encourage firms to invest abroad. It is the case of knowledge- or resource- seeking FDIs, 

and market-seeking FDIs (also, perhaps, in form of export-seeking FDIs), which Denmark, and 

especially the regions considered in the example, appear to be prepared at receiving. Again, in some 

occasions, in presence of high distance between affiliate and investor, the former may be encouraged 

to source intermediate products from local companies, resulting in positive spill-overs for the 

economy of the host country. Along the same lines, shared ownership acquisitions, which may result 

in important synergies, appear to be encouraged at higher geographical distance, because of the effect 

of information asymmetries. 

In general, distance affects potential investors located at different distance degrees in a range of 

different ways. By knowing that, IPAs should know that, at certain distance from Denmark, it will be 

easier to attract certain kinds of investments compared to others, and in certain modalities rather than 

others. Acknowledging this, and investigating it further in regard to the context, perhaps with the 

support of enhanced data, may lead IPAs to improve their communication strategies, so to aim at 

more appropriate targets in the right markets, increasing the likelihood of actually attracting the 

investment. In other words, IPAs should market the local business environment in different ways in 

different areas. In fact, understanding spatial transaction costs means primarily understanding their 

perceived impact on the decision makers in MNEs, as further stressed in the next Chapter.  

Assuming a spatial transaction costs perspective also allows to evaluate the potential impact of 

‘compensatory strategies’ (and the way they are marketed) on the decisions of MNEs. The 

fundamental take-home for IPAs is that by leveraging on such compensatory factors, such as 

investments in ICTs, improvements in the logistics infrastructure, bilateral treaties, etc. reduces 

certain costs of geographical distance, but reducing costs does not necessarily mean increasing 

investments. Again, for what concerns the potential of the country to attract FDIs, it is a matter of (a) 
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understanding the impact of spatial transaction costs on the strategy MNEs, (b) leveraging on this 

impact by working on spatial transaction costs through compensatory strategies, and (c) 

customisation, or, in other words, making sure to communicate the proper message to the right 

potential investors.  

In this regard, the analytical framework resulting from the literature review may prove to be a precious 

tool for the marketing strategies of Danish IPAs. However, it must be improved and effort must be 

sustained in order to reach higher levels of knowledge. 

With new challenges on the rise, understanding the impact of geographical distance on the strategies 

of potential investors provides an important advantage to leap ahead of competitors in the FDI rumble. 
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11. Perspectives for future research 

Based on the learnings from this project, implications for future research are numerous.  

First and foremost, IB research on space, in relation to FDIs, should focus on understanding how 

geographical distance impacts decision makers in MNEs. This means investigating the perception of 

spatial transaction costs at firm level. In fact, geographical distance and spatial transaction costs affect 

the behaviour of firms, to the extent that they impact the perceptions and decision-making of 

individual managers (Beugelsdijk & Mudambi, 2013, p. 422).  To do so, it would be relevant to adopt 

a more interpretivist perspective to account for the values of the participants and how these may 

interfere with the study.  

Secondly, researchers will soon have a chance to work with enhanced datasets with firm-level 

information, compared to the one I used. The development of new databases may soon provide the 

opportunity to work with longitudinal data on FDI flows, distinguish between greenfield and 

brownfield investments, perhaps even get further insights on the motive which drives a certain 

investment (as promised by the new database on cross-border investments launched by BvD). The 

availability of such data will unleash new tremendous opportunities for researchers in the field, which 

will be finally able to work with more adequate data.  

For example, based on the framework outlined in Chapter 6, it is possible to advance the hypothesis 

that ‘compensatory strategies’, by reducing spatial transaction costs, may result in the counterintuitive 

effect of discouraging horizontal and other kinds of investments. Is this confirmed by the data? How 

should IPAs address such consideration? The possibility of working with longitudinal data will make 

it possible to investigate this and other interesting questions.  

Depending on the extent of improvements in the quality of data, researchers will need to find better, 

more flexibles, although standardised ways to operationalise key variables54. Also, it will important 

to include other variables in aggregate studies, so to investigate to what extent does geographical 

distance impacts certain outcomes and decisions, compared to other independent variables. 

                                                

54 For example, in regard to FDI motives, it would particularly interesting to work with efficiency-, market-, 

resource-, knowledge- and export-seeking FDIs, rather than the binary categorisation between horizontal and 

vertical.  
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Furthermore, new relationships should be investigated (e.g. the one between geographical distance 

and size of the affiliate), emphasising the role played by spatial transaction costs. Mapping of spatial 

transaction costs, and their impact for different industries may provide an important tool to assess the 

effects of distance on different kinds of investors. 

In this regard, much work needs to be done to understand the effects of geographical distance on FDI 

decisions at subnational level. Joining the national with the subnational perspectives allows to provide 

richer accounts of spatial effects on the interactional activities of MNEs. However, a more accurate 

way to link these two levels should be theorised. 

Finally, to strengthen the bounds between academia and practice, involvement of IPAs will be crucial 

to identify practical issues and discuss implications. For example, an opportunity could be that of 

investigating communication strategies of IPAs to assess effectiveness and potential improvements 

in regard to the perspectives discussed in Chapter 10. 

In conclusion, much more work need to be done in order to understand the complex dynamics through 

which geographical distance, and its perception by foreign companies, affects the potential of an area 

to attract FDIs. The field of International Business, by bringing back considerations on space at the 

centre of its perspective, is well equipped to lead the way to new important discoveries on the matter.    
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Appendices 

Appendix 1 – Validation document 

The following document was sent to professionals from IPAs, to validate the interpretive value of the 

theoretical framework, as explained in Chapter 5.  

 

Propositions regarding the impact of geographical distance on FDIs in the Capital and Zealand 
regions of Denmark 
 
Please mark whether you agree (T) or not (F) with the following 10 hypotheses, based on professional 
experience dealing with foreign investors matured with Invest in Denmark/Copenhagen Capacity. 
Add a short comment to motivate your answer. 
 
Home-host country distance 
FDI Motives 
 
P1: For traditional industries, the further the source of FDI, the more likely it is that this will be 
market-seeking.  

- For market-seeking FDIs, this is explained by the fact that higher transportation costs have a 
negative impact on exports, which are seen as substitutes of market-seeking FDIs.  

 
 
 
P2: For traditional industries, the further the source of FDI, the less likely it is that this will be 
efficiency-seeking.  

- This is explained by the fact that higher transportation costs have a negative impact on intra-
firm trade.  

 
 
 
P3: P1 and P2 are not (or less) valid for information-intensive industries. 
 
 
 
 
Acquisitions and ownership structures 
 
P4: The further the source of an acquisition deal, the more likely it is that the investor will opt for 
shared ownership over full ownership.  

- This is explained by the fact that higher communication costs generate important information 
asymmetries between foreign and local investors, which have been associated in the literature 
with a preference for shared ownership by foreign investors. This is because shared ownership 
makes it easier for investors to disengage in case of opportunistic behaviour from the part of 
the associate.   

 
 
 
P5: The further the source of an acquisition deal, in presence of high cultural distance (bw. investor 
and target), the more likely it is that the investor will opt for full ownership over shared ownership.  

- Costs of shared ownership are made too high by the high level of cultural distance. So, despite 
the effect presented in P4, foreign investors would decide for full ownership.  

 
 
 
P6: In proximity, the higher the cultural distance, the more likely it is that the investor will opt for 
shared ownership over full ownership.  
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- Costs of shared ownership, in this case, are more easily outweighed thanks to higher chances 
of frequent interactions.  

 
 
 
(basically, the effect of cultural distance is the opposite of that of geographical distance) 
 
Other impacts 
 
P7: The further the source of FDI, the more likely it is that the associate will source intermediates 
from local suppliers.  
 
 
 
P8: The further the source of FDI, the more likely it is that the associate will register low performance 
levels.  
 
 
 
Subnational Level Distance 
Agglomerations and Spill-overs 
 
P9: The higher the distance from clusters of similar or related firms, the lower the chances for an 
associate of benefitting from different sorts of positive spill-overs (e.g. technology spill-overs, lower 
transport costs in vertical linkages between input suppliers and final good producers, labour- and 
capital-good-market externalities due to the proximity of firms with similar demands).  
 
 
 
Compensatory factors and strategies 
 
P10: Good logistic and ICT infrastructure are able to partially offset the effects of geographical 
distance on FDIs (reducing transportation and communication costs).  
 
 
 
Abbreviations 
FDI = Foreign Direct Investment 
ICT = Information and Communication Technologies 
 
Definitions 
Market-seeking (horizontal) FDI: FDI undertaken in order to serve a particular market by local 
production and distribution, rather than by exporting from the home country or from a third country. 
Efficiency-seeking (vertical) FDI: FDI motivated by the intention of a firm to exploit cross-country 
differences in the cost of productive factors, by fragmenting the value-chain.  
 
Shared ownership: In my study, less than 95% of shares owned.  
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Appendix 2 – Articles Datasheet, Detail 

Below, a partial view of the datasheet comprising all retrieved documents categorised in different 

variables, which were then used as foundations for the literature review presented in Chapter 6. 

 

Figure 14: Articles Datasheet (Content categorisation for Literature Review).  
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Appendix 3 – Transportation Costs and FDI Motives, summary 

The following table sums up the impact of transportation costs on FDI motives, as presented in 

Chapter 6.  

Table 9: Impact of transportation costs on FDI motives, as described in the retrieved literature. 

 FDI Motives 

Market-

Seeking 

(Horizontal 

FDIs) 

Efficiency-

Seeking  

(Vertical 

FDIs) 

Resource/ 

Knowledge-

Seeking  

 

Complex 

Integration 

Strategies  

Export-Seeking 

(Complex 

Integration 

Strategies) 

Transportation 

Costs 

+ (Alfaro & 

Chen, 2017);  

+ [although 

negligible in 

information-

intensive 

industries] 

(Nachum & 

Zaheer, 

2005); 

- (Alfaro & 

Chen, 2017); 

- [although 

negligible in 

information-

intensive 

industries] 

(Nachum and 

Zaheer, 2005) 

+ [considered 

infinite, as 

resources are 

immobile] 

(Nachum and 

Zaheer, 2005) 

Bell-shaped 

(Alfaro & 

Chen, 2017) 

- (Alfaro & 

Chen, 2017); 

+ (although 

negligible in 

information-

intensive 

industries) 

(Nachum & 

Zaheer, 2005) 

(Key 

references) 

Markusen 

(1984); 

Markusen & 

Venables 

(1998, 2000) 

Helpman 

(1984); 

Helpman and 

Krugman 

(1985)  

 Yeaple 

(2003) 

Ekholm, Forslid 

& Markusen 

(2007) 
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Appendix 4 – Communication Costs and FDI Motives, summary 

The following table sums up the impact of transportation costs on FDI motives, as presented in 

Chapter 6.  

Table 10: Impact of communication costs on FDI motives, as described in the literature. 

 FDI Motives 

Market-

Seeking 

(Horizontal 

FDIs) 

Efficiency-

Seeking  

(Vertical 

FDIs) 

Resource/ 

Knowledge-

Seeking  

 

Complex 

Integration 

Strategies  

Export-Seeking 

(Complex 

Integration 

Strategies) 

Communication 

Costs 

 

- [negligible] 

(Nachum & 

Zaheer, 

2005);  

-/+ (Alfaro & 

Chen) 

- (Nachum & 

Zaheer, 2005) 

? [RS];  

- [KS]  

(Nachum & 

Zaheer, 

2005) 

 

? - [negligible] 

(Nachum & 

Zaheer, 2005) 

(Key references) Head and Ries (2008); Keller & Yeaple (2013); McCann (2008); Oldenski 

(2012) 
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Appendix 5 – Literature Review, summary 

Table 11 below summarises the findings obtained from reviewing the literature on geographical 

distance and FDIs, highlighting gaps in the state of knowledge in relation to the perspective adopted 

in this work (a special emphasis is put on the treatment of spatial transaction costs).  

Table 11: Geographical distance effects on Foreign Direct Investments. 

Level of 
analysis 

FDI-related impact 
variable (What) 

Impact of 
geographical 
distance (How) 

Literature Potentially 
attenuated by 

National FDI form/motive  Transportation and 
communication 
costs generated by 
distance affect the 
reasons driving 
FDIs in a range of 
different ways (see 
Table 9 and 10), 
which are also 
dependent on the 
industry of the 
investor and other 
considerations. 

(Alfaro & Chen, 
2017; Ekholm 
et al., 2007; 
Head & Ries, 
2008; Helpman, 
1984; Helpman 
& Krugman, 
1985; Keller & 
Yeaple, 2013; 
Markusen, 
1984; Markusen 
& Venables, 
1998, 2000; 
Nachum & 
Zaheer, 2005; 
Oldenski, 2012; 
Yeaple, 2003) 

Logistics 
management and 
systems; ICT 
investments at 
firm and country 
level; BITs.  

Ownership/control 
structure 

Only 
communication 
costs examined. 
Increasing with 
distance, they exert 
an indirect effect 
on governance 
mode decisions, by 
generating 
information 
asymmetries 
between foreign 
and local 
counterparts. In 
presence of market 
failures, investors 
have been shown to 

(Malhotra, 
2012; 
Ragozzino, 
2009) 

ICT; internal 
policies and 
regulations, 
BITs;  
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prefer shared 
ownership in 
remote locations 
and full ownership 
in proximity 
(although 
considerations on 
cultural distance 
qualify this effect).  

Others 
(Vertical/technological 
Spill-overs and 
Performance levels) 

Negative 
correlation 
observed, however 
the role of spatial 
transaction costs is 
not treated.  

 

Empirical 
studies 

ICT; logistics 
management and 
systems 

Subnational  Spill-overs and other 
benefits of 
agglomeration 
economies 

Negative 
correlation 
observed, however 
the role of spatial 
transaction costs is 
not treated. 

(Alfaro & Chen, 
2017; McCann 
& Mudambi, 
2004; Nachum, 
2000; Porter, 
1990) 

Logistics 
management and 
systems; 
clusters. 
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Appendix 6 – Geographical Distance, highest frequencies 

The following table showcases data-points with the highest concentration of values, generally 

corresponding to the distance between Copenhagen and some other big city.  

Table 12: Data-points with highest concentration of values and corresponding shareholder locations. 

Geographical Distance FS-

Affiliate (great-circle, km)   

Total count of 

Geographical Distance 

FS-Affiliate (great-

circle, km) 

FS City Count of Geographical Distance FS-

Affiliate (great-circle, km) by City 

523 270 STOCKHOLM 265 

SUNDBYBERG 4 

SANDNES 1 

957 131 LONDON 130 

DUNSTABLE 1 

484 102 OSLO 96 

FORNEBU 4 

BILLINGSTAD 2 
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Appendix 7 – Geographical Distance Groups, Visual 

The following Figure shows a representation of the criteria used to group values for the Geographical 

Distance variable in three main categories, as outlined in Chapter 7.  

 
Figure 15: Radiuses of 500 and 3,000 km of great-circle distance with Copenhagen as focal point 
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Appendix 8 – Subnational Distribution of Investments, Detail  

The following Figure shows a detail of Figure 13, in Chapter 7.  

 
Figure 16: Number of records by municipality, Capital Region and Zealand (DK), detail. 
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