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Abstract
Building on agency theory and international business research, this paper explores how parent firm and subsidiary ownership factors affect FDI location decisions in emerging economies. Our analysis suggests that ownerships of block-shareholders in the parent firm (i.e., controlling family, non-family TMT members and institutional investors) and equity stake in a subsidiary owned by the parent company are positively associated with the FDI location decisions in less-explored and risky areas. However, the effects of parent firm and subsidiary ownership factors may substitute each other in terms of their integrated effect in dealing with risks associated with FDI location decisions.
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1.  Introduction

Decisions related to foreign direct investment (FDI) location have attracted significant attention in international business (IB) research (Dunning, 1998). Previous studies argue that firms with similar characteristics prefer to locate in close proximity to each other, thus leading to an agglomeration of FDI (Chadee et al., 2003; Belderbos and Carree, 2002; Shaver and Flyer, 2000; Driffield and Munday, 2000). Research by Chen et al. (1998) and Filatotchev et al. (2007) show that FDI agglomeration is particularly common in emerging markets characterized by less developed and inefficient local institutions (Li, 2005). Prior studies indicate that by locating their projects in the FDI agglomeration areas, investing firms may mitigate strategic risks associated with institutional uncertainties of a specific location (e.g, social, legal and economic risks) as well as transactional (operational) risks of dealing with unfamiliar local counterparts (Kang and Jiang, 2012; Li, 2005; Mudambi, 1999). However, while most investors in emerging markets prefer an agglomeration strategy to safeguard themselves from these two types of risk associated with uncertainties of their host environments, some investors attempt to gain first-mover advantages by capitalizing on the unexplored opportunities in  less-explored areas outside existing FDI agglomerations in a host country (Henard and Szymanski, 2001; Krugman 1991), Despite a growing importance of this phenomenon, we know very little about organizational factors that would encourage firms to venture outside their familiar agglomerations. Specifically, there is a dearth of studies exploring how ownership characteristics of a parent-subsidiary dichotomy may be related to a MNC’s decision to select a location in a new and risky area. 

In contrast to previous IB studies on FDI agglomeration, this study seeks to investigate the “centrifugal force(s)” (Krugman, 1991; 1998) that drive firms to invest in  less-explored territories of emerging market in hopes of higher FDI returns. According to Birkinshaw (1997), international firms rely on their organizational and management systems, as well as their operational environments to explore opportunities in overseas markets. This research  highlights the role and influence of a corporate ownership mode on a firm’s FDI location decision. Based on this argument, we draw on agency theory and international business research to develop a framework that links a firm’s FDI location decision with multilevel ownership factors, whereby the firm’s parent as well as its subsidiary ownership characteristics act independently and in combination to create a “centrifugal force” that drives the firm to venture beyond the familiar areas of  FDI agglomeration towards less explored and riskier locations in an  emerging market. 

Our theoretical framework and empirical tests make a number of contributions to several research streams. First, extant research argues that firms have to deal with significant strategic and operational risks when entering overseas markets (Wright et al., 2005; Hoskisson et al., 2000). Under these circumstances, agency theory predicts that a risk-averse manager may choose to forgo potentially promising but riskier opportunities presented by the relatively more risky ventures in emerging economies (Filatotchev et al., 2001; Hoskisson et al., 1994). We extend this argument and suggest that the presence of large block (institutional and insider) shareholders can serve as an important governance mechanism against this tendency towards risk aversion.

Second, IB research argues that firms can mitigate risks of strategic mistakes and transactional uncertainties associated with FDI by collaborating with local partners (Brouthers, 2002). However, this collaboration can in turn result in potential problems associated with a foreign partner’s opportunism (Filatotchev et al., 2008). To mitigate these costs, firms can use specific ownership strategies to safeguard their FDI investments (Meyer, 2004; Davis et al., 2000). Extending this argument, we suggest that the parent company’s ownership stake in a subsidiary can also serve as a “centrifugal force” that steers investment decisions toward opportunities outside the traditional areas of FDI agglomeration. 
Finally, we suggest that the ownership factors associated with  different levels of the parent firm-subsidiary dichotomy may act in concert (Ward et al., 2009; Rediker and Seth, 1995) to influence the outcome of FDI location decisions. Although previous studies have demonstrated that FDI entry modes in emerging markets are determined by factors related to country, industry, firm, and project levels of analysis (Luo, 2001), little has been done to examine the impact of multilevel nature of international business strategy on a firm’s FDI location decision (Brouthers and Hennart, 2007). Hence, this research seeks to fill this gap in literature by conducting a multi-level analysis to ascertain the integrated effects of parent firm and subsidiary ownership characteristics on FDI location decision. In particular, this study examines if these variations in ownership structures, at different organization levels, can substitute or complement each other in determining the FDI’s final location decision. 

In line with these objectives, we developed our theoretical arguments in the context of emerging economies. According to Hoskisson et al. (2000: 249), countries or regions can be classified as “emerging” if they meet the following criteria: a rapid pace of economic development and government policies that favor economic liberalization and the adoption of a free-market system. Emerging markets represent a unique context for theory-building and empirical tests related to our research agenda, because emerging market firms typically do not share the same ownership structures as those in developed countries, with emerging-economy firms being usually family-controlled and funded (Claessens et al., 2000). This unique ownership feature of emerging market firms may, in turn, affect how they engage in FDI in terms of location choice. Further, large emerging economies (such as China, India and Russia) tend to have very diversified markets that are not equally developed in terms of their regional economic and institutional characteristics, thus resulting in different levels of risks and opportunities for foreign investors even within the same country. Although most FDI in these emerging economies tend to agglomerate in a manner consistent with location specific externalities (Strange et al., 2009; Filatotchev et al., 2008), some firms have chosen to pursue investment opportunities in the less-explored areas despite the greater extent of environmental and operational risks associated with these locations. By using  data on  firm-level FDI projects from one emerging economy (i.e. Taiwan) into another (i.e., China), this study explores the complex inter-relationship between ownership structure  at different organizational levels (i.e., a parent firm and subsidiary levels) and specific  FDI location decisions. .
2.  Literature Review and Research Hypotheses
Foreign investments in emerging market are often undertaken in the context of  significant environmental uncertainty. Therefore, FDI in emerging markets is associated with substantial agency costs due to managerial conservatism and opportunism of transactional partners (Drucker, 1985; Wernerfelt and Karnani, 1987). From this perspective, the firm’s FDI location decisions are not only influenced by location-specific attributes (e.g., wage levels, economic infrastructure, etc.) and/or firm-specific characteristics (e.g, industry, country of origin, etc.), but  also  by  risk preferences of the investing firm’s shareholders as well as the firm’s ability to curb opportunistic behavior of its local partners (Filatotchev and Wright, 2011). Building on agency and IB research, we argue that the FDI location decision may be driven by multilevel ownership factors associated with the investing firm and its subsidiary, especially when venturing into emerging markets. 
Given that a firm’s degree of internationalization serves as an important indicator of the complexity that it faces, it is reasonable to suggest that there may be a link between the firm’s governance parameters and its IB strategy (Filatotchev et al., 2008), particularly in relation to the firm’s decision to invest in different overseas locations. When operating in emerging markets, firms  usually face institutional upheavals and rapid changes, and this, in turn, increases the need for long-term resource commitment and ambiguity surrounding managers’ actions (Filatotchev et al., 2008; 1999), exacerbating the risk of  “principal-agent problem” related to managerial conservatism when exploiting opportunities in different locations in emerging markets. In addition, from an information-processing perspective, firms that operate in multiple markets tend to increase the complexity of their transactions as well as the way in which their managers process information when developing corporate strategy, thus leading to a greater probability for strategic errors. Here we argue that because the ownership structure of the parent firm can serve as an effective monitoring and incentive mechanism for mitigating these agency problems, it will have a significant influence on the firm’s FDI’s location decisions (Jones and Butler, 1992).

In addition, when foreign investors locate a new venture in a less-explored market, there are additional risks related to the monitoring and enforcement of contractual obligations with local partners (Mudambi, 1999). Governance mechanisms at the parent firm level cannot help manage these external relationships with overseas ventures, and most emerging markets lack strong legal systems to enforce contractual provisions (La Porta et al., 1997; Li, 2004; 2005). Therefore, even when managers are willing to take on the risks associated with internationalization, the threat of uncertainties and the local partners’ opportunism may ultimately steer their investments towards better known locations and familial local counterparts that are associated with the areas of agglomerations of outward FDI (OFDI). 
However, investing firms can safeguard their FDI investments from an overseas partner’s opportunism by seeking a majority ownership stake in their FDI ventures. By holding a controlling stake in their foreign subsidiaries, firms are not only able to better monitor their investments, they  also enjoy better legal protection, thus effectively deterring their local business partners from opportunism. Therefore, this study asserts that FDI location decisions, especially in risky areas of emerging markets, can also be affected by the choice of ownership structure of the subsidiary. 

Finally, we argue that the governance effects associated with a firm and its subsidiaries may be interdependent. Building on previous research on various configurations of ownership and control (Birkinshaw, 1997) and a multilevel framework of FDI study (Luo, 2001), we suggest that ownership patterns at different levels within the organization may work in concert. These organizational ownership patterns can also substitute each other in terms of their influence on the FDI location decisions. The following sections develop these arguments further and suggest a number of testable hypotheses.

Parent-Firm Ownership Effects
Although the agency perspective  suggests that a firm’s decision to invest in the riskier areas of emerging markets can be forestalled by the risk-aversion tendencies of managers, little has been done to examine effects of ownership-related corporate governance characteristics on internationalization strategies of publicly-listed, family-controlled firms, which dominate much of the private sector in East Asia (Bruton et al., 2003; Claessens et al., 2000). 
Although family businesses have been the subject of numerous studies (see Filatotchev et al., 2005, for a review), prior research has generated  mixed results related to the effects of family dynamics on strategic decisions, incuding internationalization. For example, studies in the context of developed market economies assert that, because family owners tend to pursue strategies that would maximize their private utilities, their investment decisions may be detrimental to the interests of other shareholders (Gomez-Mejia et al., 2001; Burkart et al., 1997; DeAngelo and DeAngelo, 2000). Meanwhile, Anderson and Reeb (2004) suggest that, because family firms tend to have concentrated ownership and, therefore, may suffer from limited liquidity, they tend to minimize their risk exposure by investing in lower risk FDI locations.
Agency-based research on family-centered governance models suggests that, because family business owners have the tendency toward preserving wealth for the next generation (Schulze et al, 2003), they tend to have a longer time horizons than non-family firms (Bruton et al., 2008; Chrisman et al., 2005). According to Anderson et al (2003), this long term orientation of family firms facilitates the pursuit of longer term strategic decisions, such as expanding into foreign markets. Exploration of overseas market is an important driver of long-term growth for a firm (Filatotchev and Piesse, 2009), because “internationalization influences the development of capabilities that equips the firm with the flexibility it needs to pursue opportunities for growth” (Sapienza et al., 2006: 920). In the context of investment in China by family firms, new and relatively unexplored areas represent risky, but potentially promising, high-growth opportunities which controlling family owners would be keen to take advantage of (Filatotchev et al., 2007; Lien et al., 2005; Strange et al., 2009).
In addition, in emerging markets, family ownership may play a particularly important positive role of corporate governance, especially where the laws and other institutions providing protection against managerial self-serving behavior are largely under-developed. Prior research on emerging market firms (e.g., Filatotchev et al., 2005; Silva and Majluf, 2008) indicate that family ownership can mitigate principal-agent conflicts associated with managerial risk aversion, and  facilitate the pursuit of long term decisions, including FDI location decisions. Family owners may have superior monitoring abilities in comparison to diffused shareholders, especially when this is combined with family control over the management. Therefore, family owners represent a special class of large shareholders who have the incentives and power to induce their firm’s pursuit of potential opportunities in risky market (Aldrich and Cliff, 2003). Accordingly, we argue that family ownership has a positive impact on a firm’s FDI decision to venture into new and higher risks environments. 
However, when family firms begin to raise external capital to grow by partially ceding control to external shareholders, they will be subject to an increased monitoring by institutional investors (Lien et al., 2005). Evidence suggests that the presence of institutional investors can promote good governance and significantly affect the firm’s long-term strategic decisions, including international strategy (Filatotchev et al., 2001; Hoskisson et al, 1994; Young et al., 2002). 
Institutional investors manage globally diversified portfolios, and their risk preferences also include high-risk, high-return FDI decisions by firms in their portfolio (Hoskisson et al., 2002; Tihanyi et al., 2003). In addition, from the agency perspective, institutional investors also play an important role in monitoring and restraining managerial self-serving behavior (Filatotchev et al., 2001; Hoskisson et al, 1994). This combination of the specific risk preferences with monitoring capability of institutional investors can mitigate the effects of managerial risk-aversion with regard to riskier FDI investments. Therefore, institutional investors with globally-diversified portfolios and superior monitoring abilities are more likely to encourage high-risk internationalization decisions by their investee firms, as it may lead to the firm’s growth and profitability. Empirically, Lien et al. (2005) has provided evidence of a positive relationship between large block institutional shareholders and a firm’s FDI decision. Building on this evidence, we suggest that institutional shareholders can induce their investee firms to venture into higher risk and unexplored regions.
Given the above arguments, we suggest that stock ownership can provide block shareholders (i.e. controlling family and institutional investors) with the power and incentives to mitigate the focal firm managers’ tendency towards risk-averse FDI investment strategies. Hence, we hypothesize that:
H1: The firm’s decision to locate FDI in the less-explored and riskier areas of emerging economies is positively associated with the percentage of shares held by large (family and institutional) investors. 

Although the top management teams (TMTs) of family-controlled firms tend to be dominated by the family members, managers from the outside of the family (i.e. independent directors, professional managers, co-founders or members of the second largest shareholding family) can still play an influential role in formulating corporate strategy. Extant literature indicates that non-family managers have shorter time horizons as compared to controlling families (Priem, 1990; Villalonga and Amit, 2006). As a result, non-family managers are more risk averse with regard to projects that are likely to generate profits in the long-term, such as internationalization strategies. For example, Filatotchev et al. (2001) study corporate governance effects on export intensity of firms in transition economies. They found that professional managers resist the adoption of export-facilitating strategies but favor export-blocking strategies leading to a conclusion that managers tend to avoid high levels of international commitment because they are risk averse. 
To minimize the risk aversion tendencies among non-family TMT members, agency research suggests providing these managers with equity stakes in the firm to align their interests with those of block-holders (Jensen and Meckling, 1976). Non-family TMT managers who hold a significant equity stake in the firm are more likely to take a long-term perspective when making strategy decisions and are also more proactive in pursuing potential opportunities in overseas markets (Jones and Butler, 1992). Since overseas market exploration is essential to sustaining the firm’s long-term growth (Filatotchev and Piesse, 2009; Sapienza et al., 2006), we suggest that equity ownership held by non-family TMT members may have a positive impact upon the FDI location decision, particularly those in the lesser explored areas of emerging economies, despite the riskiness of location being relatively high. Hence, we propose that:
H2: The firm’s decision to locate FDI in the less-explored and riskier areas of emerging economies is positively associated with the percentage of equity ownership held by non-family members of TMT.
Subsidiary’s Ownership Effects
Firms venturing into unexplored markets can also collaborate with local partners to minimize risks of their overseas investments (Chiao et al., 2009). These collaborations can range from franchising and licensing arrangements to joint ventures or strategic alliances. However, despite the potential benefits of collaboration, joint ventures can also expose the investing firm to potential opportunistic behavior of their overseas partners (Filatotchev et al., 2008). For example, foreign participants in a joint venture or strategic alliance with local partners may be exposed to the potential loss of proprietary assets (Cui and Jiang, 2009; Yiu and Makino, 2002; Alvarez et al., 2006) such as intellectual property (Aidis et al., 2008; Yang et al., 2008). Therefore, while the corporate governance system of the parent firm may effectively induce managers to take risks and venture into new overseas markets, it cannot safeguard its FDI subsidiary against the hazards of opportunism. By integrating traditional IB research with agency arguments, we suggest that FDI decisions on location choice are influenced not only by different risk preferences and monitoring capabilities of the various shareholder constituencies in the parent companies, but also by information asymmetries and risks associated with (actual or anticipated) partner opportunism in a specific FDI location. The latter may be mitigated by the extent of ownership commitment the parent firm has in its subsidiary (Anderson & Gatignon, 1986; Filatotchev and Wright, 2011; Kim & Hwang, 1992).
Operating in countries with underdeveloped institutional settings involves very high transaction costs (Peng et al., 2008; Peng and Heath, 1996; Filatotchev et al, 1996) because firms need to establish safeguards to protect themselves against any opportunistic behavior by their local partners (Luo, 2003; Shan, 1991) such as leakage of proprietary information and assets (Zahra, 2005; Makino et al., 2004). Extant IB research suggests that firms can reduce risks of partner opportunism by strengthening their ownership and control over their FDI investments (Brouthers, 2002; Makino and Neupert, 2000). Specifically, firms can use a high control entry mode (hierarchical governance structures) to reduce the risks of opportunistic behavior by their local partners (Demirbag et al., 2007; 2009). Therefore, based on the arguments outlined above, we suggest that firms investing in less explored and riskier areas of emerging markets can adopt a high-control governance mode at the subsidiary level to safeguard their investments against partner opportunism (Meyer, 2004; Davis et al., 2000). Hence:

H3: The firm’s decision to locate FDI in the less-explored and riskier areas of emerging economies is positively associated with the amount of equity it holds in its FDI subsidiary.
Multilevel Ownership Effects
Previous arguments suggest that the ownership structures of both the parent firm and its foreign subsidiary independently affect the FDI location decision. This view is challenged by more recent research which suggests that corporate governance is comprised of interdependent elements that can work together. These governance factors can complement or substitute for each other leading to optimal organizational outcomes (Walsh and Seward, 1990; Rediker and Seth, 1995; Aguilera et al, 2008). Here various elements of corporate governance are not seen as being universally applicable, but effective only when used in particular combinations. 
Building on this perspective, Ward et al. (2009) suggest a theoretical model that investigates the cost-benefit trade-offs associated with different combinations of monitoring and incentive mechanisms of corporate governance systems. They argue that the effectiveness of these combined governance practices largely depends on the potential costs associated with using them. Sanders and Boivie (2004) emphasize that, although governance strategies can lead to the reduction of opportunism and agency problems, they impose significant monitoring and opportunity costs on firms, which may more than offset the marginal benefits of governance. Specifically, governance creates a trade-off between the benefits of reducing information asymmetry and opportunism, and costs of using incentives and monitoring. Consequently, firms constantly need to evaluate a right balance between the costs and benefits of different safeguarding mechanisms to find an optimal governance solution (Filatotchev et al., 2008). In line with these arguments, several authors argue that there may be a substitution effect between different combinations of governance mechanisms (e.g. Rediker and Seth, 1995; Tosi et al, 1997; Ward, 2009). Here substitutability is defined as the direct functional replacement of one mechanism by another, while maintaining the same level of governance outcomes. Although these studies have reveal a range of governance mechanisms that firms can use to safeguard their FDI investments, they do not account for the use of multilevel governance mechanisms at both the parent firm and subsidiary levels to minimize costs of potential managerial risk aversion and partner opportunism associated with the FDI location decision.
In our study, governance mechanisms at both the parent-firm level (i.e., ownership concentration of block shareholders and non-family TMT members) and its overseas subsidiary (i.e., the parent company’sequity stake in the overseas subsidiary) are hypothesized as factors that not only encourage long-term strategic decisions, but can also mitigate costs of partner  opportunism, thus encouraging  firms to venture into less-explored and riskier markets. 
However, the use of a high control entry mode can be very costly, because the investing firm has to commit substantial resources to establishing a subsidiary. Likewise, to preserve large-block shareholdings at the parent-firm level, the company needs to provide sufficient incentives to entice these large shareholders to maintain their ownership stakes in the firm. These governance strategies prove to be especially demanding in the context of emerging market firms and their FDI investments, because these firms tend to have access to fewer resources as compared to those from developed economies (Hoskisson et al, 2000; Wright et al, 2005). Moreover, to cope with high levels of environmental uncertainty related to investing in emerging markets (Peng and Heath, 1996; Filatotchev et al, 1996), investors also need to invest a proportionately greater amount of resources to safeguard their FDI investments. This would raise the “financial bar” for emerging market firms to engage in FDI in other emerging economies. 
To keep their cost of governance to a minimum, resource constrained firms may substitute parent firm-level governance mechanisms with those used to safeguard their control over foreign subsidiaries. For example, if a firm has established a high control governance mechanism to safeguard their overseas subsidiary against local partner opportunism, it is less likely to strengthen its governance mechanisms at the parent-firm level (i.e., use incentives to retain their large block shareholders). Likewise, if a firm has already established strong governance mechanisms at the parent firm level, it is less likely to commit any additional resources to improving the governance efficiency of their foreign subsidiaries (i.e., a significant equity holding). Building on these arguments, we suggest that a firm’s equity ownership in its overseas subsidiary negatively moderates the relationship between its FDI location decision  and the influence of its large block shareholders. Hence:
H4: The positive relationship between a firm’s decision to venture into the less-explored and riskier markets of emerging economies and the equity holdings of its large-block shareholders (i.e. family owners, non-family TMT members and institutional investors) will decrease if the equity stake that the firm holds in its overseas subsidiary increases.  
3.  Research Context and Methodology

Research Context

Taiwan and China are regarded as emerging economies (Hoskisson et al., 2000; Filatotchev et al., 2007), and numerous previous studies have explored the FDI strategies of Taiwanese firms the People’s Republic of China (e.g., Chen et al., 2012; Liao and Yu, 2012) to examine the factors that influence their location decisions (e.g., Jean et al., 2011; Strange et al., 2009). Consistent with this line of research, we test our hypotheses using a dataset of FDI projects undertaken by Taiwanese firms in China. 
China was chosen as the host location for two reasons. First, China is the world’s largest emerging market, and previous research has highlighted the risks of investing in such markets (e.g. Hoskisson et al, 2000; Wright et al, 2005). Second, despite its rapid economic growth, China spans a vast geographical area. As a result, the risks of investing in China vary considerably from province to province (Broadman & Sun, 1997). Therefore, the FDI projects in China provide a unique laboratory to examine factors that influence location decisions. 
We focus on FDI from Taiwanese firms for several reasons. First, due to the limited size of their domestic markets, Taiwanese firms tend to venture overseas to grow their business and gain better economies of scale. Second, Taiwanese firms are among the most important investors in China, and there is a substantial amount of secondary data available for both parent and subsidiary firms. Third, because Taiwan is geographically and culturally closer to China, this study assumes that Taiwanese investors have a better knowledge of risks associated with investing in different provinces in China compared to their Western counterparts. Therefore, the investment location choices of Taiwanese MNCs in China can better reflect risks associated with their host environments. Fourth, previous studies have highlighted the influence of culture on a firm’s FDI decisions (Luo et al., 2010; Luo and Tung, 2007). Therefore, by limiting our study to Taiwanese FDI in China, we were able to control for the effects of culture (Shenkar and von Glinow, 1994), as both economies share similar cultural heritage. Finally, most Taiwanese companies are family owned and controlled businesses (Filatotchev et al., 2005), which is also the most dominant governance model in emerging markets (Claessens et a., 2000). 
Data 
We collected data on Taiwanese FDI in China from the Securities and Futures Commission (SFC) of Taiwan. By law, all companies listed on the Taiwan Stock Exchange (TSE) must submit their annual reports to the Commission, thus making this a reliable and comprehensive data source. In addition, Taiwanese firms also have to provide detailed information on their internationalization strategies, including location of their foreign investment projects. We began with identifying 237 firms that were traded publicly on the TSE throughout the study period from 1999 to 2003. From  this sample, we selected firms that had at least one investment project in China during the period 1999 to 2003. In total, we identified 314 investment projects undertaken by 96 firms. 
The spatial distribution of FDI projects in our sample is largely consistent with the distribution of all Taiwanese FDI projects in China reported by the official statistics. As Table 1 shows, Taiwanese firms have pursued a total of 9,505 FDI projects in China during our sample frame period (1999-2003) with 89 percent of all projects being located in the South and Middle Coast areas (75 percent of all projects in our sample). Therefore, the spatial distribution of both our sample and all Taiwanese FDI projects indicates a significant agglomeration of Taiwanese FDI in China, in particular in clusters around Middle Coast and South Cost areas. However, these areas account for only 17 and 32 percent of China’s population and GDP respectively (State Statistical Bureau, 2003), thus pointing to a vast and untapped domestic market for FDI in other parts of China (i.e., North Coast and Inland areas). Indeed, a quarter of all FDI projects of firms in our sample are located in North Coast and Inland areas indicating that some of publicly listed firms in  Taiwan took advantage of these investment opportunities. 
Table 1 about here
Dependent Variables
To construct our proxies for the location-specific risks, we used a weighted risk score for every single province in China. Data for the weighted risk score were obtained from an empirical survey conducted by the Taiwan Electrical and Electronic Manufacturers’ Association (TEEMA, 2003) of 1,736 Taiwanese investors in China. TEEMA is closely affiliated with the Taiwanese government and it also has close ties with firms in various industries. The association has conducted and published the findings of their annual surveys related to the Chinese investment environment since 2000. Given TEEMA’s experience and reputation, information provided by this organization is believed to be valid and reliable.  
We have chosen TEEMA data for two reasons. First, consistent with our conceptual framework, the respondents of TEEMA surveys were asked to assess the extent and relative importance of risk associated with macro-institutional characteristics, including social, legal, and economic uncertainties of their FDI host market (a specific Chinese province). In addition, the respondents assessed operational risks associated with conducting transactions in a specific province of China. resulting in the four Table 2 provides a summary of four risk measures indicating  multi-faceted dimensions of FDI  risk for each province. Second, the four types of risk may have different degrees of importance for firms making FDI decisions, and a mere sum of risk measurements may be misleading. To oversee its surveys, TEEMA uses a scientific committee that consists of 12 scholars and 19 industrial representatives. On the basis of the firms’ assessment of relative importance of the four risk measures, this committee has developed a set of weights for individual risk measures when estimating the overall riskiness of a particular province. Based on the TEEMA approach, we weighted the potential risks of investing in each province accordingly: social (10%), legal (35%), economic (20%), and operational risks (35%). 
Table 2 about here

Table 3 provides individual risk scores and a weighted overall risk score for each province in China. It shows that the highly agglomerated areas (in the middle and southern coastal provinces) were perceived to be less risky, whereas those areas that have remained underexplored by Taiwanese businesses are expected to entail more risks. 
Table 3 about here
Based on the spatial distribution of Taiwanese FDI in China, we used a dummy variable as our first dependent variable to indicate whether a specific  FDI project is located in an area that is relatively less-explored by Taiwanese investors (i.e., North Coast and Inlands). As shown in Table 3, 77 out of the 314 FDI projects in our sample (25%) were located in areas that are relatively less explored, thus reflecting a significant “centrifugal force” in the location decisions. This dummy variable is equal 1 for 77 FDI projects and 0 otherwise. Further, we used the weighted aggregated risk score for an FDI location province as our second dependent variable. 
Explanatory Variables

In our empirical analyses we classified our explanatory variables into three groups. First, we hypothesized that large block shareholders at the parent firm level have a positive impact on the likelihood of a firm’s market entry into the less explored and riskier areas of emerging markets. To test this hypothesis, we created three ownership variables: “Controlling Family Ownership” represents the controlling family’s equity in the firm, while “Outside TMT Member Ownership” represents the ownership equity held by non-family TMT members (i.e., board chairman, board directors and CEO). The “Institutional Ownership” variable represents the equity stakes of institutional investors (i.e., securities firms, insurance firms, mutual funds, private equity funds and investment banks). Specifically, to measure controlling family ownership, we employed approach used by Claessens et al. (2000) and Chang (2003) and identified shareholders who share the same family name with the firm’s primary shareholder. Next, we used the Manager Directory in Taiwan, 2002-2003, which reveals the names of firm’s CEOs and/or chairmen, their families (e.g., parents, spouse, brother, sister, and children), as well as their extended families (e.g., the CEO’s in-laws). This enabled us to confirm the identities and relational ties of these individuals to the firm’s owners. 
Second, to test if a firm’s decision to venture into the less explored and riskier areas of emerging markets is influenced by the proportion of equity shares it holds in its subsidiary, we created a subsidiary-level explanatory variable to represent this governance effect (i.e., Firm’s Stake in the FDI).

In addition, thirteen variables related to parent firm and subsidiary attributes were included as the controls. Using data obtained from the China Statistical Yearbook (1999-2003), we constructed four control variables for the location-specific attributes of FDI, including market size (Provincial GDP), living standards (Provincial Wage), infrastructure development (Provincial Infrastructure), and agglomeration of FDI measures as amount of Taiwanese FDI received by each province (Provincial FDI from Taiwan). We expect market size and living standards to encourage the centrifugal effect and risk-taking propensity of FDI, as these two factors represent greater market potential for future growth. Meanwhile, greater infrastructural development and FDI agglomeration indicate a greater maturity in market development and higher extent of market competition that would be detrimental to the centrifugal FDI. 
Next, we created a dummy variable to determine if a firm has made any prior investments in the same province (Firm’s FDI in the Province). We expect that firms will restrict their overall involvement in risky areas, so that the prior investment in less-explored and high risky locations would impede subsequent investments in the same province. 
We categorized our parent firm sample into four groups, according to the firm’s primary industry. Thus, our sample consisted of 26 consumer products companies (food, textile and paper production), 30 electronic companies (electric equipment, cable line and information technology), 21 chemical- related companies (chemicals, plastics, rubber), and 19 companies in other industries were used as the base group in our model. With speedy industrialization and the rapid growth of domestic demand in China, we expect that the Taiwanese firms in consumer products, electronic and chemical industries will act proactively to enter less-explored provinces of China.
We also used four firm-specific attributes, including the firm’s price-to-book value ratio, debt-to-equity ratio, employee number, affiliation to one of the top 100 business group in Taiwan and the number of FDI project in China to capture the intrinsic variance among the firms. Greater price-to-book and debt-to-equity ratios may indicate greater short-term financial obligations of the firm and thus will hinder risky FDI strategies. We also controlled for the firm’s number of employees since larger companies may have more resources for FDI and, therefore, may have a higher risk propensity. Similarly, following Chang et al.(2006), we used a survey conducted by China Credit Information Service Ltd. “The Largest Corporations in Taiwan 1999” to construct another resource-related control variable. We expect that firms that are affiliated with top 100 Taiwanese groups have higher resource endowment to conduct centrifugal or risk-taking FDI. Finally, a greater number of previous FDI projects attributed to a specific firm may positively affect its propensity to venture in the less-explored areas as a larger number of subsidiaries may be associated with more experience and knowledge in terms of dealing with risks associated with FDI. Detailed definitions of all the explanatory variables and their expected effects on centrifugal FDI decision are listed in Table 4.
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Estimated Models
First, we estimated binomial logit regressions (Greene, 2001) to explore factors that affect decisions of Taiwanese firms to invest outside the established FDI agglomerations areas in China. As Table 1 shows, most Taiwanese FDIs tend to cluster together in the Southern and Middle Coastal areas of China, while only a small fraction are located in the Northern Coastal and Inland areas. 
Second, 8 firms out of 96  had FDI projects in both centrifugal and agglomeration provinces. This data structure is consistent with our theoretical reasoning since the location choices are determined by an interaction of the firm- and subsidiary level governance factors, and the same firm may have subsidiaries in both low- and high-risk locations depending on the subsidiary’s governance structure. However, although the number of firms with subsidiaries in both high- and low-risk locations is small, the traditional OLS regression analysis may be ineffective in exploring how the subsidiary-level effects interact with the parent-firms attributes to determine FDI locations. Therefore, in addition to the binomial logit regressions, we also used multilevel regression analysis by using the weighted overall riskiness of a particular province as another dependent variable. Unlike traditional single-level analysis, which does not account for nor examines the distinct effects of multilevel variables (Martin et al., 2007), multilevel approach allows explicitly incorporate several multilevel residuals in a single model (Liao & Chuang, 2004; Hofmann & Gavin, 1998). 
We followed the standard approach for conducting multilevel analyses ( Hofmann, 1997). Subsidiary-level (level-1) attributes were nested in parent-firm level (level-2) charactersitics and the independent variable (investment risks associated with different provinces in China) is based on TEEMA risk assessment survey. The use of TEEMA’s investigation helps to ensure the impartiality of our analysis. Further, to verify the quality of our models, we follow Bryk and Raudenbus (1992) to compute the proportion of risk-taking variance on a firm’s FDI location decision that can be explained by subsidiary-level variables (R2 - within-firm), parent-firm level variables (R2 - between-firm) and the multilevel interactions between both the parent firm and subsidiary ownership factors (R2 - within-firm predictor STAKE).
Descriptive Statistics 

Table 5 reports descriptive statistics and the correlation matrix for the explanatory variables. As shown in the Table, 52 percent of FDI projects are located in the provinces where investors have already invested in. About 45 percent of all parent firms are affiliated to one of the top 100 business groups in Taiwan. In addition, these parent firms tend to hold an average of 74.4 percent of equity stake in their affiliates, thus indicating their preference for higher-control modes when  investing  in China. On average, institutional investors have a 5.08% stake in the parent company, whilst outside TMT members and controlling families own 9.55 and 16.03 percent respectively. 
Table 5 about here
4.  Empirical Results

In the first part of our empirical analysis, we used a binomial logit regression to ascertain the determinants for the “centrifugal force” in the FDI location decision in emerging markets. The results are presented in Table 6. We started by testing the individual effects of all the control variables (model 1) before exploring  the effects of our explanatory variables (model 2) and their interactions (models 3 to 6). For the effects of control variables, the less-explored provinces of China have attracted significantly less FDI from Taiwan. Taiwanese FDI in these less-explored provinces is mostly made by investors who have not had prior FDI investments in these areas. Regarding the effect of firm-level attributes, we found that companies with a higher debt levels are less able to bufferrisks associated with new market exploration. Findings also revealed that firms in the consumer, electronics and chemical products industries are more likely to invest into the lesser-explored areas of China. 
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In model 2, we included all ownership variables, and results revealed that all the parent-firm level ownership variables (Institutional Ownership, Outside TMT Member Ownership and Controlling Family Ownership) are positively associated with the firm’s decision to invest in the lesser-explored areas of emerging economies. This finding lends support to our first and second hypotheses. Next, although the effect of the subsidiary’s ownership structure (Firm’s Stake in the FDI) was insignificant in model 2, its effects became more significant after we controlled for parent-firm level governance variables (models 3 to 6), in line with hypothesis 3. Our analyses also show a significant negative effect of all interaction terms (models 3 to 6) on a firm’s location decision. These findings demonstrate that ownership effects at both the parent-firm and subsidiary level are substitutes, in line with hypothesis 4. All models were strongly significant in terms of the chi-squared test, and the goodness-of-fit improved significantly after we included those parent and subsidiary ownership variables. 
The second part of our empirical tests is based on a multilevel analysis to examine how the relationship between a firm’s multilevel governance mechanisms and environmental riskiness affect a firm’s FDI location decision. The results are presented in Table 7. According to standard procedures (see Hofmann & Gavin, 1998; Hofmann, 1997; Bryk & Raudenbus, 1992), we began by conducting analysis of a null model, in which no explanatory variables were specified for either subsidiary or parent-firm level function to test the effect of intercept only. The ICC of the model was 0.28, indicating that 28% variance in terms of the risk-taking propensity associated with FDI location decision was determined by parent-firm attributes (between-firms effect), while 72% of the variance was related to the subsidiary-level factors (within-firm effect). Next, in model 1 of Table 7, we explored the within-firm effects to examine how subsidiary-level factors determine the perceived risks associated with the FDI location decision. All subsidiary-specific variables were included in the model. Results indicate that these subsidiary-level variables explain 18.9% of the within-firm effect on a FDI’s decision to be located in riskier areas (R2-within-firm = 0.189). For those subsidiary-level variables, the provinces with higher GDP and average wages were perceived to be riskier for FDI, whereas the provinces with better infrastructure and greater FDI from Taiwan were perceived to be less risky. More importantly, results show that subsidiaries with a higher extent of the parent’s ownership  are more likely to be located in less explored and riskier areas of emerging economies (Firm’s Stake in the FDI: γ=0.01, P<0.05), thus confirming our hypothesis 3. 
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In model 2 of Table 7, we incorporated firm-level variables in our analysis to examine how the within-firm and between-firms effects simultaneously affect the riskiness of Taiwanese FDI’s location decision in China. Essentially, our second-level analysis in model 2 related to the between-firms effect is based on the intercept coefficients obtained from a subsidiary-level analysis as the independent variables to be regressed by the parent-firm level variables (Hofmann & Gavin, 1998). As reported in model 2, parent-firm variables accounted for 31.6% of the between-firm risk variance associated with the FDI location decisions (R2 - between-firms = 0.316). Results also revealed that the individual effects of parent-firm specific variables, i.e. the firm’s price-to-book value ratio, debt-to-equity ratio, industry categories of consumer and electronic products, affiliation to one of the top 100 business groups in Taiwan and the number of FDI projects in China are significantly associated with the riskiness of its FDI location decision. More importantly, the presence of controlling blocks held by institutional investors, outside TMT members and family owners is positively associated with the decision to locate FDI investments in the riskier provinces of China (Institutional Ownership: γ=0.045, p<0.01; Outside TMT Member Ownership: γ=0.015, p<0.05; Controlling Family Ownership: γ=0.018, p<0.001). These results lend strong support to hypotheses 1 and 2.
In hypothesis 4, we argued that the ownership factor effects at different organizational levels within the MNE can substitute each other in determining the firm’s decision to locate its FDI in a riskier market. Based on a multilevel approach, we tested this hypothesis empirically and present results in model 3 of Table 5. Our analysis incorporates a slope-as-outcome model, in which the slope estimate (coefficient) of subsidiary-level ownership variable (i.e., Firm’s Stake in the FDI) obtained from the within-effect analysis was regressed using three parent-firm ownership variables: Institutional Ownership, Outside TMT Member Ownership and Controlling Family Ownership. As shown in model 3, 16.2% of the Firm’s Stake in the FDI effect variances could be explained by three parent-firm ownership factors (R2-within-firm predictors for STAKE = 0.162). Moreover, the impact of parent-firm and subsidiary ownership variables can substitute for each other in influence a firm’s decision to undertake FDI in riskier markets (Firm's Stake in the FDI x Institutional Ownership: γ=-0.002, p<0.001; Firm's Stake in the FDI x Outside TMT Member Ownership: γ=-0.002, p<0.01; Firm's Stake in the FDI x Controlling Family Ownership: γ=-0.004, p<0.001), thus validating our argument in hypothesis 4. 
To present further insights on these specific multilevel effects, we followed Hitt et al. (2006) and plotted the effects in Figure 1. We firstly focused on the subsidiary-level ownership variable and divided our sample into two subgroups: High and Low Firm’s Stake in the FDI according to the variable mean (74.4%). Within these two subgroups, we respectively plotted the effects of Institutional Ownership (1a), Outside TMT Member Ownership (1b.) and Controlling Family Ownership (1c.) in determining firm’s risk taking propensity in the FDI location decision. The plots indicate that when a parent firm holds a minority stake in their subsidiary (Low Firm’s Stake in the FDI), the three parent-firm ownership variables have a positive effect on a firm’s decision to locate their FDI in riskier locations. However, in situations where the parent firm holds a majority stake in their subsidiaries (High Firm’s Stake in the FDI), the positive effects derived from the three parent-firm ownership variables are less pronounced (1c) or negative (1a and 1b). These findings indicate the ownership effects at different levels (parent firm and subsidiary) may substitute each other in determining the firm’s decision to undertake FDI in riskier areas. 

Figure 1 about here
5.  Discussion
Unlike previous IB research on the effects of agglomeration on a firm’s FDI location decision (e.g., Chen and Chen, 1998; Filatotchev et al., 2007), this paper explores how ownership structure of a multinational firm and its subsidiaries affects the firm’s decision to undertake FDI in  less-explored and riskier markets of emerging economies. Using data on Taiwanese FDI in China, our empirical findings are in line with predictions  of agency theory in the context of a FDI’s location decision. We also found that the presence of large block family owners, non-family TMT and institutional investors can help to mitigate problems associated with managerial conservatism, and in doing so increase the firm’s likelihood of undertaking FDI investments in less explored and riskier areas of emerging economies. In other words, the equity stakes held by a firm’s controlling families, non-family TMT members and institutional investors can exert a “centrifugal force” on its FDI’s location decision (Krugman, 1998). In summary, these findings assert that multinationals can mitigate problems associated with managerial conservatism by maintaining the presence of large block family owners, non-family TMT and institutional investors in the equity ownership structure at the parent-firm level. This would subsequently pave the way for the firm  to take a long term, proactive approach towards overseas  expansion (Strange et al., 2009). 
Our findings on the impact of family ownership on the likelihood of  firms undertaking FDI in less explored and riskier areas of emerging economies was particularly interesting. Although agency theory suggests that family owners tend to be more risk-averse due to their concentrated portfolios (Chrisman, 2005; Claessens, et al. 2000), this study argues that, because family shareholders have superior monitoring abilities as compared to diffused shareholders (Filatotchev et al., 2005), they are more likely to detect and minimize any agency problems associated with managerial conservatism; and by doing so, increase the likelihood of their firm’s willingness to undertake FDI in  less-explored and riskier markets. Further, family owners usually have longer time horizons than non-family managers (Bruton et al, 2003) because current generations have the obligation to preserve wealth for their decendants (Chrisman, 2005). Therefore, family shareholders represent a powerful constituency that have a strong voice in the firm and powerful motives to seek out longer-term profit opportunities. From this perspective, firms that are majority family owned would be more risk-taking in seeking out first-mover advantages in new markets (Henard and Szymanski, 2001; Krugman 1991). 
Furthermore, from the IB perspective, FDI projects located in less-explored and riskier areas of emerging economies usually face a variety of potential transaction costs related to partner opportunism (Brouthers, 2002; Mudambi & Mudambi, 2002; Shan, 1991). However, the investing firm can reduce these governance related costs by retaining  a majority equity stake in the venture which provides more strategic control (Erramilli & Rao, 1993; Makino & Neupert, 2000). This finding confirms that subsidiary ownership can serve as an effective governance mechanism against partner opportunism (Meyer, 2001; Luo, 2001; Meyer and Nguyen, 2005) and by doing so, enhance a firm’s willingness to undertake FDI in the less-explored and riskier areas of emerging economies.   
Finally, this study is in line with Luo’s (2001) finding that a multinational firm’s FDI location decision is determined by multilevel factors. Specifically, we found that governance effects at the parent firm level and ownership structure at the subsidiary level have a combined impact on the firm’s decision to undertake FDI in emerging economies. More importantly, our empirical findings suggest that different governance mechanisms at the parent and subsidiary levels can serve as substitutes for each other in determining a firm’s overall governance structure (Ward et al., 2009). For example, resource-constrained firms from emerging economies can choose to substitute parent firm-level safeguards with those at the subsidiary levels (or vice versa) to protect their FDI investments. The substitutability of the ownership effects between a parent firm and its foreign subsidiary also implies that there may be a “ceiling” effect on the combined effectiveness of these governance mechanisms against the environmental risks that firms may face in emerging economies.  
Managerial Implications
Our discussion also suggests a number of managerial and policy implications. First, firm owners and managers need to be more proactive in their efforts to explore untapped international opportunities to remain competitive. To facilitate this endeavor, firm owners and managers need to accept an increased amount of risks associated with these investments. Second, to facilitate these risk-taking FDIs, it may be necessary to restructure governance mechanisms of the parent firm as well as that of its subsidiary. Specifically, by choosing the right equity ownership pattern, the investing firm may be better able to deal with transaction costs and uncertainty associated with its investments. Finally, our discussion highlights possible substitutability between the parent firm and subsidiary ownership factors as safeguards against the operational risks of investing in the riskier areas of emerging markets. Firm owners, managers and stakeholders need to be aware of the effects and limitations of these issues prior to making any FDI investments in the riskier areas of emerging economies. 
Limitations and Future Research

This study has several limitations that suggest a number of avenues for future research. Our analysis has provided evidence that the firm and subsidiary level ownership factors can serve as a “centrifugal force” on a FDI’s location decision. This finding indicates that investors can also use other corporate governance factors as a safeguard against managerial risk-aversion and uncertainty surrounding their emerging market investments. To further verify this linkage, future studies can examine potential effects of corporate board characteristics, such as board independence, diversity and leadership structure on a firm’s location decision. It would also be interesting to examine effects of multilevel ownership factors on other aspects of FDI, such as the extent of resource commitment by the parent to its subsidiary. 

Moreover, because of many similarities and shared culture between Taiwan and China, this study was able to ignore the influence of cultural distance on the firm’s FDI location decision and thus limit the generalizability of its findings to different national contexts. However, future studies can deepen our discussion by taking the cultural distance between home and host country into account, and examine how cultural distance is related to our research issue. For example, previous research by Jean et al. (2011) revealed that the location decision of Taiwanese FDIs in China, are in part determined by the ethnic ties that corporate managers have with the chosen area. Future studies can thus focus on the unique characteristics of Taiwanese firms and the Chinese market (e.g., guanxi, family ties, and ethnic linkage) and test how these factors affect the riskiness associated with FDI location choice.   
A majority of Taiwanese firms are family-owned and controlled. This type of ownership structure is very common amongst businesses operating in other Asian emerging economies. As such, we believe that the findings of this study would be widely applicable and future research can explore the robustness of our findings in other contexts.
Finally, although we have obtained data for 96 firms during the period 1999 to 2003, our analyses suffer from usual limitations associated with a cross-sectional research design. For example, within a dynamic perspective, the parent may develop better capabilities to deal with partner opportunism and adjust its ownership stake accordingly. A longer time frame may help future research to verify potential endogeniety of the parent firm’s ownership stake in a subsidiary, and how it changes over time.   
6.  Conclusion

This paper concludes that multi-level ownership factors can have a significant influence over the FDI location decision of a MNE. Specifically, we found that a firm’s decision to undertake FDI in the less-explored and riskier areas of emerging is positively associated with the presence of large block-shareholders (i.e., a firm’s family owners, non-family TMT members and institutional investors) at the parent firm level, as well as the degree of ownership that the parent company holds in the foreign subsidiary. However, the effects of parent firm and subsidiary ownership factors may substitute for each other, thus suggesting that there may be a “ceiling effect” on the combined use of these governance mechanisms to safeguard against the risks associated with the firm’s FDI location decision. We welcome research papers that not only replicate our findings using longitudinal data, but also compare the performance of FDIs in high risk areas with those located in lower risk areas of emerging economies.
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	Table 1. Distribution of FDI Sample and Total Taiwanese FDIs in China
　
	Total Number
	North Coast 
	Middle Coast 
	South Coast 
	Inland Area

	　
	Sample FDI
	Total FDI
	Sample FDI
	Total FDI
	Sample FDI
	Total FDI
	Sample FDI
	Total FDI
	Sample FDI
	Total FDI

	1999
	29 (9%)
	488 (5%)
	3 
	38 
	15 
	196 
	11 
	221 
	0 
	33 

	2000
	43 (14%)
	840 (9%)
	3 
	61 
	12 
	424 
	20 
	320 
	8 
	35 

	2001
	34 (11%)
	1186 (12%)
	8 
	91 
	20 
	683 
	5 
	352 
	1 
	60 

	2002
	110 (35%)
	3116 (33%)
	12 
	164 
	36 
	1378 
	41 
	1413 
	21 
	161 

	2003
	98 (31%)
	3875 (41%)
	7 
	229 
	56 
	1671 
	21 
	1750 
	14 
	225 

	Total
	314
	9505
	33 (11%)
	583 (6%)
	139 (44%)
	4352 (46%)
	98 (31%)
	4056 (43%)
	44 (14%)
	514 (5%)


Source: Ministry of Economic Affairs, Taiwan. Statistics on Outward Investment.
Table 2: TEEMA Survey Questions for Provincial Riskiness in China
	Social Riskiness

	· If the local labor is prejudiced against overseas investment?

	· If the labor from other provinces disturbs social security of this province?

	· If the labors of the province are difficult to lead and communicate?

	· If the criminal flusters the business activities in the province? 

	Legal Riskiness

	· If the governmental rules for business activities change frequently?

	· If the governmental rules are ambiguous and can be interpreted in different way?

	· If the contractual orders in law are ambiguous and can be interpreted in different way?

	· If the government interprets the regulations differently?

	· If the local government interprets the contractual order in law differently?

	· If the procedure to negotiate with local government for business is unclear and precarious? 

	· If the local government is hostile to Taiwanese in arbitrating business dispute?

	· If the local court is hostile to Taiwanese in arbitrating business dispute?

	· If the local government is inefficient in executing the court’s decision?

	· If the local government asks exceptional donation or benefit from business? 

	· If personal connection is determinant for the transactions of local market?

	Economic Riskiness

	· If the living cost of the province is high?

	· If the foreign exchange is controlled strictly by government in the province?

	· If the local taxation regulations change frequently?

	· If the local government intends to retain the profits of foreign investors within the province?

	· If the finance of foreign businesses tends to be refused by local banking system?

	· If the banking system of the province is inefficient to support business venturing?

	· If the preferential policies of local government for FDI are ambiguous and changeable? 

	· If the preferential policies of local government for FDI are impracticable? 

	Operational Riskiness

	· If the electricity supply in the province is unstable and deficient?

	· If the transportation cost within the province is unpredictable?

	· If the transportation of the province to other markets of China is difficult and costly?

	· If the local suppliers lack flexibility and difficult to collaborate with?

	· If the access to the local market is restricted formally or informally? 

	· If bad debt is a common problem for the business operating in the local market? 

	· If it is difficult to recruit skilled labor or to retain experienced staff? 

	· If the local workers lack loyalty and passion to their duties?  

	· If the local environment is unattractive for the expatriate from other country?

	· If the expatriates from other country have ever been detained by local court?

	· If the custom of the province is bureaucratic and harsh in execution? 


Source: Taiwan Electrical and Electronic Manufacturers’ Association, (2003). Investigation on investing environment and risks of China: when opportunity meets risk. Taipei: TEEMA.

Table 3: Location and Perceived Riskiness for Taiwanese FDI in China
	Province
	Geographic Location
	Location Decision
	Social Risk
	Legal Risk
	Economic Risk
	Operation Risk
	Averaged Risk
	Sample Number

	Zhejiang 
	Middle Coast 
	Aggregated
	2.263 (2)
	2.64 (1)
	2.685 (3)
	2.55 (1)
	2.58 (1)
	17

	Jiangsu 
	Middle Coast 
	Aggregated
	2.294 (3)
	2.828 (2)
	2.602 (2)
	2.572 (2)
	2.640 (2)
	74

	Shanghai 
	Middle Coast 
	Aggregated
	2.516 (5)
	2.828 (2)
	2.852 (4)
	2.683 (3)
	2.751 (3)
	48

	Guangdong 
	South Coast 
	Aggregated
	2.506 (4)
	2.844 (3)
	2.972 (5)
	2.769 (4)
	2.81 (4)
	86

	Tianjin 
	North Coast 
	Centrifugal
	3.079 (14)
	3.013 (7)
	2.579 (1)
	2.884 (6)
	2.888 (5)
	12

	Fujian 
	South Coast 
	Aggregated
	2.081 (1)
	3.012 (6)
	3.177 (11)
	2.893 (7)
	2.91 (6)
	12

	Liaoning 
	North Coast 
	Centrifugal
	2.841 (12)
	2.85 (4)
	3.089 (7)
	2.931 (9)
	2.925 (7)
	5

	Chongqing 
	Inland
	Centrifugal
	2.517 (6)
	3.061 (8)
	3.175 (10)
	2.828 (5)
	2.948 (8)
	4

	Hebai
	North Coast 
	Centrifugal
	2.788 (10)
	3.008 (5)
	2.989 (6)
	2.96 (10)
	2.965 (9)
	3

	Guangxi
	Inland
	Centrifugal
	2.73 (8)
	3.102 (9)
	3.142 (8)
	2.974 (11)
	3.028 (10)
	1

	Shandong 
	North Coast 
	Centrifugal
	2.703 (7)
	3.169 (11)
	3.18 (12)
	2.907 (8)
	3.033 (11)
	13

	Sichuan 
	Inland
	Centrifugal
	2.813 (11)
	3.131 (10)
	3.323 (14)
	3.053 (13)
	3.11 (12)
	5

	Hubai
	Inland
	Centrifugal
	3.659 (17)
	3.321 (16)
	3.083 (7)
	3.000 (12)
	3.195 (13)
	3

	Beijing 
	Inland
	Centrifugal
	2.757 (9)
	3.21 (12)
	3.514 (16)
	3.143 (15)
	3.202 (14)
	14

	Yunnan 
	Inland
	Centrifugal
	3.109 (15)
	3.229 (13)
	3.242 (13)
	3.192 (16)
	3.207 (15)
	1

	Henan 
	Inland
	Centrifugal
	3.017 (13)
	3.318 (15)
	3.332 (15)
	3.097 (14)
	3.213 (16)
	2

	Hunan 
	Inland
	Centrifugal
	3.738 (18)
	3.283 (14)
	3.158 (9)
	3.316 (17)
	3.315 (17)
	1

	Jianxi
	Inland
	Centrifugal
	3.452 (16)
	3.321 (16)
	3.529 (17)
	3.573 (18)
	3.464 (18)
	4

	Heilongjiang 
	Inland
	Centrifugal
	3.738 (18)
	3.321 (16)
	3.529 (17)
	3.573 (18)
	3.493 (19)
	2

	Anhui 
	Inland
	Centrifugal
	3.738 (18)
	3.321 (16)
	3.529 (17)
	3.573 (18)
	3.493 (19)
	3

	Shaanxi 
	Inland
	Centrifugal
	3.738 (18)
	3.321 (16)
	3.529 (17)
	3.573 (18)
	3.493 (19)
	1

	Jilin 
	Inland
	Centrifugal
	3.738 (18)
	3.321 (16)
	3.529 (17)
	3.573 (18)
	3.493 (19)
	2

	Shanxi 
	Inland
	Centrifugal
	3.738 (18)
	3.321 (16)
	3.529 (17)
	3.573 (18)
	3.493 (19)
	1

	Total
	　
	　
	　
	　
	　
	　
	　
	314


Source:
TEEMA (2003), China Statistic Yearbook (2000; 2004)
Notes:
(1) The “averaged risk score” is a weighted average by four components: social risk (10%), legal risk (35%), economic risk (20%), and operation risk (35%). The weights are those used by TEEMA (2003). (2) The TEEMA survey did not cover the provinces of Heilongjiang, Anhui, Shaanxi, Jilin, Shanxi or Hainan. We have assigned the maximum risk scores from the survey to each of these provinces. (3) Provincial rankings of environmental riskiness are in brackets – greater number represent higher risk.
Table 4: Definitions of Explanatory Variables 
	Variables
	Definition
	E. Impact

	Subsidiary-specific, n=314 
	

	Provincial GDP
	Gross Domestic Product of province where FDI project is located (billion yuan at constant 2000 prices)
	+

	Provincial Wage
	Average wage of province where FDI project is located (10,000 yuan at constant 2000 prices)
	+

	Provincial Infrastructure
	Index of transport infrastructure for province where FDI project is located: length (100,000 km) of roads and railways divided by land area (km2)
	-

	Provincial FDI from Taiwan
	Cumulative Taiwanese FDI per capita in the province where the FDI project is located (US$’1,000)
	-

	Firm’s FDI in the Province
	Dummy variable = 1 if the parent firm has made a previous investment in the same province
	-

	Firm's Stake in the FDI
	The fraction of the equity held by the Taiwanese firm in its Chinese affiliate.
	+

	Parent-Firm specific, n=96 
	

	Price to Book Value Ratio
	[(Beginning + Ending Price) / 2] divided by Book value of firm
	-

	Debt to Equity Ratio
	Total liabilities divided by total equity
	-

	Consumer Products Industry
	Dummy variable = 1 if affiliate is involved in consumer products manufacture, = 0 otherwise.
	+

	Electronic Product Industry
	Dummy variable = 1 if affiliate is involved in electronic products manufacture, = 0 otherwise.
	+

	Chemical Product Industry 
	Dummy variable = 1 if affiliate is involved in chemical products manufacture, = 0 otherwise
	+

	Employee Number
	Annual employee number of firm
	-

	Top 100 Business Group in Taiwan
	One of the 100 Largest Business Groups in the CCIS survey, 1999 (1=yes, 0=no)
	+

	Firm's FDI Number in China
	Total FDI number of the Taiwanese firm in China when the FDI decision was made
	+

	Institutional Ownership 
	Combined shareholdings of financial organizations, including savings and investment banks.
	+

	Outside TMT Member Ownership 
	Shareholdings of those TMT members (board chairman, CEO, board director & supervisor) not related to the controlling family.
	+

	Controlling Family Ownership 
	Total shareholding of individuals who have a family name in common with the largest owner
	+


Table 5: Descriptive Statistics and Correlation Matrix 
	
	Mean
	S.D.
	1
	2
	3
	4
	5
	6
	7
	8
	9
	10
	11

	Subsidiary Level Variables, n=314
	
	
	
	
	
	
	
	
	
	
	
	
	

	1.  Provincial GDP 
	8.38
	3.55
	1
	
	
	
	
	
	
	
	
	
	

	2.  Provincial Wage
	14.14
	5.65
	0.11 *
	1
	
	
	
	
	
	
	
	
	

	3.  Provincial Infrastructure
	29.86
	22.19
	-0.15 **
	0.54 **
	1
	
	
	
	
	
	
	
	

	4.  Provincial FDI from Taiwan
	39.32
	41.99
	0.651**
	0.55 **
	0.03
	1
	
	
	
	
	
	
	

	5.  Firm’s FDI in the Province
	0.52
	0.5
	0.26 **
	-0.03
	-0.07
	0.13 *
	1
	
	
	
	
	
	

	6. Firm’s Stake in the FDI
Parent-Firm Level Variables, n=96
	74.4
	31.61
	0.07
	0.02
	0.01
	0.02
	0.21 **
	1
	
	
	
	
	

	1.  Price to Book Value Ratio
	1.77
	1.69
	1
	
	
	
	
	
	
	
	
	
	

	2.  Debt to Equity Ratio
	0.79
	0.65
	-0.01
	1
	
	
	
	
	
	
	
	
	

	3.  Consumer Products Industry 
	0.26
	0.44
	-0.27 **
	0.03
	1
	
	
	
	
	
	
	
	

	4.  Electronic Product Industry 
	0.31
	0.47
	0.51 **
	0.10
	-0.40 **
	1
	
	
	
	
	
	
	

	5.  Chemical Product Industry 
	0.21
	0.42
	-0.06
	-0.16
	-0.31 **
	-0.35 **
	1
	
	
	
	
	
	

	6.  Employee Number
	1540.74
	2113.38
	0.25 *
	0.01
	-0.04
	0.03
	0.06
	1
	
	
	
	
	

	7.  Top 100 Business Group in Taiwan
	0.45
	0.5
	0.048
	-0.19
	-0.01
	0.02
	0.08
	0.08
	1
	
	
	
	

	8.  Firm's FDI Number in China
	6.33
	5.01
	0.33**
	-0.02 
	-0.09 
	0.12 
	0.06 
	0.42**
	0.18 
	1
	
	
	

	9.  Institutional Ownership 
	5.08
	6.51
	0.41 **
	-0.14
	-0.19
	0.12
	0.23 *
	0.18
	0.21 *
	0.31**
	1
	
	

	10  Outside TMT Member Ownership
	9.55
	9.02
	-0.15
	-0.16
	0.27 **
	-0.35 **
	0.02
	-0.13
	0.07
	-0.15 
	-0.13
	1
	

	11  Controlling Family Ownership 
	16.03
	13.58
	-0.04
	-0.23 *
	0.04
	-0.32 **
	0.34 **
	-0.07
	0.19
	0.06 
	0.05
	0.64 **
	1


Note:
** denotes that the correlation coefficient is significant at the 5% level, * at the 10% level.
	Table 6: Binomial Logit Analysis for FDI Location Decision of Taiwanese Firms in China
　
	FDI Location Choice for Less-Explored Areas

	
	(1)
	(2)
	(3)
	(4)
	(5)
	(6)

	Provincial GDP
	0.026        (0.102)
	-0.120       (0.111)
	-0.009         (0.110)
	-0.106       (0.111)
	-0.068       (0.108)
	-0.181      (0.125)

	Provincial Wage
	0.078†       (0.043)
	0.029          (0.047)
	0.046         (0.048)
	0.017        (0.048)
	0.025      (0.049)
	-0.027       (0.056)

	Provincial Infrastructure
	0.020          (0.014)
	0.022         (0.015)
	0.025†      (0.015)
	0.017        (0.014)
	0.023†      (0.013)
	0.027†     (0.016)

	Provincial Received FDI from Taiwan
	-0.052*        (0.021)
	-0.025         (0.017)
	-0.038*       (0.018)
	-0.030      (0.019)
	-0.029       (0.018)
	-0.009     (0.017)

	Existence of Affiliate in same Province
	-1.018*        (0.459)
	-0.705        (0.510)
	-0.832†      (0.494)
	-1.031*      (0.482)
	-0.723        (0.487)
	-0.492      (0.558)

	Price to Book Value Ratio
	-0.111         (0.123)
	-0.214         (0.143)
	-0.122        (0.140)
	-0.065       (0.141)
	-0.167        (0.137)
	-0.144      (0.154)

	Debt to Equity Ratio
	-2.791***      (0.769)
	-3.415***       (0.873)
	-3.682***       (0.911)
	-3.145***     (0.812)
	-3.120***     (0.803)
	-4.172***     (1.034)

	Consumer Products Industry
	2.585***     (0.702)
	2.911***       (0.782)
	2.603***     (0.777)
	2.955***      (0.767)
	2.276**     (0.729)
	3.011***     (0.888)

	Electronic Product Industry
	1.984**      (0.754)
	2.745**       (0.848)
	2.267**       (0.849)
	2.177**     (0.829)
	2.089*       (0.815)
	2.815**     (0.972)

	Chemical Product Industry 
	2.654***    (0.708)
	2.469***       (0.745)
	2.767***      (0.790)
	3.169***     (0.780)
	1.793*         (0.775)
	2.465**     (0.896)

	Employee Number
	-0.084        (0.071)
	-0.065           (0.087)
	-0.048       (0.083)
	-0.001        (0.001)
	-0.048          (0.079)
	-0.038      (0.010)

	Top 100 Business Group in Taiwan
	0.123        (0.450)
	-0.532          (0.530)
	-0.206          (0.504)
	0.211        (0.477)
	-0.450        (0.522)
	-0.634       (0.593)

	Firm's FDI Number in China
	0.044          (0.043)
	0.079          (0.053)
	0.043         (0.052)
	0.026          (0.049)
	0.061           (0.050)
	0.046        (0.057)

	Institutional Ownership
	
	0.179*         (0.088)
	0.881***        (0.252)
	
	
	0.651**    (0.250)

	Outside TMT Member Ownership 
	
	0.118**       (0.043)
	
	0.280***      (0.081)
	
	0.202*     (0.096)

	Controlling Family Ownership 
	
	0.068***       (0.019)
	
	
	0.113**        (0.038)
	0.096*      (0.042)

	Firm's Stake in the FDI 
	
	0.004        (0.007)
	0.020*        (0.009)
	0.020*       (0.009)
	0.015†        (0.009)
	0.029*       (0.013)

	Firm's Stake in the FDI x Institutional Ownership
	
	
	-0.013**      (0.004)
	
	
	-0.009*      (0.004)

	Firm's Stake in the FDI x Outside TMT Member Ownership
	
	
	
	-0.003**      (0.001)
	
	-0.002†      (0.001)

	Firm's Stake in the FDI x Controlling Family Ownership
	
	
	
	
	-0.001*        (0.000)
	-0.001     (0.001)

	Log Likelihood
	-86.071
	-75.931
	-76.949
	-78.978
	-79.587
	-68.999

	Chi-squared Test
	137.055***
-
	157.333***
20.278***
	155.299***
18.244***
	151.239***
14.184**
	150.021***
12.966**
	171.198***
34.143***


Note: 

1. Standard errors are in brackets; †p<0.10, *p<0.05, **p<0.01, ***p<0.001
2. Log Likelihood is a probability lying between zero and one, the log of the likelihood must be negative, with a number closer to zero indicating a better goodness-of-fit.

Table 7: Multilevel Analysis of FDI Location Decisions of Taiwanese Firms in China
	
	Provincial Riskiness of FDI Project

	Subsidiary-level Variables; n=314 
	(1)
	(2)
	(3)

	Provincial GDP
	0.036***  
	(0.006)
	0.054***  
	(0.011)
	0.021**         
	(0.007)

	Provincial Wage
	0.030***  
	(0.004)
	0.056*** 
	(0.008)
	0.036***       
	(0.007)

	Provincial Infrastructure
	-0.004**  
	(0.001)
	-0.002*
	(0.001)
	-0.002†        
	(0.001)

	Provincial FDI from Taiwan
	-0.032***  
	(0.004)
	-0.007***   
	(0.001)
	-0.004***       
	(0.001)

	Firm’s FDI in the Province
	0.046
	(0.035)
	0.082 
	(0.074)
	0.057       
	(0.064)

	Firm's Stake in the FDI (STAKE)
Parent-Firm-level Variables; n=96
	0.010*     
	(0.004)
	0.006*** 
	(0.001)
	0.017***     
	(0.001)

	Price to Book Value Ratio
	
	
	-0.080***
	(0.028)    
	-0.054*       
	(0.024)

	Debt to Equity Ratio
	
	
	-0.419***   
	(0.057)
	0.292***      
	(0.051)

	Consumer Products Industry
	
	
	0.356***  
	(0.094)
	0.283***      
	(0.081)

	Electronic Product Industry
	
	
	0.407***   
	(0.139)
	0.366***       
	(0.088)

	Chemical Product Industry 
	
	
	0.217
	(0.139)
	0.424***      
	(0.124)

	Employee Number
	
	
	0.001
	(0.001)
	0.001           
	(0.001)

	Top 100 Business Group in Taiwan
	
	
	0.126†   
	(0.077)
	0.011          
	(0.067)

	Firm's FDI Number in China
	
	
	0.018**  
	(0.007)
	0.016*          
	(0.006)

	Institutional Ownership 
	
	
	0.045**  
	(0.014)
	0.158***      
	(0.030)

	Outside TMT Member Ownership 
	
	
	0.015*      
	(0.006)
	0.026**       
	(0.009)

	Controlling Family Ownership 
Multilevel Ownership Effects
	
	
	0.018***   
	(0.004)
	0.042***       
	(0.006)

	Firm's Stake in the FDI x Institutional Ownership
	
	
	
	
	-0.002***      
	(0.000)

	Firm's Stake in the FDI x Outside TMT Member Ownership
	
	
	
	
	-0.002†        
	(0.001)

	Firm's Stake in the FDI x Controlling Family Ownership
	
	
	
	
	-0.004***     
	(0.000)

	R2 - within-firm
	0.189
	-
	-

	R2 - between-firms
	-
	0.316
	-

	R2 - within-firm predictors for STAKE
	-
	-
	0.162

	Note: 
1. Entries are estimations of the fixed effects (γs) with robust standard errors.

2. Estimations of the random variance components are in parentheses. 

3. ICC for null model (intercept only) is 0.28
4. †p<0.10, *p<0.05, **p<0.01, ***p<0.001
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(1a) The Interaction of Institutional Ownership, Firm’s Stake in the FDI, and the Riskiness of FDI Location
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(1b) The Interaction of Outside TMT Member Ownership, Firm’s Stake in the FDI, and the Riskiness of FDI Location 
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(1c) The Interaction of Controlling Family Ownership, Firm’s Stake in the FDI, and the Riskiness of FDI Location

Figure 1: Substitution of the Effects between Subsidiary and Parent-Firm Ownerships for FDI Location Decision in Risky Market
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