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ABSTRACT
When service companies want to enter a new market and do foreign direct investment,
which factors of free trade zone can influence them will be discussed. In this paper,
these factors will be summarized and analyzed. The purpose of this thesis is to
analyze how and why certain factors of free trade zone influence service companies
when they do foreign direct investment. In order to meet the purpose of the thesis, a
qualitative research was used. There were two cases study of service companies
which focused on the foreign direct investment.One free trade zone which is known as
the China (Shanghai) pilot free trade zone was discussed. The study found out that
three factors are the most important for service companies when they do foreign direct
investment in free trade zones. These three factors are opportunity, geographic
location and policy.
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1. Introduction

The first chapter introduces a background to the topic investigated in this study. In
addition, this chapter will provide a summary of previous research in the area in
order to show an understanding of the subject. Furthermore, the purpose of the thesis
and the research question will be described. Finally, the delimitation has been
presented.

1.1 Background

A company who wants to survive and maintain the competitive advantage needs to
explore a new market. Entering a new market needs a huge investment and the
companies not only need to spend money but also need to spend time to acquire the
new knowledge of the market.

One of the quickest ways to enter a totally new market is to do direct investment.
Inward foreign direct investment (FDI) stock and world service imports and exports
have kept increasing in recent years (UNCTAD, 2015). The free trade zone (FTZ) in
every country provides a convent place for foreign companies to invest directly and
some countries established new FTZs to attractive investments including FDI. With
the attractiveness of free trade zones and the development of service companies, some
of these companies are likely to do FDI in FTZs.
Nowadays, service industry is growing faster and faster and the outlook of service
companies are getting better (UNCTAD, 2015). But service companies to enter a new
market are not a small challenge. So service companies in FTZ doing FDI is a new
research area for researchers to study.
China is a rapidly developing country. With the rise of China's service industry,
China's economic situation is getting better and better. Shanghai, as China's economic
center, leading the new generation of Chinese economic reform and development.
China (Shanghai) Pilot Free Trade Zone (SHFTZ) is a new product of this reform
(SHFTZ, 2016). China is a huge market and the foreign service companies, who want
to enter the Chinese market should seize the opportunity and get the profit.

1.1.1 Background of Free Trade Zone (FTZ)
Free Trade Zone (FTZ) which was also known as Foreign Trade Zone came from free
trade port and it first appeared in World Customs Organization (IMF, 2005).
According to the United States Census Bureau, FTZ was regarded as specially
licensed commercial and industrial areas where foreign and domestic goods can be
brought in without paying for customs duties. FTZ is in or near ports of entry, goods
brought into FTZ for storing, selling, exhibiting, repacking, assembling, grading,
cleaning, manufacturing, reexporting or even entry of the country’s customs territory.

Figure 1 showed the process of goods from entering the FTZ to leave. Goods can
enter FTZ without paying tariff and tax. However, they are considered as
consumption when they enter the domestic market (United States Census Bureau,
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2016 ). In this case, they need to apply for tax and duties which would be deferred
until the time of entry.

Figure 1 Process of Goods from Entering the FTZ to Leave

Source: Created by the authors

When there is a serious crisis, something can be done to prevent it from being wasted.
Quigley (2009) argued that it was necessary to restore confidence, growth, jobs, repair
the financial system, strengthen financial regulation, fund and reform international
financial institutions, promote global trade and investment, build a healthy and
sustainable recovery. FTZ can be helpful for growth, innovation and sustainability in
the world economy. For these reasons there is a call for FTZ (Quigley ,2009).

FTZ is important for international marketing strategies. Lowering the cost of
production and logistics, the efficient allocation of resources, increasing consumer
welfare, the substitution effect on trade agreements such as Bilateral Investment
Treaty promoting employments, diversifying the regional economy are the strengths
of FTZ (Lu, 2014). These factors can be attractive to companies doing investment.

1.1.2 Background of China (Shanghai) Pilot Free Trade Zone (SHFTZ)
China (Shanghai) Pilot Free Trade Zone (SHFTZ) was established in 2013 as regional
FTZ. At that moment, it included four special customs surveillance zones. In 2014, it
was enlarged from 28.78 square kilometers to 120.72 square kilometers to provide
more space for reform trials (SHFTZ, 2016).
SHFTZ is expected to liberalize trade and the provision of services and help to
develop opportunities available to off shore companies. The main purposes of the
SHFTZ are to improve the convenience of trade; improve the efficiency and
effectiveness of government functions; promote port trade; open up the economy to

Entry domestic market

Goods

FTZ

Apply for tax and duties Tariff and tax exemption

Yes No
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new investment opportunities; offshore free trade; accelerate the development of
trading; the transform of services trade; widen the opening up of 18 service industries,
and align the existing legal framework with respective to foreign investments (Gladie,
2014).
In SHFTZ, the way of regulation is focused on the companies instead of the cargoes
to promote trade and the convenience of investment. At the open level of trade,
SHFTZ is trying to have pluralism trade patterns which can lead to expanding
services and opening up, especially in the financial services sector. Policies in SHFTZ
have advantages in trade settlement, tax incentives and foreign exchange.

The next steep SHFTZ will do must according to the government report (2016), in
2016, the government will promote the level of openness through enhancing the
cooperation of international capacity, promoting the development of trade innovation,
improve the level of using foreign investment, speed up the strategy of FTZ. In
SHFTZ, the standard of foreign investment admittance will be relaxed, especially the
openness of the service industry and general manufacture industry. The investment
environment in SHFTZ will be more equitable, more transparent, more predictable
and more attractive for foreign investment.

Negative list was used as the method of management in SHFTZ. With the time passed
by, the negative list would be shortened (SHFTZ, 2016). Nowadays, SHFTZ has
relaxed the restriction on foreign investment from the services companies, more kinds
of services companies are allowed to do FDI there. It can be implied that SHFTZ
welcome some kinds of foreign companies doing FDI there.
SHFTZ can be divided into four areas by geographic location: FTZ Bonded Area,
Lujiazui Financial Area, Jinqiao Export Processing Zone and Zhangjiang High Tech
Park. FTZ Bonded Area is located in the suburb of Shanghai. Lujiazui Financial Area
is located in the core of Shanghai international shipping center, Shanghai international
financial center and Shanghai international trade center. Jinqiao Export Processing
Zone is a showcase of advanced manufacturing, emerging industries, production
services, emerging industries and eco-friendly environment. Zhangjiang High Tech
Park is regarded as a base for innovations to meet the national strategy of sustainable
growth. (SHFTZ, 2016)

SHFTZ has established six overseas offices in five different countries. They are Los
Angeles office, London office, Gothenburg office, Osaka office, Frankfurt office and
Tokyo office.
To make the information of SHFTZ being gained more easily and more conveniently,
official client, websites in English, overseas investment service platform have been
established.

Tax rebate policy can be applied to companies which registered in SHFTZ or which
have a subsidiary in the SHFTZ. Some kinds of foreign-owned services companies
such as financial leasing companies need to be licensed by the Ministry of Commerce
before tax rebate.

1.1.3 Background of Foreign Direct Investment (FDI)

The definitions of foreign direct investor and direct investment enterprises have been
made by Organization for Economic Co-operation and Development (2008). A
foreign direct investor is regarded as an entity resident in one economy with more
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than 10% of voting power resident in another economy. Direct investment enterprises
are defined as corporations, even subsidiaries, where more than half of the voting
power are held, or associates where 10% to 50% of the voting power is held, or
quasi-corporations where 100% of the voting power is held.
As OECD (2008) and IMF (2005) mentioned, FDI reflects the objective of
establishing a lasting interest by direct investors in a direct investment enterprise that
is resident in the other economy. The lasting interest means the long-term relationship
between the foreign direct investor and the enterprise and the influence by the
investor on management of the enterprise should be at a significant degree.

In figure 2, it can be found that FDI inward stock has been increased both in
developed economies and developing economies in the recent years. World inward
FDI stock has been increased from 7,047,349 million US dollars to 24,626,455
million US dollars. According to these data, it shows that FDI is becoming popular
and important in recent decades.

Figure 2 Inward FDI Stock (US dollars in millions)

Source:UNCTAD

FDI is related to the companies which become international and played an important
role in the rapidly evolving international economic integration. It can be helpful to
improve competitive position of the recipient and the investing economy. With FDI,
the host can promote its products since FDI encourages the transfer of technology.
They are usually to be large multinational enterprises who are the main investors in
such FDI transactions. In recent years, small and medium size enterprises have also
been increasingly involved (OECD, 2008).
FTZs are likely to influence entrepreneurial motivation for FDI (Quigley, 2009). With
the advantages provided by FTZs, the motivation of companies to do FDI can be
influenced. Many countries used FTZ as a kind of method to attract companies doing
FDI (Seyoum & Ramirez, 2012). When companies considering whether to do FDI or
not, they may think of FTZs.
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1.1.4 Background of Service Companies

As is well-known, there are three economic sectors, one is the primary sector like
agriculture and animal husbandry; another one is secondary sector, for example
manufacturing; the third one is service industry which is also known as tertiary sector
of economy.

According to UNCTAD (2015), service companies provide the intangible parts of
economics like goods-related services, transport, travel and other services such as
construction, insurance and pension services, financial services, information services,
etc. The service companies provide customers with intangible services to make the
profit.
Figure 3 showed the imports and exports of services in the world. The import of
service increased from 2584950 US dollars in millions in 2005 to 4904010 US dollars
in millions in 2014. The export of service increased 2672190 US dollars in millions in
2005 to 5016740 US dollars in millions in 2014. It can be found that international
trade on services has been increased a lot in recent years.

Since service industry has been developed fast, it is necessary to discuss about service
industry. Policies for service are different from products. In FTZs, there are likely to
have some special policies for service (SHFTZ,2016).

Figure 3 World Service Imports and Exports (US dollars in millions)
Source: UNCTAD

1.2 Problem Discussion

The increased import and export of service industry (UNCTAD, 2015) shows the
increasing international trade among service companies. Some FTZs put more
emphasis on the service industry to have a revolution and development. It is necessary
to find which factors of FTZ can influence service companies to do FDI.

It can be acknowledged that the policies in FTZs are different from the other parts of
the country so there must be some factors influence companies doing FDI in FTZ.
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The service industry has been popular. The goods of service are special because most
of them are invisible but essential. This study can give several certain factors of why
service companies prefer doing FDI in FTZ as a reference for firms which are willing
to do FDI in FTZ. It is also important for a marketer to be aware of the attractive
factors and some special policies when doing international business.

This study examines the factors of FTZ which impact on FDI and finds two
companies to analyze the data. The importance of FTZ and FDI leads to a call to
studying on their relationship. A qualitative research is worth to make since it focused
on the influence of FTZ on FDI and the companies’ decision making process which is
theoretical and practical for international marketing. It is necessary to obtain current
and exhaustive data from FTZ and service companies.

1.3 Purpose & Research Question

The purpose of this thesis is to analyze the factors which impact on service companies
when they do FDI in FTZs.

To fulfill the purpose, the authors listed the research question as follows:
How certain factors of FTZs influence service companies when they do FDI?

1.4 Delimitation

This master thesis will only focus on the service companies and the SHFTZ. The
reason for the thesis focusing on service companies is that service industry is growing
fast and it is the pillar industry for the economy. Studying on service companies can
cover most of the company in FTZ. This thesis focus on SHFTZ because China as a
huge economy could attract more companies to invest and the authors are more
familiar with the Chinese market. SHFTZ as a new attempt of the reform can provide
a new way to the foreign service companies to enter the Chinese market.

http://www.baidu.com/link?url=oe381HWa0mBpj4BjMHk8yz5aQqFaO__HEYPVJ3tfO_w3ZGJCt698eBTwr0cQN_D6fzI4DDE1o3NTkxHDZWG-c_
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2 Literature Review

This chapter showed the previous research related to this topic. These previous
literature were helpful for understanding this subject. FTZ impacting on FDI and
services companies doing FDI are discussed.

2.1 FTZ impact on FDI

FTZs are likely to influence the direction of policy which may influence
entrepreneurial motivation for FDI. FTZ for environmentally friendly products and
services can be called eco-trade zone. This can lead to more environmentally and
sustainable economic growth (Quigley, 2009).

As Seyoum and Ramirez (2012) pointed out that many companies use FTZ to gain
global resource and cooperate with supply chain networks because through this way
they can lower costs and get a competitive advantage which are considered as
successful international marketing strategies. The difference among economic areas
can support the companies to gain cost-effective production.
Enormous and rapidly growing market size, abundant supply of labor, superior
infrastructure, a unique location can be attractive for FDI (Shah M, 2009). Malhotra
(2008) has also pointed out that several factors such as production, economic,
infrastructure, legal, attitude of the labour are much better in FTZ than the other parts.
According to Lu (2014), the establishment of FTZ enlarged the scale of the local
market and lead to the fact that entrepreneurs are likely to transfer their business from
the other parts of this country to FTZ. The scale of the economy and the level of free
trade play important roles in the transfer and influence FDI.
Seyoum & Ramirez (2012) argued that FTZs in many developed countries are used as
a kind of policy method to attract foreign capital and make full use of the countries’
comparative advantage. In other words, they use FTZ to get more FDI inflows.
However, in Hamilton & Svensson (1982) opinion, FTZs reduce the welfare of the
host country because of lowering the price and the return to capital which will
discourage FDI and produce distortions in the economy.
FTZ’s role in the distribution system and the resources FTZ can supply are helpful for
companies to accelerate whether they need to do FDI there (Malhotra, 2008).

2.2 Service companies do FDI
FDI is shifting from manufacturing to service sector and more FDI inflows are
encouraged (Rudrani, Lla and Ajay, 2012). Since service companies rely more on new
investment and lack of persistence in regional location, service FDI is more dynamic
than manufacturing FDI (Jones & Wren, 2015). Substantial investment in
infrastructure, policies and strong skills base were attractive for service companies to
do FDI (UNCTAD, 2015).
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With the growth of international trade service, competitive advantages become more
and more important factors for service companies when they do FDI (Davies &
Guillin, 2014). Nowadays, many service companies do FDI in FTZ to gain global
resource to reduce the cost and get a competitive advantage (Seyoum and Ramirez,
2012) which is positively influenced by the competitive power in the host
country(Abhishek and Harshika, 2014).
Davies & Guillin (2014) mentioned that service companies prefer low-cost and
high-skill labour. As Fulvio (2014) suggested, a company with greater productivity
level is likely to face higher relational distance cost and service companies prefer to
choose FDI as their strategy because FDI leads to higher payoff. It is also found that
cultural distance (Abhishek and Harshika, 2014) and psychic distance (Davies &
Guillin 2014) was an important determinant for service companies doing FDI.
Jones & Wren (2015) had pointed out that access to final consumer demand is
important for service companies when they consider FDI. Less productive service
companies are willing to do FDI when their customers thought their services involve
greater risk (Rudrani, Lla and Ajay, 2012).
Combination of these two views above, those articles did not clearly indicate which
certain factors can affect service companies do FDI in FTZ. This thesis wants to
analyze which certain factors of FTZ influence service companies when they do FDI.

http://www.baidu.com/link?url=oe381HWa0mBpj4BjMHk8yz5aQqFaO__HEYPVJ3tfO_w3ZGJCt698eBTwr0cQN_D6fzI4DDE1o3NTkxHDZWG-c_
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3. Theory

In this chapter, the relevant theories will be presented regarding the paper’s research
question. Further in the chapter a theoretical framework based on several collected
theories has been presented.

OLI (ownership, location, internalization) Paradigm and Uppsala mode are two
theories. These two theories are helpful for understanding the relationship between
FTZ and FDI.

3.1 OLI paradigm

3.1.1 Review of OLI paradigm
OLI paradigm offers a framework for determining the pattern and extent of foreign
owned activities (Mudambi, 2004) According to Dunning (2001) and Dunning and
Lundan (2008), ownership specific advantages, location specific advantages and
internalization advantages (OLI) can explain value added activities of multinational
enterprises (MNEs) and FDI.

Ownership advantages are based on plant location and locations in multiple countries
(Eden and Dai, 2010). To compete with companies in other countries, companies
must possess certain advantages which can also be called competitive or monopolistic
advantages. These advantages are difficult for companies in other countries to get or
possess (Dunning, 1988).
Location advantages which skew FDI into a particular market (Oxelheim, Randoy and
Stonehill, 2001) are regarded as key determinants of MNEs to produce in other
countries (Dunning, 2000). The reduced transport costs, customs unions or regional
trading blocs such as the European Economic Community can lead to location
advantages of production (Dunning, 1988).

If the transaction costs of external markets are higher than the internal costs,
companies may engage in internalization (Dunning and Lundan, 2008). The
motivation for protecting property rights, guaranteeing the products quality will also
lead to the internalization of foreign companies (Dunning, 1988 and 2000).

Table 1 showed the determinants of different types of international production by OLI
paradigm. Ownership advantages, location advantages and internalization advantages
are essential for companies engaged in FDI (Dunning, 2001). Resource based
companies would consider about capital, technology, accessing to the market,
possession of a resource, price and controlling of markets when making a decision
about whether to do international production. Accessing to markets, markets,
company’s name, technology advantages should be considered by ancillary services
companies. There were various factors of ownership advantages, location advantages
and internalization advantages should be considered by miscellaneous companies.
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Table 1 The Determinants of International Production
Source: Dunning, 1980 pp13

3.1.2 Comments on OLI paradigm

There were several comments on OLI paradigm. Some of them showed the
adaptability for analysis foreign activities. Some of them showed the limitation of
OLI paradigm and recommended to combine it with other theories when analysis.
Eden and Dai (2010) claimed that the OLI paradigm is designed at the level of the
country to explain international production. OLI paradigm created advantages
relevant for the FDI decision (Oxelheim, Randoy and Stonehill, 2001).

Mudambi (2004) pointed out that OLI paradigm which has proved to be adaptable can
be used to analysis either it encourages or discourages a company from engaging
foreign activities and becoming an MNE.
The OLI paradigm provides a framework for answering three questions: whether a
company will be involved in foreign markets, which location can be a wise choice for
companies when they invest aboard, how to serve foreign markets(Oxelheim, Randoy
and Stonehill, 2001).
There are some criticisms on OLI paradigm. Wint and Williams (2002) claimed that
foreign investors and the government put emphasis on different advantages on the

Types of
international
production

Ownership
specific
advantages

Location
advantages

Internalization advantages

Resource
based

Capital,
technology, access
to markets

Possession of
resource

To ensure stability of supply
at right price.

Control of markets

Ancillary
services

Access to markets
(in the case of
other foreign
investors)

Markets Need to ensure sales outlets
and protect company’s
name.

Wish to exploit for
technology advantages, High
transaction or information
costs, etc.

Miscellaneous Variety but
include
geographical
diversification(airl
ines & hotels)

Markets Various
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bargaining table. The relative bargaining power of companies and national
governments can influence the incidence of foreign investment and the investment
entry terms (Wint and Williams, 2002). It is difficult to analyze the contradictory
relation’s influence on FDI by OLI paradigm. OLI paradigm put emphasis on
internalization advantages which lead the theory more suitable for multinational
companies. What’s more, finance-specific strategies which have not been identified in
OLI paradigm are related to FDI advantages (Oxelheim, Randoy and Stonehill, 2001).

When using OLI paradigm as a framework for the individual research, Eden and Dai
(2010) recommended that it would be better by using completely different versions.
Economic and organizational theory which shows the necessary to cope with
environmental variation can contribute to the evolution of the eclectic paradigm
(Stephen, 2001) OLI paradigm would be enriched by incorporating finance-specific
factors (Oxelheim, Randoy and Stonehill, 2001) and the international politics
(Mudambi, 2004).

3.2 Uppsala Model

3.2.1 Review of Uppsala Model

Uppsala model explained the process of companies intensifying their activities
gradually in foreign markets (Johanson and Vahlne, 2009). Psychic distance has also
been mentioned.

Figure 4 shows the business network internationalization process model. This model
can help to explain the process of internationalization. In this model, each state and
change variables is divided into two aspects. How these variables influence each other
can be viewed in Figure 4.

Companies’ network position played an important role because internationalization
process takes place with the network. Axelsson and Easton (1992) pointed out that the
network position can circumscribe and offer opportunities. Companies’ current
relationships are characterized by knowledge, trust and commitment opportunities are
critical part of knowledge while knowledge may lead to the recognition of
opportunities. Relationship, commitment and decisions will occur when there are
several suitable opportunities. Learning, creating and trust building are the result of
relationship, commitment and decisions. They will form a new network position.
(Johanson and Vahlne, 2009)
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Figure 4 The Business Network Internationalization Process Model
Source: Johanson and Vahlne, 2009 p1424

The process of the internationalization of companies can be showed in figure 5 and
listed as follows: First there were no regular exports. Second, companies were
relaying on agents to export. Third, overseas subsidiary would be established. Last,
overseas production would come out (Johanson and Vahlne, 2009). Resources were
increased and market commitment is accumulated in these stages (Zhang and Dong,
2011).
FDI was likely to occur in the later stage of internationalization. With the increased
knowledge and commitments, companies would like to produce in the foreign country
directly. Forsgren (2002) pointed out that psychic distance would make an influence
on the way of FDI. Companies preferred to enter markets with greater psychic
distance in this stage.

Network
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Knowledge

Opportunities

Relationship

commitment

decisions

Learning
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Trust building

State Change
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Figure 5 The Internationalization of the Company

Source: Koopman & Sebe, 2009, p13

3.2.2 Comments on Uppsala model
There were several comments on Uppsala model. On one hand, some of them showed
the ability of using it to explain the internalization process. On the other hand, some
of them showed that only using Uppsala model for analysis was not enough.

Chlids and Jin (2014) suggested that Uppsala model is one of the most highly used
theories which can help explain the internationalization process. Uppsala model has
been confirmed in many different industries including service industry.
Lemos, Johanson and Vahlne (2011) regarded Uppsala model as a powerful tool for
analyzing companies’ strategies for internationalization process. There have been
some previous studies using Uppsala model to analyze the speed and selection of
market (Childs & Jin, 2014).
Uppsala model has a positive influence on economic performance (Almodovar &
Rugman, 2015). According to Forsgren (2002), Uppsala model is able to deal with the
way of learning and the impact of this learning on the behavior of companies.
Johanson & Vahlne (2009) claimed that since knowledge is highly context specific,
Uppsala model should be applicable to both large and small companies. It “employs a
reactive perspective rather than a proactive perspective of experimental learning”
(Forsgren, 2002).

Uppsala model is oriented to the operational level since it is not only based on
behavioral approaches but also how and why activities happen (Almodovar and
Rugman, 2015). Francisco, Johanson and Vahlne (2011) showed the contingent of
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Uppsala model. In their opinion, the pace and pattern of the internationalization
process is related to uncertainty and commitment.
Uppsala model has also been criticized. While location specificity influenced
internationalization process, the location factor is regarded as an explanation for
uncertainty (Johanson and Vahlne, 2009). They also pointed out that Uppsala model
only handle business side of the companies. Forsgren (2000) argued that foreign
investments are sometimes carried out when the companies lack of market-specific
knowledge. The problem of internationalization is managing the lack of knowledge
instead of knowledge acquisition (Lemos , Johanson and Vahlne, 2011). A niche
market, having a strong brand image, and asset specificity may lead to a quicker speed
of internationalization than which Uppsala model suggests (Childs and Jin, 2014).

Uppsala model needs further study such as using longitudinal case studies which may
help understanding the business network in the internationalization process (Johanson
and Vahlne (2009). Almodovar & Rugman (2015) claimed that Uppsala can be
enriched through integrating with other theories.

3.3 The integrated theory

Since there were some criticisms of Dunning’s OLI paradigm and Uppsala model, it’s
better to integrate them for analysis. What’s more, OLI paradigm and Uppsala model
can be regarded as complementary to each other (Amal, Awuah, Raboch and
Anderson, 2013). Combing these two theories can be helpful to make an inside look
into the understanding of the factors which influence companies doing FDI. Through
combing with the analysis of FTZs, an understanding of which factors influence
service companies when they do FDI can be made.
The latest extension of OLI paradigm has been revised to include strategic alliances
and network relationships, a relationship between OLI paradigm and Uppsala model
can be built (Johanson and Vahlne, 2009). Amal, Awuah, Raboch and Anderson
(2013) showed that not only on the interaction between OLI advantages but also
variables from the behavioral approach can influence the internationalization process.

Besides the factors mentioned in these two theories, there remain to be uncertain
factors and other factors which can influence FDI. When considering other factors
which influence the internationalization process, they have to deal with the way of a
company exploit its firm-specific asserts, the decision to choose to invest overseas,
governments’ influence and institutional infrastructures (Amal, Awuah, Raboch and
Anderson, 2013).

In figure 6, Uppsala model is related to OLI paradigm. They can help to analysis
when FDI will happen. FDI is likely to occur where the company can get ownership
specific advantages, location advantages and internalization advantages (Dunning,
2001). However, whether to do FDI is also related to some other factors. Some of
these factors can be known as network position, opportunities, relationship,
commitment and decisions, learning, creating and trust building. Other factors which
make influence can be regarded as uncertain factors such as culture conflict.

http://www.emeraldinsight.com.ezproxy.bib.hh.se/author/Almod%C3%B3var,+Paloma
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Figure 6 The Integrated Theory
Source: Created by the authors

When network position and opportunities are discovered, it might be advisable for
companies to do FDI. If the company is doing international business with other
partners, it can have a look at its own advantages such as ownership advantages.
When the resources are not enough for them to do FDI, it can have a look at FTZs to
see whether FTZs can give them some new advantages. These advantages may be
able to turn out to be the company’s own advantages. Since when a company is going
to do FDI, it needs to do more by itself. It also needs to think of the relationship as
well as the commitments to make a decision on whether to do FDI or not. When the
company decided to do FDI, the company needed to learn the market and build trust
on those who will be worked with.
As figure 6 showed, the decision of doing FDI was not only depended on the
interaction among ownership advantages, location advantages and internalization
advantages, but also some other factors as mentioned in Uppsala model. In other
words, these factors may create the conditions to overcome the disadvantages for
companies engaging FDI. For example, FTZs may create opportunities for companies
to do FDI. These may lead to location advantages for them to do FDI there.
In different FTZs, the policies are different. These may lead to different permit
standards. Some kind of products and services are acceptable while others are not
(SHFTZ, 2016). For example, the negative list in some FTZs claimed that products
and services which may pollute the environment are not allowed there. These kind of
policies will influence companies doing FDI in different countries.

Network
position

Opportunities

Relationship

commitment

decisions

Learning

creating

trust building

FDI

Ownership
advantages

Location

advantages

Internalization
advantages

Uncertain factors

/Other factors



The impact of FTZs on service companies when they do FDI

16

Ownership advantages may influence managerial capabilities, behavior and attitudes
of stakeholders, etc. When the FTZ has created satisfactory location advantages, the
transport costs will be reduced, the communication facilities will be more convenient,
human resources will be easier to get. Ownership and location advantages are related
to internalization advantages (Dunning, 2001). If the transaction costs of external
markets are higher than the internal costs, companies may engage in internalization.
The motivation for protecting property rights, guaranteeing the products quality will
also lead to the internalization of foreign companies. A company is more likely to do
FDI when it has these advantages. OLI advantages will influence FDI and none is
dispensable.
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4. Methodology

In this chapter, a methodology will be described to show how the author conducted
the study. At first, the selection for the qualitative method will be chosen. Then, the
research approach utilized as well as the research design will be described and
argued for. Further to this, the data collection followed the data analysis will be
explained. Finally, the reliability and validity will be described.

Figure 7: Methodology Process

Source: created by the authors

Figure 7 showed the methodology process of this thesis. First is data collection. Data
was collected from the university library database and review of websites. Second is
the selection of service companies and FTZs to make a case study. Finally, get the
final conclusion according to the data analysis.

4.1 Research strategy

Bryman and Bell (2007) pointed out that when referring to the connection between
research and theory, quantitative and qualitative research could be taken as two
different clusters of research strategy.
There are two kinds of research approaches which were known as quantity research
and qualitative research. A quantitative research entailed a deductive approach where
attentions are paid on the test of theories (Bryman and Bell, 2007). It is more suitable
for the researchers. By contrast, a qualitative research put emphasis on words and
could be helpful for studying in depth and details. It can be employed to create the
theory.
In this thesis, the research strategy used was qualitative research. Since the research
question is about which certain factors influence service companies choose free trade
zone to do foreign direct investment. So getting current and exhaustive data from FTZ
and services companies is necessary. In order to answer the research question, the
reasons for services companies which engaging FDI in FTZs need to be analyzed in
details. The qualitative research was suitable and could be chosen for these reasons.

4.2 Research approach
With the research approach, the theory and actual research could be linked with each
other. The research approach which be chosen would affect the results as well as

Data Collection Case selection Case Study Analysis
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whether the research could answer the research question (Bryman and Bell, 2007). So
it was essential to choose a suitable research approach for this study.
Case study is a widely used research method in business research. According to Yin
(2009), case study was defined as an empirical inquiry which was used to investigate
the phenomenon with context and could be helpful for analyzed the situation where
the boundaries between phenomenon and context were not clearly evident.
There are two types of research known as inductive and deductive. With the inductive
approach, the theory would like to be the result of the research. The inductive
approach started by collecting the empirical data to build the theoretical frame
(Bryman and Bell, 2007). By contrast, the deductive approach started with the
previous theories which can be regarded as a guide for further study.

The deductive approach was adopted in this thesis. The reasons for choosing the
deductive approach can be listed as follows. There were some previous researches and
theories about the reasons for companies engaging FDI. The previous researches had
an influence on this thesis. Theories were integrated to discuss the factors of FTZ
which would make an influence on FDI.

4.3 Data collection
With qualitative research, case study and the deductive approach were selected.
There’s no doubt that data should be collected. There are two kinds of data: primary
data and secondary data. Primary data which is also called first-hand data refers to the
original sources while secondary data refer to the existing sources. With the empirical
data, the similarities, difference, relationship with the theory can be analyzed (Bryman
and Bell, 2007).

4.3.1 Primary Data
Primary data could be collected by different kinds of interviews or observations. To
get the primary data for this study, interviews were made.
Since semi-structured interview was helpful when the authors know most of the
questions need to asked but were not able to predict the answers (Morse and Field.
1998). An interview guide for the semi-structured interviews has been used. During
these interviews, questions which are not included in the interview guide were asked
since there was something needed to be picked up according to the interviewees.

Because of the long geography distance, it was impossible to have face to face
interviews. Interviews were made through a tool called We Chat (a kind of app can be
used for chat including video call ). The main purpose of the interviews was to find
whether there were some factors of FTZs which were attractive for them to do FDI
and which factors influence their decision on doing FDI.
After the interview, the data collected were sent to the interviewees to avoid
misunderstanding and confirm the data could be used in the thesis. The companies’
being silent means there was no problem with the interviews.
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4.3.2 Secondary Data

To get high quality secondary data which could be helpful for understanding this
study, using universities’ library database and the internet were two main way to
collect data.
The previous literature collected from university library database should be reviewed
first. Through the reviewing of these literature, a brief idea about what others opinions
on FTZ, FDI and service companies will be got. Through the websites, especially
some official websites, other information about this research such as information of
the selected companies and FTZ can be found. The information of selected companies
helped the authors having a brief idea before doing interviews.

4.4 Case selection
Selecting the suitable sample is one of the important steps in qualitative research
(Bryman and Bell, 2007).
SHFTZ (China (Shanghai) Pilot Free Trade Zone) was selected because it is the FTZ
which the authors are familiar with and lots of information was written in Chinese.
This can reduce the risk of misunderstanding.

Besides the selection of FTZs, two services companies were selected to meet the
purpose of this thesis. They are Masker Group and Uber. There are two main reasons
for selecting these two companies. One is that both of them have branches in SHFTZ,
the other is their employees were willing to do interviews; they can help for this
thesis.
Each interview lasted about forty minutes. The interviewee for Masker Group is the
clerk in marketing department. The interviewee for Uber is the marketing manager’s
assistant.

4.5 Reliability and validity

It is necessary to consider the reliability and validity of qualitative research.
As it has been pointed out by Bryman and Bell (2007), reliability referred to the
consistency of a measure of a concept. Stability, internal reliability and inter-observer
consistency are three prominent factors for considering whether a measure is reliable
or not.
“Validity refers to the issue of whether or not an indicator (or set of indicators) that is
devised to gauge a concept really measures that concept.”(Bryman and Bell, 2007).
There were several ways of establishing the validity which can be known as face
validity, concurrent validity, predictive validity, construct validity and convergent
validity (Bryman and Bell, 2007).

To meet the reliability, the interviews were recorded and the secondary data were
from the official websites. Researchers following the same steps would be likely to
get the similar results. According to Yin (2009), in qualitative research, internal
validity could be demonstrated through linking empirical findings with relevant
theory. Case study used in this study and the empirical findings about Masker Group
and Uber would be linked to relevant theory. External validity referred to whether the
results of a study can be generalized or not (Bryman and Bell, 2007). Two cases can
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not be generalized because of the influence of the context. However, they can
contribute to add knowledge in the field of doing FDI in FTZs.
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5.Empirical data

In this chapter, the two service companies’ data will be presented. One is Maersk
Group and the other is Uber. The empirical findings are as follows.

5.1 Company A: Maersk Group

5.1.1Background
Maersk Group was founded in 1904. The firm is headquartered in Copenhagen,
Denmark with offices in 130 countries and has approximately 88,000 employees and
they owned the world’s largest container shipping company. Maersk Group's
activities are organized in a variety of business sectors: Container shipping and related
activities; APM Terminals; Tankers, Training, offshore and other shipping activities;
Oil and gas activities; Retail activity; and Shipyards, other industrial companies,
interest in Danske Bank, etc.(Maersk, 2016)

The group has several brand names: Maersk Line, MCC Transport, Seago Line,
Safmarine, Damco, etc. Maersk Line is the world largest container shipping company
(Maersk, 2016).
In 2014, Maersk Group established a subsidiary in SHFTZ.

5.1.2 Summary of Empirical Data

Network:
Maersk Group is a worldwide conglomerate and had a huge network in all over the
world. According to the clerk in the marketing department of Maersk Group, Maersk
Group had built the relationship with most companies who have the business in
container. Some of them are multinational corporations and have been built
long-term relationships with Maersk Group.

Opportunity:
Since the Chinese government began preparations for SHFTZ, Maersk Group has paid
attention on this project continually. The clerk mentioned that “SHFTZ is a chance for
Maersk Group to enlarge the business and can also be regarded as an opportunity to
establish a subsidiary there.”
Relationship commitment decision:

According to the clerk, it has also been claimed that “from January 1, 2016 the inner
structure of Maersk Line has been changed. Maersk merged the Asia-Pacific region
and North-Asia region to form a new Asia-Pacific area. The new headquarter of the
Asia-Pacific area set in Hong Kong. Also in other parts of China, North China,
Middle East China, South China and Taiwan area have been to form a Great China
Cluster. The new headquarter of great China cluster was set in Shanghai. That makes
the organization more proficient, simplification and the missions are clearer. Maersk
is committed to serve the entire Asian area. The business operation not only in the
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regional level but also at the local level is more transparent and unified. The
establishment of Great China Cluster aimed to build a more flexible and efficient
company structure and provide a more coherent and high quality service for the
customer.”
Learning creating trust building:

“China is Maersk’s main target market. This market has also been considered as the
market which Maersk prefers to develop in the business strategy. In the past few years,
Maersk in China, especially in the south of China, the rate of development has slowed
down. So it’s time for Maersk to find new opportunities in SHFTZ. Although China
still faced some problem like the expensive cost of logistics, the connection of line
shipping in China is significantly ahead of other countries in the world. China has
great potential in reducing trade costs and enhancing trade competition.” the clerk
said.

Ownership advantage:
The clerk stated that Maersk have more than 500 container ships and about one
million containers. Maersk has explored some special line for customers The
employee also illustrated that “container shipping business was the major operation in
Maersk, but the company is involved in a wide range of activities, not only in
shipping but also in logistics, oil and gas industries, etc.”

Location advantage:
The clerk claimed that they believe SHFTZ can bring the new opportunity for the
company. “The policy in SHFTZ is open and transparent. Some policies gave Maersk
the new hope to exploit the Chinese market. In the past, because the limitation of the
policy, Maersk was not able to transshipment cargoes between the ports which located
inside mainland China. Maersk just can transship in South Korea, Japan, Singapore
and Taiwan. Nowadays policies in SHFTZ have allowed foreign shipping companies
to do transportation between ports inside mainland China and Shanghai port by using
container ships owned or hold by Chinese companies. With these policies, the
efficiency of the transportation can be greatly improved. The transportation costs can
also be decreased due to these policies. Maersk will keep communicating with the
relevant departments of the Chinese government to appeal for developing these
policies earlier.”
Shanghai have unique advantages for Maersk. The clerk pointed out that “the amount
of loading and unloading cargoes of Maersk in six Chinese ports is about six million
every year and most of them are in Shanghai port. So Maersk and Shanghai port are
closely linked. Now SHFTZ has published some specific policies to support
companies establishing the business. Therefore Maersk choose Shanghai to establish a
new subsidiary which can be called as Maersk Ship Management Consulting.”
Internalization advantage:

The clerk said that “the policies of SHFTZ can bring benefits to the shipping
companies. For example, free trade and investment, etc.

When talking about the reason why Maersk prefer to establish a subsidiary instead of
exporting their service through agents, the clerk answered that “Maersk has
experienced for establishing a subsidiary since Maersk have subsidiaries in other
cities. The market size is in China and the willingness to manage well is another
reason.”
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5.2 Company B：Uber

5.2.1 Company background
Uber ( Uber Technologies Inc.) is an information service company. It is headquartered
in San Francisco, California. Nowadays it has offices in about 385 cities in the world
(Uber, 2016).

The mission of Uber is to provide the possibility for riders, drivers and the cities(Uber,
2016). Two main services which Uber provided can be called UberPOOL and
UberCOMMUTE.
The target customers of Uber are those who have smart phones and want to call a taxi
and those who have their own cars and willing to earn some benefits from it (Uber,
2016).

According to the official website of Uber (2016), Uber collect fees on behalf of the
car rental company and driver service are provided. It developed, marketed and
operated the Uber App to allow the riders to send a trip requirement and the drivers
who use their own cars can get the requirement. Then the drivers can pick up the
riders. With Uber App, it is more convenient for their customers to enjoy their trip.
In 2015, Uber established a solely-owned subsidiary in SHFTZ with 21 hundred
million RMB.

5.2.2 Summary of Empirical Data
Network:

The company knows the importance of networks. According to the assistant of Uber’s
marketing manager, “Uber is a company using C2C platform very well and shows
how the internet and mobile internet change the traditional industry. Doing foreign
investment depends on the network.”

The assistant also pointed out that “with the challenge of the local companies who
provide the same service as Uber, there is something needs to be done. Since one of
the most popular software companies have cooperate with their competitors. They
signed an investment strategy agreement with Baidu (a famous searching company
like Google in China). With the help of Baidu, Uber have built the relationship with
some other companies. Uber also cooperate with Alipay (a very popular software to
pay or transfer money in China) to make it convenient for customers to settle
accounts.”

Some famous individual persons have invested on Uber. As the assistant stated, “with
their investment, Uber was able to get more financial support and make the brand
become much more well-known.”
It has also been mentioned by the assistant that “ tax free policies in SHFTZ for
services companies can benefit Uber. This can be regarded as an attractive factor for
Uber to do investment.”

There remains to be some argument on whether Uber is legal or not. The assistant
claimed that “Uber is legal. Policies outside SHFTZ are not quite clear but it’s sure
that the service Uber provides is not included in the negative list of SHFTZ. Entering

https://en.wikipedia.org/wiki/San_Francisco
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SHFTZ could be a good opportunity to prove the legality.”

Opportunity:
“Shanghai is a city with a large population,” the market is attractive, as the assistant
figured out, “it is a good opportunity for Uber to localize thus more customers will
come. Uber caught the opportunity and established a solely-owned subsidiary in
SHFTZ.”
The assistant explained that “with the localization, Uber have more resources to deal
with the pressure. This pressure came from the local companies and foreign
companies which might come into this market later.”

Learning creating trust building and relationship commitment decision:
Before doing FDI in SHFTZ, it has been more than one year since Uber entered into
the Chinese market. The assistant mentioned that “with the previous work in China,
the experience and knowledge of this market have been added. To deal with the
challenges, Uber has done a lot. Uber planned to enter SHFTZ earlier and waiting for
the right time.” Another reason the assistant claimed that “Uber used to establish
subsidiary in other cities and prefer to continue doing like this.”
When establishing a long-tern relationship, it is necessary to build trust on them. In
the assistant’s opinion, “when cooperating with others, reliability is one of the most
important factors. Uber prefers to choose companies or organizations with good
reputation. With the information of SHFTZ being more public and transparent, Uber
is willing to do an investment there. Through reviewing the official website and the
notice we got from SHFTZ, it is convenient for Uber to get the useful information.”
Ownership advantage:

Innovation plays an important role in the ownership advantages of Uber. According to
the assistant, “the speed of innovation of the internet is faster than that of intellectual
property. The key for this fact is keeping innovation and innovating continually. Even
if some models of Uber were copied yesterday, Uber will have something new today.
Uber is ahead of others because of innovation. This also shows the company culture
of Uber. The team of Uber is very creative and had done something very interesting.”

When asking the question about the management, the assistant claimed that “The
beginning of entering new cities just like a new company which was the first time to
be established, there were only three people in the company. With the development of
business, the team has become bigger. The organization structure looks like a triangle.
One is responsible for the management of the drivers. One is responsible for the
management of the riders. The other is the manager who is responsible for the
company’s operation in the city.”
Location advantage:

The location Uber prefer to choose is big cities whose population is more than 3
million. As the assistant pointed out that “about 30% business of Uber took place in
China where has been the biggest market for Uber in the world. In 2016, Uber
planned to entry 100 cities in China. The location strategy focused on big cities with
large population.”
According to the assistant, “Shared economy is what Uber preferred to do. Cities with
large population mean more people are likely to use Uber. One of the goals of Uber is
to balance the supply and demand of resources and control risks at the same time.
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With the development of China, the infrastructure, market scale, resources are suitable
for Uber.”
“One of the main differences between using Uber and taking a taxi is the cost. Riders
will spend less time and less money with Uber and the drivers can benefit from Uber.
To get enough target customers, Uber prefer to locate where the development of the
economy is better. ”
Internalization advantage:

When talking about the internalization advantages, the assistant explained that “since
Uber is a service company, Uber prefers to near the customers. Thus Uber can know
the needs of the customers and then decide whether to offer such a kind of service or
not. In other words, the feedbacks of customers are important for Uber.”

The assistant added “Since Uber has a good team of management, Uber is confident
to manage the company well. Besides this, Uber can benefit more when Uber
establish a subsidiary instead of export through agents.”
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6. Analysis

This chapter aims to analyze the empirical data with the theoretical framework. There
are seven factors influence these two service companies Maersk Group and Uber to
do foreign direct investment in China (Shanghai) pilot free trade zone, which are
network, opportunity, relationship commitment decisions, learning creating
trust-building, ownership advantage, location advantage and internalization
advantage.

The internationalization process including doing FDI has been found to be influenced
by factors such as network, opportunity, relationship, trust-building (Johanson and
Vahlne, 2009), ownership advantage, location advantages, internalization advantages
(Dunning, 2000), etc.

The factors influence service companies doing FDI in FTZ can be divided into two
aspects. One is the factors of companies; the other is the factors of FTZ.

6.1 Network

Network has an impact on the selection of foreign market to do FDI (Johanson and
Vahlne, 2009). Companies prefer to enter where they have built network.

Companies’ internationalization behaviour was often motivated by the networks
(Forsgren, 2002). Both Maersk Group and Uber have recognized the importance of
the network during their foreign investment.
Before doing FDI in SHFTZ, both of these two companies have cooperated with
companies in Shanghai. A huge network has been built by Maersk, thus it is likely to
do business all over the world. The relationship built between Uber and Alipay
improved the convenience of using their app. At the same time, the network with
Baidu not only increased the competitive power of Uber but also introduced some
companies to Uber.
It has been argued that the network of business relationship created the opportunities
to get knowledge about the particular market (Childs and Jin, 2014). These networks
can provide opportunities for these companies to do further investment in China
including doing FDI in SHFTZ. Since they have already cooperate with companies in
China and provided their services in Shanghai, they are likely to be familiar with the
market there.
Since both Maersk and Uber have provided their services in Shanghai and done
foreign investment there, SHFTZ has not played an important role in providing them
some new network.

However, overseas offices of SHFTZ can provide services for foreign investors. The
investment environment, opportunities and related policies can be introduced by them.
What’s more, with this platform, relationships with local government, companies and
organizations may be built. Thus, new network may be likely to be established.
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6.2 Opportunity

According to Forsgren (2002), the opportunity can be created by the business
relationships.

The establishment of SHFTZ also provided the opportunity as a new choice for
companies doing FDI. There are some differences between the policies inside SHFTZ
and outside SHFTZ.
Opportunity played a central role in the market process including doing FDI
(Johanson and Vahlne, 2009). In Shanghai, there are demands for services what
Maersk and Uber offer. Both of them have some competitors in this market but the
market remains to be large for them. The development of Shanghai makes the market
so big that they are less likely to ignore it.

With the overseas offices of SHFTZ, companies can get knowledge of the Chinese
market more easily. This can provide opportunities for companies to do FDI. What’s
more, companies can benefit from the policies of tax free in SHFTZ. Almost every
company wants to benefit more and lower the cost. In these two cases, tax free
policies for service companies have been mentioned.
It has been pointed out that opportunities were discovered primarily by those who
working in this market (Forsgren, 2002). Besides the tax free policies, there remains
to be some other reasons being attractive for them. In the case of Maersk, SHFTZ is
an opportunity for them to enlarge their business. In the case of Uber, there are
arguments about whether it is legal for Uber to provide such a kind of service.
Investing in SHFTZ has been regarded as an opportunity for them to prove the fact
that they are legal. At the same time, the localization can be sped up.

Through these two cases, it can be found that one of the factors of FTZ influence
services companies doing FDI there is the creation of opportunity.

6.3 Relationship commitment decisions

Johanson and Vahlne (2009) has mentioned that whether a company decides to
increase, maintain or cease the commitment is related to the performance and
prospects of the company. It has been argued by Childs and Jin (2014) that the
decision to increase the commitment would be influenced by previous market
experience which was connected with current market activities.
Maersk has established subsidiary in other cities. Their ambition to manage the
companies by themselves in Shanghai leads them to establish a subsidiary instead of
exporting with agents in SHFTZ.

In the case of Uber, since it is a service company, establishing a subsidiary can help
them get feedback from their customers more directly. This is what they used to do in
other cities and they are likely to keep the commitment to have a subsidiary in
SHFTZ.

The “relationship commitment decision” in the change aspects are almost according
to the company and FTZ plays a less important role there.

6.4 Learning creating trust-building

Trust is important for relationship. According to Johanson and Vahlne (2009), when
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both commitment and trust are present, the outcomes are likely to promote efficiency,
productivity and effectiveness.
Lemos, Johanson and Vahlne (2011) regarded trust-building as a time consuming and
resource demanding process. In these two cases, both Maersk and Uber have already
done business in Shanghai before they doing FDI in SHFTZ. Almost all companies
which are related to containers have cooperated with Maersk. Such solid
internationalization knowledge provided them the experience as well as the capability
to do FDI in SHFTZ. Learning, creating and trust-building can start a future
commitment decision by the network (Johanson and Vahlne, 2009). When it comes to
Uber, they cooperated with Baidu and Alipay. Baidu has also introduced them some
new companies for them. This enables them to follow their partners build new
network position.
It seems to be depended on the companies’ network and experience to learn, create,
and build trust.

6.5 Ownership advantages
As what Dunning (2000) has pointed out that ownership advantages largely reflected
the resources and the capabilities of the companies which are likely to do FDI in host
countries.Ownership advantages were necessary for sustained profitability and growth
(Lopes, 2010). FDI would not occur if these companies lack of ownership advantages
compared with companies providing similar products or services in the host countries.

To qualify ownership advantage, it should be unique to the company and should not
be copied easily (Oxelheim, Randoy and Stonehill, 2001). In these two cases, Maersk
found the importance of ownership advantages in their marketing activities. Uber
found the important role of innovation and shared economy in their ownership.

Since Maersk has several brand names and has become one of the most famous
shipping companies, Maersk has a strong brand. What’s more, the large amount of
container ships Maersk has and the special lines for customers can be regarded as the
ownership advantages of Maersk.

Uber focused much more on innovation. With the fast speed of innovation, Uber is
not afraid of being copied. When they kept innovating, they likely to take it as their
ownership advantages instead of intellectual property. Uber got resources from the
idle resources. It is the shared economy what Uber prefer to get benefits.

Ownership advantages are related to what the companies already have. Little has been
done by SHFTZ to help them get their ownership advantages.

6.6 Location advantages

Location advantages are related to the investment environment for foreign companies
(Dunning, 2000). Not only geographic location advantages but also some other factors
such as policies, market scale, etc. should be considered when talking about location
advantages. The motivations of whether to do FDI were related to what location
advantages the host country pursues (David and Vasil, 2013). The possibility of doing
FDI may not occur until foreign companies can benefit from doing investment there.

The market of Shanghai is large enough for both Maersk and Uber to do FDI. The
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geographic location of SHFTZ turned out to provide location advantages for them.

China used to be Maersk’s main target market. The large amount of loading and
unloading in Shanghai port show the mark demands for Maersk are high. When the
development rate in China has been slowed down, Shanghai has been turned out to be
the market Maersk is willing to focus on. The location of SHFTZ can also be helpful
for shipping companies since SHFTZ includes the ports.
The target markets for Uber in China are cities with a large population. Shanghai is
one of the busiest cities. Since Uber prefer to make use of shared economy, the
development of Shanghai can provide Uber large amount of resources. The
enlargement of SHFTZ has also provided more choices for Uber to establish the
subsidiary.

According to Oxelheim, Randoy and Stonehill (2001), political risk was one of the
most prominent factors of location. Besides the geographic location advantages, the
policies of SHFTZ have also done a lot to attract services companies. With the
policies being opener and more transparent as well as the convenience of getting
information from SHFTZ, it has become attractive for them to do FDI there.
In SHFTZ, there are several policies about tax free. Both Maersk and Uber can benefit
from reducing the trade costs. Besides these policies, there are some policies which
can also benefit these two service companies.

As a foreign shipping company, Maersk was not allowed to do transportation between
ports inside mainland China. However, policies of SHFTZ allowed Maersk to
transport between ports inside mainland China and Shanghai. These can help Maersk
decrease their costs of transportation and improve the efficiency.

With the challenge from the argument about legality of Uber and the competitive
pressure from the competitors, Uber is looking for a way to speed up their localization
process. Not being mentioned in the negative list of SHFTZ can help them continue
providing their services.

It can be found that SHFTZ can be helpful to increase the location advantages when
services companies choose to do FDI. The location advantages which SHFTZ can
provide include the geographic location with the scale of the market and the policies
to benefit them.

6.7 Internalization advantages

When companies become more multinational or possess more ownership advantages,
they are more willing to engage in internalization (Oxelheim, Randoy and Stonehill,
2001). According to Dunning (2000), internalization has been considered as mutually
exclusive. Without internalization advantages, companies may choose other methods
to do their business instead of FDI.
Both Maersk and Uber regarded management as one of the key factors to gain
internalization advantages.
To make the organization more proficient, Maersk simplified their management of the
entire Asian area. Having a more flexible and efficient company structure, providing a
more coherent and high quality service for their customers showed the advantages of
internalization.
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In the case of Uber, they have a clear structure of management to operate the
company. What’s more, as a service company, keeping touch with their customers can
help them improve their products. With these reasons, Uber prefer to manage their
companies by themselves instead of exporting their services with agents.
It can be found that internalization advantages are related to the management of the
services companies and the characteristic of the services which they offer. SHFTZ is
not crucial in providing internalization advantages.
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7. Conclusion

In this chapter, we will present the final outcome of the study. We have answered the
research question discussed in the introduction. Then, some limitation will be
described. Finally, the future research will be presented.

7.1 Summary of findings
FTZ which has been regarded as a special zone can provide some benefits for service
companies. The impact of FTZs on service companies when they do FDI can be in
two aspects. One is FTZs provide some useful factors that influence service
companies doing FDI. The other one is the factors which service companies
themselves already have. They can impact on the motivation of service companies to
do FDI in FTZs.
To answer the research question, the findings can be concluded as follows:

The study analyzed several factors that affect service companies doing FDI. However,
not all the factors are related to the FTZ to influence the service companies when they
do FDI. Relationship commitment decision, trust-building, ownership and
internalization are factors which companies developed by themselves instead of what
the FTZ provide.
This study found out some factors, such as network, opportunity and location, are
related to service companies doing FDI in FTZs. They are directly related to the
research question. The location in this study included the geographic location and the
policies in FTZ.
First of all, network can not only be built by the companies themselves. When FTZ is
regarded as a platform to build the relationship between different markets,
governments, companies and organizations, etc., new network can be built. The
establishment of overseas offices of some FTZs can be helpful for companies
considering build new networks. In other words, FTZs are likely to be able to
influence FDI through helping companies build their network.
Second, FTZ can provide the opportunities for service companies which are willing to
do FDI in FTZ. The Chinese market is an open market but more or less there are some
limitation to foreign companies. Nowadays Chinese government has established the
SHFTZ that can give more opportunities and market knowledge for foreign service
companies to do FDI in the Chinese market. The overseas offices in different
countries can be helpful for introducing the market knowledge, policies, etc., to
foreign service companies. Thus, opportunities can be regarded as one of the factors
of FTZ which can influence service companies doing FDI.
Third, geographic location of FTZ attracts the service companies do FDI in FTZ. In
these two cases, Shanghai is the economic center in China and Shanghai is a coastal
city, which has Shanghai port and international airport. The transport systems as well
as the infrastructure systems in Shanghai have been developed a lot. What’s more,
both Maersk and Uber are willing to choose SHFTZ because of the market size.
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Maersk is aim to the large amount of loading and unloading in Shanghai port while
Uber is attracted by the large population in Shanghai. Shanghai is the financial
metropolis in China and the Shanghai market is big enough for the service companies
doing FDI. The location of each FTZ is not casually chosen. The government picked
the most suitable place to build the FTZ. SHFTZ is one of the most popular FTZs for
companies due to the location. In other words, location advantages of FTZ play
important roles for service companies in making decisions about where they are likely
to do FDI.
Fourth, policies that the FTZ provide can be regarded as a big present for the service
companies when they do FDI in FTZ. FTZ is a special zone where the government
can provide some preferential policies to attract companies entering the zone. Not
only the foreign companies but also the local companies can do business in this area.
The policies of tax free that FTZ provided can benefit the service companies and are
attractive factors for them to do the investment. With tax free policies, companies can
reduce the cost of trade and stand out to the competitors. Either Maersk or Uber,
which has already entered the Chinese market before are willing to enter the SHFTZ.
To some extent, they depended on the preferential policies which SHFTZ provide.
These policies, such as negative lists, used to be more open than those out of FTZs. In
short, policies that the government provided in FTZs are factors which can influence
the service company doing FDI.
In short, the study found that these factors which can be known as opportunity,
location and policy are the most important factors for the service companies when
they choose to do FDI in FTZ.

7.2 Limitations

One of the limitations of this thesis is about the service companies which have been
chosen. Both of them have got the Chinese local knowledge and entered the Chinese
market before entering SHFTZ. So it is an obvious limit that the thesis did not choose
a company which has directly entered the SHFTZ but before that not entered the
Chinese market.
Another limitation is that this study is just only focus on SHFTZ. In other words, it
did not include some other FTZs in the world. It just focused on the Chinese market
or the Shanghai market and that may affect the conclusion in the end. Different
markets have their own characteristics and all markets are not the same. It should be
analyzed separately.

7.3 Implications

Dunning’s OLI paradigm and Uppsala model were integrated in this thesis to make it
more helpful for analyzing the factors which impact on service companies when they
do FDI in FTZs.
After analyzing, the factors which impact on service companies when they do FDI in
FTZs have been discussed. These factors are opportunities, geography location and
policies.Through the study of these factors, when considering about doing FDI in
FTZs, service companies will not only consider the factors they can get by themselves
but also the factors which FTZs can provide.
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The result of this thesis can be helpful to companies who want to do FDI in FTZs
especially those who have already entered Chinese market. Knowing what FTZs can
provide can help them decide whether to do FDI in FTZs. In this way the thesis can be
meaningful.

7.4 Further research
In this thesis, the authors focused on SHFTZ and two companies to find the factors
which influence service companies when they do FDI. The suggestions for the further
research can be presented as follows:

SHFTZ is a new FTZ in China, which was established in 2013. If further research
which will be based on SHFTZ and the Chinese market analyzed in different ways,
researchers may find out some new factors to answer the research question. What’s
more, with the development of SHFTZ, other factors may appear gradually.

This thesis only focused on SHFTZ. The further researcher can choose any of FTZ in
the world, there may lead to be some different conclusions in the research. What’s
more, the further research can choose various companies to do the research. Different
companies may come out different views.
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Appendix

Interview guide
The main purpose of this thesis is to find out the factors of FTZ which influence
service companies when they doing FDI.

Background information:
1.What’s the work title of you?

2.How long have you been working there?
3.How do you think of your company?

Questions:

1.How do you think of your network position?
2.Which kind of location do you prefer to have your company?

3. What’s the ownership advantages do you have?
4.What can be helpful for you to do internalization?

5 Do you have some other advantages?
6.How do yo build trust for your new network ?

7.Do you think FTZs are good opportunities for you to do foreign investment? And
why?

8.Why you choose FTZs to do foreign investment?
9.Is it easy for you to get information about FTZs and how do you get them?

10.Whether you are willing to do FDI? And why?

Do you have some other advise for us?

Thank you!
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