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SUOMALAISTEN YRITYSTEN TYTÄRYRITYSOPERAATIOT POHJOIS-AMERIKASSA 

Tutkimuksen tavoitteet
Tutkimuksen päätavoitteena oli kuvailla ja analysoida suomalaisten yritysten tytäryritysoperaatioita 
Pohjois-Amerikassa ja luoda yleiskuva alueella toimivien tytäryritysten ominaispiirteistä. Teoreettisena 
tavoitteena oli selvittää tytäryritysoperaatioiden eri muodot ja tarkastelunäkökulmat sekä kuvailla niitä 
Pohjois-Amerikan markkina-alueen ominaisuuksia, jotka eniten vaikuttavat suomalaisten yritysten 
toimintaan alueella. Empiirisenä tavoitteena oli luoda kokonaisvaltainen kuva suomalaisten yksiköiden 
toiminnasta alueella analysoimalla tytäryritysoperaatioiden tämänhetkistä tilaa sekä ajallista kehitystä.

Lähdeaineisto ja tutkimustapa
Tutkimus toteutettiin FIBO (Finland’s International Business Operations) -tutkimusohjelmassa, jonka 
johtajana toimii professori Reijo Luostarinen. Ensisijaisena lähdeaineistona käytettiin FIBO-tietopankkia, 
joka sisältää tiedot lähes jokaisesta ulkomailla sijaitsevasta suomalaisesta tytäryrityksestä. Tietopankki 
päivitettiin kuvaamaan tilannetta 31.08.1995 syöttämällä tietopankkiin uusia tietoja lehtiartikkeleista ja 
vuosikertomuksista. Tutkimuksen luonne määriteltiin kvantitatiiviseksi ja deskriptiivis-analyyttiseksi. 
Tietopankin antama informaatio analysoitiin Paradox ja Microsoft Excel -tietokoneohjelmilla tehtyjen 
suorien jakaumien ja ristiintaulukointejen avulla. Raportointia havainnollistettiin käyttämällä karttoja, 
taulukoita ja kuvioita. Tutkimuksen tuloksia vertailtiin kolmella tasolla; Pohjois-Amerikkaa verrattiin 
kolmeen muuhun alueeseen (EU ja läntinen Eurooppa, keskinen ja itäinen Eurooppa ja Aasian- 
Tyynenmeren alue), Yhdysvaltoja verrattiin Kanadaan ja Pohjois-Amerikan pienempiä alueita toisiinsa 
(aurinkorannikko, keskinen itärannikko, suurten järvien alue, suurten tasankojen ja Kalliovuorten alue ja 
Kanada).

Tulokset
Tytäryritysoperaatioiden nykyistä tilaa tutkittaessa havaittiin, että suomalaiset yritykset pitävät 
Yhdysvaltojen aurinkorannikkon ja keskisen itärannikkon olosuhteita suotuisimpina toiminnalleen. Suurin 
osa olemassaolevista yksiköistä on perustettu uusperustantana. Yli puolet yksiköistä on kokonaan 
suomalaisten emojensa omistuksessa ja yhtiömuotoisia. Tuotanto- ja myynti- ja markkinointiyksiköt ovat 
yleisimpiä yksikkötyyppejä Pohjois-Amerikassa. Täydentävien yksikkötyyppien osuus on kuitenkin 
suhteellisen suuri, mikä kertoo suomalaisten yritysten pidemmälle ehtineestä kansainvälistymisestä 
kohdealueella. Enemmistö yksiköistä on valmistavan teollisuuden yrityksiä. Henkilöstön lukumäärän, 
liikevaihdon ja viennin tarkastelu osoitti, että suomalaiset yksiköt ovat suhteellisen pieniä Pohjois- 
Amerikassa, mutta kuitenkin selvästi suurempia kuin suomalaiset yksiköt muilla alueilla.

Tytäryritysoperaatioita ajan funktiona tarkasteltaessa ilmeni, että suomalaiset yritykset ovat etabloituneet 
Pohjois-Amerikkaan hitaasti, sillä investoinnit alkoivat kasvaa vasta 1970-luvun jälkipuoliskolla. 
Investointihuippu ajoittui 1980-luvun loppuun, mutta tämän vuosikymmenen alun taloudellinen taantuma 
johti investointien jyrkkään laskuun myös Pohjois-Amerikassa. Divestoinnit alkoivat kasvaa jo ennen 
taantumaa 1980-luvun lopussa, minkä arveltiin johtuvan yritysten halukkuudesta järkeistää toimintojaan 
taloudellisen kasvun aikana. Yritysostojen määrän havaittiin kasvaneen voimakkaasti 1980-luvulla. Myynti 
ulkopuoliselle on ollut yleisin divestointitapa tarkastelujaksolla. Suomalaisten yritykset ovat levittäytyneet 
Pohjois-Amerikassa maantieteellisesti, kulttuurillisesti ja taloudellisesti läheisimmiltä alueilta 
kaukaisemmille markkina-alueille.

Avainsanat
Kansainvälistyminen, operaatiomuoto, kohdemarkkinan valinta, tytäryritysoperaatiot, Pohjois-Amerikka
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SUBSIDIARY OPERATIONS OF FINNISH COMPANIES IN NORTH AMERICA 

Objectives of the Study
The main objective of this study was to explore and analyze how Finnish companies have used subsidiary 
operations in North America. The aim was to create a holistic picture of the characteristics of the 
subsidiary operations in the area. Theoretical objectives were to give insight to the characteristics of 
subsidiary operations per se and to identify the most important characteristics of North America 
influencing subsidiary operations of Finnish companies. Objectives of the empirical part of the study were 
to analyze the current state of subsidiary operations in North America and their development within time.

Data and Research Methods
The research was carried out at the FIBO (Finland’s International Business Operationsj-research program 
led by Professor Luostarinen. The primary data source was the FIBO-databank, which includes data on 
virtually all foreign subsidiaries of Finnish companies. The databank was updated to cover the situation up 
to August 1995 by using the information provided by newspaper and magazine articles and annual reports. 
The nature of this study was defined to be quantitative and descriptive-analytical. The data were analyzed 
by the means of Paradox relational database system and Microsoft Excel -program. The data were 
interpreted by conducting one and two dimensional tabulations, creating geographical maps, tables and 
graphic illustrations. Comparisons of findings were provided on various levels; North America and three 
other regions (EU and Western Europe, Central and Eastern Europe and Asia-Pacific), the USA and 
Canada, and the five subareas of North America (Sunbelt, Mideast, Great Lakes, Great Plains and Rocky 
Mountains, and Canada).

Findings
The study on the current state of subsidiary operations showed that Finnish companies have found the 
Sunbelt and the Mideast to offer the most favorable operation conditions in North America. Furthermore, it 
was noted that a majority of the existing units has been established through greenfield investments, a full 
ownership is preferred, and company form seems to be the most feasible legal mode in North America. 
Production and sales and marketing related units are the most common unit types in North America. 
However, the share of supplementary unit types is relatively great, which indicates a deeper international 
involvement of Finnish companies in the area. With regard to field of industry, it was concluded that a 
majority of the existing units is in the field of manufacturing industry'. Examination of personnel, volume of 
turnover, and level of exports proved that Finnish units in North America are relatively small, but on the 
other hand, clearly bigger than Finnish units in other regions.

The study on the dynamics of subsidiary operations revealed that Finnish companies have entered the North 
American continent slowly; investments did not start to accelerate until the latter half of the 1970’s. A peak 
was reached in the end of the 1980’s, but the economic recession in the beginning of this decade led to a 
sharp fall of investments also in North America. Divestments started to increase already before the 
recession, that is, in the end of the 1980’s, which was reasoned to be a result of the rationalization and 
streamlining efforts of companies during the economic growth period. As to the establishment mode a rise 
in the number of acquisitions in the 1980’s was observed. Concerning the divestment mode it appeared that 
sell-offs have been applied most frequently throughout time. Penetration of Finnish companies on the 
continent can be summed up to have proceeded, with only slight deviations, from areas closest in terms of 
geographical, cultural and economic distance to the more distant markets.

Key words
Internationalization, Operation Mode, Target Market Selection, Subsidiary' Operations, North America
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FOREWORD

Since its establishment in 1974, the FIBO (Finland’s International Business Operations)- research 

program, operating at the Helsinki School of Economics and Business Administration, has 

concentrated on studying the dynamics of the internationalization of companies. In addition to the 

internationalization of Finnish companies the program has focused. on the operations of 

multinational companies in and from Finland.

This study “Subsidiary Operations of Finnish Companies in North America” by Satu-Maria Aho 

and Lili Mensola belongs to a set of five subsidiary studies (the EU and Western Europe, Central 

and Eastern Europe, Asia-Pacific, North America and Developing countries) and was conducted 

in the second phase of the subsidiary project simultaneously with the study concentrating on 

developing countries in 1995-1996.

The objective of FIBO’s foreign subsidiary project is to study the scope, form and dynamics of 

foreign subsidiary operations of Finnish companies and to undertake an extensive databank 

project on these subsidiary operations. The databank will be used on a continuous basis to follow 

and analyze the development and use of foreign subsidiary operations as a part of the holistic 

study of the internationalization process of Finnish companies.

We wish to thank warmly the Jenny and Antti Wihuri foundation and the Ministry for Trade and 

Industry for their financial support. Moreover, we are grateful to target companies of this study 

for providing us with updated information on their foreign subsidiary operations.

Helsinki, August 22, 1996

ReijoVLuostarinen

Professor

Director of the FIBO-program
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1. INTRODUCTION

1.1 Background to the Study

Important tendencies of economic development at the moment include increasing 

internationalization of companies and deepening of economic integration. The effects of these 

tendencies are closely interrelated. Consequently, regional orientation and integration at different 

levels has increased in the strategy formation of international companies, which has left old 

country-centered strategies as of minor importance. General knowledge about the target area is 

needed for the basis of regional based operations. When a company is familiar with the operation 

environment in the target area it can more easily find the most feasible and profitable strategies 

and operation alternatives.

Increasing internationalization of Finnish companies has brought a substantial growth in the 

utilization of subsidiary operations since the 1980’s. This development indicates firstly, an 

increase in the number of companies engaging in subsidiary operations, and secondly, increased 

and more committed international involvement of Finnish companies. The rapid increase in the 

number of foreign subsidiaries of Finnish companies has generated a wide interest in studying the 

subsidiary operations of Finnish firms. In recent years most of the research on subsidiary 

operations of Finnish companies has been conducted under the FIB О (Finnish International 

Business Operations) Research Program. However, these studies have focused on firms operating 

in a specific field of industry or in a specific country only. However, the phenomenon of 

increasing integration in the world economy has created a strong need to study the foreign 

subsidiaries within a specific economic area. Consequently, an Area Research Project was started 

within the FIB О Research Program in the spring of 1994. This project was also aimed at 

providing basis for area specific research that was needed for the Helsinki School of Economic’s 

Area Studies Program (ASP). The first part of the Area Research Project updated the FIBO 

subsidiary databank and studied the subsidiary operations in following regions: EU and Western 

Europe, Central and Eastern Europe, and Asia-Pacific.

This study is a part of the second phase of the Area Research Project which started in the fall of 

1995 with research on subsidiary operations in developing countries and in North America. Direct
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investment operations play a significant role in the overall operation mode strategies of Finnish 

companies in North America. In the 1990’s over 22 % of Finnish companies’ total foreign direct 

investments has been targeted to North America. The share of Finnish foreign direct investment 

operations in North America is further highlighted when comparing it to the Finnish exports to 

North America, which amounts to only less than 7 %l However, North America has proved out 

to be very challenging and competitive market for Finnish firms. Relevant information on the 

characteristics of the area may not have been available, or firms, especially in their early stages of 

internationalization, may not have been able to exploit the most suitable foreign subsidiary 

strategies for North America. There is thus a clear need for the study of Finnish subsidiary 

operations in the combined area of United States and Canada.

1.2 Objectives of the Study

Objectives of the whole Area Research Project are listed in the following:

• to update the FIBO subsidiary databank established in 1990

• to analyze the foreign subsidiary operations of Finnish companies in five different regions of the 

world; EU and Western Europe, Eastern and Central Europe, Asia-Pacific, North America, 

Developing Countries

• to produce teaching material for the Area Studies Program (ASP) at the Helsinki School of 

Economics.

• to create area specific data for Finnish firms and export promotion and governmental bodies in 

regard to subsidiary operations in different regions.

The objectives of this study naturally include the objectives set for the Area Research Project. In 

addition, more specific objectives for this study were identified. The main objective of this study is 

to understand how Finnish companies have used subsidiary operations in North America, in other 

words, to explore main strategies used in subsidiary operations in North America. Factors behind 

operation mode and target market selection are presented in order to give background to 

understand the factors influencing the establishment of a subsidiary in North America. The first 

theoretical objective is to give insight into the characteristics of subsidiary operations. The main 

strategies concerning the unit type, establishment and legal mode, ownership and control, degree

1 Masalin & Pöllänen 1993, 34
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of activity, field of industry, size of the unit and geographical orientation in terms of level of 

exports will be identified. In addition, the characteristics of the divested units and the divestment 

modes will be analyzed. The second theoretical objective is related to the characteristics of North 

America as an investment target for Finnish companies; the objective is to create good 

understanding of the impact region specific characteristics have on the subsidiary operations in 

North America.

The first empirical objective is to create a holistic picture of the present characteristics of the 

subsidiary operations in the area of North America. Internationalization is a changing state and 

influenced by various factors within company and target market. Similarily, subsidiary operations 

change within time. In order to study the change of subsidiary operations in North America within 

time dynamic analysis is needed. Consequently, the second empirical objective is to present the 

subsidiary operations in North America as a function of time.

Research questions to be answered in this study can be formed as follows:

• What are the different characteristics of subsidiary operations?

• What are the most important characteristics of North America influencing the subsidiary 

operations of Finnish companies?

• What is the current state of the subsidiary operations of Finnish companies in the area of North 

America?

• How have Finnish companies used subsidiary operations in North America throughout time?

In the following section limitations concerning the research topic “Subsidiary Operations of 

Finnish companies in North America” are provided.

1.3 Limitations to the Study

This section presents themes that are left out from the scope of this study. These limitations are 

listed in the following:

• This study focuses on subsidiary operations of Finnish companies in the combined area of the 

United States and Canada, which is in this study referred to as North America. Consequently, no
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other operation modes or target markets are studied. However, comparisons of most relevant 

findings to other regions of the world are provided.

• This study focuses exclusively on the characteristics of the foreign subsidiaries in North 

America; the characteristics of the parent companies, e.g. turnover, personnel, or degree of 

internationalization, or the relationship between the parent and the foreign unit are not studied.

• Subsidiaries that are less than 10 % owned by a Finnish parent are excluded from this study 

because investments smaller than 10 % are regarded as portfolio investments, not as foreign direct 

investments.

• Finnish subsidiaries owned by private persons or non-private institutional bodies are excluded 

from this study because they are not seen to provide adequate research population for the study.

• The focus of the theoretical part of this study is on two of the most relevant strategies of the 

overall internationalization strategy for this study; the operation mode and the target market 

strategy. Operation mode strategy is discussed in order to understand the subsidiary operations 

and target market strategy is examined in order to understand the selection of a particular target 

market, which in this study is North America. Examination of other components of 

internationalization, e.g. product, information, and percentage of sales, is excluded from the 

study.

• The characteristics of subsidiary operations are studied, but due to the limited number of pages 

other operation modes used simultaneously with subsidiary operations are left without 

consideration.

• Empirical part of this study analyzes the state of subsidiary operations of Finnish companies in 

North America in August 1995. However, as the year 1994 does not provide comparable figures 

in relation to other years the observation period in the dynamic analysis is from 1927 till 1994.

Next the data and research methods used in this study will be introduced and explained. 

Evaluation of the use of these research methods will be provided in Section 4.3.
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1.4 Data and Research Methods

The aim of this section is to present the research methods and data sources used in this study. 

Therefore this section will be able to describe the process of conducting this study. Firstly, the 

starting point of this study will be defined, and secondly, the various stages of the research 

process will be described and bound with the time perspective. Furthermore, an attempt is made 

to objectively evaluate and justify the research methods and data used.

As stated earlier in the introduction the current research project started in September 1995 as a 

continuation to the three previous area-specific subsidiary studies concerning Central and Eastern 

Europe, Asia-Pacific and the European Union and Western Europe2. This study concerning North 

America and the fifth study concerning developing countries3 were hence launched in order to 

complete the research on Finnish subsidiary operations from a geographical point of view. 

Consequently, these five studies will be able to create a global picture of Finnish subsidiary 

operations.

The empirical part of this study relies on the FIBO-databank established in 1990. This databank 

currently includes data on 8466 Finnish foreign subsidiaries of which 1058 are or have been 

located in the target area of this study, that is, in the USA and Canada. Subsidiaries included in 

the databank fulfill the following criteria:

• subsidiaries of Finnish manufacturing or non-manufacturing companies

• at least 10 % is owned by a Finnish parent

• legal form is company, branch, representative office or operative site

• currently actively operating foreign units or units in a passive, non-operating, state

• currently existing units or units which have been divested through sell-off, closure, bankruptcy 

or merger.

The nature of this study was defined to be quantitative and descriptive-analytical. FIBO-databank 

was chosen to be the major data source of this study in order to make all the five area-specific 

subsidiary studies compatible with each other. Moreover, FIBO-databank is considered to provide

' Hussi & Puolakka 1995; Pere & Törrönen 1996; Karila & Maunuksela-Malinen 1996
Huhtaniitty & Weckman, currently under progress
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the most accurate and complete information on Finnish foreign subsidiaries available. However, 

FIBO-databank does not provide supporting arguments for its information, because it contains 

only mere numbers and codes. Error margin could have been decreased with a supporting 

qualitative survey. For example, data on the motives behind strategic choices is not available, and 

the interpretation of the numerical data is only on hands of the researchers.

This study relies heavily on the databank updating carried out by the researchers of the three 

previous area-specific subsidiary studies in 1994. Therefore the data collection process used by 

them will be briefly reviewed in the following paragraph.

The first three area-specific subsidiary studies started in March 1994. Target companies were 

chosen to be all the Finnish companies listed in the Helsinki Stock Exchange together with a few 

OTC-listed and non-listed Finnish companies. Following that FIBO-databank was updated by the 

means of secondary information consisting of annual reports, newspaper and magazine articles. 

The updated information was sent to Finnish embassies and foreign consulates, to honorary 

counselors of Finland, and to Finnish trade commissioners and counselors of Finnish Foreign 

Trade Association. After their responses the databank was updated again. In June 1994 a 

questionnaire was mailed to 1026 target companies (see Appendix 1), and the answers from these 

questionnaires were included into the databank. Efforts to collect missing data through phone 

calls, remailings and contacting Finnish Trade Register continued till the end of the year 1994. 

Last answers were added into the databank in January 1995.4

The research schedule of this study is shown in Table 1. It should be noted that several phases of 

this study overlap each other.

4 Hussi & Puolakka 1995, 9-10; Karila & Maunuksela-Malinen 1996, 10
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Table 1 Research Schedule
1995 1996

Sep Oct Nov Dec Jan Feb Mar Apr May Jun Jul Aug
♦Collection of. 
data

----------►

♦Updating
♦Literature --------- ►
♦Statistical
distributions,
tabulations
♦Theoretical
analysis
♦Data
analysis
♦Empirical
analysis '
♦Corrections
♦Introduction --------- ► --------- ►
♦Conclusions --------- ►
♦Refining

As can be seen, this study started by collecting newspaper and magazine articles concerning 

Finnish foreign subsidiaries from the time period September 1, 1994 - August 31, 1995. Articles 

were collected from the main Finnish economic and daily newspapers and magazines, that is, 

Kauppalehti, Talouselämä and Helsingin Sanomat. The data collection took place in September 

1995. Additionally annual reports from the year 1994 were obtained from target companies. The 

databank was updated on the basis of information provided by the articles and annual reports in 

September and October 1995. Unclear and lacking information was clarified and obtained through 

telephone calls to target companies.

The above described material was considered to be sufficient to update the databank, since such 

an extensive information gathering process had been recently conducted. Moreover, if a 

questionnaire had been sent to companies again, it is very likely that the percentage of 

respondents would have been relatively low due to the previous questionnaire.

Articles and annual reports were considered to provide sufficient information because of the 

several advantages offered by this type of documentation; firstly, provided data are stable and can 

thus be reviewed repeatedly; secondly, data are exact, because they contain exact names, 

references and details; and thirdly, data offer a broad coverage in the sense of, for example, long 

time span. However, there are few disadvantages associated with this kind of documentation;
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firstly, it may contain a biased selectivity; and secondly, there may emerge a reporting bias which 

reflects a bias of the author.5

Using multiple sources of evidence, for example, conducting interviews in companies with a 

significant number of foreign units, would have considerably improved the quality of the data. 

According to Yin interviews are targeted, since they focus directly on the topic, and insightful, 

because they provide perceived causal inferences6. It is suggested that interviews would have shed 

pragmatic light on the theoretical presentation of, for example, motives for foreign unit 

establishments in this study. However, including interviews as an additional research method 

would have considerably enlarged the scope of this study and thus lengthened the research 

process timewise; the process as such was already a demanding task. Moreover, interviews may 

also include disadvantages; they may cause bias due to poorly constructed questions, there may 

emerge a response bias and inaccuracies due to poor recall7.

Simultaneously with the writing of introduction, collecting and studying relevant literature was 

carried out between October and December 1995 and in May 1996. The first literature studying 

phase concentrated on subsidiary operations and area-specific literature, whereas the second stage 

in May concentrated on operation mode and target market selection. This order was chosen, 

because it was expected that the analysis of empirical data would facilitate the understanding of 

the literature concerning the operation mode and target market selection. The theoretical section 

concerning subsidiary operations was completed in December 1995 and the one concerning the 

target area in January 1996.

Various one and two dimensional tabulations concerning the state of Finnish subsidiary operations 

in the target area were completed in December 1995. The tabulations concerning the dynamics 

were carried through in February 1996. Tabulations were carried out by the means of the Paradox 

relational database system and Microsoft Excel program. Analyses of the empirical data were 

conducted on the level of North America, the USA, the four US subareas and Canada. The data 

were interpreted by the means of geographical maps, tables and graphic illustrations, comparisons 

between the USA and Canada and between North America and the target areas of the three 

previous area-specific studies. The dynamic analysis was conducted between February and March

5 Yin 1989, 80
6 Yin 1989, 80
7 Yin 1989, 80
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1996, whereas the static analysis was completed in June 1996. Thereafter the empirical findings 

were composed into a written form. This was carried out between February and April and in June 

1996. Theoretical and empirical parts were corrected and improved in June and July when also the 

conclusions of the study were drawn. The research report was further refined until the mid August 

1996.

1.5 Key Concepts

This section provides definitions and explains the abbreviations for the most important terms used 

in this study.

1.5.1 Definitions

Foreign Operation Mode. A dimension of a firm’s internationalization strategy which by 

institutional arrangements allow a company to offer its products and/or services in a target 

country8.

Foreign Subsidiary Operations. A way for a firm to enter and to penetrate into foreign markets. 

The term foreign subsidiary is used to describe one foreign unit established in a target country. 

Subsidiary, foreign unit and unit are used as synonyms for foreign subsidiary.

Internationalization. A process of adapting firms’ operations (strategies, structures and 

resources) to international environments9.

North America. The concept of North America is applied to refer only to Canada and the United 

States, since Mexico is beyond the geographical focus of this study.

Observation Period. The time span of the study of the dynamics of the subsidiary operations in 

North America is from 1927 till 1994. The term examination period is used as a synonym for 

observation period.

8 Luostarinen 1968
9 Luostarinen & Welch 1990, Calof 1995, 116
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Parent Company. Company possessing the shares of a foreign subsidiary and exercising 

management and control over the subsidiary. Terms parent firm, firm and company are used as 

synonyms for parent company.

Penetration and escalation. Term penetration is used to describe the process of increasing 

business involvement of Finnish companies in an individual state or province, whereas term 

escalation is used to describe the process how Finnish business involvement has spread from a 

state or a province to another.10

Region. A vast entity without any exact boundaries11. In this study the term region is used when 

the areas of North America, EU and Western Europe, Eastern and Central Europe, and Asia- 

Pacific are referred to.

Area. A particular extent of geographical region defined by boundaries12. In this study the term 

area most often refers to the area of two countries in North America, i.e. the USA and Canada. 

The term subarea is used for the five geographically and culturally different areas within North 

America. The five subareas are Sunbelt, Mideast, Great Lakes, Great Plains and Rocky 

Mountains, and Canada.

1.5.2 Abbreviations

The following abbreviations have been used in this study:

ACQ - Acquisition

BKR - Bankruptcy

CLD - Closed

- Direct Investment Operations

- Direct Investment Marketing Operations

- Direct Investment Production Operations

- Free Trade Agreement

- Gross National Product

DIOs

DIMOs

DIPOs

FT A

GNP

10 Discussions with professor Reijo Luostarinen, November 8, 1995, Helsinki
11 Webster’s Encyclopedic Dictionary 1989, 1208 in Hussi & Puolakka 1995, 17-18
12 Webster’s Encyclopedic Dictionary 1989, 79 in Hussi & Puolakka 1995, 17-18
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GRF - Greenfield Investment

MNC - Multinational Corporation

MRG - Merger

NAFTA - North American Free Trade Association

NIOs - Non-direct Investment Operations

OECD - Organization of Economic Co-operation and Development

R&D - Research and Development

Repres.Office - Representative Office

SED - Sold

USA - United States

1.6 Structure of the Study

This study is divided into the following four chapters: Introduction (Chapter 1), Theoretical 

Frame of Reference (Chapter 2), Characteristics of Subsidiary Operations of Finnish Companies in 

North America (Chapter 3), and Summary and Conclusions (Chapter 4).

Chapter 1 provides background to the study and discusses the objectives and limitations 

concerning the Area Research Project and the characteristics of this study. In addition, the data 

and research methods used in analyzing the data are critically discussed. Finally, key concepts and 

abbreviations used in the study are defined.

Chapter 2 forms the theoretical basis for this study by discussing the relevant literature concerning 

subsidiary operations and area specific characteristics. First, arising from the fact that subsidiary 

operations are one form of foreign operation mode, internationalization in terms of selecting the 

operation mode is examined. Second, characteristics of subsidiary operations are discussed in 

greater detail in order to provide tools for analyzing and understanding the empirical data. Finally, 

internationalization in terms of selecting the target market is discussed after which the specific 

characteristics of North America relevant to Finnish companies are presented.

Chapter 3 reveals the empirical findings concerning the subsidiary operations of Finnish 

companies in North America. First, the variables used in this study are listed and explained. 

Second, an overview on the total subsidiary population and subsidiaries in different regions is
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displayed after which the analysis proceeds exclusively to the units in North America. Third, the 

state of the currently operating units in North America is analyzed. Comparisons of findings 

between the USA and Canada, the five subareas in North America and the four regions in the 

world are provided. Fourth, dynamics of the subsidiary operations of Finnish companies in North 

America, the United States, the four subareas of the United States, and Canada are presented. The 

hypothesis developed within the theoretical frame of reference are tested throughout the whole 

chapter.

Chapter 4 concludes the study by presenting both theoretical and empirical summaries and their 

conclusions and implications. In addition, the research methods used in this study are evaluated 

and finally, suggestions for the direction of future research are given.
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2. THEORETICAL FRAME OF REFERENCE

The field of international business has its roots in international economics including a number of 

theories on international trade. However, the focus of this study lies on a firm level and therefore 

excludes themes such as competitiveness of nations and other macro-economic theories. In 

contrast, micro level internationalization theories are included, since they provide the most 

feasible framework for a study of subsidiary operations of Finnish companies in North America.

Theoretical focus of internationalization can be considered somewhat blurred because of the 

multidisciplinary nature of the field. International financing and banking, cross-cultural aspects, 

international joint ventures, human resources, foreign direct investments, and coordination and 

control in MNCs represent some of the research topics in international business. Because of this 

diversity of topics there is a natural lack of a common theoretical base for research on 

internationalization.12

Product, operation and market strategies are the main components in a company’s 

internationalization strategy, but internationalization processes can also be studied by using 

variables such as internationalization of ownership, information, planning, decision making, 

percentage of sales and different assets13. Internationalization process of a company always results 

from a series of incremental operative, administrative and strategic decisions.14 Consequently, if 

the internationalization process of a company was to be studied as a whole, a multiple variable 

analysis would be needed. However, as the focus of this study is on subsidiary operations in a 

specific target area, only the operation mode and market selection strategies are discussed under 

the theoretical frame of reference. These two internationalization strategies are considered to 

build a solid and sufficient theoretical basis for the phenomenon under study, that is, Finnish 

subsidiary operations in North America.

Dynamic internationalization models such as Uppsala and Luostarinen’s internationalization 

models assume that target market selection proceeds entry mode selection15. It can be suggested

12 Melin 1992, 99-100
13 Luostarinen 1994a, 12
14 Luostarinen 1979, 201
15 Karppinen-Takada 1994, 31, 54-55
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that Finnish companies have selected North America as a target market before selecting the entry 

mode. It is, however, important to point out that decisions on target market and operation mode 

are closely interrelated and influenced by the same factors. Their interrelation can be exemplified 

by government regulations and scarcity of competent labor force in some countries which may 

prevent certain operation modes in that country. Consequently, no general order of these two 

strategic decisions can be given. In fact neither decision can be made without considering their 

compatibility. This study discusses factors influencing operation mode selection prior to factors 

influencing target market selection. This order of analysis will be carried out in order to better 

connect the description of the characteristics of North America to the theory of target market 

selection.

As pointed out above the objective of this study is not to explore the overall internationalization 

strategies of Finnish companies in North America, but the focus is on subsidiary operations only. 

Consequently, greater emphasis and number of pages will be given to discussion on the 

characteristics of subsidiary operations and the characteristics of North America as a target 

market. Figure 1 provides a structure of the theoretical frame of reference for this study.

Figure 1 Structure of the Theoretical Frame of Reference

Theoretical Part

Empirical Part

Internationalization 

Chapter 2

L A
Operation Mode Selection Market Selection

Section 2.1 «--------► Section 2.3

1 X 1

Subsidiary Operations North America

Section 2.2 Section 2.4

_A_____________

Subsidiary Operations in North America 

Chapter 3



15

As can be seen in the figure internationalization in general terms was only shortly discussed in this 

section. More emphasis is put on examining internationalization in terms of operation mode 

selection after which characteristics of subsidiary operations are highlighted. Internationalization 

in terms of market selection and characteristics of the market in North America form the other 

part of the theoretical frame of reference. It is important to note that each element in the 

theoretical frame of reference is interrelated and influence one another. The theoretical frame of 

reference as a whole is aimed at providing tools for analyzing the data in the empirical part of this 

study.

2.1 INTERNATIONALIZATION IN TERMS OF SELECTING OPERATION MODE

In this section internationalization will be examined on the basis of the operation mode strategy. 

Foreign operation alternatives are, at least in principle, numerous. They range from indirect 

exporting to foreign direct investment in various forms. When comparing feasible operation 

modes for a company, questions related to control, risk, and profit potential have to be 

considered.16

The importance of the operation mode choice, in addition to the requirement of greater diversity 

of operation modes, has been recognized by companies17. In order to better response to 

competition and changes in business environment, many multinationals have started to use more 

diversified and flexible operation modes such as contract manufacturing, joint ventures and 

licensing. Buckley et al.18 suggest that flexible operation modes allow multinationals to approach 

each market separately with the optimum mode for individual markets, whereas an attempt to 

create a holistic, global strategy may turn out to be too rigid. On the other hand, Okoroafo19 

points out that many international firms still focus on the initial entry decision rather than 

strategically predetermining their substitution pattern.

16 Benito & Welch 1993, 2
17 Welch & Luostarinen 1988, 38; Benito & Welch 1993, 1
18 Buckley et al. 1991, 42
19 Okoroafo 1991, 341
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A lot of research has been conducted on the decision process on the operation mode. A number of 

studies have investigated factors influencing the choice of an entry mode. Another group of 

studies tries to explain conditions under which a firm will change the operation mode in order to 

adapt to changing environment. Operation mode change can be due to an initial selection of an 

inappropriate operation mode, dissatisfaction with the existing distributor, adaptation to changing 

conditions in host-country markets, sensing that the mode has served its purpose, or changes in 

the company or its management.20 The Nordic studies suggest that an operation mode change 

occurs in the direction of increased commitment in international operations21. However, the 

objective of this study is not to examine the process how companies change and adjust their 

operation modes within time. For this reason, following sections put emphasis on discussing 

factors influencing the initial choice of the operation mode.

First, the functional classification of foreign operation modes will be presented and the role of 

subsidiary operations within this classification will be discussed in Section 2.1.1. Second, factors 

influencing operation mode choice will be overviewed in Section 2.1.2. Finally, the importance of 

choosing the appropriate package of operation modes will be discussed in Section 2.1.3.

2.1.1 Functional Classification of Operation Modes

In this section various operation modes are shortly introduced in accordance with Luostarinen’s 

foreign operation mode classification. Special emphasis is put on explaining the position of 

subsidiary operations within the foreign operation mode classification.

Luostarinen divides various foreign operation mode alternatives into outward-going (OUTFOs), 

inward-going (INFOs) and co-operative forms (COFOs) of foreign operations.22 Subsidiary 

operations normally represent a form of outward-going foreign operations. But, for instance, a 

purchasing unit which is established to buy products from abroad and import them to home 

country belongs to inward-going operation modes.23

20 Calof & Beamish 1995, 116
21 Welch & Luostarinen 1988, 38
22 Luostarinen 1979, 106
23 Hentola 1994, 42
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On the basis of the investment flow Luostarinen has further divided the outward going foreign 

operation modes into direct investment operations (DIOs) and non-direct investment operations 

(NIOs). Direct investment operations include direct capital investments, whereas non-direct 

investment operations do not require equity investments.24 When establishing a foreign subsidiary 

a parent firm always invests capital in the shares of the new or acquired company. Subsidiary 

operations thus belong to DIOs.

When the function of the operation is looked at, NIOs and DIOs have been grouped into 

marketing and production operations. Luostarinen suggests that the warmer the target country in 

question the more likely companies use marketing operations. Similarly, the colder the target 

country the more likely companies utilize production operations25. The combined classification 

and examples of the outward-going foreign operations are presented in Table 2.

Table 2 Functional Classification of Operation Modes

Non-investment marketing operations (NIMOs)
- indirect exporting
- direct exporting
- own exporting

Direct investment marketing operations (DIMOs)
- sales promotion subsidiaries
- sales subsidiaries
- maintenance subsidiaries
- trading subsidiaries

Non-investment production operations (NIPOs)
- licensing
- franchising
- contract manufacturing
- turnkey projects

Direct investment production operations (DIPOs)
- assembly subsidiaries
- manufacturing subsidiaries_______

Source: modified from Luostarinen 1994, 11

As Luostarinen has later pointed out this classification does not take into account other functions 

of a firm, such as purchasing, financing, holding, R&D, logistics and administration. Studies

24 Luostarinen 1979, 108-109
25 Luostarinen 1978a, 36
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conducted under the FIBO research program have concluded that Finnish companies have 

internationalized all the above mentioned functions; altogether 23 functionally different subsidiary 

types have been identified.26 (See Section 2.2.1 for the functional classification of subsidiaries)

As pointed out above different operation modes require different levels of resource and 

organizational commitment, risk and control. According to Buckley et al.27 a foreign subsidiary 

tends to be preferred over licensing or using agents, and a wholly owned foreign subsidiary is 

normally regarded as means to achieve maximum control over foreign operations. Luostarinen 

and Welch28 importantly point out that, for example, a joint venture supported by a licensing 

agreement can raise the level of control over the foreign operation.

2.1.2 Factors Influencing Operation Mode Selection

Even under the same conditions different firms adopt different methods to serve foreign markets. 

Selection of an appropriate foreign operation mode strategy can be influenced, first, by company 

specific factors, second, by target market specific factors, third, by geographical and cultural 

distance between home and target market, and finally, by changes in the international 

environment. These factors will be discussed in the following sections.

2.1.2.1 Company Specific Factors

This section is divided into two subsections. First, company characteristics and resources relevant 

to the scope of activities available for a company will be discussed. Second, the impact of 

company’s international experience on the choice of the operation mode will be presented. Third, 

major changes in the international environment and their impact on the operation mode choice will 

be analyzed.

26 Luostarinen 1994, 12
27 Buckley et al. 1991, 34
28 in Benito & Welch 1993, 4
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Company Characteristics and Resources

Company specific factors that influence operation mode choice include the nature and uniqueness 

of a company’s products and the field of industry a company is operating in29. For instance, if the 

product is technically complex or sensitive to business fluctuations companies tend to prefer direct 

investment operations30.

The ability to undertake different forms of international operation modes depends, to a large 

extent, on the resources of the company. The choice can be limited due to a firm’s financial and/or 

managerial constraints.31 Financial resources refer to the amount of capital a firm can use for 

foreign operations. It is suggested that smaller firms with limited financial resources are likely to 

use less resource demanding operation modes.32

Human resources also play an important role in the choice of foreign operation mode. A shortage 

of people with appropriate skills, knowledge and international orientation imposes limitations to 

the scope of operation modes possible for a company33. Lack of qualified people to take care of 

the internationalization strategies and their implementation can severely slow down company’s 

internationalization.

Company’s International Experience

The Nordic researchers have emphasized the learning aspect in internationalization and suggest 

that as a company increases its level of international involvement it changes the operation mode 

by which to serve foreign markets.34 Greater experience, skills, and knowledge of foreign markets 

and marketing developed within time, in addition to the exposure' of a wider range of 

opportunities and threats, influence companies to change their operation mode to a more 

committed and demanding form of operation.35 The use of subsidiary operations indicate 

differentiated and wide market experience and the willingness of the parent to exercise more

29 Buckley et al. 1991, 37
30 Luostarinen 1982a, 90-95
31 Buckley et al. 1991, 42
32 Bonaccorsi 1992, Aganval & Ramasvvami 1992 in Benito & Welch 1993: 7
33 Luostarinen & Welch 1990, 40
34 Luostarinen & Welch 1990, 38
35 Luostarinen and Welch 1990, 38; Calof & Beamish 1995, 126-127
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control over its foreign operations.36 In addition, as internationalization proceeds companies 

appear to be more willing to use greater operational diversity.37

2.1.2.2 Target Market Specific Factors

Target market related factors that influence operation mode choice include market characteristics 

and operation climate in target country. The factors and their significance to the operation mode 

choice will shortly be presented in the following sections.

Market Characteristics

Target market characteristics influencing operation mode choice are market size and form, in 

addition to production and distribution conditions.

As stated earlier different operation modes require different levels of capital investments and 

commitment. From this it follows that different operation modes also require different market 

sizes in order to be profitable. Luostarinen states that as subsidiary operations involve a large 

amount of fixed costs in a target country a minimum sales volume and market size are required to 

cover these costs.38 Small markets can even prevent the use of direct investment operations, 

especially direct manufacturing investment operations.39

Most often used measures for determining the market size are gross national product, population 

and per-capita income. However, when using these measures certain restrictions and limitations 

apply. For instance, a large population in a developing country may not guarantee sufficient 

market potential. Similarly, gross national product fails to show that in some countries a large 

number of people have very low incomes. Thus actual purchasing power in a host country can be 

seen as a function of population, income and income distribution.40

36 Karppinen-Takada 1994, 50, 56
37 Luostarinen & Welch 1990, 251
38 Luostarinen 1982a, 26
39 Luostarinen 1982a, 26
40 Luostarinen 1982a, 26
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Market form refers to the type of competition prevailing in a target country. In a monopoly 

situation and in oligopolistic markets it is usually more favorable for a company to establish a 

subsidiary in a target country.41 However, as a result of increased integration, liberalization of 

world trade, and the success of the World Trade Organization in reducing tariffs, it may nowadays 

be more feasible for a company to concentrate its production in one location and serve other 

markets within the free trade area by exporting.

Production and distribution conditions in a target country determine to a great extent the form of 

foreign operation to be used. Production related factors include the availability, quality, and price 

of factors of production. Good quality and reasonably priced factors of production clearly favor 

direct manufacturing investment operations.42

The way distribution channels are organized in a target country also determines the way a 

company can use international operation modes. In some countries it may be difficult to get a 

good distributor because of keen competition or because a group of local firms have control over 

the distribution outlets. These kind of situations also favor the establishment of foreign 

subsidiaries.43

Operation Climate

Operation climate refers to the overall operational conditions in a target country. These conditions 

include economic and political conditions in addition to official policies towards different 

operation modes. In this section operation climate influencing the selection of the operation mode 

will be discussed in general. A more detailed description of the operation climate in North 

America is provided in Section 2.4.

It is clear that stable economic and political conditions favor direct investment operations in which 

the risk and resource commitment are high44. It has been argued that a firm can learn to adjust its

41 Luostarinen 1982a, 30
42 Luostarinen 1982a, 34
43 Luostarinen 1982a, 34-35
44 Benito & Welch 1993, 3
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operations to economic instability such as inflation and devaluations, but instable political 

conditions are considerably more difficult to manage.45

Official policy exercised by the government and policy makers can, to a great extent, determine or 

even eliminate the types of operation modes a foreign firm can use in that country46. High import 

duties and restrictions are examples of policies favoring direct investment manufacturing 

operations rather than exporting. Other policies concerning the operations of a foreign firm in a 

target country include the right to establish a firm, legislation concerning the administration of a 

firm, industrial rights, expropriation of foreign property, and taxation of foreign firms.47

2.1.2.3 Business Distance between Home and Target Market

Business distance refers to the combination of geographical, cultural and economic distance 

between home and target market48 49. The impact of the different dimensions of distance on the 

selection of an operation mode will be discussed in the following paragraphs.

Geographical distance includes factors such as transportation costs and time. It is clear that 

transportation costs, i.e. freight and insurance costs, are higher to a more remote market than to a 

closer one. Thus it can be argued that a greater geographical distance favors direct investment 

manufacturing operations in a target country. On the other hand, other factors such as costs of 

factors of production and operation climate have to be taken into account when determining the 

feasibility of engaging in foreign direct investment operations in order to cut transportation
49costs.

As to the transportation time it is evident that the greater the distance between home and target 

market, the longer it takes to deliver the finished goods to the market. Within industries with 

products of deteriorating nature, such as bakery and confectionery industries, long geographical 

distance often favors the establishment of own production facilities in target country. In addition,

45 Luostarinen 1982a, 35
46 Luostarinen 1982a, 36
47 Luostarinen 1982a, 40-41
48 Luostarinen 1978b, 6
49 Luostarinen 1982a, 52-53
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greater geographical distance can also cause transportation delays and communication problems, 

which can lead a firm to prefer local manufacturing in order to better serve the customers.50

Cultural distance refers to the similarities of home and target market culture including factors such 

as language, customs, level of education and industrialization, social structures, ethics and 

political climate. On the one hand, the greater the cultural distance the more barriers and 

difficulties are imposed on direct investment operations. On the other hand, adequate market 

knowledge on difficult markets may not be obtained without the use of a local subsidiary.51

Economic distance is based on the differences in the economic environment between the home 

and target market. Differences may emerge, for example, in the level of demand, inflation and 

interest rates. Economic distance may be measured, for example, by the size of GNP, growth of 

GNP and size of population in the home and target market.52 The impact of the economic distance 

on the operation mode selection is not as straightforward as it is in choosing the target market 

because the effect of interest rates and inflation can be controlled by financial arrangements, for 

example, by financing the foreign operation with capital from low interest rate countries. In 

addition, the level of labor costs in a target country can influence the decision of operation mode 

in favor of establishing a production unit.

In analyzing the various components of business distance one has to bear in mind that the 

distances change in accordance with changes in the environment. Changes in the geographical 

distance are more stable although changes, for example, in the effectiveness of communication 

and transportation systems do take place. However, changes in the cultural and economic distance 

seem to be more profound and harder to predict and follow.

2.1.2.4 Changes in the International Environment

Rapidly changing international environment, in addition to domestic and international competition 

pose further challenges for companies’ internationalization strategies. A general move towards a

50 Luostarinen 1982a, 54-56
51 Luostarinen 1982a, 56
52 Luostarinen 1979, 136-137
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more homogenous world, quicker access to information about foreign markets and the increasing 

emergence of global firms that manage their activities as if the world was one large homogenous 

entity have greatly influenced the operation mode choice during recent years. In this section some 

major changes in the international environment in the 1980’s and 1990’s are presented so as to 

better understand the international context in which the operation mode choice is made.

The most profound feature affecting companies’ mode of international operations is the 

integration of markets. The formation of EU, NAFTA, ASEAN and other economic blocks forces 

companies to adapt their operations modes in accordance to the new geographical and economic 

factors. Before these areas were viewed on a country basis, but as a result of free trade areas e.g. 

markets in different EU-countries can be treated the as a whole, although cultural adaptation, 

such as product adaptation, is still required.

In addition, the speed of change has fastened. Due to the rapid development of technology and 

emergence of new competitors from newly industrialized and countries in transition, Finnish 

companies increasingly need to adopt more flexible operation modes than before. Hentola 

suggests that by utilizing subsidiary operations firms attempt to increase or maintain their profits 

in the increasingly competitive international environment. Furthermore, as the importance of 

market presence, delivery time and services, and rapid market entry has increased companies are 

forced to establish foreign units abroad and also expand to a broader range of unit types than used 

previously.53

The above described characteristics of the international environment have caused problems 

especially for small and medium-sized companies with limited resources. As a consequence, 

Finnish companies have increased the use of joint ventures and strategic alliances as better to gain 

involvement in foreign markets.54

53 Hentola 1994, 44-45
54 Hentola 1994, 46
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2.1.3 Choosing the Optimal Package of Operation Modes

It has been widely recognized among researchers that companies do not rely only on one form of 

operation mode, but use various operations modes simultaneously. As Luostarinen and Welch 

argue:” It is difficult, if not impossible, to go far in the internationalization process simply by 

using one preferred operational method.” They further suggest that future international success of 

companies will partly depend on their ability to master and successfully apply a range of foreign 

operation modes.55 As mentioned earlier, the purpose of this study is not to explore other 

operation modes used by companies together with foreign subsidiaries. Dynamic analyses on the 

change of the use of the operation mode is also outside the scope of this study. Nevertheless, 

because of its significance to the overall understanding of the use of subsidiary operations, the 

process of choosing the appropriate package of operation modes will shortly be examined in this 

section.

In penetrating foreign markets it is important for a company to put together the most appropriate 

package of methods, i.e. operation modes, in order to receive the optimum results. The firm’s 

foreign market servicing pattern seems to be the outcome of a number of package alterations 

during preceding periods. Benito and Welch point out that companies may use a single operation 

mode in some markets while a combination or a package of modes may be employed in other 

markets.56 Management contracts are typically used in connection with other modes of 

operation57.

Company specific factors together with target market and environmental factors influence the 

decision on an appropriate package within the given circumstances. Packaging considerations in 

operation mode choices are important both in the short and long rung affecting both the form and 

effectiveness of a company’s internationalization58.

55 Luostarinen & Welch 1990, 40
56 Benito & Welch 1993, 10-11
57 Brooke 1985 in Benito & Welch 1993, 10
58 Benito & Welch 1993, 12
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In this section the different foreign operation modes were discussed with emphasis on subsidiary 

operations and the reasons underlying the decision to use a certain operation mode were analyzed. 

In the following sections characteristics of the subsidiary operations as a foreign operation mode 

will be discussed from multiple perspectives.

2.2 CHARACTERISTICS OF SUBSIDIARY OPERATIONS

As was pointed out in previous sections companies have started to use a greater variety of 

internationalization strategies in order to better adjust to the changing and competitive 

environment. Internationalization processes have become highly complex, variable and 

heterogeneous59. As a result also foreign subsidiaries are used in a different and more diversified 

way than before. Luostarinen60 suggests that for instance subsidiary types, ownership strategies 

and motives have broadened to the extent that it is justified to argue that a foreign subsidiary 

should no longer be looked at alone, but rather as a synthesis of various dimensions, that is, 

foreign subsidiary operations in a plural form.

Based on the above line of reasoning it is clear that in trying to understand the subsidiary 

phenomenon in depth the characteristics of subsidiary operations should be examined from a 

variety of perspectives. The most diversified classification of the approaches for studying foreign 

subsidiary operations has been introduced by Hentola and Luostarinen.61 They first identified all 

the different foreign subsidiary types used by Finnish companies and then combined them into 16 

groups according to different approaches to study them (Appendix 2). The 16 different 

approaches should, nevertheless, not be considered mutually exclusive but complementary ones 

highlighting the multidimensional nature of foreign subsidiary operations.62

The approaches have been divided into three groups based on the research object in question. 

According to Hentola and Luostarinen63 foreign subsidiary operations can be studied by 

examining, firstly the characteristics of the investor, i.e. the mother firm, secondly, the

59Melin 1992, 115
60Hentola & Luostarinen 1995, 2
61 Hentola & Luostarinen 1995, 20-21
“Hentola & Luostarinen 1995, I
“Hentola & Luosrarinen 1995, 20-21
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characteristics of the unit, and thirdly the relationship between the parent and the foreign unit on 

the basis of the network approach. The division between the characteristics of the unit and the 

parent is, however, not unambiguous because some of the approaches grouped under the 

characteristics of the unit (e.g. motive approach) could also be placed under the characteristics of 

the investor and vice versa.

The focus of this study is on the characteristics of the foreign subsidiary and the most relevant 

research approaches were chosen to be discussed under the following sections. However, one has 

to bear in mind that all characteristics of a foreign unit are actually based on the decision and 

measures taken by the parent company, and thus the analysis also includes notions to the behavior 

of the investor. This section as a whole aims at broadening the understanding of foreign subsidiary 

operations and at giving background and support for the empirical analysis of this study.

2.2.1 Functional Classification of Subsidiaries

Functional analysis of a foreign subsidiary is often restricted to the primary and, undoubtedly, the 

most sequentially used unit types, such as production, sales, sales promotion and holding unit. 

However, as many as 23 functionally different unit types have been identified within the foreign 

subsidiary project of the FIBO Research Program when the functions of the foreign units used by 

Finnish companies in 1990 and 1992 were analyzed64. Hentola65 has combined the different unit 

types into six groups according to the function to which a unit is related within the corporation. 

Hentola’s classification applies to both manufacturing, i.e. industrial companies, and to non

manufacturing, i.e. service companies, although certain unit types, e g. installation and R&D unit 

types are used only by industrial parent companies. In the following sections the various functions 

that a foreign subsidiary can perform will be discussed and the reasons and activities of a 

particular functional unit type are presented.

It is important to point out that the activities performed by a foreign unit need not to be limited 

exclusively to one function66. For example, a unit may be categorized as a production unit

64Hentola & Luostarinen 1995, 11
65Hentola & Luostarinen 1995, 12
66Hentola & Luostarinen 1995, 12-13
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although its operations often include other functions as installation, sales, sales promotion and 

warehousing.67 In studying the use of unit type combinations of sales subsidiaries used by Finnish 

firms Hentola68 found that 6% of the overall units were combinations of a sales function and 

another supporting functions.

In accordance with the functional approach foreign subsidiaries may be divided into unifunctional 

and multifunctional subsidiaries. A unifunctional subsidiary refers to a unit which activities belong 

to only one of the above mentioned corporate functions. As an illustration, a unit which is 

engaged in the activities of both sales and installation function can be characterized as a 

unifunctional subsidiary because both activities are related to the sales and marketing function of 

the firm. A multifunctional subsidiary represents a unit which performs activities across the 

various corporate functions e.g. sales and holding functions.69

2.2.1.1 Units Related to the Production Function

Units related to the production function of a firm include production, i.e. manufacturing unit, and 

assembly unit. A production unit represents the most active and sophisticated form of foreign 

subsidiary operations, and it often follows other, less resource demanding, subsidiary types, e.g. 

sales or sales promotion units. On the other hand, an early, large-scale entry in the form of 

production unit may, in some case, be the only feasible way to build an appropriate position in a 

foreign market.70 The factors contributing to the establishment of a production unit include, e.g. 

import tariffs and quotas, incentives of target country authorities, existence of free trade areas, 

competitive situation in domestic and target country markets, elimination of costs caused by large 

geographical distance, advantages offered by the proximity to customers, and global business 

opportunities71.

67In FIBO Database the production unit includes the following potential activities: production, installation, sales, 
sales promotion and warehousing. If a unit is marked as a production unit none of the mentioned functions are not 
marked separately.
68Hentola 1995, 79-80
69Hentola & Luostarinen 1995, 13
’“Luostarinen 1968, 125-126
”Luostarinen & Welch 1988, 173-177
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Reductions in tariffs and transportation costs can also be achieved by establishing an assembly 

unit in a target country. Resource commitment of an assembly unit is not as demanding as in the 

case of a manufacturing unit, and it offers good basis for the possible extension to a 

manufacturing unit later on.72

2.2.1.2 Units Related to the Sales and Marketing Function

Units related to the sales and marketing function encompass the following unit types: sales unit, 

sales promotion unit, maintenance unit, installation unit, planning and consultation unit and 

trading unit. The characteristics of these unit types will be discussed in the following paragraphs.

A sales unit acts as a middleman in the distribution chain from the production at the parent's 

premises to clients in a target country. Activities of a sales unit are similar to those of an importer 

or a local agent, but there are several reasons for a company to replace an agent by establishing a 

sales unit in a target country.73 The underlying reason for a company to engage in a sales unit 

operation is the dissatisfaction of the distribution system through a local agent. By establishing an 

own sales outlet companies hope to increase sales volume, decrease the cost of sales, retain their 

market share, and improve market control and customer service.74 Moreover, in the case of 

prevailing fierce competition in target country, a company may be forced to establish a sales 

subsidiary in order to stay competitive. This has been the situation for many Finnish companies 

operating in the large markets of the USA.75

A sales promotion unit performs activities aimed at promoting and backing the sales of the parent 

company's products. Therefore, its activities include, for example, personal sales efforts, 

advertising, publishing, activities related to fairs and exhibitions and public relations76. The 

activities do not, however, include direct sales activities such as concluding deals or invoicing.77 

The feasibility to establish a sales promotion unit rather than a sales unit can best be argued in a

72Luostarinen & Welch 1988, 172-173
73Kaskimies 1972, 11, 14 in Hentola 1994, 56
74Sipilä 1970, 111-112
75Puotila 1986, 72
76Luostarinen 1968, 213
77Luostarinen & Welch 1990, 166; Hentola 1994, 57
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Situation where the distribution network for a particular product is firmly in the hands of local 

wholesalers and retailers and it would not be profitable to establish a competing sales unit, or 

when local firms effectively manufacture and sell products through licensing or franchising. In the 

above mentioned cases it may be better to establish a sales promotion unit to back up the efforts 

of local companies.78

The activities of a maintenance unit relate to the after-sales service function of a company. The 

establishment of a maintenance unit is especially feasible for a company selling products that need 

a rapid and secure maintenance service. If maintenance service is successfully arranged in a target 

country, also clients possessing a competing product can be served.79

An installation unit might be appropriate if the products of a company are complex to install and 

specific knowledge is required in their use80.

A planning and consultation unit may be utilized to improve a company’s internal processes or to 

develop personnel’s skills and knowledge81.

A trading unit engages in activities related both to purchasing and selling functions of a firm. A 

trading unit can, for instance, be established close to a source of raw material in order to better 

guarantee a constant supply of input. However, a trading unit can also engage in operations on 

the financial markets, e g. options, futures and swaps, but as the purchasing and selling functions 

are the main functions of a trading unit it is included under the units related to the sales and 

marketing function. In comparison to a sales unit, a trading unit only deals with the core product 

without offering any additional services in order to increase the value for a customer. By using a 

trading unit a company has the possibility of global sourcing in addition to profits from selling 

excess goods.82

78Luostarinen & Welch 1990, 167
79Luostarinen 1968, 70
80Virtanen 1989, 24
81 Hussi & Puolakka 1995, 56
82 Hentola 1994, 58
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Units related to the accounting, financial and fiscal function are finance, insurance, reinsurance, 

holding, real estate, invoicing, name protection and investment unit. All of these unit types 

represent relative new modes of foreign market involvement.

A finance unit operates as internal bank being responsible for the group's financial management 

abroad83. A insurance and reinsurance unit takes care of the corporations insurances in target 

countries.

The primary activities of a holding unit include: the owning/holding the shares of foreign 

subsidiaries, the transfer of profits, royalties, management fees, marketing fees and technology 

fees and the optimization or minimization of taxes. The holding unit can, on the other hand, 

perform activities related to purchasing, sales, sales promotion, management and controlling. 

Depending on the two characters of a holding unit, the unit may be either in an active or a passive 

state.84 The number of holding units abroad has increased heavily because of the increasing 

number of firms entering into international business operations but also because of the increasing 

number of countries offering tax haven locations and other government incentives for foreign 

firms.85

A name protection unit is primarily used to register the company name under which the unit is 

going to operate in the target country before active operations are launched86. A name protection 

unit can then later be either disinvested or changed into a more active unit type.

2.2.1.3 Units Related to the Accounting, Financial and Fiscal Function

83Saralehto 1989, 120
84Hentola & Luostarinen 1995, 7
85Luostarinen & Welch 1990, 172
86Hentola & Luostarinen 1995, 7
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A research and development unit represents the only unit type related to the research and 

development function. The primary benefits in establishing a R&D unit abroad are shortly 

presented in the following.

Firstly, if a firm operates in a field where the follow-up of technological developments is crucial 

for the survival and growth of the firm, it may be beneficial to establish a R&D unit close to the 

main sources of the particular technology87 The research abroad may further result in closer 

contacts with specific technical and scientific communities and give better insight to the R&D 

activities of other companies88. Secondly, firms operating with small domestic markets may be 

forced to transfer their R&D function abroad because of the difficulty in getting foreign technical 

experts to move into the home country. Thirdly, if the competing products are not marketed in the 

home country of the firm it may beneficial to analyze them through the R&D unit established in 

the target country where these products are better available.89 Finally, it may also be necessary to 

decentralize the R&D function to foreign units in order to better adapt products to local 

conditions and consumer tastes90.

2.2.1.4 Units Related to the Research and Development Function

2.2.1.5 Units Related to the Administrative Function

Units related to the administrative function include a headquarters unit and an administrative 

unit. Both unit types back-up the administrative and managerial tasks of the parent company and 

the functions of these units include controlling, decision-making and coordination.

87Luostarinen & Welch 1990, 170
88Zejan 1988, 87, 93
89Luostarinen 1968, 70; Luostarinen & Welch 1990, 170
90Zejan 1988, 93
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A purchasing unit, transportation unit, warehousing unit and materials management unit are types 

of units related to the purchasing and logistical function of a firm. A purchasing unit can offer 

greatest benefit to firms for which the availability and cost of raw materials, parts and components 

is crucial. Through the establishment of a purchasing unit a firm is better able to follow the price 

development of inputs and to minimize raw material costs. In addition, in the case of shortage of 

raw materials or components, a purchasing unit can safeguard the ability of the inputs with help of 

its local image.91 As stated earlier in this study a purchasing unit represents an inward form of 

foreign operations.

A company can further concentrate its transportation and forwarding activities in to a 

transportation unit which then takes care of a part or the whole transportation function.

A separate warehousing unit may be needed e.g. to deal with the irregularity and slowness of 

supplies due to long geographical distance, breaks in industry lines and unwillingness of the agent 

to hold sufficient stocks.92

A materials management unit is somewhat similar to the transportation and warehousing unit but 

it encompasses in activities of broader range. Potential operations by a materials management unit 

include terminal and warehousing activities.

Next factors that influence the establishement of a foreign subsidiary will be discussed in the 

following section.

2.2.1.6 Units Related to the Purchasing and Logistical Function

2.2.2 Factors Influencing the Establishment of a Foreign Subsidiary

The decision to establish, expand, or change an international network of subsidiaries is complex 

by nature and influenced by various factors. Consequently, the decision making process is usually

9lLuostarinen & Welch 1990, 169
92Luostarinen & Welch 1990, 170
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long and costly shaped also by the level of internationalization and the experience of the firm93. In 

the following, motives, i.e. reasons, for establishing a foreign subsidiary are discussed after which 

the type of a unit classified according to the motive dimension is introduced.

A major reason for a firm to invest abroad is the desire for growth and finding of new markets.94 

Some firms engage in subsidiary operations in order to be closer to clients and to better react to 

the changing conditions in a target country. Often, fierce competition in the target country 

requires more intensive marketing efforts and commitment than exporting can offer95. In addition, 

a firm may expand its operations abroad because it wants to serve an important client or even to 

follow a competitor.96 A firm whose operations are market oriented may be referred to as a 

market seeker. Consequently, a subsidiary which is established because of the above mentioned or 

similar market oriented factors can be called a market-seeking subsidiary. A sales and a sales 

promotion units may be examples of a market seeking subsidiary97.

Foreign direct investment furthermore permits firms to circumvent barriers to trade and operate in 

a target country as domestic firms, unaffected by duties, tariffs, or other import restrictions98. A 

tariff-avoidance subsidiary represents a subsidiary established by an efficiency seeker parent to 

avoid the barriers to trade. In addition to government-erected barriers, it is important to note that 

barriers may also be imposed by target country customers through their insistence on domestic 

goods and services99 In this case a firm may also decide to establish a foreign production or 

assembly unit in order to satisfy the customers.

Cost factors naturally play a significant role in a firm's decision making concerning international 

operations. Firstly, transportation costs and tariffs associated with exporting finished goods to 

areas with long geographic distances can become too high and a firm may choose to establish a 

foreign unit in order to reduce these world-wide operating costs100. Secondly, an important 

motive for manufacturing firms to establish plants overseas is to gain cost advantages in terms of

93Ferdovvs 1988, 3
94Sipilä 1970, 111; Ronkainen & Czinkota 1990, 301; Virtanen 1989, 24
95Sipilä 1970, 112
96Ronkainen & Czinkota 1990, 303-304; Ferdows 1988, 6-7
97Hentola & Luostarinen 1995, 17
98Ronkainen & Czinkota 1990, 304; Saralehto 1989, 120
"Ronkainen & Czinkota 1990, 304-305
looHibbert 1989, 142; Ronkainen & Czinkota 1990, 303, 305
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labor and other production costs101. In addition, government incentives in the form of tax 

concessions and grants will often be available to reduce the costs of capital outlay102. When a 

subsidiary is established to gain cost advantages and to seek efficiency it can be called a low cosí 

seeking subsidiary. Examples of low cost seeking subsidiaries can be found in the Mexican Free 

Zones, i.e. macquiladoras, where processing and assembling of temporarily imported duty free 

raw materials take place in the macquiladora plants. Companies take advantage of the incentives 

and the low Mexican wages and then export the goods to the North American market where duty 

is only paid on the part of the value added to the product. However, as a result of NAFTA 

products and raw materials of third countries cannot enter the area without duties and the 

traditional macquiladora industries will cease to exist. The existing macquiladora production 

facilities can nevertheless be used due to the cheap Mexican labor and its strategic location to the 

nearby markets.103

Some firms engage in foreign direct investment activities in order to secure their sources of supply 

for raw materials and other intermediary goods104. According to the motive approach production, 

purchasing or trading subsidiaries established by resource seeker firms are called raw material 

seeking subsidiaries. First Finnish companies establishing foreign subsidiaries were mainly big 

firms operating in metal and forest industry and they could be characterized as resource seekers 

but nowadays the main reasons for foreign direct investments seem to be among the other 

factors105. As Ronkainen and Czinkota argue the motive to seek raw material in a target country 

can also be seen as a motive to seek cost advantage because the raw material supply abroad may 

often be obtained at a lower cost as well.106 On the other hand, raw material is only one of the 

factors of production and nowadays it is often crucial for a company to e g. secure its sources of 

supply for technology, and a foreign unit is consequently established close to universities and 

research centers. Ferdows suggests that a primary reason for establishing manufacturing facilities 

in Silicon Valley in the USA is to tap the technological resources concentrated in the area.107 On

101 Ronkainen & Czinkota 1990, 303, 305; Ferdows 1988, 6
,02Hibbert 1989, 142
103Ferdows 1988, 9; Sampovaara 1994, 24
104Virtanen 1989, 24
105Sipilä 1970, 109; Saralehto 1989, 119
l06Hentola & Luostarinen 1995, 17; Ronkainen & Czinkota 1990, 305
,07Ferdows 1988, 7
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the basis of the above discussion one could argue that raw material seeking subsidiary could also 

be called resource seeking subsidiary.

2.2.3 Establishment Modes of a Subsidiary

A foreign subsidiary may be established through greenfield investment, acquisition, merger or 

fissure. In literature, joint ventures are, because of their unique characteristics, often classified as 

an establishment mode of a foreign unit. However, due to the nature of the empirical data joint 

ventures are in this study regarded as a mode of ownership (see Section 2.2.5).

Greenfield investments are investments in a new venture to be build up from scratch whereas 

acquisition refers to the takeover of an already existing company by purchasing of all or a 

majority of the shares of the firm.108 In literature, acquisitions and greenfield investments i.e. new 

ventures are the most often referred modes of establishing a foreign subsidiary but as Hentola and 

Luostarinen109 point out, a new foreign unit may also emerge when two or more formerly 

independent subsidiaries are united i.e. merged to form one new legal entity. To be accurate, the 

form of merger when a new organization comes into being and acquires the net assets of all the 

combining units is called consolidation110. Mergers are often carried out as a result from the 

reorganization and rationalization of the operations between various acquired and/or existing 

units. A merger can thus be seen as a part of the acquisition process. It is, however, important to 

note that mergers can and are carried out as strategic responses within the existing subsidiary 

family. In contrast to merger, a legal corporate entity may in some cases be divided into one or 

more new legally independent units; this form of establishment is to be called fissure or split-up.

In the 1980’s foreign units have been increasingly often established through acquisitions.111 A 

study conducted by Halonen112 reveals that among Finnish companies greenfield investment was 

the most preferred establishment mode until the beginning of the 1980’s. The number of 

acquisitions has, however, grown dramatically in the 1980’s and was the dominant establishment

l08Hentola & Luostarinen 1995, 9-10; Hibbert 1989, 156-157
l09Hentola & Luostarinen 1995, 9-10
110The Investors Dictionary 1986, 282
1 "Gray & McDermott in Luostarinen & Welch 1990, 164; Zejan 1988, 51
"2Halonen 1993, 72
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mode during the period between 1983 and 1990 when the economy was booming. After 1990 and 

during the recession of Finnish economy the number of new investments has turned downwards 

and greenfield investments dominate again.

Although the selection of the establishment mode for a foreign unit may be very industry or even 

company specific there are some general reasons underlying the choice between establishing a 

foreign unit by building a new plant or by acquiring an existing facility. Arguments concerning the 

positive and negative sides of these establishment modes are discussed in the following.

1. Establishing a new venture takes time but the incorporation of a purchased unit can be carried 

out comparatively quicker.113 Haspeslag and Jemison argue that acquisitions can help a firm 

renew its market positions at a speed not achievable through internal development114. However, 

the probability to find suitable and available firms for acquisitions can vary greatly in different 

countries depending e g. on the size and the level of development of the host country's industry, 

conditions in the stock market and regulations and attitudes of local government115. A firm can, 

therefore, decide to build a new unit because searching a suitable firm is time consuming and 

difficult.

2. The rate of return with acquisition is quicker and less uncertain than with new ventures because 

the acquired firm is already established in the market providing a definite market share, established 

manufacturing skills, knowledge of local conditions and a distribution network116. Thus 

acquisitions can bring into a company capabilities the organization finds hard to develop with its 

existing resources117.

3. The risks in acquisitions are associated with the difficulties in integrating two previously 

separate organizations and turning around unprofitable acquisitions118. In addition, acquiring a 

local firm requires knowledge of local conditions and negotiating experience and it has been

"’Luostarinen & Welch 1990, 164
114 Haspeslag & Jemison 1991, 3
"5Zejan 1989, 3; Luostarinen & Welch 1990, 164; Hibbert 1989, 156
"luostarinen & Welch 1990, 165; Zejan 1989, 2
117 Haspeslag & Jemison 1991, 3
'^Luostarinen & Welch 1990, 165
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suggested that firms on their starting stage of internationalization have a lower propensity to use 

acquisitions than more experienced firms119.

Zejan120 studied the behavior of Swedish MNCs and their choice between acquisition and new 

venture. The results of his study indicate that the probability of choosing an acquisition as an entry 

mode was significantly influenced by the degree of industrial diversification of the parent 

company. The more diversified in products a firm is, the higher the probability of choosing 

takeover. Zejan also found that the more recent the entry into a foreign market, the greater the 

probability for choosing acquisition.

In the United States acquisition activity has traditionally been more intense than, for example, in 

Europe and the transactions have substantially increased during recent decades. In 1989 

acquisitions by European firms accounted for 12 % of the total number of acquisitions.121 The 

highly competitive and rapidly changing markets in the USA seem to influence companies in favor 

of acquisitions in order to rapidly maintain or increase their competitiveness. In the light of this 

reasoning it is hypothesized that a majority of the subsidiaries in North America have been 

established through acquisition.

2.2.4 Legal Modes of a Subsidiary

A foreign subsidiary can legally be a company, branch or representative office. Furthermore, 

national sub-subsidiaries established by a foreign unit within the same country are called operative 

sites. Operative sites can represent any of the three legal forms, but in practice most of the 

operative sites of Finnish companies have proved to be branches.122

A company formed foreign subsidiary operates under the laws of the host country where it also 

has to be established and registered. The legal forms taken by a company formed subsidiary can 

vary according to the legislation of the host country. Examples of different forms include

ll9Zejan 1988, 39
'”Zejan 1988, 51
121 Haspeslag & Jemison 1991, 4
122Hentola & Luostarinen 1995, 7,8
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partnership, limited partnership, corporation, limited partnership with shares and limited liability 

company123.

A branch can be seen as a fixed part of the parent company and is therefore affected by the 

legislation of the home country of the parent.124 However, even though home country based, a 

branch also has to be registered in the host country. For instance, in the USA a branch has to get 

a qualification to do business in every state in which a parent company aims at operating.125 In 

addition to tax benefits, an advantage of a branch compared to a company formed subsidiary is 

that, if not profitable, it can easily be divested. Furthermore, a branch as a legal mode is often 

used by companies in a country or within an industry in the case when a company formed 

subsidiary is not allowed by the host country government. On the other hand, a parent company is 

always responsible for the activities of a branch in front of the court of the host country. Other 

disadvantages include the difficulty of getting credit, in addition to extra taxes imposed on a 

branch.126

A representative office is a body operating as a representative of a Finnish firm in a host country. 

The main functions of a representative unit include collection of data and creating contacts for the 

mother company.127 A representative office is usually opened in a country with potential new 

markets but difficult political conditions and long distance from home markets. A representative 

office can then later, if a company decides to further penetrate the market, be changed into a 

company formed sales promotion unit. In some countries the legislation does not allow the 

establishment of a company formed sales promotion or sales unit but offers an opportunity to use 

representative offices for promotional purposes128. Representative offices are often used by banks 

to transfer market information and protect the parent bank's interests in a distant country. The 

profit generated by representative offices is, however, difficult to estimate because the nature of it 

is rather indirect.129

'^Luostarinen & Welch 1990, 157
l24Luostarinen & Welch 1990, 157; Sipilä 1970, 106; Sivonen 1983, 103
l25Puotila 1986, 25
l26Luostarinen 1968, 148-149
l27Taloussanasto 1993, 35
'""Luostarinen & Welch 1990, 167
'29see e.g. Sivonen 1983, 95
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Based on the above line of reasoning it can be hypothesized that at the moment only very few 

Finnish companies have representative offices in North America. Because North America is 

nowadays relatively close to Finnish markets in terms of cultural and economic distance it can be 

hypothesized that the representative offices opened in the area at earlier times have been either 

closed or changed into other legal forms of foreign units. In addition, it is hypothesized that since 

there are no restrictions on legal forms, the number of company form units and operative sites in 

North America is great, whereas the number of branches is only marginal.

2.2.5 Ownership and Control of a Subsidiary

When choosing the form of ownership and the amount of control over the foreign unit a company 

has a variety of possibilities, ranging from 100 percent to minority ownership. Most industrial 

statistics, including the statistics of the bank of Finland, OECD and the International Investment 

Survey Act, refer to foreign direct investments when the ownership percentage by a mother firm 

is at least 10 percent, if less, the investment is included in portfolio investments i.e. investments in 

foreign securities for the sake of dividends or interest without control for managerial purposes130.

According to Czinkota and Ronkainen1'1 the different levels of ownership result in varying 

degrees of flexibility within the corporation, a changing ability to control business plans and 

strategy, and differences in the level of risk assumed. The ownership decision is usually either a 

strategic response to corporate capabilities and needs or a necessary response to government 

regulations.

When viewed from the ownership and control approach, foreign subsidiaries may be divided into 

solo or sole venture, joint venture and mixed venture. A solo venture subsidiary is wholly, i.e. 100 

% owned by the parent company. In practice, however, a subsidiary is regarded as wholly owned 

when the mother firm owns at least 96 % of the foreign unit.132 A full ownership may often be a 

desirable, but not a necessary, prerequisite for the success of foreign subsidiary operations,

see e.g. Luostarinen & Welch 1990, 156-158; Puotila 1986, 3
131 Czinkota & Ronkainen 1993, 523
’^Luostarinen 1968, 154
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whereas at other times it may be necessary to achieve, particularly when strong linkages exist 

within the corporation133.

According to the definition of Friedman and Kalmanoff134 a joint venture is a collaboration of two 

or more organizations for more than a transitory period excluding pure trading operations. This 

collaboration can be either contractual or equity sharing by nature. A joint contractual venture can 

be understood as a strategic alliance or partnership between companies with no share of the 

assets, whereas a joint equity venture always involves sharing of equity, risks and management. 

Luostarinen and Welch135 define a joint venture as a unit which is partially owned by the mother 

and by one or more local/domestic/third country private partner companies or partners. A foreign 

unit is called a mixed venture if one or more of the owners is/are government owned firm(s) or 

agency(ies).

Over time, total ownership has, both internationally and among Finnish firms, been the most 

preferred mode of ownership and control. For instance, the results from a study conducted by 

Halonen136 show that 77 % of the foreign subsidiaries of Finnish manufacturing firms in 1994 are 

wholly owned whereas equal ownership seems to be the most avoided mode of ownership 

because of the slow and difficult decision making associated with equally owned companies. With 

full ownership a firm also has a full right to control the unit established, which seems to have been 

important especially to large corporations. However, already in the 1960’s a clear shift to the 

increase of the use of joint ventures was noticed. Usually, if shares have equal voting power, a 51 

% ownership is regarded as enough for effective control. In addition, particularly in developing 

countries and countries in transition, also minority ownership can bring sufficient control 

possibilities. Often, because of governmental regulations, minority ownership can be the only 

foreign direct investment allowed in a target country.137 The establishment of new subsidiaries and 

the change of existing subsidiaries to the form of joint venture can be argued with the many 

advantages that a joint venture can offer. The main advantages and problems of an international 

equity joint venture are discussed in the following two sections.

l33Czinkota & Ronkainen 1993, 523
l34Czinkota & Ronkainen 1993, 525; Luostarinen 1968, 154
'^Luostarinen & Welch 1990, 157
136Halonen 1994, 77
l37Luostarinen 1968, 155-164; Puotila 1986, 58
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2.2.5.1 Advantages of an Equity Owned Joint Venture

An equity owned joint ventures is valuable when the combined resources of the partners results in 

a better outcome for each partner than if each attempted to carry out its activities individually138. 

Similarly, as Milgrim139 states: “The fundamental purpose of a joint venture is to combine the 

abilities and assets of the parties to their greater profit than if they had worked separately.” It may 

be difficult for a firm based in a small country like Finland, to enter a larger foreign market, e.g. 

the USA, on its own. By engaging in joint venture even a small firm can effectively tap a large 

market140. Thus, one of the most important advantages of joint ventures is the sharing of 

resources.

In addition, also the risks are shared. Economic and political conditions in many countries are 

increasingly volatile and by risk diversification through a joint venture in different countries a 

company can improve its overall risk exposure141.

Furthermore, through a local partner, e g. local market knowledge, experience and access to a 

distribution network, may be acquired142 which gives greater insight into changing market 

conditions and needs. Likewise, a local partner may contribute to better national image and 

relationship with local organizations, government, authorities or labor unions and even to local 

customers143.

Lastly, in some countries a joint or mixed venture may be the only alternative allowed by local 

legislation. This applies especially to some developing countries and countries in transition.144

138Czinkota & Ronkainen 1993, 527
l39see Puotila 1986, 25
M0Zejan 1988, 68-69
l4'Czinkota & Ronkainen 1993, 527; Luostarinen & Welch 1990, 159; Zejan 1988, 68
,42Luostarinen & Welch 1990, 160; Zejan 1988, 68
l43Czinkota & Ronkainen 1993, 527; Luostarinen & Welch 1990, 159-160
l44Luostarinen & Welch 1990, 160
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2.2.S.2 Problems of an Equity Owned Joint Venture

The problems encountered already before the formation of a joint venture include the difficulty in 

finding the right partner and negotiating the joint venture agreement. Thus, great care should be 

put on these activities ensuring as good partnership as possible.145

The major problem areas in operating joint ventures basically involve the coordination of and 

conflicts between joint venture partners. The expectations and objectives of the partners may not 

be in accordance with each other which leads to disagreement on e.g. profit sharing, 

communication principles, personnel policy, purchasing and marketing strategy, and political 

involvement. Research has shown that seven out of ten joint ventures fall short of expectations 

and/or are disbanded.146

In a study conducted by Chowdhury147 the effectiveness of international joint ventures and wholly 

owned subsidiaries of American MNCs were evaluated in terms of six criteria: exit rate, active life 

(longevity), stability of ownership status, integration with the parent system, export sales and 

factor usage. The results show that the two modes of ownership significantly differ in terms of a 

number of evaluating criteria. For example, the joint ventures seemed to have performed relatively 

better when measured by either exit rate or longevity, whereas the edge seems to go to the wholly 

owned subsidiaries when stability of ownership status and intra-system sales, i.e. integration with 

the parent, were used as criteria for effectiveness. The major findings of this study were that 

ownership type is associated with characteristics and performance of foreign subsidiaries in a 

fairly measurable and predictable way but that it is not possible to show in absolute terms, which 

form of ownership is more profitable. Zejan148, on his part, suggests that firms with little 

experience of foreign production and with highly diversified product lines would most likely 

choose minority ventures.

l45Czinkota & Ronkainen 1993, 529
l46Czinkota & Ronkainen 1993, 528; Luostarinen & Welch 1990, 160-161
147Chowdhury 1992, 115-131
l48Zejan 1988, 77
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Li and Gu singer have studied the comparative business failures of foreign-controlled firms in the 

USA. They interestingly found that the business failure rate of foreign-controlled firms in the USA 

is significantly lower than the failure rate of domestically owned firms. In addition, new and 

smaller units of foreign companies were found to suffer a higher failure rate than more established 

units. Li and Gusinger consequently suggest that foreign firms with specific ownership advantages 

should consider investing in the USA where they would be able to compete successfully with 

domestic firms.149

Based on the discussions in previous sections concerning the ownership strategies it is 

hypothesized that totally owned subsidiaries are preferred in North America since they can create 

most profits. Joint ventures are suggested to be less common since there are no limitations for a 

wholly owned subsidiary and the need for a local partner is smaller in North America than in 

culturally and geographically distant countries.

2.2.6 Degree of Activity of a Subsidiary

According to a study by the Finnish consulate, as many as 30 % of the Finnish foreign units 

operating in the US in 1982 were so called passive units150. There is, however, little research 

available on the degree of activity of foreign units. Hentola and Luostarinen provide a definition 

and some insight into the characteristics of a passive and an active unit, which are presented in the 

following.

Active units operate continuously which normally can be identified from the existence of turnover 

and personnel. In contrast, a sleeping or resting unit with no turnover or personnel is called a 

passive unit. A name protection unit and a real estate unit (defined in Section 2.2.1) are examples 

of the nature of a passive unit.151 A name protection unit may once have been established to 

protect company or brand name in foreign markets but it actually has no active operations on its 

own. On the other hand, also other unit types can for strategic reasons be changed to a passive

l49Li & Guisinger 1991, 216, 221-222
,50see Puotila 1986, 71
151 Hentola & Luostarinen 1995, 7
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unit. Moreover, in the case of a closure the unit enters into a passive state from which it can, in 

theory, later be opened up again.

2.2.7 Field of Industry of a Subsidiary

Luostarinen has found a clear internationalization order of firms representing different fields of 

industry. Up until the 1960’s, manufacturing companies in the field forest and metal industries 

were the only companies operating internationally. However, in the 1960’s industries such as 

textile, clothing, leather shoe, electrical and plastic entered foreign markets on a greater scale. 

Construction industry started to internationalize its activities early 1970’s in response to the oil 

crisis which led to a rapidly growing demand for construction projects in the oil producing 

countries. During the 1970’s also Finnish service companies such as banks, insurance companies, 

and management consulting companies started to internationalize in order to better serve the 

customers. Finally, in the 1980’s and the early 1990’s retail and wholesale business became 

involved in international operations to tap the new business potential abroad, especially in the 

Eastern and Central European states in transition.152

On a general level parent companies can be divided into manufacturing i.e. industrial and non

manufacturing (service) companies. Consequently, a distinction can be made between units of a 

manufacturing parent and units belonging to a parent in the service sector.153 As pointed out 

above, the share of service industries within the Finnish economy has grown dramatically during 

the 1970’s and 1980’s154. This rapid growth of the number of service companies and their 

internationalization has resulted in a strong research interest towards studying the 

internationalization of service companies. There is a certain set of characteristics and differences 

within the service sector compared to the industrial sector which contribute to the feasibility of 

studying the subsidiary operations of service companies separately. On the other hand, many 

sectors within the service industries are rather heterogeneous resulting in differences in the use of 

foreign operations. Moreover, there exists remarkable differences in the internationalization 

processes among different sectors within the service industry.155 These notions raise the question

'^Luostarinen 1994a, 3-4
l53Hentola & Luostarinen 1995, 15
'^Sivonen 1983, 1-3
155Sivonen 1983, 5
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whether it would be more valuable to study the foreign operations of a firm in terms of the field a 

company is operating in, or whether in manufacturing or service industry.

The fields of industry may alternatively be classified by the development of the industry level to a 

primary, secondary and tertiary industries. Foreign subsidiaries can consequently be primary, 

secondary or tertiary units. Primary industry units represent units involved in agriculture and 

extractive industries, secondary industry units are units in manufacturing industries and tertiary 

industry units refer to the units in service sector.156 157

2.2.8 Size and Resource Access of a Subsidiary

The size of a foreign unit may be analyzed e.g. in terms of its personnel, turnover, assets or 

profitability. On the basis of the number of employees foreign subsidiaries can be separated into 

large (>500), medium (100-499), small (10-99) and micro-sized {< 10) units151. A study published 

in 1983 by the Finnish consulate in New York reveals that a majority of the subsidiaries of Finnish 

companies in the USA fall into the small category. Only five of the 52 active units studied 

employed more than 100 people while the average number of employees was 47. The relative 

smallness of Finnish subsidiaries was further highlighted by the fact that almost half of the 

subsidiaries were micro-sized units employing less than 10 people. The average turnover of the 

subsidiaries was 10,5 million USD.158

The field of industry in which the subsidiary is operating has an effect on the size as in some 

industries operations are profitable only in large entities, whereas in other fields it is feasible to 

establish a foreign subsidiary with minimum investments. Economic integration has encouraged 

exporting within the integrated area, e g. EU or NAFTA, and companies have started to establish 

bigger units with export volume in strategically advantageous countries.159

156Hentola & Luostarinen 1995, 15
157Hentola & Luostarinen 1995, 16
l58see Puotila 1986, 71-72
l59Luostarinen 1968, 146-147
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The characteristics of the parent company can and do impose limits to the size of the foreign unit. 

If parent company’s financial or human resources are scare it may only establish a small unit at 

first and then later on, if the markets are profitable, increase the size of the unit. Luostarinen 

suggests that the size of the foreign unit is also determined whether the subsidiary is established 

alone or with a partner. In the latter case more resources are available and a bigger unit can be 

established.160

In the light of the above paragraphs it is hypothesized that Finnish units in North America are 

relatively small in size.

In terms of their profitability subsidiaries may be divided into profitable and non-profitable units. 

According to the statistics of the Bank of Finland the return on foreign direct investments made 

by Finnish companies has been rather weak161. Additionally, the study by the Finnish consulate 

showed that the majority of the subsidiaries had not met the requirements of the parent company. 

74 % of the units reported that their sales were less than budgeted at the late 1970’s and early 

1980’s. The poor performance of Finnish foreign subsidiaries can be explained by numerous 

factors such as the newness of the investments, possibility of transferring profits by other means 

than in form of dividends and the poor experience of Finnish companies in international 

operations162.

As to the resource access, it is clear that foreign subsidiary operations always involve direct 

investments, i.e. resource commitment, by the parent firm. Thus, at the time of the initial 

investment a foreign unit can be regarded as a resource-demanding unit. It is, however, rather 

evident from Luostarinen and Hentola’s research that within time a unit normally develops into a 

resource-supplying one.163

1 “Luostarinen 1968, 147-148
161 Virtanen 1989, 24
162Virtanen 1989, 24
l63Hentola & Luostarinen 1995, 16-17
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2.2.9 Internationalization Stage of a Subsidiary

Internationalization stages according to Luostarinen164 are the starting, development, growth and 

mature stage. The internationalization stage approach applies the internationalization stage of the 

mother company to the internationalization stage of the foreign unit. It follows that, subsidiaries 

can also be divided to starting stage, development stage, growth stage and mature stage 

subsidiaries. A foreign unit of a parent on the starting stage of its internationalization can be 

regarded as a starting stage subsidiary. However, internationally more experienced companies 

can and do, posses different unit types simultaneously depending on the target country conditions 

and company strategies within the market.

At the target country or area level, a foreign unit can be viewed as a means to enter, penetrate or 

escalate into different markets. A foreign unit can act as an entry unit when a firm enters the area, 

a penetration unit when a firm increases its involvement in the target country, for example by 

establishing operative sites, or an escalation imit when a firm further escalates to different 

countries.165

2.2.10 Geographical Scope of a Subsidiary

Foreign subsidiary operations may be examined on the basis of the geographical scope of the 

activities undertaken by the unit. As a follow up, foreign units may be divided in accordance with 

their geographical mandate into local, regional/area and global units. A unit which operates on 

local basis with no or limited exporting activities and is designed to serve only local markets in a 

target country can be regarded as a local unit. Furthermore, a unit serving both the home country 

and a certain regio/area, e g. the Nordic countries, European Union, is regarded as a 

regional/area unit. Finally, a foreign subsidiary may be classified as a global unit when it 

relatively independently serves the home, host and third country markets and when the countries 

to which it exports exceeds ten.166

l64Luostarinen 1979, 181-195
165Hentola & Luostarinen 1995, 18
,66Hentola & Luostarinen 1995, 17
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On the one hand, one could argue that the geographical mandate of a foreign unit is clearly 

determined by the parent company. Some subsidiaries may, for instance be restricted in their 

export activities due to the existence of other foreign units of the group in a third country whereas 

others may take a large part of the export activities of the parent.167 In studying the differences in 

the export behavior of subsidiaries and non-subsidiaries Czinkota168 anticipated that the actions 

taken and perceptions held by foreign units are resulted from pressures exerted by parent 

managers. Consequently, geographical scope approach could also be grouped under the research 

approaches based on the characteristics of the parent company. On the other hand, foreign unit 

can, even though fully owned by the parent, be very autonomous and self-sufficient and the 

decision to serve other markets can be carried out within the subsidiary management. Czinkota 

additionally concluded that interaction among firm units does not per se contribute to a change in 

export behavior of a foreign unit169. It has nevertheless been shown that parent companies hold a 

higher ownership percentage in export-oriented units than in local units170.

2.2.11 Divestment Modes of a Subsidiary

The increased involvement of Finnish companies in foreign markets through subsidiary operations 

has also brought a rise in the number of divestments of foreign units. On the one hand, a number 

of the established subsidiaries have not met the requirements set by the mother company and these 

poor performing subsidiaries have been divested.171 On the other hand, rapidly changing 

conditions in international markets require continuous strategic response in the form of dropping a 

product line, divesting a division and selling a foreign production plant172. In addition, the 

establishment of free trade areas may change the competitive situation of a company and as a 

consequence also profitable units may be divested. According to the definition of Benito173, these 

kind of divestments based on strategic considerations leading to the voluntary liquidation or sale 

of all or of a major part of an active operation are called deliberate divestments. Based on the 

above discussion it can be argued that within the area of NAFTA Finnish companies can

,67Czinkota 1981, 15
1 ^Czinkota 1981, 2-3
,69Czinkota 1981, 14
l70Reuber et al. 1973 in Zejan 1988, 75
l7lHäkkinen 1995, 1
172Calof & Beamish 1995, 115-116
173 Benito 1994, 5
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rationalize their subsidiary network in order to better take advantage of the new economic block. 

Consequently it is hypothesized that the formation of NAFTA has increased the divestments of 

overlapping units in North America.

In analyzing the divestment mode of a unit, most researchers refer to either the voluntary closure, 

i.e. liquidation, or the sale of a foreign subsidiary whereas Hentola and Luostarinen174 have 

identified the following four divestment modes: sell-off, closure, bankruptcy and merger. They, 

however, point out that bankruptcy can alternatively be seen as one reason for closure instead of 

an individual divestment mode. According to Hentola and Luostarinen a sell-off lakes place when 

the parent company sells a subsidiary or a cluster of subsidiaries to a body external to the 

company. At closure, the active operations of the subsidiary are terminated and the unit enters 

into a passive state. It is possible that a closed unit will be opened again in the future.

In Section 2.2.3 it was stated that a foreign unit may be established through merging one or more 

formerly independent units to form a new entity. However, in studying the divestment modes, one 

can find two forms of mergers. First, a unit can be divested by merging it with another unit to 

form a new legal entity. The establishment mode of the new unit is thus a merger. Second, a unit 

ceases to exist when it mergers with another unit of which the establishment mode could have 

been any of the four establishment modes.175

In studying the divestment modes of Finnish foreign subsidiaries, Häkkinen176 found that there 

exist certain interlinkages between the establishment and divestment modes. For instance, units 

established through acquisitions tend to be divested by a sell-of rather than a closure. In the case 

of new venture subsidiaries sell-off and closure were used almost equally often.

Next the other dimension of internationalization in this study, that is, target market selection, will 

be discussed in the following section.

174Hentola & Luostarinen 1995, 10
l75Discussions with Helena Hentola, Helsinki, November 10, 1995
l76Häkkinen 1995, 86-90
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2.3 INTERNATIONALIZATION IN TERMS OF SELECTING TARGET MARKET

International market strategy, in other words, the selection of a foreign target market, is a major 

component of a company’s internationalization process. Its importance is enhanced by three 

factors; firstly, the choice of a target market can be a major determinant of success or failure of a 

company’s performance, secondly, the nature and location of selected markets has an effect on a 

company’s ability to co-ordinate its foreign operations, and thirdly, establishment of bases in 

foreign markets can be a key element in a company’s global competitive strategy177.

Mäkinen suggests that the choice of a target market should be viewed as a process and be carried 

out in sequences, because the bewildering array of countries and markers that could be entered 

can be a major problem in the initial stage of international market entry Mäkinen argues that a 

preliminary screening should be applied to all countries in order to identify markets whose size 

warrants further investigation. Following that, the second screening process should be aimed at 

these prospective target countries so that countries offering high market potential could be 

recognized. Finally, the process should be completed by coming up with the most suitable target 

market.178

Luostarinen divides foreign countries into five groups from a company’s point of view. Firstly, 

action countries are those countries in which a company is already operating. Secondly, reserve 

countries have been explored to offer potential and favorable business environment, but they are 

not yet entered. Alternatively, a company might have had operations in a reserve country or its 

operations are temporarily in a passive state there. Thirdly, there are field study countries, which 

are being examined on the spot for future operations. Fourthly, research on desk study countries 

is conducted from a company’s home country. Finally, there is a group of other countries which a 

company has not even considered as foreign target markets. Luostarinen emphasizes that 

companies do not always enter countries according to this division. The order may vary due to 

changes in a company’s or a country’s environment, and a company may enter a country which, 

for example, has only proceeded to the desk study stage. Moreover, a company may enter a 

country which has previously belonged to the other countries group, but due to, for example,

177 O’Farrell & Wood 1994, 246
178 Mäkinen 1986, 45
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accelerating economic growth has suddenly become a particularly attractive foreign market. 

Consequently, this country is entered earlier than countries, for instance, in the reserve countries 

group. A few Asian countries might be an examples of countries that have been entered this 

way.179

Furthermore O’Farrell and Wood suggest that there are two general types of normative 

approaches for international market selection. Firstly, a qualitative analysis concerning a small 

number of potential country markets, and secondly, a quantitative analysis based on statistical 

data about many foreign markets. However, as O’Farrell and Wood point out, there is little 

evidence that companies use any such methods on a systematic basis to choose target markets.180

Based on the above line of reasoning it can be argued that target market selection is a complex 

process involving both internal and external factors that should be taken into consideration when 

screening and eliminating the candidate markets. O’Farrell and Wood point out that it is important 

to distinguish between countries and markets, because, firstly, real market differences may be 

unrelated to political boundaries. For example, the United States and Canada may be treated, in a 

general perspective, as a relatively homogeneous market. Secondly, small companies do not have 

the resources to maintain operations on a national scale in large countries, such as the United 

States.181 Therefore, in this study the concept of target market is used rather than the concepts of 

target or host country.

In the following sections target market selection will be discussed on the basis of three factors, 

company specific factors, target market specific factors and business distance between home and 

target market.

2.3.1 Factors Influencing Target Market Selection

As was already mentioned above, factors influencing target market selection are in this study 

divided into company specific and target market specific factors. Additionally, the effect of

179 Luostarinen 1996
180 O’Farrell & Wood 1994, 247
181 O’Farrell & Wood 1994, 247-248
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business distance between the home and target market will be discussed. It should, nevertheless, 

be noted that no single factor is likely to have a decisive influence on foreign market selection in 

general; it can only be concluded that such factors may encourage or discourage a particular 

market choice182.

2.3.1.1 Company Specific Factors

Company specific factors that influence target market selection include company characteristics in 

addition to company’s international experience. These factors will be discussed next.

Company Characteristics

Company characteristics include in this study the product/s that a company wants to introduce to 

foreign markets, company’s willingness to serve home country clients who expand abroad, and 

company’s risk and uncertainty aversion.

The nature of a product can set limitations to the scope of target markets available for a company. 

O’Farrell and Wood point out that it is important to consider the marketability of a company’s 

products outside its domestic base. Sales possibilities in certain countries may be ruled out 

because of regulatory regimes, cultural differences, and the strength of competition.183 According 

to Arvidsson a high degree of customization, that is lack of standardization, of a product 

increases the probability that the company establishes its foreign operations in countries where 

there is similar cultural environment to the home country. He argues that a highly customized 

product is extremely dependent upon efficient and accurate communication between the seller and 

buyer.184

The desire to service and retain domestic clients when they internationalize may also act as an 

influential factor in target market selection. Thus globalizing clients may pull their suppliers to a 

specific foreign market. After the company has established its presence on the basis of the 

relationship with home country clients, it begins to extend its activities to the local and other

182 O’Farrell & Wood 1994, 248
183 O’Farrell & Wood 1994, 247
184 Arvidsson 1993, 12-13
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foreign companies in the target market. This factor has particular influence on the target market 

selection of a company in its the early stages of internationalization.185

Arvidsson argues that due to the risk and uncertainty aversion, companies tend to target their first 

foreign investment in markets which are similar to the domestic market in terms of values, 

practices and taste. Markets with larger cultural distance from the domestic market will be 

approached when the firm’s knowledge about foreign operations has increased.186 Alonso also 

points out that in trying to avoid risk and uncertainty, a company tends to project itself initially 

toward those markets of which it has best knowledge and which are closest in geographical and 

cultural terms187.

Both financial and human resources play a significant role in a company’s internationalization, but 

they are more relevant in the choice of the operation mode and for this reason they were already 

discussed in Section 2.1.2.1.

Company’s International Experience

In addition to company characteristics, target market selection is greatly influenced by company’s 

experience of international operations. Benito and Gripsrud suggest that the choice of a new 

environment, that is, which country to enter and how, hinges on past learning. They point out that 

when confronted with a problem organizations tend to start their search for solutions among 

alternatives that are quite close to solutions that have been tried previously. Search is expanded 

into uncharted territory only if familiar alternatives do not provide satisfactory solutions.188 

Consequently, there seems to be a basic tendency for companies, particularly in the early stages of 

internationalization, to approach markets which appear simpler, more familiar and less costly to 

penetrate. These markets are most commonly those which are also closest in geographical and 

cultural terms189.

185 O’Farrell & Wood 1994, 252-253
186 Arvidsson 1993, 4
187 Alonso 1994, 10-11
188 Benito & Gripsrud 1994, 6
189 Luostarinen & Welch 1990, 253
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In the case of Finnish companies uncertainties can be reduced and operation risks minimized if a 

company starts its foreign business in the Swedish, Norwegian and Danish markets, and then little 

by little proceeds to Central and South European markets, followed later by other continent, for 

example, North America.190 This pattern of geographical escalation can also be applied to the 

target area of this study, that is the states and provinces of North America. Consequently, it is 

hypothesized that geographically and culturally closest areas in North America, for example, the 

Mideast, have been the first target markets to Finnish companies within the area.

In order to cope with new target markets a learning process, whereby knowledge and information 

is acquired, has to take place. Andersen points out that market-specific knowledge is assumed to 

be gained mainly through experience in the market, whereas knowledge of operations can be 

transferred from one country to another. Consequently, the better the knowledge about a market 

and its particularities, for example, institutional and legal frameworks, customers and market 

structure, the more valuable are the resources and the stronger the commitment to the market.191 

Therefore with increasing experience companies acquire greater confidence in their ability to 

gauge customer needs, to estimate costs and returns, and to assess the true economic worth of 

foreign markets192. Moreover, Benito and Gripsrud argue that presence of an existing subsidiary 

in a foreign market increases the company’s propensity to make subsequent investments there. In 

addition, experience from neighboring or culturally similar countries has an impact on the location 

of subsequent foreign direct investments.193

Target market specific factors are the second set of factors influencing target market selection. 

They will be looked at in the following section.

190 Luostarinen 1994b, 269
191 Andersen 1993, 211
192 O’Farrell & Wood 1994, 250-251
193 Benito & Gripsrud 1994, 7-8
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2.3.1.2 Target Market Specific Factors

In this study target market specific factors are discussed on the basis of market characteristics and 

operation climate in the target market. The target market of this study, North America, will be 

described in more detail in Section 2.4.

Market Characteristics

Characteristics of a target market include market size and potential, market similarity, 

infrastructure, and prevailing competition in the market. These factors will be dealt with in the 

following paragraphs.

According to Luostarinen market size can be measured by means of GNP, per capita income, and 

population.194 O’Farrell and Wood suggest that firms are more likely to invest in countries with 

bigger market size in order to receive compensation for their investments.195 Mäkinen lists GNP, 

population and its density, steel and energy consumption, media, banking and distribution 

networks under the indicators of market potential. She defines company sales potential as the 

most probable sales of a company’s product in a designated market over a strategic planning 

period.196

Another major determinant of target market selection is market similarity, that is, the similarity of 

a foreign market to a company’s home market or to markets it is currently serving. This is 

important, because, for example existing service specifications, pricing and marketing strategies 

can be more easily transferred and personnel relocated to similar markets. Therefore the major 

factor underlying preferences for similar markets is that managerial uncertainty of local conditions 

will be relatively low permitting a company to be less risk averse in its investment behavior.197 

Furthermore, similarity in culture and economic development makes it easier for a company to 

manage a subsidiary abroad; important components of a foreign direct investment package, 

especially the transfer of technology and managerial competence, are made easier when the

194 Luostarinen 1982a, 27-29
195 O’Farrell & Wood, 1994, 247-248
196 Mäkinen 1986, 47,61
197 O’Farrell & Wood 1994, 249-250
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countries in question are not too differing. Closeness may also alleviate problems in conducting 

actual business operations, for example, by making it easier to monitor and coordinate production 

and marketing activities in various locations.198

Also the infrastructure of a target market is of importance in target market selection. 

Infrastructure includes distribution conditions, such as transportation network. Moreover, the 

concept of infrastructure could be widened to cover also production conditions, for example, 

quantity, availability, quality and price of the factors of production, availability of service suppliers 

and development of industrial clusters.199 Sophisticated distribution, production and 

transportation conditions, abundance of competent labor force and business services in target 

market will naturally favor the location of foreign operations.

Finally, as to the prevailing competition in a target market O’Farrell and Wood argue that when 

intensity of competition is high, target markets tend to become less profitable reducing the 

probability of entry into that market. One of the motives for internationalization is to protect or 

strengthen an international market position in relation to one’s major competitors. Companies in 

oligopolistic industries will arrive each other’s geographical territories and thus create a follow 

the leader -pattern in foreign target market selection.200

Operation Climate

Operation climate in a target market includes economic, political and socio-cultural environments. 

Their original features may considerably contribute or impede the activities of a foreign subsidiary 

in the market. These environments will be looked at in the following paragraphs. Furthermore, 

country risk assessment on the basis of operation climate will be dealt with briefly.

A foreign economic environment may differ from the domestic one, for example, in the level of 

economic development, in the size of the total market for a company’s products, and in the 

degree of saturation of the market. Benito and Gripsrud emphasize that maintaining economic 

growth has implications for any host country that wants to remain attractive as a site for foreign

198 Benito & Gripsrud 1994, 6
199 Luostarinen 1982a, 32; Benito & Gripsrud 1994, 1
200 O’Farrell & Wood 1994, 249, 253
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direct investment.201 The political environment of a target market may be characterized by 

deviating political regimes, parties and decision making methods. Therefore government ideology 

in a target market may differ from the domestic one. Also attitudes toward business may differ, 

resulting thus to regulations, constraints and enablements that may complicate a foreign 

subsidiary’s operations. Therefore legal regulation may include impediments to international trade, 

both tariff and non-tariff barriers.202 It appears to be evident that economic and political stability 

enhance the attractiveness of a target market more than unstable conditions. Host country 

government’s fluctuating economic policy and severe disagreements in domestic affairs are likely 

to increase risks and uncertainty of the foreign subsidiary operations.

The socio-cultural environment of a target market may differ from the home market, for example, 

in the level of health care and hygiene, communications, consumer tastes, buying habits, allocation 

of customer budgets, and ability of customers to use technologically sophisticated products203. 

Hence also behavioral characteristics and living standard of a potential host country should be 

taken into consideration when choosing a target market.

According to Mäkinen internationalization strategy decisions are typically made by using mainly 

economic evaluation criteria. However, she points out that nowadays many companies are 

becoming aware of additional risks that are associated with foreign operations and that arises as a 

direct consequence from choosing to operate in a certain foreign country. Therefore country risk 

assessment as an emerging function in international business reflects a growing recognition of the 

need to include an evaluation of these additional risks in target market selection process.204

According to O’Farrel and Wood four types of country risks have been identified to have a 

significant impact on an entry decision. Firstly, a general political risk, for example, a degree of 

instability of the political system and risks due to government policies and regulations, such as 

taxation. Secondly, ownership and control risks, for example, expropriation and intervention. 

Thirdly, operations risk, for example, price control and local content requirements, and fourthly,

201 Benito & Gripsrud 1994, 22
202 Mäkinen 1986, 47
203 Ansoff 1982, 2
204 Mäkinen 1986, 57
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transfer risk, such as currency inconvertibility risk and remittance control.205 Mäkinen suggests 

that additional risks might include labor union activism and unrest, administrative procedures and 

public sector industrial activities206. It seems apparent that when these risks are high, a company 

may decide not to enter the country, or if it does it may limit exposure to the risks by reducing its 

resource commitment and by increasing its capacity to exit from the market quickly if the 

environment seems to deteriorate207.

The third factor influencing target market selection is business distance between home and target 

market. This factor will be examined in the next section.

2.3.1.3 Business Distance between Home and Target Market

As explained in Section 1.2.2.3 business distance is a combination of geographical, cultural and 

economic distance between home and target market.208 The impact of the three elements of 

business distance on target market selection will be looked at in the following paragraphs.

Geographical, in other words, physical distance may be measured as the distance between, for 

instance, capital cities, closest points, geometrical centers or economic centers of gravity of the 

two markets. The physical distance has an impact on impulse, information, transaction, material, 

immaterial, monetary, human and communication flows between the home and target market.209 

Geographic proximity of the home and the target market will reduce the transaction costs of 

managing foreign subsidiaries and should have a positive impact on the inflow of foreign direct 

investment to the host country. However, over time a decreasing importance of geographic 

proximity on foreign investment has been observed.210

According to Luostarinen determinants of cultural distance may include, for example, language, 

level of education, social structure, and level of industrialization in the home and target markets.

205 O’Farrell & Wood 1994, 249
206 Mäkinen 1986, 58
207 O’Farrell & Wood 1994, 249
208 Luostarinen 1978b, 6
209 Luostarinen 1978b, 8, 25
210 O’Farrell & Wood 1994, 248
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The greater the differences in the cultural environment of the home and the target market the 

greater the cultural distance between the markets. However, Luostarinen points out that cultural 

distance does not depend only on the distance perceived by the home country’s decision makers, 

but also on the distance experienced by decision makers in the target country. A long cultural 

distance increases the amount of uncertainty and risk and therefore requires larger amount of 

knowledge and experience.211

Economic distance is based on the differences in the economic environment (e.g. the level of 

demand, inflation and interest rates) between the home and target market. As pointed out in 

Section 2.1.2.3 economic distance may be measured, for example, on the basis of the size of 

GNP, growth of GNP and size of population in the home and target market. The larger the 

economic distance the smaller the market potential and the less the willingness to commit 

resources to business operations in respective country.212

As was already pointed out above, the concept of business distance is formed by the three above 

discussed distances. A long business distance means that the target market is physically and 

culturally remote from the home market and that there exists a great negative economic distance 

between the markets. Correspondingly, if the two markets are geographically and culturally close 

and there exists a long positive economic distance between them, the prevailing business distance 

is interpreted as being short.213 The greater the business distance the less likely it is that a 

company will enter these markets214.

According to Luostarinen countries may be divided into hot, warm, mild, cool and cold countries 

on the basis of the length of business distance. Accordingly, countries in the warmer end of the 

scale appear to be more attractive than the colder countries. Luostarinen defines the United States 

and Canada as hot countries.215 Therefore business distance there should be shorter indicating a 

great number of Finnish business establishments in the area. The validity of business distance -

Luostarinen 1978b, 6, 15-16
212 Luostarinen 1979, 136-137
213 Luostarinen 1979, 138
214 Luostarinen 1978b, 21
2,5 Luostarinen 1978b, 8, 39
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concept in the case of North America will be tested in Chapter 3 dealing with the empirical 

analysis.

Benito and Gripsrud argue that countries close to the home country in geographic, economic or 

cultural terms may be preferred as sites for the first investments, because the knowledge needed 

does not differ substantially from the knowledge already acquired. These sites may therefore be 

looked at as being the least uncertain locations. However, such perceptions are likely to change as 

experience is gained. In other words, strong preference for close or similar countries becomes 

weaker as companies acquire experience from operations abroad.216

In the following section the target market of this study, North America, will be described.

2.4 CHARACTERISTICS OF NORTH AMERICA

The aim of this chapter is to discuss the characteristics of the geographical area under study, that 

is, the USA and Canada. The area is divided into five subareas in order to facilitate the analysis. 

The division is carried through according to the guidelines in previous literature of Katajamäki, 

Pouttu and Puotila21 Accordingly, the United States is divided into four subareas, whereas 

Canada is viewed as a single area due to the relatively smaller number of Finnish units there. The 

division of North America into five subareas is presented in Map 1.

216 Benito & Gripsrud 1994, 6
2,7 Katajamäki 1992, 9; Pouttu 1985, 7-8; Puotila 1986, 11-12
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Map 1 North America in Division to Five Subareas

The US subareas are Sunbelt, Mideast, Great Lakes and Great Plains together with Rocky 

Mountains. The Sunbelt includes the states of California, Arizona, New Mexico, Texas, 

Oklahoma, Louisiana, Arkansas, Mississippi, Alabama, Georgia, Tennessee, South Carolina, 

North Carolina, Kentucky, Florida and Virginia. The area of Great Lakes is formed by Illinois, 

Indiana, Michigan, Minnesota, Missouri, Ohio, Wisconsin and Iowa. The Mideast consists of 

Connecticut, Massachusetts, New Jersey, New York, Pennsylvania, Maine, Vermont, Delaware, 

Maryland, West-Virginia, Washington D C., Rhode Island and New Hampshire. The Great Plains 

and the Rocky Mountains encompass the rest of the states, that is, North Dakota, South Dakota, 

Nebraska, Kansas, Montana, Nevada, Wyoming, Colorado, Idaho, Utah, Washington, Oregon, 

and the geographically extrinsic states of Alaska and Hawaii.

This section is divided into five subsections. Some geographical and economic information about 

the North American continent, excluding Mexico, is presented first; the second and third sections 

describe the business environment in the United States and in its four subareas. The fourth section
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concentrates on Canada. Finally, this chapter is closed by examining the impact of the North 

American free trade agreements on the operations of Finnish subsidiaries in the area.

2.4.1 North America

This section first reviews some geographical characteristics of North America followed by an 

analysis of the area as an investment target to Finnish companies. Here it is worth recalling that in 

this study, according to the definition in key concepts, the concept North America is consistently 

employed to refer only to Canada and the United States.

2.4.1.1 Geographical Characteristics of North America

The combined area of Canada and the USA covers 17.35 million square kilometers, of which 

Canada occupies 8.03 million square kilometers and the USA, including Alaska, the rest. The 

combined population amounts to over 251 million. The railway distance from the east of Canada 

to the west of Canada, from Halifax to Prince Rupert, totals 6000 km and from New York to San 

Francisco 4800 km.218 The huge geographical area embraces a number of cultures, subcultures, 

languages, traditions and landscapes. It could be suggested that this regional diversity breeds the 

seeds for the economic attractiveness of the area. Climate conditions, soil fertility, resource 

distribution and cultural realms and traits have created unique combinations that form regional 

identities.

In the following most important economic areas and cities in North America will be examined. 

Map 2 provides the locations of the most important cities in North America.

218 Paterson 1984, 5
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Map 2 Most Important Cities in North America

CANADA
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According to Paterson the economic core of the North American continent is formed by the 

Atlantic seaboard cities, such as Boston, New York, Philadelphia and Washington D C. He lists 

Montreal, Toronto, Chicago, Pittsburgh, Buffalo, Cleveland, Cincinnati, Detroit, Milwaukee and 

St.Louis under the expanding economic core region. He further suggests that much of the 

remainder of the continent east of the Rocky Mountains has developed as a subordinate to the 

economic core area. The vast areas in the north have likewise been subordinates to the core 

region, whereas the southern states have remained primarily as an agricultural region.219 The 

inferior development in some areas has also been observed by Agnew, who points out that the 

regional restructuring of the American economy has left some places with high unemployment, 

high rates of welfare dependency and declining incomes, while other places have become boom

219 Paterson 1984, 186
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towns with rapidly growing industries and low unemployment220. Paterson suggests that a 

secondary core region, from which direction and control reach eastward and northward to 

compete with that from the old economic core region, includes the seaport cities of San 

Francisco, Los Angeles, Portland, Seattle and Vancouver221.

2.4.1.2 North America as Investment Target for Finnish Companies

Beliak and Luostarinen argue that North America attracts by far the most outward direct 

investments of Finland222. As was pointed out in the introduction of this study North America has 

been relatively more important as an investment target than as an export target for Finnish 

companies; 22.1 % of Finnish companies’ foreign investments were targeted to North America, 

whereas exports there amounted to only 6.9 % from total Finnish exports.223 According to Beliak 

and Luostarinen Finnish companies invested extensively in production facilities in North America 

between 1986 and 1990, and, in the same period, the Finnish manufacturing sector created 17 000 

jobs in the area224. The reasons underlying the attractiveness of North America to Finnish 

companies are presented in the following paragraphs.

Beliak and Luostarinen suggest that the importance of North America is based on six factors. 

Firstly, it is not only a large but also a highly developed market. Secondly, the market needs in 

North America and the Finnish supply seem to meet quite well in some segments. Thirdly, since 

transport costs are an important component of price competitiveness, assembly or production 

units abroad make sense in order to fulfill orders under the same cost- and time conditions as 

established firms. Fourthly, because a certain share of total orders consists of inputs to plant 

construction, in order to be considered as a supplier for public tenders, a company must have a 

certain commitment in the market. Fifthly, the growing extent of production related services 

requires personnel on the spot to keep close contact with customers. These needs cannot be met 

by an individual sales agent. Finally, important market feedback and developments can be

220 Agnew 1987, 189
221 Paterson 1984, 187
222 Beliak & Luostarinen 1994, 108
223 Masalin & Pöllänen 1993, 34
224 Bellak & Luostarinen 1994, 108
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expected on the American market, despite the shift of the technological leadership position to 

other areas, for example to Japan, in some segments.225

Additional factors that might push operations away from Finland and towards North America 

include the opportunity to increase sales after saturation in Finland, a decision to create direct 

contact with the customer, an attempt to convince customers of a permanent presence in the 

market, the Americanization of products or business, and dissatisfaction with the agent or 

importer226. Moreover, Eller and Nupponen point out that, due to the long distance, it is 

worthwhile establishing a presence in the market in order to facilitate market surveillance and 

marketing efforts227.

Beliak and Luostarinen expect the creation of a single market in Canada and in the USA, as well 

as the emerging South American trading block, to create positive expectations for future market 

growth. Consequently, the strategy of regional diversification into this area will prove successful 

for companies, especially during periods of stagnation in Europe. Beliak and Luostarinen further 

suggest that North America will keep its position as an important destination for investments. 

They expect that future foreign direct investments in North America will be larger investments for 

assembling or production, carried out by only few firms to expand their already established units 

in order to benefit from the common market.228

Description of North America will next be brought into a more specific level. Business 

environment in the United States will be analyzed in the following section.

2.4.2 Business Environment in United States

This section is divided into three subsections. The first subsection describes the geographical and 

economic characteristics of the USA, whereas the second subsection surveys the country as an 

investment target for Finnish companies. This survey is carried through firstly by presenting

225 Beliak & Luostarinen 1994, 108-109
226 Pajunen 1991, 32
227 Eller & Nupponen 1984, 59
228 Bellak & Luostarinen 1994, 109,114
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factors that pull Finnish companies into the USA, secondly, by studying the operation climate in 

the country; and thirdly, by dealing with certain features of the nation that might turn into problem 

areas to Finnish subsidiaries.

2.4.2.1 Geographical and Economic Characteristics of United States

The USA is the world’s fourth largest nation with its population of 225 million and its area of 9.4 

million square kilometers. The USA consists of 48 states and of Alaska, Hawaii and the District of 

Columbia. It also has territories and possessions, including Puerto Rico and Guam. The average 

density of population is 24/square kilometer, but the figure varies from 0.26 in Alaska to 

940/square kilometer in the industrial areas of the northeastern states. California, New York, 

Texas, Pennsylvania and Illinois have absorbed most of the population. The biggest cities include 

New York, Los Angeles, Philadelphia, Detroit and Boston.229

The USA is one of the richest nations in terms of natural resources; it produces 39 % of world’s 

natural gas, 14 % of raw oil and 24 % of coal. The main industries include agriculture, car, steel, 

wood and paper, petroleum, building and electronics industries230.

Although the USA is a western industrial nation with culture and economic system relatively 

similar to Finland, the US business environment differs markedly from that of Finland231. The 

USA can be characterized as a country of possibilities and potential to succeed, but the risks are 

also high. Full commitment, sufficient resources and perseverance to go through the long 

beginning phase seem to be the essential preconditions for survival in the US market.232 

Consequently, it appears that it is not reasonable to have the whole US market as a target, but a 

company should choose a submarket that can have geographical, demographical or economic 

borders233. Staudt and Widenfelt argue that it is almost always wise to start on a smaller scale in 

the US market. They further point out that by doing so, it is possible to maintain control and

Puotila 1986, 8
230 Marknadsguide USA 1987, 21
231 Staudt & Widenfelt 1979, 19
232 Eller & Nupponen 1984, 22
233 Marknadsguide USA 1987, 23
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obtain information. However, they emphasize that the USA must also always be observed from 

the point of view of the total market .234

The empirical part of this study aims to discover what kind of penetration and escalation 

strategies Finnish companies have used in the USA. It is suggested that Finnish companies first 

choose a small area or a narrow segment of customers to be penetrated, and after they have 

achieved their preset position, they expand their operations to the adjacent areas. However, since 

the data is treated confidentially, and thus anonymously, the internationalization processes of 

individual companies can not be identified. Instead the entry, penetration and escalation processes 

of Finnish business involvement on the North American continent will be discovered.

2.4.2.2 United States as Investment Target for Finnish Companies

As previously mentioned in the opening paragraph of this section, the compatibility of the USA as 

an investment target for Finnish companies is analyzed from the viewpoints of pull forces, 

operation climate and potential problem areas. In this study the operation climate prevailing in the 

geographical area in question is examined on the basis of foreign investment regulation, legislation 

for legal mode of a company, tax practice and labor unions. Due to its significance the operation 

climate is given a greater emphasis than the pull forces and the possibly emerging obstacles.

Pull Forces

Over the past few years foreign investment in the USA has increased dramatically. Furthermore, 

the level of sophistication of foreign businesses that have entered the USA over the past decade 

has increased substantially.235 Thus it seems that foreign investors see exploitable potential in the 

large, heterogeneous and largely unfettered US market.

According to Puotila investors are attracted to the USA due to its politically and economically 

stable environment, raw material resources, and promising growth expectations. Puotila further 

points out that in a large market like the USA it is possible to increase activities independently

234 Staudt & Widenfelt 1979, 15
235 Investment in... 1994, 2-3
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from the prevailing economic situation.236 Furthermore, it has been suggested that the country has 

one of the world’s most sophisticated distribution systems; transportation net in the USA is, in 

general, well developed both for the transport of people as well as for the transport of goods.237 

Also, the possibility to reach other markets, such as Canada, Mexico, Central and South America 

and the Pacific Rim, through the USA, could be seen to act as a pull force.

Operation Climate

As pointed out above, in this study the operation climate is defined to be a combination of foreign 

investment regulation, legislation concerning the form of a company, tax practice and labor 

activism in the country. These factors will be dealt with in greater detail in the following 

paragraphs.

Foreign Investment Regulation

In general, American economic life operates politically from the principles of minimum 

intervention and protection of fair competition238. The federal government imposes no substantial 

restrictions on foreign investment in the USA. Therefore the government favors - and indeed 

generally welcomes - foreign investment, viewing it as a means to promote capital formation, 

employment, production capacity and new technology.239 Puotila calls this attitude towards 

foreign investments positive neutralism: the government does not specially support, nor does it 

restrict foreign investment; rather, it recognizes its importance to the US economy240.

A few industries are, however, subject to restrictions. These industries are considered strategic to 

the nation’s interests, and hence foreign ownership is strictly restricted in the fields of 

communication, shipping, nuclear and other power generating facilities, and aviation.241

236 Puotila 1986, 3
237 Investment in... 1994, 2
238 Marknadsguide USA 1987, 23
239 Investment in... 1994, 93, 2
240 Puotila 1986, 65
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The government offers specific consultation in order to attract foreign investment, which have an 

equal position with domestic ones and can participate in federal programs that are founded to 

stimulate regional development. The Small Business Administration, SB A, can, for instance, help 

with cheap loans to finance machinery and other equipment.242 Additionally, most of the US states 

aim to obtain investment from abroad, and offer various assistance programs243.

Lemi Mode Legislation

A foreign enterprise may operate in the USA through a domestic corporation, as an incorporated 

entity, that is, a sole proprietorship, partnership or joint venture, or through a US branch of a 

foreign corporation244. Puotila suggests that on the basis of liability it is preferable to choose the 

domestic corporation form, because it offers the same benefits as the respective company form 

anywhere245. Characteristics of different legal modes of a foreign subsidiary were already 

identified in Section 2.2.4 concerning the characteristics of subsidiary operations. This description 

applies also to the legal modes that are in use in the USA.

Unlike other countries, the US has no federal company law, and the rules regarding the formation, 

operation and dissolution of business entities are generally defined rather by state than by federal 

law246. The establishment of a subsidiary is relatively simple; a corporate charter including the 

name, focus of operations, number of stockholders and the names of the founders has to be 

forwarded to the state authorities. It is possible to establish a subsidiary in another state than in 

the one where the actual operations are carried through. This might be preferable due to technical, 

fiscal or production related reasons involved in marketing, or to more flexible corporate 

legislation.247 However, for Finnish companies, which are relatively small on an American scale, it 

would seem to be reasonable and cheaper to establish their business in the state where activities 

will be concentrated.
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Tax Practice

A company’s taxable status depends on whether or not the company is incorporated. A domestic 

corporation, that is, an incorporated foreign subsidiary, is a taxable entity, subject to tax on 

worldwide income and net profits. Worldwide income is taxed at a maximum rate of 35 %. No 

deduction is permitted for corporate profits distributed as dividends to shareholders. A 

partnership or a sole proprietorship is not a taxable entity; items of income and loss are passed 

through and taxed directly to the owners. A branch of a foreign corporation is beneficial taxwise 

as long as its operations bring losses; it is taxed on certain US source investment and other 

passive income, and on income that is effectively connected with the conduct of a trade or 

business in the USA. When the branch begins earning a profit, consideration must be given to 

incorporating it as a US corporation.248

Labor Unions

Staudt and Widenfelt suggest that the importance of labor unions varies considerably within 

different industries. They point out that the dominating industries in a particular state also 

determine the importance of labor unions. There are two principal types of labor unions; those 

that are based on profession and those that are based on industry. Additionally, there are local 

labor unions that function in individual factories or for an individual employer.249 Only 15.5 % of 

the current labor force belongs to labor unions250.

According to Staudt and Widenfelt there are five types of labor market laws in the USA. Firstly, 

laws that guide the relationship between employers and employees; secondly, laws that set 

minimum standards for the use of labor force; thirdly, labor protection laws; fourthly, anti- 

discrimination laws; and fifthly, laws securing income. These laws function both at the federal and 

state levels.251

Greenhouse points out that the number of strikes in the USA has recently decreased significantly 

regardless of lay-offs and increasing job insecurity. In 1995 there were only 32 strikes, concerning

248 Investment in... 1994, 27, 54-55
249 Staudt & Widenfelt 1979, 143
250 Greenhouse 1996, В12
251 Staudt & Widenfelt 1979, 139



72

over 1000 employees, which is only 50 % of the number ten years ago. This seems to be due to 

the advanced technology that allows factories to function also during strikes, and moreover, to 

the improved relationships between employers and employees. Instead of strikes, labor unions 

have introduced boycotts and manipulative advertising as means of exerting pressure.252

At the moment the USA is facing a downsizing phenomenon. In other words, companies close 

their factories or transfer them to other states or abroad in order to cut costs, to keep the 

shareholders satisfied or to avoid labor union activism. Consequently, employees and labor unions 

will react negatively. Hence this phenomenon is likely to increase the importance of labor unions 

in the USA.253

The third factor that has influence on the United States as an investment target for Finnish 

companies, that is potential problem areas, will be discussed in the following section.

Problem Areas

Factors that might have an adverse effect on the operations of Finnish subsidiaries in the USA 

include the large size of the country, a variety of legal, financial and fiscal complications, and 

cultural differences.

The significance of geographical scope may not always be thoroughly understood. Because of the 

size of the country, there normally needs to be more distribution channels than is customary in 

Europe. Therefore the transportation costs become inevitably high254. Forsman argues that due to 

the small volume and unfamiliarity of Finnish companies it might turn out to be somewhat difficult 

to raise retailers’ interest. He suggests that it is a real challenge to create a geographically 

sufficiently large and covering sales and distribution network.255 Moreover, the American market 

is highly competitive, which leads to difficulties in marketing and sales.256 Therefore it seems that

252 Greenhouse 1996, B12
253 Uskali 1996, B12
254 Marknadsguide USA 1987, 38
255 Forsman 1983, 14
256 Puotila 1986, 72-73
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marketing requires much more resources and takes a much longer time to be built up in the US 

market.

Puotila argues that the conception of the USA as a single market is valid only in customs and 

language. Otherwise there exist in each matter, for instance, 50 laws or 50 tax authorities. The 

multilevelity of the US administrative and legislation systems together with the legislation 

tradition might pose problems to Finnish subsidiaries. Federal, state and local governmental levels 

require the operations to take into consideration all the various laws and regulations.257 Tax and 

legal obstacles may be avoided by using expensive but necessary tax experts and lawyers. From a 

Finnish point of view the US banksystem is behind the times and may thus create frustration. 

Moreover, the Finnish unit is likely to be small and unknown on the American scale and hence 

guarantees are often required from the parent company.258

In addition, product liability and consumer protection legislation are extremely detailed, and thus 

require companies to cover themselves with expensive insurances259. For example, according to 

Hekkala, the Food and Drug Act requires strict listing of product’s ingredients. She further points 

out that also environmental legislation is considerably stricter in the USA.260 Acquiring visas and 

green cards may well be complicated. Health and safety legislation is also stricter than in Finland. 

The social security system is underdeveloped, which leads to higher sickness and retirement 

pension insurances.261

Cultural differences are reflected in marketing practices, risk taking and management style. Finns 

put emphasis on facts and technology, whereas American emphasis is on sales and marketing. 

Finns observe careful long term policies, which might irritate the American colleagues acting on a 

short term basis. Americans are much more career oriented, they prefer to work alone, and find it 

important to build networks and social relationships. Finns are used to team work and do not 

always understand the social expectations. There appear to be no language problems, but rather 

misinterpretations of cultures and customs.262

257 Puotila 1986, 9-10, 13-14
258 Pajunen 1991,41,46, 64-69
i59 Kalifornia. Viejän Maakatsaukset. 1983, 10
260 Hekkala 1990, 6-7
261 Pajunen 1991, 44-47
262 Pajunen 1991, 52-56
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Business environment in the United States will next be broken into four subareas: Sunbelt, 

Mideast, Great Lakes and Great Plains and Rocky Mountains.

2.4.3 Business Environment in Four Subareas of United States

The purpose of this section is to briefly describe the characteristics and business environment of 

the four subareas of the United States. The Sunbelt and the Great Lakes will be examined in 

greater detail than the two other areas. This is due to the relatively scarce amount of relevant 

information available about the states of the Mideast, the Great Plains and the Rocky Mountains. 

Indeed, this study might suffer to some extent from the lack of more detailed information about

the Mideastern states, since it is hypothesized that there is a concentration of Finnish units in the 

area.

2.4.3.1 Sunbelt States

The Sunbelt area encompasses the states from the southwestern to the southeastern coast. The 

area of Sunbelt is presented in Map 3.

Map 3 Sunbelt
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As already mentioned in the opening paragraph of this chapter, the Sunbelt states include 

California, Arizona, New Mexico, Texas, Oklahoma, Louisiana, Arkansas, Mississippi, Alabama, 

Georgia, Tennessee, South Carolina, North Carolina, Kentucky, Florida and Virginia. According 

to Puotila these states have allured a number of business establishments and, after the Mideast, 

received most of the industrial investments. Puotila argues that the reasons for the favorable 

business climate of the Sunbelt area might include its relatively quickly obtained prosperity, 

educated labor force and low degree of labor unionism, lower price of energy and reduced need to 

use energy for heating.263 To this Staudt and Widenfelt add that the legislation is also favorable 

for business, and that there are rich natural resources in the area264. Moreover, Paterson regards 

Florida and the Southwest as high amenity areas, whose standard of living is high, and which thus 

tend to attract residents and business265. Consequently, it is hypothesized that Finnish subsidiaries 

have followed the establishment pattern of US companies and settled in large numbers in the 

Sunbelt states.

The dominant fields of industry in the Sunbelt states are services, machine industry, chemical 

industry, agriculture, oil and mining industry, and, particularly in California, high tech, 

entertainment, and aircraft and space industries266. Puotila argues that the Southwest and the 

Southeast lead the economic development of the country. The Southwest, in other words 

California, enjoys the most intense economic growth.267 Because of their significance, the 

characteristics of California, Texas and Georgia will next be looked at in greater detail.

California

The state of California is provided by Map 4.

263 Puotila 1986, 12
264 Staudt & Widenfelt 1979, 166
265 Paterson 1984, 179
266 Pajunen 1991,20-22
267 Puotila 1986, 11
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Map 4 California

-OS ANGELES

The state of California has absorbed 11 %, that is, 30 million, of the total US population. Most of 

the population is concentrated around the biggest cities; 56 % lives in the area from Los Angeles 

to San Diego, whereas 25 % resides in the area between San Francisco and Sacramento. The 

population of California is expected to grow further; the estimate for the year 2020 is 40 million. 

With its 130 different ethnic backgrounds California offers natural preconditions for international 

business. California is the third largest state with its area of 405 000 square kilometers. Its GDP 

accounts for 13 % of the whole federal state. If it were an independent state, it would take fifth 

place in the GDP-ranking of the world.268 It appears that the factors pulling business into 

California include its fast economic growth, its highly sophisticated transportation network, and 

its strategically important position in relation to the Pacific Rim area. These factors are discussed 

in the following paragraphs.

Economic growth has been faster in California than in the US on average. This might be due to 

rapid development in the fields of electronics, computers, aviation and aerospace industries. 

Because of these industries and the numerous universities and private research institutions, 

California has become a research and development center of the country. One tenth of US income 

formation comes from California, and its importance as an employer lies on the same level. 

According to Rytövuori the foreign trade of California bypassed that of the east coast already in 

the end of the 1980’s.269

268 Rytövuori 1991, i-2
269 Rytövuori 1991, i-1
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It has been suggested that California has one of the most sophisticated transportation networks in 

the world. 8600 kilometers of freeways, 272 000 kilometers of highways and 11 700 kilometers of 

railways connect all production and market areas to each other. There are over 800 airports in 

California and two of the five busiest airports in the USA. Moreover, there are over 70 public, 

private and military harbors. There are free trade zones with big freight harbors, such as San 

Francisco, San Jose, and Long Beach. Transport services are effective, because of highly 

developed containerization, piggyback trailer services and computerized car dispatching.270

It has been argued that the attractiveness of California as a target market is enhanced by its 

proximity to Canada and Mexico, and in particular, by its geographical position at the edge of the 

Pacific Ocean271 California may thus be considered a gate to the Pacific Rim. It is recognized that 

after the US trade has turned to Asia, California has also become more important in the strategies 

of the Finnish subsidiaries; it has great significance as the financial center and as the Asian trade 

center of the Pacific Ocean area272. By the year 2000, two thirds of the world’s population is 

expected to live in the countries along the coast of the Pacific Ocean. Therefore California has an 

increasing importance as a market area. Due to commercial and cultural ties it is considerably 

easier to later on go to Asia from California than from Europe.273

Rytövuori points out that problems and disadvantages encountered in California might include 

stricter legislation, air pollution, unavailability of water and garbage disposal and traffic jams. 

Moreover personnel costs, office space rents and living costs are higher, building sites are 

expensive and bureaucracy on building permissions is heavy. Product liability and consumer 

protection are stricter in California than in the USA on average. Environmental regulation in 

California is also strictest in the USA.274

270 Kalifornia. Viejän Maakatsaukset 1983, 12
271 Kalifornia. Viejän Maakatsaukset 1983, 4
272 Eller & Nupponen 1984, 32
273 Rytövuori 1991, 44-45
274 Rytövuori 1991, 2, 42, 49-50



78

Texas

The state of Texas is given in Map 5.

Map 5 Texas

DALLAS 
FORT WORTH

The size of Texas is twice that of Finland, and it is thus the largest state of the United States 

except Alaska. Its population (18.4 million) bypassed that of the state of New York in 1994, and 

the state is hence the second most populated state after California. Texas has gathered its wealth 

through oil, gas and cattle, but during the last decade the structure of its industry has been 

changing towards high technology. Consequently, computer companies have settled in Texas next 

to the traditional oil business. Moreover it is said that, in the future, telecommunications will be 

the most important field of industry in Texas. On a city level particularly Dallas and San Antonio 

have attracted companies in the field of high-tech industry in recent years. Dallas has also 

absorbed a number of banks and insurance companies, whereas the economy of Houston is based 

on oil. In addition, Texas has a great number of large harbors and the airport of Dallas-Fort 

Worth belongs to the busiest in the country.275

In 1993 the foreign direct investment targeted to Texas amounted to over FIM 300 billion, which 

is one tenth of the total foreign direct investment targeted to the USA. Similarly to many other 

states, also Texas offers various incentives for company establishment, and it has managed to 

attract altogether 2300 foreign companies. Besides the stimuli offered by the state authorities, this

275 Huusko 1996, 32
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might be due to its large market, relatively cheap labor force and locational advantages brought by 

the NAFTA. The importance of the proximity of Mexico will further increase after the Mexican 

economy, which is at the moment on the verge of ruin, starts to recover. Additionally, as a 

specialty, Texas has a Smart Jobs-fund, which grants resources for tailor-made employee training 

for companies that settle in Texas.276

Georgia

The state of Georgia can be seen in Map 6. 

Map 6 Georgia

ATLANTA

Economic activity in Georgia has concentrated around Atlanta, and at the moment Atlanta is one 

of the fastest growing cities of the USA. It is the southern center of US bank and business 

activities and a traffic junction. It has also been chosen to be one of the most pleasant cities to live 

in and do business in the USA. The current well-being of Atlanta seems to be due to the increased 

co-operation between the public and private sector in form of significant investments in the 

infrastructure improvements. The Olympic Games are expected to accelerate the economic 

growth of Georgia and attract a number of new business establishments in the Atlanta area. The 

enormous construction works for the Olympic Games might have pulled companies in the 

construction industry to the area.277

Huusko 1996, 32
277

OS i Atlanta innebär en ekonomisk explosion 1996, 43
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2.4.3.2 Mideast

The states belonging to the Mideast area are Connecticut, Massachusetts, New Jersey, New 

York, Pennsylvania, Maine, Vermont, Delaware, Maryland, West-Virginia, Washington D C., 

Rhode Island and New Hampshire. They are shown in Map 7.

Map 7 Mideast
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As was already brought up in the beginning of this section, only little relevant information is 

available on the area of the Mideast and the combined area of the Great Plains and the Rocky 

Mountains. Therefore only a limited description of the two latter subareas of the USA can be 

provided in this study.
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The Mideast is industrialized area, and it is said to be a center of culture and civilization. 

Moreover, it is closer to Europe, both geographically and culturally.278 51 % of the residents of 

the USA and Canada lives within 1200 kilometer’s radius from the center point of the state of 

New York. In addition, 52 % of the per capita income of the two countries, 53 % of the US 

wholesale trade, and 55 % of the industrial factories of the USA and Canada are concentrated in 

the area. The residents in the Mideast area have a high purchasing power and there are good 

traffic connections in the area.279 Consequently, the states of the Mideast seem to offer favorable 

business conditions and large exploitable market potential.

Agnew suggests that the Mideast as a whole has lost its overwhelming predominance as the 

center for corporate headquarters, but it still maintains a clear advantage over other regions. This 

advantage is due to the fact that the decision making function in American business and finance 

has, however, remained concentrated in the Mideast. Therefore the relative decline in the number 

of manufacturing companies has not meant a loss of economic and political dominance.280 It 

would seem justified to hypothesize that also Finnish companies, in large number, have chosen the 

Mideastern states as the establishment site of their US units.

2.4.3.3 Great Lakes

The area of the Great Lakes includes the states of Illinois, Indiana, Iowa, Michigan, Minnesota, 

Missouri, Ohio and Wisconsin as was already mentioned in the beginning of this chapter. Map 8 

presents states of the Great Lakes.

278 Puotila 1986, 10
279 Pouttu 1985, 7-8
280 Agnew 1987, 184
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Map 8 Great Lakes
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In 1990 the population of these eight states was over 51 million. Most of the population has 

concentrated in cities; almost 28 million people live in the ten biggest cities. Illinois, Ohio and 

Michigan have absorbed most of the population.281 282 Almost 3000 foreign companies are located in 

the area of the Great Lakes Such a large number of foreign companies indicates that this area 

has several advantages to offer. These stimuli include, for instance, traffic connections, economic 

stability, industrial structure, educated labor force, lower level of costs, authority support, 

network of business services, and the proximity of the Canadian market.

The area of the Great Lakes has an ideal geographical location and is thus a natural traffic 

junction. It has a highly sophisticated interstate highway network of over 9300 kilometers, dense 

railway traffic and excellent water ways providing access to the Gulf of Mexico and to the 

Atlantic Ocean. Additionally, there are inland water connections to St. Louis and New Orleans. 

The area is a center of North American aviation and has the busiest airport in the USA, that is,

281 Katajamäki 1992, 10
282 Katajamäki 1992, 16, 25, 32, 39, 45, 56, 58
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O’Hare in Chicago. It is the only airport offering a daily non-stop flight to the most important 

North American cities.283

Katajamäki points out that the Great Lakes area has not suffered from the economic cycles as 

much as the other areas. It has experienced neither severe downturns nor hectic boom periods. 

Thus economic development has been more stable. According to Katajamäki this is due to the 

structure of the industry. Over the years, industrial activity in the area has become more versatile 

and hence the impact of branch related depressions on the regional economy has decreased.284

Illinois, Michigan, and Ohio are traditionally industrialized states. The rust belt area, on which 

most of the metal industry has concentrated, stretches from Illinois to the state of New York. 

Indiana, Minnesota, Missouri and Wisconsin used to be largely agricultural states, but now they 

provide large volume of industrial production, especially in the field of high technology.285 This 

shift towards high tech industries has been a general trend shared by many of the states of the 

Great Lakes. Consequently, these states have also gained importance as the region of research 

and development.286

Michigan is a center of car industry. This field of manufacturing industry offers potential for 

subcontracting, since over 50 % of subcontracting is acquired from within the area. The aircraft 

industry has concentrated in St.Louis. Finnish high-tech on this field could offer some potential, 

since the Hornet purchase might have given positive publicity for Finnish distributors. Other fields 

of industry in the area are chemistry, plastics and electronics. Also the Green Bay forest industry 

area in Wisconsin is likely to mean subcontracting for Finnish companies.287 This kind of versatile 

economic structure seems to indicate established infrastructure for the existing industries and 

large markets also for Finnish companies.

Labor force is well-educated in the states of the Great Lakes. This is due to the large number of 

universities in the area. Wage and rent levels are reasonable, with the exception of Chicago, living

283 Katajamäki 1992, 11
284 Katajamäki 1992, 12
285 Katajamäki 1992, 12
286 Agnew 1987, 179-181
287 Katajamäki 1992, 36, 49, 56, 61
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and prices of land and energy are lower than in the Sunbelt and the Mideast. Local authorities 

offer their free services in recruiting, training, contact creation, office space location and financial 

matters. The Great Lakes states also provide various programs, tax relieves and laws that 

facilitate business establishments. The network of business service functions is dense and strong in 

the states of the Great Lakes; availability of forwarding, accounting, consulting and juridical 

services is abundant. Additionally, over 75 international banks operate in Chicago, which is due to 

its position as a financial center. The world’s oldest raw material and merchandise stock 

exchange, the Chicago Board of Trade, and the agricultural products’ stock exchange, the 

Chicago Mercantile Exchange, make the city an important business center.288

The proximity of Canada makes the northern Great Lakes states an attractive location. If a 

company is interested in operating both in the US and Canadian markets, for example, Michigan 

might be an excellent choice for a sales and distribution center.

Scenery in the area bears a resemblance to the Nordic landscapes, which may contribute to the 

establishment site choice of Finnish companies. Also the strong Scandinavian heritage and the 

Nordic background of many residents may make the environment more familiar for Finnish 

companies. This area might also be closer to the European style of living than the Mideast and the 

Sunbelt. Thus it might be easier to start the adjustment to the North American business 

environment from the states of the Great Lakes. For these reasons it is hypothesized that there is a 

concentration of Finnish subsidiaries in the area.

2.4.3.4 Great Plains and Rocky Mountains

The third subarea of the United States consists of all the rest of the states, that is, North Dakota, 

South Dakota, Nebraska, Kansas, Montana, Nevada, Wyoming, Colorado, Idaho, Utah, 

Washington, Alaska, Hawaii and Oregon. These states are shown in Map 9.

288 Katajamäki 1992, 14-15, 20-21, 28-29, 35
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Map 9 Great Plains and Rocky Mountains

The area is geographically, economically and culturally dispersed, but this kind of classification 

serves best the aim of the study, since it is hypothesized that in these states the number of Finnish 

subsidiaries is limited. It would not be rational to divide this area further, although the 

subdivisions would thus be more homogeneous. Alaska, Washington, Oregon and Hawaii are 

listed under this subarea, because they do not suit to other three subareas either.

Although the states of the Great Plains and the Rocky Mountains geographically occupy a large 

area, they have the smallest density of population besides Alaska. Furthermore, the soil is 

unfruitful, the standard of living is, in general, lower than in the three other subareas of the USA,



86

availability of educated labor force is shorter, transport costs are higher and the area lacks 

important financial city centers.289

Pacific Northwest, in other words Oregon and Washington, has been isolated beyond its mountain 

barriers and, consequently, had a permanent problem of transfer costs to and from the rest of the 

continent. However, it has been steadily increasing its positional advantages as trade between 

North America and Japan has mounted to unprecedented levels in the last 20 years290. It is 

suggested that the importance of these two states is to increase in the longitudinal perspective as 

the America-Pacific Rim -axis of the world trade triangle further strengthens in the near future.

After the examination of four subareas the business environment in Canada will be studied in the 

following section.

2.4.4 Business Environment in Canada

Description of the business environment in Canada will be carried out by examining first the 

geographical and economic characteristics of Canada, and secondly, by analyzing Canada as an 

investment target for Finnish subsidiaries. This analysis, coherently with Section 2.4.2, deals with 

pull factors, operation climate and problem areas in the Canadian business environment.

2.4.4.1 Geographical and Economic Characteristics of Canada

Canada has 26.3 million inhabitants and its area covers approximately 10 million square 

kilometers. It has a borderline of 6400 kilometers with the USA in the south, otherwise it is 

surrounded by the oceans.291 Canada is the second largest nation in the world occupying 6.7 % 

from the globe’s land area. However, its population is only 0.5 % from the globe’s population, 

and thus it has a low average density of population, 2.6/square kilometer.292 89 % of the area is 

without permanent settlement. The population clusters along the southern Canadian border, with

289 Puotila 1986, 10
290 Paterson 1984, 179
291 Karvetti 1991, 3
292 Kanada. Viejän Maakatsaukset. 1982, 3
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huge northern expanses virtually uninhabited.293 Canada is probably one of the world’s most 

urbanized countries; 75 % of the population live within 300 kilometer’s radius from the US 

border in the biggest cities294. Canada has ten provinces and two so called territories which are 

shown in Map 10.

Map 10 Provinces and Territories of Canada
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Provinces are Quebec, Ontario, British Columbia, Newfoundland, Nova Scotia, Prince Edward 

Island, New Brunswick, Manitoba, Saskatchewan and Alberta. Territories are Yukon and 

Northwest Territories. Ontario and Quebec are the two most populated provinces with over 60 % 

of the nation’s population. Provinces have self-autonomy, the administration of the two territories

293 Soras 1985, 3
294 Hekkala 1990, 5
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belongs to the federal state. The biggest cities include Toronto, Montreal, Vancouver, Ottawa and 

Calgary.295

Canada is a bilingual country; 26 % of its population is of French origin and two thirds of them 

speaks only French. 67 % of the population is English speaking and 15 % of them bilingual. The 

consumption habits of French and English speaking populations differ and require product 

adaptation. The biggest immigrant groups are Chinese, French, Italian and Portuguese. There are 

about 90 000 residents of Finnish origin in Canada.296

Canada has had the most intense economic growth among the G7-countries in 1994-1995. This is 

largely due to the stimuli caused by the agreement on the North American Free Trade 

Association. Therefore it seems that the Canadian economy is depended on the US economy. 

Sahiluoma argues that the free trade agreements between the two countries have even increased 

the importance of their trade; 80 % of Canada’s trade is with the USA, which accounts for 25 % 

of the Canadian GDP. Also the direct investments from Canada to the USA and from the USA to 

Canada have increased significantly in recent years. Consequently, the money and stock markets 

of the two countries are tied together. Therefore the US economic fluctuations, inflation and 

interest rates have an impact on the Canadian economy.297

Canada’s energy potential is one of the world’s most abundant; there is oil, natural gas, iron, 

nickel, copper, zinc, asbestos, water and forests. As a result, the price of energy is considerably 

lower in Canada than in the USA.298 35 % of total area is forest, which creates basis for paper and 

pulp production. Consequently, Canada is the biggest newspaper producer in the world. It also 

has a strong car industry. Industrial production accounts for over 50 % of total production, 75 % 

of that is born in Ontario and Quebec. 40% of GDP comes from agriculture and industry, 60% 

from services.299

295 Marknadsguide Kanada 1986, 9-11
296 Soras 1985, 3; Karvetti 1991, 3
297 Sahiluoma 1995, 8
298 Kanada. Viejän Maakatsaukset. 1982, 5-6
299 Marknadsguide Kanada 1986, 20
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1.4.4.2 Canada as Investment Target for Finnish Companies

As was already mentioned in the beginning of this section, the compatibility of Canada as an 

investment target for Finnish companies is judged on the basis of factors that pull operations into 

Canada, prevailing operation climate and certain features of the nation that might turn into 

problem areas for Finnish units operating in the area.

Pull Forces

Forces that pull business establishments into Canada seem to include various assistance programs 

and stimuli offered by the federal government and provinces, favorable legislation towards 

business, and size and purchasing power of markets, which thus lead to vast marketing 

possibilities. Moreover, the gateway position to Asia through Canada’s western province, British 

Columbia, has appeared to have a great appeal to business establishments in recent years. These 

factors will be discussed in the following paragraphs.

The federal government incentives or assistance programs are classified in two basic categories; 

firstly, statutory or automatic incentives where a taxpayer has a legal right to them provided the 

rules and regulations governing their administration are complied with; and secondly, 

discretionary incentives which are designed to encourage economic activity in certain areas of the 

country and in high risk situations.300 Karvetti301 points out that besides governmental stimuli, all 

provinces offer a great number of different assistance programs.

All companies operating in Canada must abide by legislation and regulations which pertain to the 

particular type of business in which they are engaged. Foreign companies operating in Canada do 

not necessarily need to be organized under Canadian law or to maintain places of business in 

Canada, nor are they required by law to have Canadian citizens connected with their 

operations.302 Foreign companies get access to same services and economic support than 

Canadian companies303.

300 Doing Business in Canada 1982, 15
301 Karvetti 1991, 39
302 Doing Business in Canada 1982, 11
303 Marknadsguide Kanada 1986, 43
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Soras argues that Canada has a structural similarity with the USA. The two countries have same 

kind of business practice, and also the Canadian market is heterogeneous.304 Moreover, both 

countries have a stable political environment which is often considered a prerequisite for a foreign 

unit establishment. However, the recent independence aspirations of Quebec and possible 

withdrawal of Canada from the Commonwealth are to raise political debates also in the future.

Geographically Canada consists of five market areas, where taste and consumption habits of the 

population vary greatly. The first area includes Newfoundland, Prince Edward Island, Nova 

Scotia and New Brunswick. The second is formed by Quebec alone, third encompasses Ontario 

and Manitoba, the fourth is Saskatchewan, and the fifth Alberta together with British Columbia 

and Northwest Territories.305 Regardless of regional diversification the purchasing power is, in 

general, relatively high. Therefore the Canadian market offers large exploitable potential for 

foreign investors. Moreover, the Canadian market is somewhat easier to manage than the US 

market, and the products can be adapted to suit the North American demand in Canada. The 

value of the Canadian dollar and lower wages and energy costs make products produced in 

Canada much more competitive than those produced in the USA. Additionally, for example, 

Quebec and Ontario are excellent location alternatives for companies that want to reach the 

northeastern parts of the USA.306

The role of British Columbia has increased in importance as the direction of North American trade 

has been concentrating on the Pacific Rim. After the USA Japan is the most significant trading 

partner of Canada. In British Columbia exports to the Pacific Rim and to the rest of Asia have 

already exceeded those to the USA. It has been argued that, during a short period, Vancouver has 

become the biggest harbor and most important gateway to and from Asia. Also the air traffic, 

both the number of routes and flight frequencies, is rapidly increasing. Moreover, 48 international 

banks and financial institutions, and 20 foreign shipping companies have established their presence 

in Vancouver which has turned into an off-shore center offering tax relieves. Consequently, the 

economy of British Columbia is expanding considerably faster than in Canada on average. In

304 Soras 1985, 6
305 Kanada. Viejän Maakatsaukset. 1982, 6
306 Marknadsguide Kanada 1986, 43
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addition to British Columbia also Alberta and Saskatchewan have started to turn towards Asian 

trade.307

On the basis of above discussion it is suggested that Canada might be a suitable first contact with 

the North American continent for many Finnish companies. Moreover, it is hypothesized that 

particularly the economic dynamics of British Columbia has attracted a number of Finnish 

companies.

Operation Climate

As clarified earlier, the operation climate will be discussed on the basis of four factors: foreign 

investment regulation, legislation concerning the legal mode of company, tax practice and labor 

unions.

Foreign Investment Regulation

It appears that compared to many other industrialized countries, Canada has few laws that 

regulate foreign investment. Financial transactions involving commodities, goods or services and 

transfers of capital are not subject to exchange control regulations. Additionally, royalties, stock 

earnings and rewards can be paid freely, and there are no restrictions on foreign land 

ownership.308

Investment Canada is the federal organ that supports and facilitates both domestic and foreign 

investments and controls foreigners’ significant acquisitions in Canada. Its aim is to promote 

economic growth and employment. Investment Canada has to be informed of all the investments, 

but an inspection is carried through only when sensitive areas, such as national property and 

culture, are in question. An inspection is also carried out when the target of a direct acquisition 

has a capital of over CAD 5 million.309 Foreign investment is restricted in television and radio

307 Sahiluoma 1996, 28
308 Kanada. Viejän Maakatsaukset. 1982, 21,11
309 Soras 1985, 11, 16
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stations, life insurance companies, financing companies and in mining and oil findings in Yukon 

and Northwest Territories310. ;

The favorable attitude of the authorities towards foreign investors is likely to be due to the fact 

that in order to take advantage of its rich resources Canada needs foreign capital. As a 

consequence, foreign investments have already for some time had a significant impact on the 

country’s industrialization.311 Almost 65 % of the Canadian industry is owned by foreigners. Most 

of the foreign investments, 75 %, is targeted to Ontario and Quebec. Canada is particularly 

interested in manufacturing companies that are in need of cheap energy. There are enormous 

resources of both electricity and gas for reasonable price.312

As was mentioned earlier, alongside commercial banks financial support is also offered by federal 

governments and authorities who are responsible for the economic and industrial development in 

all provinces. They may offer loans with lower interest rates, direct financial support, structural 

and marketing research and training funds. Trust companies, mortgage companies, loan 

companies and pension funds are also credit institutions. Federal Business Development Bank is 

owned by the state and it supports business establishment and development in Canada by offering, 

for example, financing, consultation, loans, leasing, and venture capital financing mainly for 

smaller companies.31' Karvetti points out that in order a subsidiary to get a loan from Canada, due 

to the unfamiliarity of the company, a Finnish bank or parent company must often give a 

guarantee and the subsidiary must have own capital at least one third from the loan’s amount314.

Legal Mode Legislation

The forms of business organizations that may be created in Canada are partnerships, sole 

proprietorships, limited companies and corporations, and branches of foreign corporations. 

Partnerships and sole proprietorships may be formed covering commercial, professional, trading, 

manufacturing and mining enterprises in all provinces and territories. Limited companies and 

corporations are, like the respective forms in other countries, forms in which the shareholders,

310 Kanada. Viejän Maakatsaukset. 1982, 22
311 Kanada. Viejän Maakatsaukset. 1982, 21
312 Marknadsguide Kanada 1986, 43
313 Soras 1985, 56-57, 59
314 Karvetti 1991, 26
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either individually or collectively, are not responsible for any act or default, debt or liability of the 

company beyond the unpaid portion of their respective shares in the capital stock of the company. 

Branches of foreign corporations must be licensed or registered in each of the provinces in which 

they wish to carry on business.315

In the majority of cases a foreign-owned manufacturing plant in Canada is set up as a limited 

liability company having a corporate existence apart from that of its parent company. Where a 

subsidiary of a foreign company is incorporated under Canadian federal laws, it has status and 

power entitling it to carry on business throughout Canada. Moreover, it is subject to provincial 

laws of general application and its headquarters must be located in one of the provinces.316 

Nevertheless, the subsidiary must be registered or licensed in all provinces where it is going to 

operate. An exception includes companies located in Quebec or Ontario; they do not need a 

license for operations in other provinces.317 Consequently, it seems that if the attempt is to have 

business in the whole continent or in several provinces, it is recommendable to register according 

to the federal law.

Tax Practice

Taxes are levied in Canada by three levels of governments; federal, provincial and municipal. 

Federal government imposes income tax on income and capital gains, excise and sales tax and 

customs duties. Provincial government levies income tax, tax on natural resources and retail sales 

tax. Municipal government levies tax upon the value of real estate. All corporate residents in 

Canada are liable to federal and provincial income tax. All provinces levy both corporate and 

personal income taxes.318

Under common law, a corporate is resident where its central management and control is located. 

The tax status of a corporation depends on its tax classification; a public corporation is resident of 

Canada and either has its shares listed on a Canadian stock exchange or chooses to be treated as 

such provided certain conditions are fulfilled. A corporate resident in Canada is taxable on its 

income for the taxation year from all sources inside and outside Canada. A corporate non-resident

315 Doing Business in Canada 1982, 19-21
316 Doing Business in Canada 1982, 11, 21
317 Marknadsguide Kanada 1986, 45
318 Doing Business in Canada 1982, 23
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in Canada is taxable on income it derives from carrying on business in Canada and on certain 

types of income received from residents of Canada.319

Dividends paid by the subsidiary to the parent are subject to a withholding tax of 15%. A branch 

of foreign corporation is subject to income tax on its income generated in Canada. Tax relieves 

include investment tax credit, manufacturing and processing profits credit, small business tax 

credit, foreign income tax credit, and relief yielded to productive investments.320

Labor Unions

Slightly under 40 % of the work force is organized in labor unions. The number of labor union 

members has increased by 3 % yearly. However, the percentage varies greatly among different 

sectors; in the public sector nearly 100 % of the employees is organized, whereas in services the 

figure is under 5 %. Legislation is carried through mostly on the provincial level.321 The unions in 

steel and car industries are the strongest. The labor unions of Canada and the USA are in close 

cooperation.322

Discussion on potential problem areas in Canada will close this section concerning the Canadian 

business environment.

Problem Areas

Areas that might pose problems to the operations of Finnish units in Canada include, for example, 

the largeness of the country, distribution, bureaucracy and authorities, and differences among the 

provinces and cultures. These factors will be discussed in the following paragraphs.

As in the case of the USA, capturing the whole continent at once would not be successful. In 

order to cover the whole country’s market it would seem necessary to acquire a distribution 

center in one of the ten most important cities. As the population further disperses geographically

319 Doing Business in Canada 1982, 25
320 Soras 1985, 48-49, 52
321 Marknadsguide Kanada 1986, 24
322 Soras 1985, 60
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and internal migration increases, the distribution costs are to increase sharply. That arises the need 

to reorganize marketing and distribution organizations.323

According to Soras also Canada has a strict product liability legislation, which results in high 

insurance costs. She fUrther points out that the majority of management must have a permanent 

residence in Canada according to the laws of Ontario, Manitoba and British Columbia.324 If the 

company wants to bring professional employees to Canada they must get an employment 

permission from Employment and Immigration Canada. This organ proves that there are no 

eligible persons in Canada to do that job.325 326

Other problems might be posed by the differences between provinces. Quebec has an independent 

position and a strong need for a regional identity. Bilingualism requires double packaging texts 

and product adaptation. Also the advertising has to be planned separately, both linguistically and 

stylistically, for English and French clients. Moreover, there are differing standards, tastes and 

security regulations between provinces.j26

Karvetti suggests that cultural difficulties experienced by Finnish units in Canada are derived from 

misunderstandings of the Canadian culture and business. The Canadian system is based on a 

strong individual guidance and motivation to work and try harder in order to reach continuously 

better results. Canadians are motivated from success and they are ready to sacrifice easily a soft 

value from their lives in order to get more attention and well-fare. On the contrary, work is more 

of a necessity than an opportunity to Finns. Canadian business planning is carried through on a 

short term basis in contrast to the Finnish type of slow and collective decision making. In Finland 

the emphasis is more on research and development, whereas in Canada it is on marketing and 

mass production.327

323 Kanada. Viejän Maakatsaukset. 1982, 9, 14
324 Soras 1985, 25, 38
325 Karvetti 1991, 13-14
326 Kanada. Viejän Maakatsaukset. 1982, 15
327 Karvetti 1991, 56, 59-60



96

North American free trade agreements have had a significant impact on the operation conditions 

of foreign subsidiaries in the United States and Canada. Therefore they will be discussed in the 

following section.

2.4.5 North American Free Trade Agreements

Conclusion of free trade agreements between Canada and the USA has been a strenuous process 

regardless of the increasing importance of their trade, their similar history and long-standing 

friendship. The trade liberalization between these two countries has faced severe objection and 

experienced several failures, and it took 140 years until the most sophisticated stages of the 

process, the Canada-USA Free Trade Agreement (FTA) and the North American Free Trade 

Association (NAFTA), entered into force. These two agreements now regulate the largest 

bilateral trade in the world; in 1992 it totaled nearly $250 billion328. The liberalization efforts were 

accelerated during the latter half of the 1980’s, which might indicate the agreements to be a 

response to the intensifying integration of the European economies and to the emerging trade bloc 

of the Pacific Rim.

This section examines the relevant contents and implications of these two agreements to the 

operations of Finnish subsidiaries established in the area. The FTA of 1989 is dealt with first, and 

in greater detail, since the NAFTA of 1994 did not introduce significant new aspects concerning 

the business environments of Canada and the USA.

2.4.5.1 Content of Canada-United States Free Trade Agreement

Mason and Turay consider the Canada-USA FTA the most comprehensive bilateral trade 

agreement ever negotiated. The agreement aims to abolish the barriers to merchandise and service 

trade, to favor free trade in the area, to liberalize investments and to create a basis for a wide 

cooperation that would bring out the best of the agreement.329 All tariffs on goods and services 

are to be eliminated; some were removed immediately and others will be removed in installments

328 Mason & Turay 1994, 10
329 Mason & Turay 1994, 10
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over five or ten year periods, as each side has retained an independent third country trade policy. 

The agreement also abolishes almost all quotas and other import and export restrictions.330 Rules 

of origin are closely monitored. The origin of a product is determined on whether the product is 

totally produced in the USA or Canada. If imported material is used, products have to be refined 

so much that their title in the harmonized system changes. According to the value added 

requirement rule, products that are mainly only put up in the area, must have generated 50 % of 

their direct costs within the area.331

The FTA provides the first time that trade in services has been addressed in an international trade 

treaty. The principles of national treatment, access to domestic distribution systems and 

transparency of rules and procedures will be applied to service industries. Besides services, it is 

also the first time when a free trade agreement governs the entire financial sector; capital 

expansion, market share and growth restrictions currently imposed on US banks are to be 

removed and investments are now subject to national, nondiscriminatory, treatment. Cross- 

border investment policies will be liberalized over a period of ten years. Capital movements will 

still occasionally be restricted as Canada will continue the screening of some direct acquisitions, 

but this practice will be abolished for all indirect acquisitions.332

In public procurements the both countries have an equal position. The producers in the USA can 

take part in the $500 million procurement of the state of Canada and the producers in Canada 

have potential for foreign procurements of $3 billion.333

The issue of national culture and identity is an extremely sensitive Canadian matter. Therefore all 

cultural industries, including any form of media or communications, are completely exempted 

from the agreement. Transportation, basic telecommunications, education and all health and social 

services are also left out of coverage.334

330 Skolnik 1989, 11
331 Hekkala 1990, 20
332 Skolnik 1989, 11-12
333 Hekkala 1990, 22
334 Skolnik 1989, 13
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2.4.S.2 Implications of Canada-United States Free Trade Agreement to Finnish 
Subsidiaries

The implications of the FTA that concern the Finnish subsidiaries include enlarged market, 

improved competitive position and business environment, more choice in the establishment site 

selection and new opportunities in certain fields of industry.

As Canada and the USA after the FTA form a single market, the Finnish units established in the 

area have access to the neighboring country and hence a larger market. Moreover, they are now 

inside the customs wall and may thus enjoy an improved competitive position against third 

countries335. The combined market of Canada and the USA includes 266 million consumers336. 

According to Karvetti the competitive position of manufacturing companies in particular has 

improved. Due to the abolishment of duties the manufacturers established in Canada have an 

advantage in the US market and vice versa. Furthermore, manufacturers gain the advantage of the 

harmonization of technical standards. Therefore they can compete with the same product in the 

whole North American continent/37 Helme suggests that the abolishment of customs may have a 

favorable effect also on the costs of the companies338.

Hekkala argues that Canada is to benefit more from the agreement; it will gain 250 000 new jobs 

and its GDP will increase 3 %. The FTA is likely to boost innovation and research and 

development. It is expected to decrease the price level, increase foreign investments, productivity 

and real wages, and strengthen the Canadian dollar. On the other hand, Hekkala points out that 

the appreciation of the Canadian dollar may decrease the competitiveness of the Canadian exports 

to the USA.339 Furthermore, Canada might be forced to cut its significant state subsidies which 

would return the state supported industries to compete from an equal position with the companies 

controlled by third countries340.

335 Helme 1990, 39
336 Sahiluoma 1989, 21
337 Karvetti 1991, 69
338 Helme 1990, 35
339 Hekkala 1990, 31-32, 26
340 Helme 1990, 38
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There is now more freedom in the choice of the establishment site, but according to Hekkala the 

decision becomes more complex, because the vanishing trade barriers turn the direction of trade 

to north-south instead of the traditional east-west. This might arise interest in the states of the 

Mideast in the USA and eastern Canada, since they are extremely industrialized areas and the 

activity between them is to increase. Hekkala further points out that the operation site decisions 

will now be made on the basis of effective distribution potential, level of costs, availability of 

work force and the level of the living environment.341

Helme argues that the degree of refining in the Canadian paper industry is to increase, because the 

USA can no longer use protectionist measures towards Canada. Consequently, that might lead to 

tightening competition in the US paper market, but also to new potential for Finnish units 

manufacturing machines for the forest industry. Helme also points out that due to the secured 

access to the US market, the Canadian mining industry, petrochemical industry and energy 

production will develop and thus give opportunities for machine manufacturers and various 

project works.342

For these above discussed reasons, it is assumed that the Canadian business environment might 

become more favorable for the Finnish subsidiaries. On the other hand, the number of Finnish 

units in Canada may decrease, because, according to Helme343, the main criteria for the Canadian 

establishment, that is, high duties, disappears. Consequently the need to have two organizations is 

removed, and activities may be transferred to be led from the USA. The final consequences are, 

however, not to be seen until in the long term.

341 Hekkala 1990, 38, 58
342 Helme 1990, 42, 45
343 Helme 1990, 40
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2.4.5.3 North American Free Trade Association and its Implications to Finnish 
Subsidiaries

The NAFTA, signed in 1994, brought into being the largest and wealthiest free trade zone in the 

world. It includes 370 million consumers, a geographical area more than twice that of Europe and 

a regional GDP of over USD 6.5 trillion.344

The technical basis for the agreement is the FT A, and Sirén345 even regards it as a FTA 

enlargement to cover Mexico. The aspects of the two very developed countries and those of one 

developing country are combined, so that the partners after a transferring period would be in 

equal positions346. It is unusual that two industrialized countries are paired with a developing 

nation. The north-south, or rich-poor combination, is unprecedented in the history of post-war 

free trade agreements.347

The aim of the NAFTA is to find a free trade area in order to remove trade barriers, to promote 

conditions for fair competition and to increase investment possibilities348. The NAFTA calls for 

the elimination of all tariffs and import quotas among the three countries within 15 years. The 

independent third country duty policies remain and the rules of origin specified under the FTA 

apply also for the NAFTA. Absolute harmonization of technical regulations and standards of 

merchandises and services is not required. The agreement encourages cross-border investments by 

requiring that foreign investors should be given the same rights and opportunities as domestic 

ones, except in a few economic sectors such as the media and the petroleum industry.349 350 

Therefore, from the point of view of a Finnish subsidiary, the most important change to the 

investment regulations of the FTA is that the NAFTA regulations concern all companies 

established according to the laws of Canada, Mexico or the USA, even if the company is 

controlled by a third country750. Helme argues that the agreement is likely to create opportunities 

for economies of scale, to lower average costs and to improve competitiveness. Moreover, it will

Mason & Turay 1994, 16; NAFTA: answers... 1994, 12
345 Sirén 1995, 15
346 Sampovaara 1994, 12
347 Mason & Turay 1994, 17
348 Sampovaara 1994, 28
349 Browne 1994, 59
350 Masalin & Pöllänen 1993, 48
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accelerate the development on various fields and the whole North American economic life is 

expected to become more lively.351

For the above discussed reasons, the agreement seems to have a positive impact on the activities 

of the subsidiaries already established in the area. Masalin and Pöllänen argue that the Finnish 

companies that have already established their presence in Canada should keep up with the modern 

production technology and product development in order to succeed in the enlarged market352. 

However, as was pointed out in Section 2.2.11, Finnish companies can rationalize their subsidiary 

network inside NAFTA in order to better take advantage of the new free trade area and it was 

hypothesized that the formation of NAFTA has increased the divestments of overlapping units in 

North America.

Mason and Turay suggest that the NAFTA will provide overseas corporations with an incentive 

to invest for the first time or to increase current investments in North America353. Moreover, 

according to Sampovaara, increasing protectionism in the USA forces European and Asian 

manufacturers to locate plants within North America, most likely in Mexico. Sampovaara further 

points out that, under the NAFTA, Mexico will enjoy a competitive advantage in products whose 

manufacturing is labor intensive, but which require little capital, while Canada will enjoy a 

substantial advantage in capital intensive industries.354 Kokkarinen emphasizes that Finnish 

subsidiaries in Canada and in the USA should not ignore the increasing importance of Mexico as 

an advantageous production site. He further points out that Mexico is a gate to Latin America, 

since it has free trade agreements with several Central American nations as well as with Venezuela 

and Columbia.355

Mason and Turay356 argue that the NAFTA is likely to succeed for a number of reasons; firstly, 

there is a firm political commitment; secondly, two of the three members have similar law and 

regulatory regimes and similar levels of GDP per capita; and thirdly, the members are located in 

geographical proximity. It appears that the intention of the NAFTA members is to extend trade

351 Helme 1990, iii
352 Masalin & Pöllänen 1993, 35
353 Mason & Turay 1994, 23
354 Sampovaara 1993, 23
355 Kokkarinen 1996, 12
356 Mason & Turay 1994, 31
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preferences to Central and South America. Chile and Canada have already proceeded in talks 

about mutual free trade, and their purpose is to contribute to the Chile’s entry into the NAFTA.357 

The effects of the NAFTA will, nevertheless, not be seen in a few years, probably not even in a 

few decades.

2.5 SUMMARY OF THE HYPOTHESES

The sections in the theoretical frame of reference presented several hypotheses on the basis of the 

studied literature. As a sum up the hypotheses are listed in the following:

• A majority of the units in North America have been established through acquisition.

• The number of company form units and operative sites in North America is great, whereas there 

exists only few branches and representative offices in the area.

• Totally owned subsidiaries form the majority of units in North America and the number of 

minority owned joint ventures is marginal.

• Finnish units in North America are relatively small in size.

• Concentrations of Finnish units in North America can be found in the Sunbelt, Mideast, Great 

Lakes and British Columbia in Canada whereas the area of Great Plains and Rocky Mountains has 

attracted only a limited number of units.

• Due to the closeness of cultural and geographical terms, the Mideast has been the first target 

market for subsidiary operations for Finnish companies.

• The formation of NAFTA has increased the number of divestments as subsidiary operations 

within the free trade area can be rationalized.

357 Kanada ja Chile pyrkivät... 1996, 7
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These hypotheses will be tested in the empirical part of this study. Analysis will be presented in 

the next chapter.
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3. CHARACTERISTICS OF SUBSIDIARY OPERATIONS OF FINNISH 
COMPANIES IN NORTH AMERICA

In this chapter the present state and the development of subsidiary operations of Finnish 

companies in North America will be analyzed on the basis of the data derived from the FIBO- 

databank. The chapter is divided into seven sections. Firstly, the variables used in the analyses are 

shortly presented in Section 3.1. Secondly, an overview on the characteristics of the total 

subsidiary population and subsidiaries in different regions is presented in Section 3.2. Thirdly, the 

present state of subsidiary operations of Finnish companies in North America is examined in 

Section 3.3. Finally, Sections 3.4 - 3.7 present the empirical data from a dynamic perspective, i.e., 

as a function of time.

3.1 VARIABLES

The statistical analyses of this study are conducted on the basis of 15 variables which are listed 

and explained in the following.

Target Country: Target country is the country in which the foreign subsidiary is located. In the 

case of North America the target countries are the USA and Canada.
i

Target State/Province: Because of the large geographical area of the USA and Canada the 

location of a unit is marked more specifically on a state/province level. In a case where either the 

town or state is not available in the data the foreign unit is marked under general categories the 

USA and Canada. The division of the area into five subareas is done on state by state basis.

Target City: Target city is the city in which the foreign subsidiary is located.

Establishment Year: The year in which the investment in a foreign unit was originally carried out 

and the unit was registered by a Finnish parent company. In the case where a Finnish company has 

acquired a foreign subsidiary belonging to another Finnish company, the establishment year is the 

year in which the original Finnish investor made the investment in the foreign unit.
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Establishment Mode: The foreign subsidiary can be established through an acquisition, a 

greenfield investment (new venture) or a merger.

Divestment Year: The year in which the foreign unit was sold to a non-Finnish company, closed, 

went bankrupt or merged into another unit. In the case where either the parent company or 

foreign unit(s) is sold to another Finnish company the unit is not considered sold, but its parent 

has changed.

Divestment Mode: The foreign subsidiary can be divested through closure, sell-off, bankruptcy or 

merger.

Degree of Activity: The foreign subsidiary can be either active or passive. An active unit operates 

on a continuous basis, whereas a passive unit is still without personnel and turnover or only "on 

the paper".

Legal Form: The foreign subsidiary can be a company, branch or a representative office. Further, 

physical units established by a foreign unit in the host country are listed as operative sites. 

Subsidiaries established by foreign units in countries other than in which itself is located are 

marked either company, branch or representative office.

Ownership Percentage: The ownership percentage of a foreign subsidiary can range from 10 to 

100. If the foreign unit is a joint venture owned by several Finnish companies the ownership 

percentage listed indicates the total Finnish ownership.

Unit Type: The unit type is determined by the main function of the foreign subsidiary. The 

classification of unit types according to their functions is provided in Section 2.2.1. 

Manufacturing unit, sales unit and sales promotion unit are considered primary unit types, 

whereas others are considered to be supplementary unit types. If a foreign unit clearly has more 

than one function the unit is marked with all the applicable unit types and considered 

multifunctional.
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Field of Industry: The field of industry of the subsidiary is determined by the field of industry of 

the parent company. If the foreign unit serves the whole group as a whole the primary field of 

industry of the group is used. On the contrary, if the foreign unit serves a specific division within 

the group the field of industry of this division is used. In the case where a foreign unit serves 

divisions belonging to various categories the unit's primary field of industry is applied. Within 

each industry the category to which the subsidiary belongs is indicated by two digit TOL-code 

(see Appendices 4 and 5 for standard industrial classification codes by Central Statistical Office of 

Finland).

Personnel: The number of personnel employed in the foreign unit. Depending on the unit, the 

data are available either covering the situation in 1993 or 1994. It is, however, assumed that the 

different positive and negative statistical errors cancel one another.

Turnover: The turnover of the foreign unit is expressed in million FIM. The data on the turnover 

of the unit are either from the year 1993 or 1994, but the positive and negative statistical errors 

are assumed to cancel one another.

Level of Exports: The total volume of exports from a foreign unit. Export figures include data 

either from year 1993 or 1994 but it is again assumed that the different positive and negative 

statistical errors cancel one another.

3.2 Overview on the Total Subsidiary Population and Subsidiaries in Different Regions

The total population of the FIBO subsidiary databank was adjusted in order to obtain the research 

population for this study. The different population levels are presented in Table 3.
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Table 3 Foreign Subsidiaries of Finnish Companies at Different Population Levels
World

Gross Population 8466

- Subsidiaries of non-target companies -102

- Unclear subsidiaries -249

Adjusted gross population 8112

- Divestments -2167

Net population 5945

Source: FIBO-databank 1995

As can be seen in the table, the total number of foreign subsidiaries of Finnish companies in 

August 1995 equals 8466. From this number the subsidiaries of non-target companies (i.e. 

subsidiaries of private persons, foreign owned Finnish companies, and institutional bodies) and the 

subsidiaries whose state is unclear were subtracted resulting in the adjusted gross population. 

Gross population and adjusted gross population represent the number of foreign subsidiaries of 

Finnish companies within time. However, 2167 units have been divested over the years. This 

leaves a net population of 5945 units, which are currently operating in different regions of the 

world.

The distribution of the entire subsidiary population within time, i.e. adjusted gross population, in 

different regions is presented in Figure 2.
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Figure 2 Distribution of Subsidiary Population in Different Regions throughout Time 
(N=8112)
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Source: FIBO-databank 1995

As Figure 2 indicates the region of European Union (EU) and Western Europe has clearly been 

the most favored location for Finnish subsidiaries; almost 60 % of all Finnish subsidiaries have 

been established in the region. A concentration of Finnish subsidiaries in the close-by European 

countries can easily be understood on the basis of the short business distance. Central and Eastern 

Europe has been a location for 18 % of the subsidiaries. The number has undoubtedly grown 

substantially in recent years with the emergence of potential markets and increased purchasing 

power in the countries in transition.

North America has been a target location for only 12 % of all the subsidiaries, which is rather 

surprising taking into account the already long prevailing great market size and very favorable 

operation climate compared with, for example, the Central and Eastern European countries. 

However, as pointed out in Section 1.1, North America accounts for 22 % of the total foreign 

direct investments of Finnish companies. The difference between the investment flow and the 

actual number of subsidiaries is due to the relative big size of subsidiaries in North America. It 

seems that companies invest relatively more capital into one unit in North America than in other 

regions.
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The total number of subsidiaries in the Asia-Pacific can also be considered surprisingly low taking 

into account the market size and growth potential in the region. It appears very likely that Finnish 

companies still consider remote countries in Asia to be relatively difficult target markets for 

subsidiary operations. In the light of the increasing “Asia boom” and growing market potential it 

seems evident that the share of subsidiáis operations of Finnish companies in the region will grow 

substantially in the future.

Developing countries constitute a minor share of the subsidiary location for Finnish companies 

and it seems unlikely that their share will increase in the near future although some exceptions, 

such as Chile, can become potential target markets also for Finnish subsidiary operations.

3.3 State of Foreign Subsidiary Operations of Finnish Companies in North America

In this section the state of subsidiary operations of Finnish companies in North America in 1995 

will be studied. Due to the nature of the empirical data and the focus of this study on the 

characteristics of foreign subsidiaries, the analysis does not take into account the characteristics of 

the parent company. The analysis is carried through on a variable basis by using 13 of the 15 

variables listed in Section 3.1. Because of their dynamic nature, variables “investment year” and 

“divestment year” will be discussed in Sections 3.4 -3.7 when the development of subsidiary 

operations throughout time will be analyzed.

The examination of subsidiary operations is carried through by different levels of analyses. First, 

the subsidiary operations in North America are discussed in general and differences between the 

USA and Canada on a country level are pointed out. Then, the area of North America is divided 

into five subareas based on the discussion within the theoretical framework. The division of the 

area is presented in Map 11. In this study Canada is treated as a whole because of the relative 

small number of subsidiaries located in the country.
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Map 11 Subareas of North America

Finally, subsidiary operations in North America are compared with three different regions, i.e. the 

EU and Western Europe, Central and Eastern Europe, and Asia-Pacific, at the end of each 

section.

3.3.1 Research Population

The concepts "Gross Population", "Adjusted Gross Population" and "Net Population" presented 

in Section 3.2 are further used. The frequencies of foreign units in North America at different 

population levels are presented in Table 4.
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Table 4 Number of Foreign Units in North America
The USA Canada North America

Gross population 876 182 1058

-Subsidiaries of non-target companies -11 -1 -12

-Unclear subsidiaries -35 -6 -41

Adjusted gross population 830 175 1005

-Divestments -275 -55 330

Net population 555 120 675

Source: FIBO-databank 1995

As can be seen in the table the total number of subsidiaries in North America equals 1058. Within 

this figure, 12 units belong to companies that are not target companies of this study and the state 

of 41 units is unclear. These figures are therefore subtracted from the gross populations. Thus, the 

total number of subsidiaries of Finnish companies in North America throughout time equals 1005. 

From these 1005 units 330 have been divested. These 330 divested units will be examined and 

discussed under Section 3.3.11 when the characteristics of the divested units are studied. The 

above described calculation has left a population of 675 units currently operating in North 

America.

3.3.2 Geographical Distribution

In this section the subsidiary operations are examined on the basis of their distribution in North 

America. As was stated above altogether 675 units of Finnish companies are currently operating 

in North America. From these 675 units 599 were listed on a state/province basis and they were 

thus included in the division of the area into 5 subareas. Figure 3 shows the distribution of 

subsidiaries within the five subareas in North America. A more profound analysis on the target 

state and city will be provided under the Sections 3.6.4 and 3.7.4 dealing with the establishment 

year of subsidiaries in different states and cities.
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Figure 3 Distribution of Units in North America (N=599)
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Source: FIBO-databank 1995

As can be noted in the table slightly over one third (209 units) of all the units are located in the 

Sunbelt area which has thus become the most favored target location for Finnish companies in 

North America. The favorable business environment and great market potential in the Sunbelt 

seem to have attracted a great number of Finnish companies to the area. Greatest number of 

subsidiaries can be found in the states of Texas (46 units), California (45 units), Georgia (38 

units) and Florida (24 units). It is interesting to note that Finnish subsidiaries have also 

concentrated in specific cities in the above mentioned states. The cities with highest frequencies of 

Finnish subsidiaries in the Sunbelt are Houston (25 units), San Diego (22 units) and Atlanta (14 

units).

The Mideast has been a location for 160 units. The east coast has traditionally been a preferred 

location for Finnish subsidiaries, and the area has undoubtedly been the easiest to access both in 

terms of geographical and cultural distance. With the rise of the Sunbelt the Mideast has lost its 

predominance as the center of business in the USA, but the area still has a conglomeration of 

Finnish companies that enjoy the high purchasing power, good traffic connections and the 

concentration of the American business and finance decision functions in the Mid east. Cities in the
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east coast with a biggest conglomeration of Finnish subsidiaries are New York (32 units), Boston 

(10 units) and Glens Falls (9 units).

There are 120 subsidiaries located in Canada. These subsidiaries are greatly concentrated in few 

areas in accordance with the concentration of population and industry in the country. Toronto, 

situated favorably on the shore of Lake Ontario and close to the USA border has attracted as 

many as 17 Finnish subsidiaries. Other conglomeration of units can be found in the west coast in 

Vancouver (7 units) which seems to offer considerable market potential and connections to Asia- 

Pacific. In the French speaking Canada Montreal (4 units) is clearly the most preferred location 

for subsidiaries of Finnish companies.

The area of the Great Lakes also seems to be an easy target location for Finnish companies, 

because of the similar cultural, geographical and industrial factors. Altogether 81 foreign 

subsidiaries are located under the influence of the Great Lakes, which provide, e.g., considerable 

transportation advantages and closeness to the Canadian market. Lake Forest (13 units), Appleton 

(9 units) and Chicago (6 units) have been the most attractive target cities for Finnish companies in 

the area of the Great Lakes.

Finnish companies seem to have especially avoided the area of Great Plains and Rocky 

Mountains; there are only 29 units operating in this area. This finding is in accordance with the 

hypothesis about the unimportance of the Great Plains and Rocky Mountains as a target market 

for subsidiary operations. It seems that the heterogeneous area of the Great Plains and Rocky 

Mountains does not attract Finnish firms because of smaller markets, adverse location, and 

general underdevelopment of the area compared with the other subareas. The biggest and most 

developed cities in the area, e g. Denver (4 units) and Portland (3 units), have logically been the 

most favored locations of Finnish subsidiaries.
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3.3.3 Functional Unit Type

This section studies the use of different functional unit types in North America. Units have been 

divided on the basis of the division by Hentola and Luostarinen (see Section 2.2.1) into six 

different functional groups. Table 5 shows the frequencies of unit types according to the function 

it is performing. Multifunctional units (6 % of all the units) are included in the category of its main 

function. The most often found multifunctional unit is a manufacturing unit combined with a R&D 

unit.

Table 5 Functional Unit Types in North America
Unit Type According to its Function The USA

N % of Units
Canada

N % of Units
North America
N % of Units

Units Related to Production Function 174 36% 48 42% 222 38%
Units Related to Sales and Marketing Function 198 41 % 51 45% 249 42%
Units Related to Accounting, Financial and Fiscal 83 17% 11 10% 94 16%
Function
Units Related to R&D Function 8 2% 0 0% 8 1 %
Units Related to Administrative Function 14 3 % 1 1 % 15 3 %
Units Related to Purchasing and Logistical Function 2 0% 2 2% 4 1 %
Total 479 100 % 113 100 % 592 100,0 %
Not Indicated 76 7 83
Source: FIBO-databank 1995

Table 5 clearly indicates that manufacturing and sales dominate as functions of the units. Units 

related to the sales and marketing function are most common both in the USA and Canada, but 

the share of production units is larger in Canada than in the USA. It seems that the lower costs of 

production in Canada have attracted many Finnish companies to start production there. It is, 

however, important to bear in mind that units related to sales and marketing function only include 

units performing these functions, whereas units in the production function can often be regarded 

multifunctional, because sales, warehousing and sales promotion functions are closely linked to 

their primary operations. The importance of the after sales services in the North American 

markets is highlighted by the relatively large number (15) of maintenance units. In addition, North 

America seems to provide potential raw materials as there are 13 trading units located in the area.

It is interesting to note the importance of the accounting, financial, and fiscal function in the 

North American markets. The share of holding units is significant as over 13 % of these units are 

holding units. This finding seems to reflect the positive government incentives offered for foreign
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firms in North America. The number of financing units is 10 of which a majority is located in the 

Mideast.

The share of other functions is of minor importance. The small number of units related to the 

R&D function can be seen rather surprising taking into account the highly developed technology 

and a number of leading research centers in North America.

Next, the differences in the shares of the various functional unit types in the five subareas of 

North America will be looked at. Table 6 highlights interesting differences in the shares of the 

various functions in the five subareas.

Table 6 Functional Unit Types in the Five Subareas of North America
Unit Type According to its Function Sunbelt 

% of Units
Mideast 

% of Units
Great Lakes 
% of Units

G. Plains & R. Mount. 
% of Units

Canada 
% of Units

Units Related to Production Function 39% 30% 43% 38% 42%
Units Related to Sales and Marketing 
Function

39% 49% 34% 46% 45%

Units Related to Accounting, Financial 
and Fiscal Function

16% 15% 20% 12% 10%

Units Related to R&D Function 2% 3 % 0% 0% 0%
Units Related to Administrative 
Function

3 % 3 % 4% 4% 1 %

Units Related to Purchasing and 
Logistical Function

1 % 1 % 0% 0% 2%

Indicated 190 Units 140 Units 80 Units 26 Units 106 Units
Source: FIBO-databank 1995

As can be seen in the table the area of Great Lakes seems to offer advantageous location for 

manufacturing subsidiaries because of its favorable industrial structure, educated labor force and 

lower level of costs (see Section 2.4.3.3 for details). In addition, proximity to Canadian markets 

and the extremely well developed transportation connections clearly favor the establishment of a 

manufacturing subsidiary in the area. Great Lakes also account for the largest share of units 

related to the accounting, financial and fiscal function. This finding is somewhat surprising since, 

on the basis of the discussion within the theoretical framework, it could have been expected that 

financial centers in the Mideast would have been a more preferred location for e g. holding units. 

Sunbelt and Mideast have attracted all the R&D units in North America, which can easily be 

understood on the basis of their importance as high tech and research and development centers.
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Sales unit, production unit, and holding unit are the most often used unit types in North America 

as well as in other regions. Table 7 provides a comparison of these most popular unit types in 

addition to sales promotion unit in different regions.

Table 7 Most Widely Used Functional Unit Types in Different Regions
Unit Type North America 

% of Units
EU and Western Europe 

% of Units
Central and Eastern Europe 

% of Units
Asia-Pacific 
% of Units

Sales Unit 36% 44% 42% 52%
Production Unit 32% 32% 44% 29%
Holding Unit 13 % 11 % 0% 6%
Sales Promotion Unit 2% 1 % 9% 6%
Total 83 % 88% 95% 93%
Source: FIBO-databank 1995

As can be seen in the table sales units are most common in all the regions except in Central and 

Eastern Europe where the share of production units is almost equal in size. It is rather surprising 

that despite the low costs of production in Asia-Pacific the share of production units in the region 

is only 29 %. Holding units are clearly more common in North America and the EU and Western 

Europe, where Finnish firms have been present for a longer period of time and where the 

regulations concerning foreign firms are more familiar and similar to Finnish regulations, than in 

Central and Eastern Europe and Asia-Pacific.

From the table it is clearly to be seen that the operations in North America and the EU and 

Western Europe are in a more advantageous stage as the share of these four unit types from all 

the unit types is smaller than in Central and Eastern Europe and Asia-Pacific. Thus the scope of 

subsidiary operations is wider in North America and the EU and Western Europe. As a conclusion 

it can be suggested that as firms become more familiar with the market they start to use a greater 

variety of functionally different unit types.

3.3.4 Degree of Activity

Table 8 provides a division of the units in North America into active and passive358 ones. As 

stated in Section 2.2.6 active units can be identified from the existence of turnover and personnel.

358Note that a unit can also enter into a passive state when it is divested by closure. Here, however, the passive 
units examined are not divested.
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Table 8 Degree of Activity of Units in North America
Degree of Activity of the Units The USA

N % of Units
Canada

N % of Units
North America
N % of Units

Active 440 87% 103 94% 543 88%
Passive 66 13% 7 6% 73 12%
Total 506 100 % 110 100 % 616 100 %
Not Indicated 49 10 59
Source: FIBO-databank 1995

As can be seen in the table almost 90 % of the units in North America are actively operating units. 

This finding must, however, be treated with caution since many units with no personnel or 

turnover have in the data been listed as active units although they should have been included in 

the passive units (see also Section 3.3.9). In the USA the share of active units is 87 %, which is 

considerably higher than the one revealed by the Finnish consulate (see Section 2.2.6) in 1982 

when only 70 % of all the units in the USA were active.

When the nature of the passive units is examined in greater detail it is interesting to note that the 

primary unit types of production, sales and sales promotion represent a relatively high share of 

passive units. In addition, 27 % of the passive units are holding units. This finding seems to reflect 

the double nature of a holding unit explained in Section 2.2.1.3. As to the legal form, the majority 

of the passive units are company formed units or their operative sites.

In the following the shares of active and passive units in different regions will be examined. Table 

9 provides the comparison of the degree of activity of the units in different regions.

Table 9 Degree of Activity of Units in Different Regions
Degree of Activity North America EU and Western Europe Central and Eastern Europe Asia-Pacific

% of Units % of Units % of Units % of Units
Active 88% 84% 93% 89%
Passive 12% 16% 7% 11 %
Source: FIBO-databank 1995

As can be seen in the table there are clearly less passive units in Central and Eastern Europe than 

in other regions. This might be explained by the fact that the units in the region are relatively new 

and there has been no strategic need to convert the unit into a passive unit yet. In addition, the
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small proportion of holding units in the region may also have contributed to the small number of 

passive units in Central and Eastern Europe.

3.3.5 Establishment Mode

In this section the establishment mode of the currently operating units in North America are 

examined. More profound understanding of the establishment process of foreign subsidiaries is 

gained when the establishment chain of subsidiaries is studied in a dynamic perspective in Sections 

3.4-3.7.

Table 10 shows the frequencies of different establishment modes through which the current 

subsidiaries in North America have been established.

Table 10 Establishment Modes of Units in North America
Establishment Mode The USA

N % of Units
Canada

N % of Units
North America

N % of Units
Acquisition 214 44% 49 47 % 263 44%
Greenfield Investment 273 56 % 48 46% 321 54 %
Merger 2 0% 7 7 % 9 2%
Total 489 100 % 104 100 % 593 100 %
Not Indicated 66 16 82
Source: FIBO-databank 1995

As Table 10 demonstrates greenfield investments, i.e. new ventures, have been the most preferred 

establishment mode in North America. In the USA greenfield investments clearly exceed the 

number of acquisitions, whereas in Canada the two establishment modes have been used almost 

equally often. It seems that there have been more attractive companies available for acquisition in 

Canada than in the USA and that Finnish companies have used acquisitions as an escalation 

strategy in Canada. The relative high share of mergers in Canada also indicates the importance of 

acquisition and reorganization processes in Canada.

The dominance of the greenfield investments as the establishment mode in the USA is rather 

surprising taking into account the highly competitive and developed markets and favorable 

government regulations concerning acquisitions. In the light of the arguments and hypothesis
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presented in Section 2.2.3 it could have been expected that acquisitions would exceed the number 

of greenfield investments in the USA. However, the establishment mode decision can vary greatly 

according to motives and principles within each firm and some of the firms might have considered 

building from scratch safer than acquiring a strange company. In addition, there might not have 

been suitable firms for acquisition or firms available might have been too expensive for Finnish 

companies to buy. A comparison of the use of establishment modes between the five subareas in 

North America is displayed in Table 11.

Table 11 Establishment Modes of Units in the Five Subareas of North America
Establishment Modes Sunbelt 

% of Units
Mideast 

% of Units
Great Lakes 
% of Units

G. Plains & R. Mount. 
% of Units

Canada 
% of Units

Acquisition 38% 45% 48% 54% 47%
Greenfield Investment 61 % 55% 52% 46% 46%
Merger 1 % 0% 0% 0% 7%
Indicated 179 Units 145 Units 79 Units 26 Units 88 Units
Source: FIBO-databank 1995

As can be seen in the table greenfield investments dominate in the Sunbelt, Mideast and Great 

Lakes. In the Sunbelt the share of greenfield investments is as high as 61 %. It seems that the 

Sunbelt has attracted Finnish companies, because of its profitable infrastructure and market 

potential, and the presence in the area seems to be so important that firms have not been willing to 

wait for potential acquisition targets to show up. In contrast to the Sunbelt, Finnish firms have 

engaged in subsidiary operations in the Great Plains and Rocky Mountains mainly because they 

have found a suitable and profitable acquisition target within the area.

Table 12 presents the percentages of the establishment modes of units in the four regions of the 

world.

Table 12 Establishment Modes of Units in Different Regions
Establishment Mode North America 

% of Units
EU and Western Europe 

% of Units
Central and Eastern Europe 

% of Units
Asia-Pacific 
% of Units

Acquisition 44% 49% 9% 24%
Greenfield Investment 54% 50% 91 % 76%
Merger 2 % 1% 0% 0%
Source: FIBO-databank 1995

Table 12 shows that greenfield investments have been the most often used establishment mode of 

foreign subsidiaries in all the regions. The share of greenfield investments is most frequent
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establishment mode in Central and Eastern Europe (91 %) and Asia-Pacific (76 %). These regions 

are economically less developed and culturally more distant than the more familiar US and 

European markets. It seems that the difficulty in finding a suitable company for acquisitions, the 

demanding process of combining very different management practices and the complicated and 

unfamiliar government regulations concerning acquisitions have led Finnish companies to build a 

new company.

Lack of mergers in Central and Eastern Europe and Asia-Pacific also demonstrates the nature of 

these areas as new targets for Finnish companies. In EU and Western Europe and North America 

Finnish firms have been present long enough to have developed a subsidiary network which can 

be rationalized and reorganized through mergers.

3.3.6 Legal Mode

This section examines the subsidiary operations on the basis of the chosen legal arrangements. 

The legal modes of the 675 units in North America are presented in Table 13.

Table 13 Legal Modes of Units in North America
Legal Modes of Units The USA

N % of Units
Canada

N % of Units
North America

N % of Units
Company 432 80% 94 80% 526 80%
Operative Site 83 15% 22 19% 105 16%
Branch 21 4% 1 1 % 22 3 %
Representative Office 5 1 % 1 1 % 6 1 %
Total 541 100 % 118 100 % 659 100 %
Not Indicated 14 2 16
Source: FIBO-databank 1995

As can be seen, company form clearly dominates the other legal forms. It is, however, interesting 

to note the relatively large number of operative sites in North America. This result could be 

explained with the large geographical area in question and it would seem to be useful for a firm to 

establish a company formed subsidiary first and let the subsidiary then penetrate deeper in the area 

by increasing the number of operative sites.
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The small number of branches in North America can be explained by following factors. The 

favorable investment climate in North America could be one of the most important reasons for the 

small number of branch formed foreign units. As stated in Section 2.2.4 branches are often used in 

countries where company formed subsidiaries are not allowed by law. In the USA and Canada, 

however, the government has not imposed any restrictions on company formed subsidiaries and 

this seems to contribute to the large number of company formed subsidiaries in the area. In 

Canada, the dominance of company formed subsidiaries over branches is even clearer. As many as 

98 % of the units are either company formed units or operative sites.

The field of industry of the parent company may also have an effect on the legal form of a 

subsidiary. The share of subsidiaries in the field of finance and insurance, for which a branch as a 

legal mode is more common, is higher in the USA than in Canada, which might be the reason for 

the difference in the number of branches between the two countries.

The importance of the use of representative offices in North America seems to be very low. There 

are only six representative offices in North America. Moreover, three of the six representative 

offices are in a passive state. This result is in accordance with the hypothesis formed in Section 

2.2.4 where it was suggested that North America has become culturally and economically closer 

to Finland and the once established representative offices have been either closed or changed into 

other legal forms. Table 14 shows a comparison of the use of companies, operative sites, branches 

and representative offices in the five subareas of North America.

Table 14 Legal Modes of Units in the Five Subareas of North America
Legal Modes Sunbelt 

% of Units
Mideast 

% of Units
Great Lakes 
% of Units

G. Plains & R. Mount. 
% of Units

Canada 
% of Units

Company 80% 82% 68% 59% 80%
Operative Site 14% 10% 30 % 30 % 18%
Branch 5% 6% 2% 7% 1 %
Representative Office 1 % 2% 0% 4% 1 %
Indicated 196 Units 158 Units 80 Units 27 Units 116 Units
Source: FIBO-databank 1995

As can be seen company form has been the most preferred legal mode in all the subareas. It is, 

however, interesting to note the relative large share of operative sites in the Great Lakes and the 

Great Plains and Rocky Mountains. The number of Finnish units in these two areas is considerably
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smaller than in the other subareas and it seems that these areas have been exploited to a great 

extent by a company formed subsidiaries in the Sunbelt and the Mideast which undoubtedly offer 

better infrastructure and potential. A comparison of the use of the various legal modes in different 

regions is presented in Table 15.

Table 15 Legal Modes of Units in Different Regions
Legal Mode North America 

% of Units
EU and Western Europe 

% of Units
Central and Eastern Europe 

% of Units
Asia-Pacific 
% of Units

Company 80% 87% 82% 73%
Branch 3 % 4% 3% 8 %
Operative Site 16 % 7% 1% 5%
Representative Office 1% 2% 14 % 14 %

Source: FIBO-databank 1995

As is indicated by the table a clear majority of all the units in different regions are company 

formed. Due to the geographically large, but politically consistent area of North America the 

subsidiaries of Finnish companies have actively established their own subsidiaries in other parts of 

the region; operative sites represent 16 % of all the units. In the EU and Western Europe 7 % of 

the company formed subsidiaries have established operative sites. It is clearly to be seen in the 

table that foreign units in newer and more unfamiliar Central and Eastern Europe and in Asia- 

Pacific are not old or experienced enough to expand their operations through operative sites. In 

addition, the difference in the use of representative offices in familiar and less familiar regions is 

great. In Central and Eastern Europe and Asia-Pacific as many as 14 % of the units are 

representative offices.

3.3.7 Ownership

This section examines the foreign units according to the ownership and share of control. The units 

under the analysis include only company formed units (526 units) because branches and 

representative offices do not involve equity capital and the ownership of operative sites by the 

Finnish parent company cannot be indicated from the data. The ownership dispersion of the 526 

company formed units is presented in Table 16.
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Table 16 Ownership Percentages of Units in North America
Ownership Percentages of Units The USA

N % of Units
Canada

N % of Units
North America

N % of Units
10-49 31 9% 3 4% 34 8%
50 9 2% 3 4% 12 2%
51-99 24 7% 10 13 % 34 8%
100 297 82% 62 79% 359 81 %
Total 361 100 % 78 100 % 439 100 %
Not Indicated 71 16 87
Source: FIBO-databank 1995

As can be noted in the table, a clear majority (82 %) of the subsidiaries are totally controlled by 

the parent company. The figure is even more dominant if, as stated in Section 2.2.5, total 

ownership and control is assumed to be achieved with a more than 96 % ownership. This result is 

in accordance with previous subsidiary studies showing a clear preference of 100 % ownership 

over other forms of ownership. In North America Finnish companies tend to prefer controlling the 

subsidiary totally because co-operation with local companies has in many cases proved out to be 

unsuccessful due to different attitudes and business practices of local managers359. It thus seems 

to be safer to operate alone than with a possibly difficult partner.

The next largest group are those subsidiaries with 51 to 99 percent ownership. Surprisingly, as 

many as 12 out of 19 units are units with 50 percent ownership which is normally regarded as 

least favorable ownership strategy because of long and difficult decision making. The result is, 

however, affected by the fact that the shares do not necessarily represent equal voting power and 

in some cases a company can possess majority control even with a 50 % ownership. Moreover, in 

the data the ownership percentage may represent the total ownership share of Finnish companies 

in a foreign unit where none of the companies has a majority ownership.

When examining the ownership percentages of the units in the USA and Canada separately one 

can note that the share of the majority owned joint ventures is higher in Canada than in the USA. 

In contrast the share of minority owned joint ventures is higher in the USA than in Canada. To 

sum up it can be stated that Finnish companies seem to be more willing to engage in joint venture 

operations in the USA than in Canada even though a total ownership is preferred in both 

countries.

359 Discussions with Heli Korhonen in July 1996
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A comparison of the ownership strategy of Finnish companies in the subareas of North America is 

displayed in Table 17.

Table 17 Ownership Percentages of Units in the Five Subareas of North America
Ownership Percentage Sunbelt 

% of Units
Mideast 
% of Units

Great Lakes 
% of Units

G. Plains & R. Mount. 
% of Units

Canada 
% of Units

0-49 6% 7% 5% 0% 4%
50 1 % 2% 3% 0% 4%
51-99 4% 12% 3% 0% 13 %
100 89% 79% 89% 100 % 79%
Indicated 146 Units 118 Units 61 Units 16 Units 62 Units
Source: FIBO-databank 1995

As Table 17 reveals, total ownership is preferred in all the subareas. Joint ventures are used in all 

areas except the Great Plains and Rocky Mountains where all subsidiaries are wholly owned. In 

the Sunbelt joint ventures form only 11 % of all the units. This finding could be explained by the 

great market potential and relatively small risk in the area; Finnish companies might not be willing 

to share the potential profits with anyone.

In the following the ownership percentages of units located in different regions will be examined. 

Data on ownership percentages in the four regions of the world is presented in Table 18.

Table 18 Ownership Percentages of Units in Different Regions
Ownership Percentage North America 

% of Units
EU and Western Europe 

% of Units
Central and Eastern Europe 

% of Units
Asia-Pacific 
% of Units

10-49 8% 7% 36% 14%
50 2% 4% 15% 7%
51-99 8% 11 % 28% 16%
100 82% 78% 21 % 63 %
Source: FIBO-databank 1995

As Table 18 indicates units are most often wholly owned by Finnish parents in the old and more 

familiar regions, that is, North America and the EU and Western Europe. In the new and less 

familiar markets of Central and Eastern Europe and Asia-Pacific Finnish companies have more 

likely engaged in joint ventures in order to gain market knowledge and connections through a 

local partner. In some of the countries in Asia-Pacific a total ownership is legally prohibited and 

the only way for a company to tap these markets is to form a joint venture with a local partner. In 

Central and Eastern Europe a majority (36 %) of the subsidiaries are minority owned, that is, with 

a 10-49 ownership. It seems that Finnish firms have started their operations in Central and Eastern
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Europe with great care by engaging first into minority joint ventures where the risks of the 

politically and economically unstable markets are shared. It is nevertheless surprising that as many 

as 15 % of the units in Central and Eastern Europe are 50 % owned by a Finnish parent.

3.3.8 Field of Industry

This section examines the foreign units according to their field of industry. The shares of different 

industries are first presented after which units in the most common fields are examined in greater 

detail. Comparisons of the fields of industries in the five subareas and among the different regions 

are provided after which the industrial units in North America will be examined on the basis of 

their field of industry. Table 19 provides data on the frequencies of units in different industry 

categories in North America.

Table 19 Foreign Subsidiaries in North America According to Fields of Industry
Units According to Field of Industry The USA

N % of Units
Canada

N % of Units
North America
N % of Units

Agriculture (A) 0 0% 1 1 % 1 0%
Mining and Quarrying (C) 1 0% 5 4% 6 1%
Manufacturing Industry (D) 434 79 % 103 86 % 542 81 %
Energy and Water Supply (E) 6 1 % 0 0% 1 0%
Construction (F) 6 1 % 0 0% 6 1 %
Wholesale and Retail Trade (G) 19 3% 2 2% 21 3 %
Transport ( I ) 26 5% 3 3 % 29 4%
Finance and Insurance (K) 33 6% 1 1 % 34 5%
Technical and Business Services (M) 25 5% 5 4% 30 4%
Total 550 100 % 120 100 % 670 100 %
Not Indicated 5 0 5
Source: FIBO-databank 1995

Table 19 highlights the dominance of the manufacturing units in North America. In Canada the 

share of all the units belonging to the category “manufacturing industry” is as high as 86 %. The 

relative higher shares of agriculture and mining and quarrying in the units in Canada compared to 

the ones in the USA seem to indicate the attractiveness of the country in terms of lower energy 

prices and great natural resources.
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Restrictions in the fields of communication industry in the USA have clearly had an impact on the 

Finnish companies as no subsidiaries from this field are present in the USA. Table 20 provides 

data on the field of industry of the units in the five subareas of North America.

Table 20 Foreign Subsidiaries in the Five Subareas of North America According to Field of 
Industry
Units According to Field of Industry Sunbelt 

% of Units
Mideast 

% of Units
Great Lakes 
% of Units

G. Plains & R. Mount. 
% of Units

Canada 
% of Units

Agriculture (A) 0% 0% 0% 0% 1%
Mining and Quarrying (C) 0% 1% 0% 0% 4%
Manufacturing Industry (D) 87 % 68 % 97 % 97 % 86 %
Energy and Water Supply (E) 0% 1 % 0% 0% 0%
Construction (F) 3% 0% 0% 0% 0%
Wholesale and Retail Trade (G) 1 % 9 % 1 % 0% 2%
Transport (I) 2% 3% 1 % 0% 3%
Finance and Insurance (K) 3% 14 % 0% 0% 1 %
Technical and Business Services (M) 4% 4% 1 % 3% 4%
Total 207 Units 159 Units 80 Units 28 Units 120 Units
Source: FIBO-databank 1995

The Sunbelt, Great Lakes, Great Plains and Rocky Mountains, and Canada seem to offer potential 

mainly for industrial subsidiaries, whereas the Mideast is more favored by finance and insurance 

businesses. The still prevailing concentration of the decision making function in American 

business and finance life in the Mideast seem to have kept companies operating in the finance 

sector in the area. A relative high share of wholesale and retail trade units in the Mideast might be 

due to the high purchasing power and good traffic connections in the area. The Sunbelt seems to 

have attracted a greatest variety of fields of industries, whereas the Great Lakes and Great Plains 

and Rocky Mountains are locations mainly for manufacturing firms only. Table 21 shows the 

comparison of the field of industry in different regions.

Table 21 Foreign Subsidiaries in Different Regions According to Field of Industry
Units According to Field of Industry North America

% of Units

EU and Western 
Europe 

% of Units

Central and Eastern 
Europe 

% of Units

Asia-Pacific

%of Units
Agriculture (A) 0% 0% 1 % 0%
Mining and Quarrying (C) 1 % 2% 0% 5%
Industry (D) 81 % 77% 56% 70%
Energy and Water Supply (E) 0% 1% 1 % 1 %
Construction (F) 1 % 3% 5% 1 %
Wholesale and Retail Trade (G) 3 % 4% 20 % 6%
Transport ( I ) 4% 5% 5% 3 %
Finance and Insurance (K) 5 % 3% 3 % 5 %
Technical and Business Services (M) 5% 5% 9% 9%
Source: FIBO-databank 1995
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As can be seen in the table manufacturing industry has naturally been the most dominant field of 

industry in all the regions, but there are clear differences in the frequencies of units belonging to 

the other fields of industry. North America possesses the highest share of industrial units whereas 

Central and Eastern Europe has been a favored target for wholesale and retail trade which 

involves less risk and capital than a production facility. Financial centers in North America and in 

the Asia-Pacific (e.g. Hong Kong and Singapore) seem, on their part, to have attracted companies 

operating in the finance sector. Technical and business services are more common in the less 

developed regions of Central and Eastern Europe and Asia-Pacific.

The results found in both Table 19 and 21 reveal that manufacturing units clearly dominate the 

field of industry of the units in North America. Consequently, it is interesting to examine the field 

of industry of these manufacturing units in a greater detail. Table 22 provides the frequencies of 

the units belonging to different industrial categories.

Table 22 Field of Industry of the Manufacturing Units in North America
Manufacturing Units According to Field of Industry The USA

N % of Units N
Canada 

% of Units
North America
N % of Units

Industry (D) 14 3% 0 0% 14 3 %
Foodstuff, Drink and Tobacco Industries (Dll) 31 7% 6 6% 37 7%
Textile Industry (D12) 5 1 % 0 0% 5 1 %
Clothing, Leather and Footwear Industries (D13) 2 0% 0 0% 2 0%
Sawmill Industry (D14) 3 1 % 1 1 % 4 1 %
Pulp and Paper Industries (D15) 21 5% 3 3 % 24 4%
Publishing and Printing Industries (D16) 2 0% 1 1 % 3 1 %
Furniture Industry (D17) 1 0% 0 0% 1 0%
Chemical Industry (D18) 38 9 % 2 2% 40 7%
Oil and Coal Industries (D19) 14 3 % 6 6% 20 4%
Rubber and Plastics Industries (D21) 14 3 % 11 11 % 25 5%
Glass, Clay and Stone Industries (D22) 11 3 % 4 4% 15 3%
Basic Metal Products (D23) 16 4% 0 0% 16 3%
Simple Metal Goods (D24) 46 10 % 4 4% 50 9%
Machines and Appliances (D25) 143 33 % 42 42 % 185 34 %
Electrical Goods (D26) 50 11 % 14 14 % 64 12 %
Vehicles (D27) 2 0% 0 0% 2 0%
Other (D29) 27 6% 7 7% 34 6%
Total 440 100 % 101 100 % 541 100 %
Source: FIBO-databank 1995

It can be seen in the table that units producing machines and appliances form the biggest group 

within the field of industry categorization. Their share especially in Canada (42 %) is significant.
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Units producing electrical goods also account for a considerable percentage of all the units. Units 

producing chemical and simple metal goods are more common in the USA than in Canada. On the 

contrary, from all of Canada’s manufacturing units as many as 11 % are in the rubber and plastics 

industry. The relative low share of paper and pulp industry can be explained by the nature of the 

empirical data as the industry of Finnish paper and pulp marketing companies were listed under 

the category Wholesale and Retail Trade (G).

3.3.9 Size in Terms of Personnel and Turnover

The relative size of the foreign units in North America is in the following examined on the basis of 

the variables personnel and turnover. Because of the limited data available on these variables and 

the fact that the data are from two different years, personnel and turnover are examined only at 

regional level and in comparison to other regions. The population under analysis is “the adjusted 

net population” where only the currently operating active units are included. It is assumed that 

passive units have neither personnel nor turnover.

Table 23 shows the dispersions of the number of employees in the actively operating units in 

North America. Even though the number of employees is indicated only on supposedly active 

units in North America the number of personnel in as many as 13 units is zero. It thus raises the 

question of the validity of the data, and it is suggested that these units might actually be on a 

passive state and should have been listed as passive units.

Table 23 Number of Employees in the Units in North America
Number of Employees N % of Units
<10 87 38%
10-99 81 35%
100-499 54 23 %
>500 8 4%
Total 230 100 %
Not Indicated 313
Source: FIBO-databank 1995

As can be seen in the table a clear majority of all the foreign subsidiaries of Finnish companies are 

micro-sized or small units employing less than 100 employees. The relative smallness of the
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subsidiaries could be explained by the relative smallness of the Finnish mother companies 

compared to international averages. As pointed out in Section 2.1.2.1 scarce financial and human 

resources of the parent company impose limits on the size of the foreign unit.

The size of the units in terms of the number of employees in comparison to different regions is 

presented in Table 24.

Table 24 Number of Employees in the Units in Different Regions
Number of Employees North America 

% of Units
EU and Western Europe 

% of Units
Central and Eastern Europe 

% of Units
Asia-Pacific 
% of Units

<10 38% 47% 62% 45%
10-99 35% 35% 30% 45%
100-499 23% 14% 7% 9%
>500 4% 4% 1 % 1 %
Source: FIBO-databank 1995

When comparing the number of employees of Finnish subsidiaries in different regions it is 

interesting to note that the share of medium and large units in North America is bigger than in 

other regions. Economic integration in North America, Europe and Asia-Pacific seems to have 

encouraged companies to form larger units to take care of many markets within the integrated 

area. On the contrary, in Eastern Europe companies seem to have established many small 

subsidiaries in each country.

Table 25 presents the volume of turnover in the units in North America. The analysis is again 

affected by the fact that turnover figures are indicated for only 40 % of the units. Certain 

restrictions to the generalizability of these results must thus be born in mind. 17 of the units have 

no turnover and it is suggested that these units should have been listed under the category 

“passive units”.
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Table 25 Volume of Turnover of the Units in North America
Volume of Turnover in Units (million FIM) N % of Units
<1 18 9%
1-10 40 19%
10-50 54 25%
50-100 24 11 %
100-500 55 26%
500-1000 12 6%
>1000 9 4%
Total 212 100 %
Not Indicated 331
Source: FIBO-databank 1995

The relative smallness of the Finnish subsidiaries is further highlighted when the figures of the 

volume of turnover are looked at. The average turnover of the subsidiaries in North America 

tends to be between ten and 500 million FIM. Table 26 provides a comparison of the volume of 

turnover in different regions.

Table 26 Volume of Turnover of the Units in Different Regions
Volume of Turnover 
(million FIM)

North America 
% of Units

EU and Western Europe 
% of Units

Central and Eastern Europe 
% of Units

Asia-Pacific 
% of Units

<1 9% 9% 42% 10%
1-10 19% 27% 35 % 33 %
10-50 25% 31 % 19% 26%
50-100 11 % 11 % 2% 15%
100-500 26% 16% 2% 14%
500-1000 6% 3% 0% 2%
>1000 4% 2% 0% 0%
Source: FIBO-databank 1995

As was the case in the number of personnel, North America also seems to have the biggest units 

in terms of turnover. The volume of turnover of the units in Central and Eastern Europe is still 

rather small but it might be expected to grow substantially in the future.

3.3.10 Level of Exports

Geographical scope of a subsidiary can be measured by the level of exports from the subsidiary. 

Table 27 shows the level of exports from the units in North America to third countries. In the data 

export figures are indicated for only 13 % of the units due to the difficulty of collecting
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information on this variable. It is, however, assumed that a considerably greater number of 

subsidiaries exercise export activities and the following results give therefore only slight guidance 

to the direction of the actual level of exports.

Table 27 Level of Exports of the Units in North America
Level of Exports (million FIM) N % of Units
<1 23 34%
1-10 25 37%
10-50 11 16%
50-100 4 6%
100-500 4 6%
>500 1 1%
Total 68 100 %
Not Identified 475
Source: FIBO-databank 1995

The relatively small level of exports from the units in North America is clearly shown in the table. 

Majority of the units export only less than 10 million FIM Moreover, 20 of these units have no 

export activities. This result can be explained by the relative smallness of the units in general; 

small units do not have the same resources to export than bigger units. A comparison of the level 

of exports in different regions is presented in Table 28.

Table 28 Level of Exports of the Units in Different Regions
Level of Exports North America 

% of Units
EU and Western Europe 

% of Units
Central and Eastern Europe 

% of Units
Asia-Pacific 
% of Units

<1 34% 44% 77% 38%
1-10 37% 22% 11 % 27%
10-50 16% 23 % 9% 24%
50-100 6% 4% 1 % 0%
100-500 6% 6% 2% 6%
>500 1 % 1 % 0% 5%
Source: FIBO-databank 1995

The smallness of the units and the lack of integration in Central and Eastern Europe is further 

highlighted in Table 28 as the level of exports from the units in the region is clearly smaller than in 

other regions. It is interesting to note the number of exports exceeding 100 million FIM in the 

Asia-Pacific. There is a good possibility that the units established in the Asia-Pacific are designed 

to take advantage of the cheap factors of production and the finished goods are then exported in 

large quantities to home or third countries.
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3.3.11 Divested Units

This final section in analyzing the current state of units examines the characteristics of the 330 

divested units in North America. First, nature of the divested units is explored after which 

divestment modes in North America and in comparison with the different regions are displayed.

Distribution of divested units among the five subareas in North America is as follows: Sunbelt 33 

%, Mideast 29 %, Great Lakes 16 %, Great Plains and Rocky Mountains 7 % and Canada 15 %. 

These figures are to a large extent similar to the distribution of existing units in North America. 

Only in Canada the share of the existing units is 5 % higher than the share of divested units.

Functionally most of the divested units belong to the units related to the sales and marketing 

function. As many as 44 % of all divested units have been sales units, whereas only 36 % of the 

existing units are sales units. It might be possible that Finnish companies have divested sales units 

and turned them to production units in order to better response to the competition in the North 

American market. Manufacturing units account for 34 % of the divested units and the share of 

holding units is 6 %. Holding units seem to have been especially successful in North America 

since their present share of the units is 13 %.

As to the establishment modes of the divested units it can be pointed out that 54 % of divested 

units have been established through greenfield investments and 45 % through acquisitions. When 

comparing these figures to the establishment modes of the existing units no evidence can be found 

that either of the establishment mode would be more likely to be divested. Establishment mode 

thus seems to have no significant impact on the failure or success of the unit. This finding is not in 

accordance by the study conducted by Häkkinen (see Section 2.2.11) on all the manufacturing 

subsidiaries of Finnish companies where he found that units established by acquisitions tend to be 

divested by a sell-off rather than by a closure.

When examining the ownership share of the divested units one can find that 10 of the units have 

been with 50 % ownership which is generally regarded as the least favored ownership strategy 

because of long and difficult decision making in addition to other managerial problems.
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Manufacturing industry naturally dominates the field of industry of the divested units. Almost 86 

% of the divested units have been industrial units. Finance and insurance account for 6 % of the 

divested units. Other divested units have been in the fields of construction, wholesale and retail 

trade, transport, and mining and quarrying.

Next the strategies in the divestment modes of the divested units are examined. Table 29 provides 

data on the divestment modes of the divested units in North America.

Table 29 Divestment Modes of Divested Units in North America
Divestment Modes of Divested Units The USA

N % of Units
Canada

N % of Units
North America

N % of Units
Sell-off 133 53 % 30 58% 163 53 %
Closure 71 28% 15 29% 86 28%
Merger 43 17% 6 11 % 49 16%
Bankruptcy 6 2% 1 2% 7 2%
Total 253 100 % 52 100 % 305 100 %
Not Indicated 22 3 25
Source: FIBO-databank 1995

As Table 29 shows a majority of the units have been divested by selling them to a body external to 

the company. The share of the units that have been from strategic reasons closed down equals 28 

%. However, taken into account the severe recession a surprisingly small number of units have 

been divested through bankruptcy. This finding might suggest that firms rather report unit being 

closed than being bankrupt. Thus, it is assumed that the figure of closed units also includes units 

that have gone bankrupt. Taking into account the demanding and highly competitive markets in 

North America units might also have been divested already before they have actually become 

unprofitable. Table 30 shows the use of the various divestment modes in different regions.

Table 30 Divestment Modes of Divested Units in Different Regions
Divestment Mode North America 

% of Units
EU and Western Europe 

% of Units
Central and Eastern Europe 

% of Units
Asia-Pacific 
% of Units

Sell-off 53 % 56% 56% 55%
Closure 28% 27% 30% 39 %
Merger 16 % 13 % 1 % 5%
Bankruptcy 2% 4% 13 % 1 %
Source: FIBO-databank 1995

As Table 30 indicates sell-off has been the most often used divestment mode in all the regions. 

Closure comes as the secondly most often applied divestment mode. Its share in Asia-Pacific is as
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high as 39 %. This might be due to the rapidly changing environment in the area. As was the case 

with the establishment mode, mergers as a divestment mode have been used mainly in the areas of 

deeper Finnish involvement. Mergers have been carried out in North America and the EU and 

Western Europe as parts of rationalization process when, for example, a smaller unit in the same 

area has been merged to a bigger unit.

Next the empirical analysis proceeds to examining the data on the subsidiary operations of Finnish 

companies in North America from a dynamic perspective.
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3.4 DYNAMICS OF FOREIGN SUBSIDIARY OPERATIONS OF FINNISH 
COMPANIES IN NORTH AMERICA

The aim of this section is to describe the development of Finnish companies’ involvement on the 

North American continent over the years. The time span covers 68 years; from 1927 to 1994. The 

year 1995 has been excluded from the examination, since the data on which the empirical part of 

this study relies on is updated only up to August 1995. The first 40 years under examination, 

1927-1966, are of relatively minor importance, because great majority of investments, and all the 

divestments have occurred after the mid 1960’s. These years have not, however, been excluded 

from this study, since the aim is to create a holistic picture of the dynamics of foreign subsidiary 

operations of Finnish companies in North America.

Including such a large time span in this study may, to a certain extent, affect the graphic 

illustrations in this section. To avoid that, years have been divided into periods in those figures 

and tables that contain a large time span. For example, when the total time span, 1927-1994, is 

observed, it is divided in periods of four years. In some tables the first 40 years, that is 1927- 

1966, have been combined to a one column due to the scarce number of established units during 

that period. In other tables only the years of establishments or divestments have been included. 

Furthermore, data labels are inserted into some illustrations in order to facilitate the interpretation, 

since the vertical scale in these illustrations is so large that the first forty years grovel at the 

horizontal axis.

Units whose years of investment or divestment are unknown could naturally not be included in the 

figures and tables of this study. Blank answers concerning also legal mode, unit type and field of 

industry have been excluded from the tables in this section. In contrast, blank answers concerning 

the establishment and divestment modes have been included in the figures. In addition, 

percentages are not included in the tables of this section, since the actual frequencies of variables 

are considered to better describe the development of Finnish business involvement on the 

continent.

This section is divided into four subsections. The first subsection describes the dynamics of 

Finnish subsidiary operations on the North American continent as a whole. The following three
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subsections concentrate on the USA, its four subareas, and on Canada. Subsections examine first 

research population followed by dynamics of investments and divestments, and frequencies of 

different establishment and divestment modes. Moreover the entry, escalation and penetration 

processes are studied. Therefore this section is able to judge the validity of the business distance - 

concept in North America. Finally, dynamics of legal mode, functional unit type, and field of 

industry are looked at in each subsection.

3.4.1 Research Population

Compared with the previous description of the state of Finnish subsidiary operations in North 

America the research population in this section also includes divestments. Table 31 provides the 

number of foreign units examined in this section.

Table 31 Research Population for Examination of Dynamics in North America

Gross Population 1054

■♦•Subsidiaries of non-target parent companies 12

•♦Unclear subsidiaries 41

Adjusted Gross Population 1001

Source: FIBO-databank 1995

As can be seen, the number of established units in North America in the time period 1927-1994 

amounts to 1054. However, 53 units are subtracted from the gross population, because they 

include subsidiaries of non-target parent companies, for example, those of private persons and 

organizations, and unclear subsidiaries, whose present state has remained unclarified during the 

data gathering process. Thus the adjusted gross population under examination is defined to be 

1001 units.

Dynamics of subsidiary operations in North America will be studied in the following sections.
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3.4.2 Investments and Divestments

The first Finnish subsidiary was established on the North American continent, in the state of New 

York, in 1927. The entry of Finnish business has been slow; during the next nearly forty years, at 

the most, one unit per year was established in the area. This is most likely due to the international 

inexperience of Finnish companies, to the large business distance between Finland and North 

America, and to the economic damage caused by the second world war. Moreover, the deep 

depression in the 1930’s has probably affected the willingness of Finnish companies to invest 

abroad. However, it is very likely that the data concerning the earliest years are limited in the 

FIBO-databank. Therefore data might not include information on units that have been established 

early and already divested. Figure 4 shows the dynamics of investments in North America.

Figure 4 Dynamics of Investments in North America
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As can be seen in the figure, the end of the 1960’s marked the beginning of a growth path. For the 

next ten years the number of units increased steadily. Thereafter the number of established units 

accelerated considerably reaching record levels in 1987-1990 when altogether 396 units were set 

up. The last four years of the observation period, that is 1991-1994, are a clear indication of the 

severity of the economic downturn prevailing in Finland at that time. The fall from the overheated 

economy into the depression has been considerable; almost 70 % less units were established in the 

target region during the period 1991-1994 than 1987-1990.
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As to divestments, altogether 313 units have been divested in North America within the defined 

time period. Divestments represent 31 % of the adjusted gross population under examination, and 

may thus be considered significant. Figure 5 shows the dynamics of divestments in North 

America.

Figure 5 Dynamics of Divestments in North America
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As revealed by the figure, the first divestment took place in 1973. However, divestments might 

have occurred already earlier, since the data included in the FIBO-databank may be considered 

insufficient concerning the first divestments. This is due to the fact that the current management 

of companies that have contributed to the data collection of this study might not be aware of the 

earliest divestments of their subsidiaries.

The divestment rate has been rather stable, since at the most three units per year have been 

divested until the mid 1980’s. During the boom of the world economy, when the establishment 

rate reached its highest levels, also the divestment rate started to increase. As a conclusion it is 

suggested that during the growth periods companies were divesting units that were somewhat out 

of their core fields of business in order to streamline their organizations and to release resources 

for the further exploitation of increasing market potential. Also the high financial contributions, 

and usually several unprofitable years in the beginning of a subsidiary’s life cycle might have 

exceeded the patience of the parent company’s management. The number of divestments has risen
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sharply during the years 1990-1994. It seems that the deep depression in Finland has forced the 

companies to seek cost cuts in their foreign operations.

3.4.3 Establishment and Divestment Modes

Dynamics of the establishment and divestment modes in North America will next be studied. 

Figure 6 presents frequencies of different establishment modes: acquisition, greenfield investment 

and merger.

Figure 6 Dynamics of Establishment Mode in North America
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As is demonstrated by the figure, greenfield operations have been the most favored establishment 

mode in North America; 48 % of the established units have been build up from scratch, whereas 

39 % have been set up through an acquisition. The first acquisition was not realized until 1966, 

but the importance of this mode has increased significantly during the 1980’s. The number of 

acquisitions actually exceeded that of greenfield operations in 1983-1984, 1986 and 1989-1990. 

It was earlier pointed out that acquisitions worldwide rose by more than 20 % annually between 

1983 and 1988. The rise of acquisitions during the latter half of the 1980’s might be due to the 

hectic atmosphere of the economic growth period; loose capital had to be invested as soon as 

possible and results needed to be seen quickly. There might not have been enough time for 

greenfield operations that require careful planning and implementation. Moreover, greenfield
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operations at the time of economic upturn might have caused overcapacity in the industry, and 

hence acquisitions have been more commonly used.

Only ten mergers have taken place throughout the observation period. Their rare appearance 

might be due to the unfamiliarity of Finnish companies in the target region, and, consequently, to 

the unawareness of their potentiality as merger partners.

Next the various divestment modes, bankruptcy, closure, merger and sell-off, in North America as 

a function of time will be discussed. The graphic illustration is provided by Figure 7.

Figure 7 Dynamics of Divestment Mode in North America
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As can be seen in the figure, sell-off has been most frequently applied divestment mode in North 

America, especially during the top divestment years 1990-1994. It is suggested that those years 

seriously affected the liquidity of Finnish companies. Therefore selling foreign units might have 

offered an alluring opportunity to create cash.

A unit has been sold in 51 % of the cases, whereas closure has been the preferred mode of 

divestment in 27 % of the cases. Mergers have been used more frequently as a divestment mode 

than as an establishment mode. It is apparent that a merger is more feasible to carry through with 

a company already operating on the continent than with the one just entering the area. Bankruptcy 

has been the applied divestment mode only in 2 % of the cases. This figure might, nevertheless, be 

biased, since it is suggested that parent companies may have certain reservations to announce
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such a divestment mode due to the matters concerning company image. The percentage of blank 

answers was eight; it might also have absorbed a few bankruptcies.

The establishment and divestment modes nationwide, that is, in the USA and in Canada, will be 

under examination in Sections 3.5 and 3.7. This section continues with the description of entry 

process in North America.

3.4.4 Entry Process

As was already revealed by Figure 4, Finnish companies have entered the USA long before 

Canada, where the first unit was not established until 1966. Therefore Finnish companies have 

escalated from the USA to Canada. It was suggested earlier that Canada might be a more suitable 

choice than the USA as the establishment site for a company entering the continent for the first 

time. It was also pointed out that Canada could act as a stepping stone to the USA after the 

company had got acquainted with the North American business culture there. However, in the 

case of Finnish companies it seems that the huge US market is too an attractive location that has 

to be entered as soon as possible, and without any learning period in a market with less potential 

to offer. Moreover, the heterogeneous nature of Canada brought by the French-speaking Quebec, 

and the accentuated regional differences due to the low density of population in some areas and 

dispersion of big cities around the country might make Canada to appear as a more difficult 

market than the USA. The free trade agreements between Canada and the USA are to further 

strengthen the position of the USA as the primary North American target; a motive to establish a 

subsidiary in Canada has been to avoid high duties, which now have disappeared due to the free 

trade agreements.

The business distance between Finland and Canada, and between Finland and the USA are likely 

to lie in the same magnitude. The geographical distance is large, and the economic distance, 

measured with the size of GNP or the size of population, is also large, but positively, since it 

signifies large market potential. The third component of the business distance, cultural distance, 

is, as has been brought up earlier, not constant, but varies with the development of the related 

environmental factors. Consequently it is suggested that the cultural distance between Finland and 

North America has become shorter as, for example, the language barrier has reduced significantly



142

since the early years of Finnish involvement on the continent; nowadays English is the official 

language also in many Finnish internationally operating companies. The French-speaking Canada, 

nevertheless, extends the cultural distance to Canada. The knowledge of French in Finnish 

companies might lie in lower levels than that of English, and also the French heritage prevailing in 

the area of Quebec might pose some problems.

In accordance with the business distance -classification of Luostarinen the USA and Canada can 

be regarded as hot countries, since the business distance between Finland and these countries can, 

on the basis of the above reasoning, be interpreted to be short. In other words, these countries are 

entered early, and more direct investments are targeted to them than to countries classified as cold 

ones. Since the first unit was established in the area already in 1927, and since the area has 

attracted 12 % of all the units registered in the FIB О-databank, internationalization of Finnish 

companies according to the business distance -concept may be considered justified when the 

North American continent is observed as a whole.

The escalation and penetration processes in the USA and in Canada will be dealt with in Sections 

3.6 and 3.7 where the US subareas and Canada will be studied in greater detail, since the term 

penetration was defined to describe the process of deepening involvement within states, whereas 

the term escalation describes the establishment chain from state to state. Dynamics of legal mode, 

functional unit type and field of industry in North America will be presented in the following three 

sections.

3.4.5 Legal Mode

The frequencies of different legal modes, that is, branch, company, operative site and 

representative office, in North America will be dealt with next. They are provided by Table 32.



143

Table 32 Dynamics of Legal Mode in North America: Established Units

Year Branch Company Operative
Site

Repres.
Office

Total (N)

1927-66 7 7
1967-70 5 8 2 15
1971-74 9 1 1 11
1975-78 1 41 5 47
1979-82 4 69 18 91
1983-86 4 155 31 190
1987-90 8 324 57 5 394
1991-94 3 105 16 1 125

Total (N) 25 718 130 7 880

Source: FIBO-databank 1995

Table 32 indicates that the most preferred legal mode in North America has been the company 

form. Its dominance is not surprising; legislation in the USA and in Canada clearly favor the 

company form operations. Branches have not been set up until 1967. Since only 25 branches have 

been established in North America, it is suggested that branches are employed to pave the way for 

a later conversion into a company. During the latter half of the 1960’s the already established 

subsidiaries in the area had matured enough to establish their own subsidiaries, that is, operative 

sites. This indicates the increasing internationalization of the parent company. The scarce number 

of representative offices during the early years of Finnish companies presence in North America 

appears to be somewhat unexpected, since the longer business distance at that time than today 

could be considered to have stimulated the establishment of units with this legal mode.

With regard to legal modes of the divested units in North America it seems that the legal mode of 

a unit does not have relevance to the divestment decision. This can be concluded on the basis of 

Table 32 and Table 33.
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Table 33 Dynamics of Legal Mode in North America: Divested Units

Year Branch Company Operative
Site

Repres.
Office

Total (N)

1973 1 1
1976 1 1
1978 2 2
1979 2 1 3
1980 2 2
1981 2 2
1983 3 3
1984 1 1
1985 4 4
1986 6 1 7
1987 13 2 15
1988 1 19 1 21
1989 12 7 19
1990 1 34 9 44
1991 1 35 8 44
1992 1 28 3 32
1993 31 7 38
1994 3 42 7 52

Total (N) 7 238 45 1 291

Source: FIBO-databank 1995

By comparing the two tables above it can be noted that around 30 % of established branches, 

companies and operative sites have been later divested. The percentage of representative offices is 

14 %, but it is left without consideration due to the small overall number of this legal mode.

3.4.6 Functional Unit Type

Unit types will be analyzed on the basis of the functional classification of different foreign unit 

types by Hentola and Luostarinen. Units are categorized as follows: units related to production 

function, sales and marketing functions, accounting, financial and fiscal functions, research and 

development functions, administrative function, and logistical and purchasing functions. (See also 

Section 2.2.1 and Appendix 3.) It should be recalled that in addition to the classification of 

Hentola and Luostarinen, project units may be included in production related units. It is 

recognized that a project unit may well also serve a sales or marketing oriented purpose. 

However, since sorting of project units according to their tasks is not possible to carry through 

within this study, all units registered as project units are added to units related to the production 

function. Table 34 gives the frequencies of different functions of established units in North 

America.
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Table 34 Dynamics of Functional Unit Type in North America: Established Units

Year Production Sales & 
Marketina

R&D Administra
tive

Logistical Accounting Total (N)

1927-66 3 4 2 9
1967-70 3 9 1 2 15
1971-74 4 5 1 1 11
1975-78 17 22 3 4 46
1979-82 22 49 1 1 10 83
1983-86 77 71 2 1 1 25 177
1987-90 138 151 3 8 4 66 370
1991-94 53 44 4 2 14 117

Total (N) 317 355 10 18 6 122 828

Source: FIBO-databank 1995

It appears from the table that the basic unit types, that is, units related to production and sales and 

marketing functions, have been the most common types in the early years of Finnish subsidiaries’ 

presence on the North American continent. This is logical, since at that time companies had not 

matured enough to internationalize other than their primary functions. Throughout time altogether 

317 units related to the production function, and 355 units related to sales and marketing 

functions have been established. However, it is worth recalling that units classified as production 

units also include sales, sales promotion and storing functions. The number of production and 

sales and marketing units has started to increase during the latter half of the 1970’s. No regular 

pattern can be drawn from the frequencies of production and sales units; their number has 

increased in relatively equal proportions as can be seen from the final figures for the two types. 

The number of production units includes three project units established at the turn of the 1990’s, 

whereas the number of sales units includes, for example, ten sales promotion units established in 

1960-1991, five planning and consulting units set up in 1980-1991 and 13 trading units which 

entered the scene in 1984-1992 as a result of growing economy.

Units related to accounting, financial and fiscal functions have been the third most common unit 

type. The first one was established in 1968, and the use of this unit type became regular in the 

early 1980’s. Holding units have been employed most frequently, but from the mid 1980’s 

onwards also other units, for example, reinsurance, real estate, finance, and investment units, 

started to appear to fulfill the business service needs of other types of subsidiaries. Research and 

development units were not established until the turn of the 1980’s. Diversification of operations, 

such as research and development, outside the country of origin indicates a deepening 

international involvement. Administrative units have been set up from the early 1960’s onwards.
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The first unit related to the purchasing and logistical function was a materials management unit set 

up in 1981. One warehousing and four transportation units established in 1985-1990 represent 

other units of this type.

Functional unit types of divested units will be discussed next. Table 35 shows the frequencies of 

divested unit types in North America.

Table 35 Dynamics of Functional Unit Type in North America: Divested Units
Year Production Sales & 

Marketing
R&D Administra

tive
Logistical Accounting Total (N)

1973 1 1
1976 1 1
1978 1 1
1979 2 2
1980 2 2
1981 1 1
1983 1 2 3
1984 1 1
1985 2 2 4
1986 3 3 6
1987 2 11 1 14
1988 6 9 2 17
1989 5 13 18
1990 13 25 2 1 41
1991 11 21 1 4 4 41
1992 12 13 2 27
1993 20 13 1 1 3 38
1994 20 18 2 2 7 49

Total (N) 98 136 3 It- 3 20 267

Source: FIBO-databank 1995

It can be seen in the table that the number of divested production related units amounts to 98, and 

that of the sales and marketing related units to 136. The number of divested sales and marketing 

units reached its peak at the turn of the last decade; between 1988 and 1992 81 units of this type 

were divested. Most of the production units (52) were divested in 1992-1994. This implies that 

due to their higher operative costs production related units might be more preferred as divestment 

targets than sales and marketing units during economic recession. Divestments of other functional 

unit types have occurred during the eight last years of the observation period. During 1991-1994 

even 16 units related to accounting, financial and fiscal functions were divested. Most of them, 

13, were holding units. This finding indicates the decreasing need of units offering these services 

during a fall of the economy.
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3.4.7 Field of Industry

Table 36 gives the frequencies of different fields of industry of Finnish subsidiaries in North 

America. In the examination of dynamics categories D23 and D24, that is basic metal products 

and simple metal goods, and categories D12 and D13, that is textile industry and clothing, leather 

and footwear industries, have been counted together in order to make the tables easier to look at.

Table 36 Dynamics of Field of Industry in North America: Established Units
Field of 
Industry

1927-86 1967-70 1971-74 1975-78 1979-82 1983-86 1987-90 1991-94 Total (N)

A11 1 1
C07 1 3 2 6
C09 2 2
D 1 2 3 12 1 19
D11 1 1 2 23 19 6 52
D12-13 3 1 1 6 11
D14 1 1 3 2 2 1 2 12
D15 3 1 2 3 3 23 4 39
D16 2 1 3
D17 2 1 1 4
D18 1 1 1 11 23 13 50
D19 3 11 7 21
D21 2 3 2 8 12 10 37
D22 3 2 8 9 1 23
D23-24 1 2 4 10 24 31 10 82
D25 2 4 13 15 48 134 34 250
D26 1 3 18 21 30 19 92
D27 3 1 1 5
D29 5 9 3 30 3 50
E31 1 1
F 1 1 2
F35 3 2 8 13
F37 1 1
F38 1 1
G41 1 1 2 1 3 1 9
G42 1 1 1 1 1 1 6
G43 4 2 6
I53 2 1 1 1 5
I54 5 1 2 1 9
I56 1 6 7
K61 2 8 9 19
K62 6 4 5 11 26
M71 1 6 8 3 18
M72 2 1 3
M76 1 1

Total (N) 8 15 11 47 91 190 399 125 886

Source: FIBO-databank 1995

As can be seen in the table, established Finnish subsidiaries in the target region have been for the 

most part in the field of manufacturing industry (D); machines and appliances (D25), sawmill 

(D14), foodstuff (Dll), pulp and paper (D15) entered the North American continent during the
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first 40 years. Besides manufacturing industry, also the fields of air transport (154), wholesale 

trade (G41), and agency operations (G42) were represented at the end of the 1960’s. During the 

following ten years subsidiaries in the field of manufacturing industry, that is, in electrical goods 

(D26), textile (D12), publishing, printing (D16) and vehicle industries (D27), were founded. Units 

of technical (M71) and business services (M76), construction (F), finance (K61) and insurance 

(K62) were set up as well. In addition to Finnish furniture (D17), oil, coal (D19) and clothing 

industries (D13), the 1980’s brought water transport (153), mining (C), retail trade (G43), and 

data processing services (M72) to the continent. Electricity supply (E31) entered in 1991, and 

agriculture (Al 1) in 1992.

This entry order of fields of industry follows the analysis of internationalization by Luostarinen 

reviewed in Section 2.2.7. According to this theory the manufacturing industry initiated and led 

the internationalization of different fields of business in the Finnish economy until the turn of the 

1970’s. During the 1970’s the construction industry and service companies started to look for 

new potential from abroad. Finally, in the 1980’s and in the early 1990’s retail and wholesale 

business entered the international scene. Nevertheless, the early entry of wholesale trade, agency 

operations and air transport onto the North American continent may be considered an exception 

from Luostarinen’s pattern. Units in the field of trade might have been paper and pulp marketing 

companies which have been listed under this category in this study, since it is unlikely that any 

other Finnish field of business had possessed a competitive advantage for foreign markets at that 

time.

Next this section turns to the fields of industry of divested units. Their frequencies over the years 

are shown in Table 37.
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Table 37 Dynamics of Field of Industry in North America: Divested Units

Field 
of In
dus
try

1973 1976 1978 1979 1980 1981 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 Total
(N)

C07 1 1
C09 1 1
D 1 1 2 3 1 2 1 11
D11 3 4 1 2 1 2 13
D12- 1 1 1 2 1 6
13
D14 2 1 8 11
D15 1 3 1 1 4 5 15
D16 1 1
D17 1 1 1 3
D18 1 1 2 4 1 1 1 11
D19 1 1
D21 1 1 1 2 2 2 3 12
D22 1 1 1 3 1 1 8
D23- 1 1 3 3 9 1 2 4 24
24
D25 1 1 3 4 3 1 6 6 9 14 18 66
D26 1 3 4 2 10 11 3 2 4 1 41
D27 1 1 1 8 1 12
D29 2 1 2 1 2 6 14
F 2 2
F35 1 8 9
F37 1 1
G41 1 1 2 1 5
G42 1 1
G43 1 1 3 5
I53 2 2
I54 1 1
I56 1 1 2
K61 1 1 1 3
K62 2 3 4 3 1 1 14
M71 1 1

Total
(N) 1 1 2 3 2 2 3 1 4 7 15 21 19 44 44 33 42 53 297
Source: FIBO-databank 1995

The table shows that great majority of divested units have been in the field of manufacturing 

industry (D), and particularly, they have been units producing machines and appliances (D25) and 

electrical goods (D26). However, it has to be noted that units in these fields of industry have also 

been established most frequently. Divestments of units in other fields of industry were rare till the 

end of 1980’s due to their later entry. Units in the field of insurance (K62) have been somewhat 

unsuccessful; 14 out of 26 established units have been divested. Twelve of them have been 

divested during 1990-1994. This might be a result of the strict product liability regulation, which 

leads to a more far-reaching insurance coverage required in the North American market than in 

Finland. Therefore the Finnish insurance units might have faced severe drawbacks in legal 

proceedings, and hence run out of their financial resources. Furthermore, it is suggested that 

Finnish and American insurance practices differ from each other to a great extent and Finnish
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units have for this reason not been able to accustom themselves to the more complex American 

system. House construction (F35) has had even more obstacles; nine out of thirteen established 

units, that is 69 %, have been divested and eight of them in 1994. The economic downturn in 

Finland treated the construction industry especially stem, and the above mentioned figures seem 

to be a direct reflection of that.

Dynamics subsidiary operations in North America will next be broken into a more specific level, 

that is, in the United States and Canada.

3.5 DYNAMICS OF FINNISH SUBSIDIARY OPERATIONS IN UNITED STATES

This section concentrates on the dynamics of Finnish subsidiary operations in the United States. 

Coherently with the previous section research population will be defined first, and following that 

an analysis on the basis of investments and divestments, establishment and divestment modes, 

entry and escalation processes, legal mode, functional unit type and field of industiy will be 

carried out.

3.5.1 Research Population

The gross research population concerning the United States amounts to 875 units. This figure 

includes 11 units of non-target parent companies, and 35 units with an unclear current state. 

Therefore altogether 46 units are subtracted, and the gross population under examination amounts 

to 829 units. However, in the figures and tables of this subsection the number of established units 

is 739, because years of the remaining 90 units are, unfortunately, unknown. The absence of 11 % 

of the units might, to a certain extent, distort the graphic illustrations. In contrast, the divestment 

year of only 11 units is unknown. Therefore the figures and tables include data on 251 

divestments.

3.5.2 Investments and Divestments

Development of investments and divestments in the USA during the observation period 1927- 

1994 will be examined in the following. As was earlier mentioned the escalation and penetration
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processes have started extremely slowly in North America. In fact, 99 % of the subsidiaries in the 

USA are established after the year 1967. However, it has to be recalled that the data concerning 

the earliest investments and divestments in the FIBO-databank is likely to be somewhat 

insufficient. Figure 8 provides the graphic illustration of the development of investments and 

divestments.

Figure 8 Dynamics of Investments and Divestments in United States
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As can be seen in the figure, the turn of the 1970’s marked the beginning of intensifying Finnish 

business involvement in the USA. At that time internationalization had entered the vocabulary of 

companies’ management, and as a result the desire to extend operations abroad, almost at any 

price, started to increase. A massive increase took place between 1979-1990. A sheer drop in the 

early 1990’s was the result of a trend that could even be called exaggerated investment anxiety.

The first unit was divested in 1973. At first, the divestment rate was modest, but during the 

economic boom period, that is, the latter half of the 1980’s, divestments started to increase. 

Divestments during this period might have been rather deliberate decisions to withdraw from 

certain businesses in order to concentrate resources on core fields of activities. Moreover, they 

might have been effected without thorough consideration only in order to release capital for more 

profitable operations in the expanding economy. The number of divestments has not exceeded 

that of investments until the last period of the time span, 1991-1994. This is, undoubtedly, due to 

the consequences of the recession.
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3.5.3 Establishment and Divestment Modes

The various establishment and divestment modes in the USA as a function of time will next be 

looked at. Frequencies of different establishment modes are shown by Figure 9.

Figure 9 Dynamics of Establishment Mode in United States
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As can be seen, greenfield operations have been applied throughout the examination period. Their 

share of all the established units accounts for 50 %, whereas that of acquisitions amounts to 39 %. 

The relative difference in the number of greenfield operations and acquisitions is greater in the 

USA than in Canada, where these two modes have been used almost as frequently. Acquisitions 

were not used until 1973. Thereafter their frequency has increased steadily reaching its highest 

level in 1987-1990, when 175 acquisitions were effected. The number of acquisitions has 

exceeded that of greenfield operations only in 1987-90. The preference of acquisitions over 

greenfield operations at that time is most likely caused by full production capacity in the industry 

in question, and by the pressure to make rapid profit during the economic growth period. A unit 

established through a greenfield investment might not have become profitable until in a few years’ 

time. Furthermore, acquisitions require knowledge of the local conditions and negotiating 

experience, which Finnish companies might not have gained until a later stage in their 

internationalization. Enough knowledge could have accumulated by the 1980’s when the number 

of acquisitions started to rise.
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The greater overall number of greenfield investments than acquisitions appeared to be surprising 

in this study. It was expected that, due to the large and geographically distant market, acquisitions 

would have been more feasible to carry out than greenfield operations. However, it seems that 

intense cooperation with Americans, which is the case in acquisitions, is regarded as difficult and 

too different from the cooperation with the Europeans. Therefore the risk of mentality based 

conflicts is avoided by building up from scratch. The reasons underlying the finding concerning 

the difference in the number of acquisitions and greenfield investments can nevertheless, not be 

explained explicitly in this study.

As to the third establishment mode, merger, it can be concluded that only four mergers have been 

carried out, and all of them between 1989 and 1993. Lack of suitable targets, Finnish companies’ 

unfamiliarity of the market and their lack of contact network, as well as doubts about cultural 

compatibility are suggested to have contributed to the rarity of mergers.

The examination from the dynamic perspective proceeds next to the frequencies of various 

divestment modes. Figure 10 gives shows them over the years.

Figure 10 Dynamics of Divestment Mode in United States
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As illustrated by the figure, sell-offs have been effected almost twice as frequently than closures. 

Sell-off might be considered to be the most preferred divestment mode for a company, because by 

selling a unit a parent company can release capital bound in production equipment and real estate. 

The number of sell-offs accelerated towards the end of the observation period and their share of
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all the divestments amounts to 48 %. The majority (68 %) of the sell-offs have occurred during 

the economic recession between 1991-1994. Closures have taken place 70 times, which is 

equivalent to 27 % of all the divestments. Their number has exceeded that of sell-offs in 1976, 

1979, 1983-1984, 1988 and 1990. Interestingly, even 39 units (15 %) have been divested through 

mergers, and most of them have occurred at the turn of the 1990’s. This is likely to implicate 

rationalization efforts of parent companies during economically tight times. Six bankruptcies have 

been registered in the USA.

The entry of Finnish business in the USA and the escalation process from state to state will be 

examined next. The penetration process within states will be dealt with in Section 3.6 concerning 

the individual subareas of the USA.

3.5.4 Entry and Escalation Processes

Description of entry and escalation processes to and through the 52 US states is facilitated by 

Map 12.

Map 12 States of United States and Escalation of Finnish Business



155

The first Finnish subsidiary entered the USA in the state of New York in 1927. New Jersey 

followed in 1937, and Illinois got its first Finnish subsidiary in 1959. Units in Georgia and in 

Washington DC were registered in 1969. Delaware, Massachusetts, Pennsylvania, Connecticut, 

Vermont, Wisconsin, Minnesota, Florida, Tennessee, Texas, California, Colorado, Washington 

and Oregon were entered during the 1970’s. Finnish subsidiaries were founded in Maine, 

Maryland, Virginia, Louisiana, North Carolina, South Carolina, Missouri, Alabama, Kentucky and 

Ohio in the first half of the 1980’s. The latter half saw the establishments in Rhode Island, New 

Hampshire, West Virginia, Arkansas, Arizona, Utah, Iowa, Indiana and Michigan. Additionally, 

units were established in Oklahoma in 1990, and in Kansas in 1993.

Finnish units concentrated strongly in the area of the Mideast before they started to escalate to 

other areas. This can be explained firstly, by shorter business distance; geographical distance is 

large, but, nevertheless, considerably shorter than to the western coast of the nation, and the 

business culture and the way of living in the Mideast are suggested to be more European-like 

than, for example, in the Sunbelt. Additionally, the economic distance to the Mideast is positively 

large due to the high purchasing power and GDP per capita in the area. Secondly, the 

infrastructure might have been more sophisticated in the first half of the century in the Mideast 

than in the other parts of the country. Thirdly, the steering of the American business life was 

earlier solely concentrated in the Mideast. Currently it has partly shifted to the Sunbelt. The 

escalation of Finnish business from the Mideast to the other US subareas can be seen in Map 13.

Map 13 Subareas of United States and Escalation of Finnish Business

GREAT PLANS AND
ROCKY MOUNTAINS
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As can be seen, Finnish business establishments escalated from the Mideast to the area of the 

Great Lakes in 1959. This can be considered natural due to the geographical proximity, shorter 

cultural distance as a consequence of strong Scandinavian heritage in the area, large market 

potential, opportunity to access the Canadian market, and very sophisticated traffic connections. 

Also the Sunbelt states were entered surprisingly early, in 1969. It could have been expected that 

due to the longer business distance, that is, longer geographical and cultural distance than with, 

for example, the Great Lakes, the Sunbelt states would have had to wait for a more mature stage 

of Finnish companies’ internationalization process. However, it seems that the positively large 

economic distance has neutralized the effect of longer geographical and cultural distances. 

Therefore the attractive markets of the Sunbelt could not have been resisted longer than the early 

1970’s. After Georgia and California, Texas, Florida and Tennessee were entered. Interestingly, 

units were founded in Oregon and Washington already at a relatively early stage, in 1973 and 

1974. This area was considered somewhat inferior in importance. Nevertheless, it was pointed out 

that these states have improved their strategic position as the trade between the USA and the 

Pacific Rim has increased.

To sum up the above discussion, a conclusion is drawn that the escalation of Finnish business 

according to the business distance -concept is valid also in the case of the USA. A slight deviation 

is, however, brought by the early escalation to the Sunbelt. Otherwise the escalation has 

proceeded from the eastern coast to more distant areas, both geographically and culturally, and to 

areas with less positive economic distance.

States and cities that have experienced most of divestments will be presented at a later stage in 

Section 3.6 dealing with the US subareas. Dynamics of legal mode, functional unit type and field 

of industry will next be discussed in the following sections.

3.5.5 Legal Mode

Frequencies of the various legal modes will be studied in this section. Table 38 shows the use of 

these modes over the years.
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Table 38 Dynamics of Legal Mode in United States: Established Units

Year Branch Company Operative
Site

Repres.
Office

Total (N)

1927-66 6 6
1967-70 5 4 9
1971-74 7 1 1 9
1975-78 30 3 33
1979-82 4 63 14 81
1983-86 4 125 24 153
1987-90 8 273 49 4 334
1991-94 3 87 14 1 105

Total (N) 24 595 105 6 730

Source: FIBO-databank 1995

It was already earlier pointed out that the company form is the most feasible legal form to operate 

in the USA. As can be seen in the table, it has also been applied clearly most often. In the early 

1970’s the established units had matured enough to establish their own subsidiaries, in other 

words operative sites. This might be considered a consequence of successful operations and 

management in the USA. The first branches were set up at the turn of 1970’s. Most likely the 

branches have been established to explore the opportunities in the market. It is quite evident that 

at a later stage, they will be, or already have been, transformed to operate under the US laws. The 

frequencies of representative offices are small. On the one hand, it could be suggested that, due to 

the large geographical distance, a company would prefer to establish a representative office before 

launching full-scale operations in the country. On the other hand, however, the USA is classified 

as a hot country, and consequently, company form units have been established at once.

Next the frequencies of legal modes of divested units will be looked at. They are provided by 

Table 39.
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Table 39 Dynamics of Legal Mode in United States: Divested Units

Year Branch Company Operàtive
Site

Repres.
Office

Total (N)

1973 1 1
1976 1 1
1978 1 1
1979 2 1 3
1980 2 2
1981 1 1
1983 2 2
1984 1 1
1985 4 4
1986 5 5
1987 12 1 13
1988 1 16 1 18
1989 9 6 15
1990 1 34 8 43
1991 1 31 7 39
1992 1 22 2 25
1993 22 2 24
1994 3 37 7 47

Total (N) 7 203 34 1 245

Source: FIBO-databank 1995

As can be seen in the table company form units have been divested from the first half of the 

1970’s onwards. An increase in their use has occurred, not unexpectedly, during the recession in 

the early 1990’s. An increase in the divestments of operative sites took place at the turn of this 

decade. As was already argued there seems to be no relevance between the divestment decision 

and the legal mode of the unit. Also in the case of the USA, in average 30 % of the established 

branches, companies and operative sites have been divested. A percentage for representative 

offices is not presented, since the scarce number of this legal mode is not considered comparable 

with the other legal modes.

3.5.6 Functional Unit Type

Dynamics of unit type will also be discussed on the basis of two tables. Table 40 gives the 

frequencies of different unit types of established units.
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Table 40 Dynamics of Functional Unit Type in United States: Established Units

Year Production Sales & 
Marketina

R&D Administra
tive

Logistical Accounting Total (N)

1927-66 2 5 7
1967-70 8 1 9
1971-74 3 4 1 1 9
1975-78 10 17 3 3 33
1979-82 18 46 1 1 9 75
1983-86 60 59 2 1 1 19 142
1987-90 114 121 3 7 3 60 308
1991-94 45 31 4 2 13 95
Total (N) 252 291 10 14 5 106 678

Source: FIBO-databank 1995

As can be seen, units related to production and sales and marketing functions have been the 

functional unit types of the first Finnish subsidiaries established in the USA. The dominance of 

these primary unit types is logical in the beginning of Finnish business involvement on the 

continent. Sales and marketing units have started to appear on a regular basis earlier than 

production units. This finding is in accordance with the theoretical frame of reference where it 

was argued that there exists a positive relationship between warm and hot countries and 

frequency of marketing operations was presented. Although the difference in total numbers of 

production and sales and marketing related functions is not more than 40 units, it should be borne 

in mind that units classified as production units may also include sales, sales promotion and 

warehousing functions. Therefore the above mentioned argument is proved to be valid in the case 

of the USA.

Altogether 291 sales and marketing related units have been established in the USA. The number 

of sales and marketing units includes 13 sales promotion units established in I960, 1971, 1980, 

1982-83 and 1988-89. Moreover 15 maintenance units were set up in the early 1980’s and at the 

turn of the 1990’s, one installation unit in 1990, four planning and consulting units in 1990 and 

1994, and 11 trading units in 1984-1992. Altogether 252 production units have been established 

in the USA. This figure includes three project units set up in 1989-1990. Most of the units related 

to production function, 219, have been founded in 1983-1994. Thus only 33 production units 

were set up during the first 55 years of the observation period. The increase of the production 

units can be considered to have taken place unexpectedly late, not until also other functional unit 

types have started to appear. This finding might be tied with home country based technology.

The total number of units related to accounting, financial and fiscal functions in the USA 

amounts to 106. Most of them, 81, are holding units. The first five holding units were established
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in the 1970’s, and they were set up every year in 1984-1993. Additional units of this type have 

been finance units in 1985-1988, investment units in 1985 and 1987, reinsurance units in 1977 and 

1979, real estate units in 1989-1991, and a name protection unit in 1970. It can be concluded that 

the economic growth in the latter half of the 1980’s has clearly generated a need for units of this 

type. All 14 administrative units have been set up after the year 1970. Research and development 

units have not been founded until the 1980’s. Additionally, units related to purchasing and 

logistical functions include transportation units established in 1989-1990, one warehousing unit 

set up in 1986, and one materials management unit founded in 1981. The relative later 

establishment of these supplementary unit types appears to be logical, since the diversification of 

strategic operations, such as research and development, is not carried out until at later stages of 

the internationalization process.

Next the functional unit types of divested subsidiaries will be looked at. Their frequencies are 

shown in Table 41.

Table 41 Dynamics of Functional Unit Type in United States: Divested Units
Year Production Sales & 

Marketing
R&O Administra

tive
Logistical Accounting Total (N)

1973 1 1
1976 1 1
1978 1 1
1979 2 2
1980 2 2
1981
1983 2 2
1984 1 1
1985 2 2 4
1986 2 2 4
1987 2 9 1 12
1988 4 9 2 15
1989 4 10 14
1990 12 25 2 1 40
1991 10 17 1 4 4 36
1992 8 12 3 23
1993 11 11 1 1 24
1994 18 16 2 2 6 44

Total (N) 75 121 3 6 3 18 226
Source: FIBO-databank 1995

As revealed by the table, sales and marketing units have been divested almost every year in 1976- 

1994. Their divestments amount to 46 % of the established units. The divestment figure for the 

sales and marketing units includes exits of sales promotion units in 1979, 1989, 1991 and 1994, 

maintenance units in 1987 and 1993-1994, and a planning and consulting unit in 1994. The 

explanation for the high divestment percentage of this functional unit type could lie in the fact that
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combination units formed by sales, marketing and some other function are numerous in the case 

of the USA. Thirteen different sales combination units can be identified. Thus the various 

functions that the sales and marketing units were assigned to simultaneously deal with might have 

become stumbling blocks. It seems that resources and managerial competence have not been 

sufficient.

Production units have been divested during years 1984-1994. Altogether 75 units have been 

divested, which is equivalent to 29 % of the established units. One of the production unit 

divestments was a project unit in 1994. Since a majority of production related units in North 

America has been established relatively late, economic depression of the 1990’s seems to have had 

an adverse effect on their longevity.

Units related to accounting, financial and fiscal functions have been divested in 1987-1994. Their 

divestments already in the latter half of the 1980’s may be considered unexpected; it was 

suggested above that just these years gave rise to the need of this functional unit type. However, 

only four units were divested in 1987-1990, whereas 60 were set up at the same time. In contrast, 

the economic environment prevailing in the early 1990’s considerably reduced the importance of 

this functional unit type. Holding units have formed a majority also in the divestments; 13 out of 

18 exits were holding units. Rest of the divestments included one finance unit in 1990, two 

reinsurance units in 1991, and two real estate units in 1991 and 1994. Three units related to 

purchasing and logistical function were one warehousing unit divested in 1993, and two 

transportation units in 1994.

3.5.7 Field of Industry

The examination of dynamics in the USA turns next to the various Finnish fields of business that 

have been present in the country. Table 42 provides the entry order of different fields of industry.
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Table 42 Dynamics of Field of Industry in United States: Established Units

Field of 
Industry

1927-66 1967-70 1971-74 1975-78 1979-82 1983-86 1987-90 1991-94 Total
(N)

C07 1 1 2
C09 1 1
D 1 2 3 12 1 19
D11 1 1 2 22 13 4 43
D12-13 3 1 6 10
D14 1 1 1 1 1 5
015 1 1 2 2 22 3 31
016 2 2
017 2 1 3
018 1 1 1 9 20 13 45
019 3 6 6 15
021 2 1 5 9 6 23
022 1 2 6 7 1 17
023-24 1 1 3 8 22 28 10 73
025 2 2 9 15 32 66 28 154
026 1 4 16 16 28 18 83
027 3 1 1 5
029 2 6 1 26 2 37
E31 1 1
F 1 1 2
F35 3 2 8 13
F37 1 1
F38 1 1
G41 1 2 1 3 1 8
G42 2 1 1 4
G43 4 2 6
I53 2 1 1 1 5
I54 5 2 1 8
I56 3 3
K61 2 8 9 19
K62 6 4 5 10 25
M71 1 4 8 2 15
M72 2 1 3
M76 1 1

Total (N) 7 9 8 32 79 149 295 104 683

Source: FIBO-databank 1995

As can be seen in the table, manufacturing industry (D), more specifically, production of machines 

and appliances (D25), was to enter the USA first. The dominance of the manufacturing industry in 

the beginning of the examination period is not so clear; agency operations (G42) entered second, 

before sawmill products (D14) and foodstuff (Dll). Pulp and paper industry (D15) entered to 

compete with the Canadian exports in 1966, and other new fields of industry in the end of the 

1960’s were air transport (154), glass, clay and stone industry (D22), metal products (D23-24) 

and wholesale trade (G41). Nevertheless, the 1970’s was dominated by the manufacturing 

industry. Units in the fields of chemicals (D18), electrical goods (D26), rubber and plastics (D21), 

textiles (D12), clothing (D13) and vehicles (D27) industries together with publishing and printing 

(D16) were established. Other units than those of the manufacturing industry in the 1970’s were 

units offering technical services (M71), insurance (K62) and finance services (K61), and house 

construction (F).



163

In the first half of the 1980’s units in the fields of furniture manufacturing (D17), mining (C), oil 

and coal (D19), as well as water transport (153) and business services (M76) were founded. 

Moreover, units offering retail trade (G43), electricity supply (E31), and data services (M72) 

were set up during the last ten years of the examination period.

It was concluded earlier that the entry order of different fields of industry in North America 

follows the analysis of Luostarinen. Since the USA dominates the empirical data on North 

America, it is quite evident that also the entry order of fields of industry on the level of the USA 

follows this analysis. The table above proves this, since it can be summed up by stating that the 

manufacturing industry has dominated the early years of Finnish business involvement in the USA, 

service units, such as insurance and technical service units, entered the country in the 1970’s, and 

finally, retail trade and more sophisticated services, such as data services, in the 1980’s. In the 

case of the USA, the relatively early entry of wholesale trade, agency operations and air transport 

can be considered an exception of the Luostarinen’s pattern. The early entry of units in the field of 

trade was earlier concluded to be caused by the paper and pulp marketing companies that have 

been listed under the category of trade. Air transport might have entered early to exploit the 

potential for air traffic in the geographically large country.

In the following the fields of industry of divested units will be examined. Table 43 draws their 

frequencies together.
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Table 43 Dynamics of Field of Industry in United States: Divested Units

Year 1973-74 1975-76 1977-78 1979-80 1981-82 1983-84 1985-86 1987-88 1989-90 1991-92 1993-94 Total
(N)

C07 1 1
C09 1 1
D 1 1 2 3 2 1 10
D11 3 3 2 1 9
D12-13 1 1 3 1 6
D14 2 1 3
D15 1 3 2 5 11
D16 1 1
D17 1 2 3
D18 1 1 2 4 2 10
D19 1 1
D21 1 2 2 5 10
D22 1 3 2 6
D23-24 1 6 10 5 22
D25 1 3 5 7 11 27 54
D26 1 2 6 20 6 5 40
D27 1 2 1 4
D29 1 1 1 1 9 13
F 2 2
F35 1 8 9
F37 1 1
G41 1 1 3 5
G42 1 1
G43 2 4 6
I53 2 2
I54 1 1
I56 1 1 2
K61 1 1 1 3
K62 2 3 7 2 14
M71 1 1

Total(N) 1 1 1 5 1 3 9 31 59 66 75 252
Note. In this table the time span has been divided into periods of two years. 
Source: FIBO-databank 1995

As can be seen, divested units have been mostly in the field of manufacturing industry (D), which 

is quite logical taking into account the large number of units in the manufacturing industry. Units 

in the fields of pulp and paper (D15), chemicals (DIB), rubber and plastics (D21), metal products 

(D23-24), clothing (D13), and machines and appliances (D25) were divested in the latter half of 

the 1970’s. Units producing furniture (D17), electrical goods (D26), vehicles (D27), sawmill 

products (D14), foodstuff (Dll), textiles (D12), and glassware (D22), and units dealing with 

publishing and printing (D16), were divested in the 1980’s. Besides manufacturing industry, 

financing (K61), wholesale trade (G41), mining (C07.09), water transport (153), insurance (K62) 

and technical service units (M71) have been divested. Furthermore, construction (F), retail trade 

(G43), air transport (154), oil and coal (D19), land and water construction (F37), and agency 

operations (G42) were divested in the end of the examination period, 1990-1994. Other than 

manufacturing units have had time to prove their viability or, on the other hand, vulnerability until 

the mid 1980’s due to their later entry. Thereafter the less successful units have exited the scene.
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The increasing variety of different fields of industry towards the end of the observation period is a 

proof of the unfortunate signs of the recession.

When comparing Table 43 with Table 42 it can be seen that few industries have been totally 

divested in the USA. These industries are other mining activities (C09), manufacturing of 

furniture and retail trade. Also manufacturing of vehicles (80 %) and house construction (69 %) 

register high divestment percentages. This is most likely due to the high competitiveness of the 

US market, and possibly also to the divergent Finnish and American tastes concerning furniture 

and houses. On the contrary, oil and coal industry (7 %), technical services (7 %) and air 

transport (13 %) show low divestment percentages indicating thus success in the US market. The 

secret of technical services might be that they represent the Finnish high quality technology, which 

has performed well also in the USA. Air transport, in its part, might have obtained a significant 

amount of knowledge of the market due to its relatively early entry, and with this valuable 

information it has succeeded in the USA.

Dynamics of Finnish subsidiary operations in the USA will next be analyzed on the level of four 

subareas: Sunbelt, Mideast, Great Lakes and Great Plains and Rocky Mountains.

3.6 DYNAMICS OF FINNISH SUBSIDIARY OPERATIONS IN SUBAREAS OF 
UNITED STATES

Dynamics of Finnish subsidiary operations in the four subareas of the United States will be 

examined in this section. Dynamics of investments, divestments, and establishment and divestment 

modes will be analyzed concerning each of the four geographical areas: Sunbelt, Mideast, Great 

Lakes, and Great Plains and Rocky Mountains. Furthermore, entry, escalation and penetration 

processes will be described, and dynamics of legal mode, functional unit type and field of industry 

will be studied. Additionally comparisons between the four areas will be provided. Dynamics of 

Finnish subsidiary operations in Canada will be briefly compared with the four US subareas, since 

in this study Canada is regarded as one subarea of North America. Canada will be analyzed in 

greater detail in Section 3.7.

Penetration processes within states will not be described completely accurately, since locations of 

all the towns that have Finnish subsidiaries could not be identified regardless of efforts. As
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divergences of the previous sections concerning North America and the USA as a whole, research 

populations of the four subareas will not be presented separately, and dynamics of legal mode will 

be discussed without tables.

3.6.1 Investments and Divestments

All the above presented variables will be looked at firstly in the Sunbelt, secondly in the Mideast, 

thirdly in the Great Lakes, and fourthly in the Great Plains and Rocky Mountains. Comparison 

with Canada closes the discussion on each variable.

Sunbelt

The Sunbelt has absorbed most Finnish units of the four US subareas; altogether 298 units have 

been established there during the observation period, 1927-1994. The number of Finnish 

subsidiaries in the Sunbelt also exceeds that of Canada (172 units). The total number of 

divestments in the Sunbelt amounts to 84, which is equivalent to 28 % of the established units. 

This divestment percentage is lowest among the US subareas indicating advantageous operation 

conditions in the area. The percentage for Canada is also higher (30 %). Figure 11 depicts the 

development of investments and divestments in the Sunbelt.

Figure 11 Dynamics of Investments and Divestments in Sunbelt
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Source: FIBO-databank 1995

As can be seen in the figure, the first unit in the Sunbelt was set up in 1969. Finnish units have 

been established there yearly from 1978 onwards. The increase of units has taken place in
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sequences of three or five years; firstly in 1978-1981, secondly in 1983-1985, and thirdly in 1986- 

1990. Even during the years of economic recession, 1991-1994, the Sunbelt has managed to 

maintain its glaze, since 47 new units have been established meanwhile.

Also the development of divestments indicates that the Sunbelt has a favorable business climate to 

offer; the first divestment was not effected until 1983, and the rate of divestments has been very 

moderate till the year 1989. The years 1990 and 1994 register peaks with 16 and 19 divested 

units, and the latter is the only year when the number of divestments has exceeded that of 

investments. In fact, 62 % of divestments have been carried out during the last four years of the 

examination period.

Mideast

Altogether 232 Finnish units have been established in the Mideast throughout time. The large 

number of subsidiaries is most likely due to the economic and political dominance, the large 

market potential, good traffic connections and versatile industrial structure of the Mideast. 

Divestments account for 31 % (73 units) of the established units. That is a lower percentage than 

in the Great Lakes (35 %) and the same as in the Great Plains and the Rocky Mountains, but a bit 

higher than in the Sunbelt (28 %) and Canada (30 %). This leads to a conclusion that alongside 

with the Sunbelt, also the Mideast offers an attractive business environment for Finnish subsidiary 

operations, as was hypothesized in Section 2.4.3.2. Dynamics of investments and divestments in 

the Mideast can be seen in Figure 12.

Figure 12 Dynamics of Investment and Divestment in Mideast
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As described by the figure, investments in the Mideast did not start to accelerate until the mid 

1970’s. The strongest increase took place in 1982-1990. The fall from the intense investment 

period 1989-1990 into the last four years of the observation period has been steep; only 24 

subsidiaries were set up.

The divestment rate has been rather modest; between 1975-1986 only six units were divested, but 

the strategic divestments at the end of the 1980’s and the divestments brought by the recession in 

1991-1994 can be clearly seen in the figure.

Great Lakes

Altogether 127 Finnish units have been set up in the Great Lakes area between 1959 and 1994. It 

was hypothesized in Section 2.4.3.3 that there is a concentration of Finnish units in the Great 

Lakes, and since the number of established units indicates that Finnish companies have 

experienced the area to be attractive, the hypothesis seems to be justified. Altogether 45 units 

have been divested, which is equivalent to 35 % of established units. This figure might be 

considered high in relation to the Sunbelt, the Mideast, the Great Plains and Rocky Mountains 

and Canada where the divestment percentage lays around 30. Thus this is the highest divestment 

percentage among the four US subareas and Canada. Therefore the above reasoned validity of the 

hypothesis might, nevertheless, be questioned. On the basis of the studied literature the Great 

Lakes would have seemed to be ideal for Finnish business establishments. Dynamics of 

investments and divestments in the Great Lakes are provided next by Figure 13.
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Figure 13 Dynamics of Investments and Divestments in Great Lakes
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Note: In this figure years have been divided into periods of three years.
Source: FIBO-databank 1995

As can be seen in the figure, the first unit was established in the Great Lakes already in 1959, but 

the strong increase in their number did not start until 1982. This might be a consequence of the 

investment anxiety targeted first towards the Sunbelt and the Mideast. After these two areas had 

been conquested, there was time to consider also alternative geographical locations. The slower 

pace of investments during the last three years of the observation period can clearly be seen in the 

figure.

The first Finnish unit exited the area in 1979. The rate of divestments has been modest until the 

mid 1980’s, which marked the beginning of a straightforward increase of divestments. It is 

suggested that the strategic divestments of the economic growth period were carried out in the 

areas of somewhat inferior importance. Hence the involvement in the more important areas, in 

other words, in the Sunbelt and the Mideast, could further be increased. However, the number of 

divestments in the Great Lakes did not exceed that of investments until during the last three years 

of the examination period.

Great Plains and Rocky Mountains

The fourth subarea of the USA in this study, defined as the Great Plains and Rocky Mountains, 

has absorbed the least Finnish subsidiaries. Only 45 units have been set up within the area. 

Moreover, the states of North and South Dakota, Nebraska, Montana, Nevada, Wyoming, Idaho, 

Nevada, Alaska and Hawaii have not attracted any Finnish units. Thus the hypothesis, which was
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presented in Section 2.4.3.4, about the small number of units in this area is proved to be rightful. 

Figure 14 presents the dynamics of investments and divestments in the Great Plains and the Rocky 

Mountains.

Figure 14 Dynamics of Investments and Divestments in Great Plains and Rocky Mountains
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Source: FIBO-databank 1995

As can be seen, the first unit was established in 1973, and the development of investments in the 

area has bounced forward and backward. This is due to the heterogeneous nature of this group of 

states. A more steadier growth can be observed from the year 1982 onwards; one to five units 

have been founded till the year 1988. In 1989 there was a decline to one unit, which might be 

caused by the increased attractiveness of other areas during the economic boom. However, seven 

units were set up in 1990. Thereafter two to three units were established in 1991-1993.

The first Finnish subsidiary was divested in 1980, which is relatively soon after the initial entry to 

the area. Divestments started to increase from 1988 onwards; nine units exited between 1989 and 

1991. The number of divestments exceeded that of the investments in 1989 and 1994. These 

findings further prove the previously made suggestion that strategically less important areas, such 

as the Great Plains and Rocky Mountains and the Great Lakes, have lost Finnish units at the latter 

half of the 1980’s so that companies could release capital for more profitable areas. Altogether 14 

units have been divested, which amounts to 31 % of the established subsidiaries. The divestment 

percentage could have been expected to be higher on the basis of the earlier discussion about the 

somewhat adverse location, resources and infrastructure of the states in question. However, it 

should be noted that the figures concerning the Great Plains and Rocky Mountains are not 

completely comparable with the other areas due to the diversity of this fourth subarea.
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Frequencies of establishment and divestment modes in the subareas will be looked at in the 

following sections.

3.6.2 Establishment Modes 

Sunbelt

Development of the various establishment modes, acquisition, greenfield investment and merger, 

in the Sunbelt is shown in Figure 15.

Figure 15 Dynamics of Establishment Mode in Sunbelt
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As can be seen, greenfield operations have clearly been the preferred establishment mode. They 

have been effected 157 times, whereas acquisitions only 115 times. However, the number of 

acquisitions has increased strongly towards the end of the 1980’s. This proves again that, at that 

time, companies had too much capital and too little time, and as a consequence, acquisitions were 

preferred over greenfield investments. The rate of greenfield operations has fluctuated backward 

and forward, only in 1990-1994 there emerges a clear decreasing tendency. The fluctuations can, 

nevertheless, not be considered significant, since they move within such narrow margins.

The proportional difference in the number of acquisitions (39 %) and greenfield operations (53 %) 

is larger, 14 %, in the Sunbelt than in the other subareas and in Canada. The percentage of 

acquisitions in the Sunbelt is lowest among the four subareas and Canada. The relative great share 

of greenfield investments in the Sunbelt might be caused by cultural prejudice; cooperation with, 

for example, Californians, might be considered more difficult than with, for example, New
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Yorkers whose mentality could be a bit more like that of Europeans. Consequently building up 

from scratch has been regarded as less risk involving project.

Mergers have appeared only three times, in 1989, 1990 and 1993, but the Sunbelt is the only 

subarea where mergers have actually been applied as an establishment mode. In Canada mergers 

have been applied as well.

Mideast

Also in the Mideast greenfield operations have been carried out most often. The frequencies of 

different establishment modes in the Mideast are shown in Figure 16.

Figure 16 Dynamics of Establishment Mode in Mideast
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Source: FIBO-databank 1995

On the basis of the above table it can be concluded that in the Mideast 51 % of the units (118 

units) have been built from scratch, whereas 41 % (94 units) of the units have been established 

through an acquisition. The difference in the number of greenfield operations and acquisitions, 10 

%, is larger than in the Great Plains and Rocky Mountains (5 %) and Canada (1 %), but smaller 

than in the Sunbelt (14 %) and the Great Lakes (12 %). Mergers have not been employed as an 

establishment mode once.

The first acquisition was not effected until 1973. From 1977 onwards, with the exception of the 

year 1993, acquisitions have been used yearly. Their number exceeded that of the greenfield 

operations only in 1987-1990 as a result of the fact that no market share could have been 

captured by starting a business with a greenfield investment during the economic upturn.
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Greenfield operations have been applied throughout the observation period, but their intense use 

occurred in 1983-1990.

Great Lakes

The use of various establishment modes in the Great Lakes will be examined in the following. 

Figure 17 shows the frequencies of modes over the years.

Figure 17 Dynamics of Establishment Mode in Great Lakes
25 —-----------------------------------------------------------------------------------------

Note: In this table years have been divided into periods of three years.
Source: FIBO-databank 1995

As can be seen, acquisitions were not effected until the year 1981. During the next three periods 

of three years they were applied more frequently than greenfield operations. Both types of 

establishment modes reached their highest level in 1989-1991, when 21 acquisitions and 15 

greenfield operations were carried out. The percentage of acquisitions is 42 % (53 units 

acquired), whereas the figure for greenfield operations amounts to 54 % (68 units). The Great 

Lakes registers the highest percentage of greenfield operations (54 %) among the four subareas 

and Canada, whereas the lowest percentage is in Canada (41 %). This might be due to the 

Scandinavian like environment which is experienced to be a safe and solid base for a greenfield 

investment. Mergers have not been employed as an establishment mode in the Great Lakes.

Great Plains and Rocky Mountains

The examination of the development of establishment modes in the Great Plains and Rocky 

Mountains does not introduce a deviation from the general pattern observed in this study. 

Frequencies of various establishment modes are provided by Figure 18.

Year
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Figure 18 Dynamics of Establishment Mode in Great Plains and Rocky Mountains
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Source: FIBO-databank 1995

As revealed by the figure, acquisitions and greenfield operations have been executed almost as 

frequently. Greenfield operations were applied more often in the 1970’s, but acquisition targets 

were found more frequently in the 1980’s, especially during the latter half of the decade. By the 

end of 1993 the overall frequencies of acquisitions and greenfield operations laid in 20 and 22. 

The percentage of acquisitions (44 %) is highest in the Great Plains and the Rocky Mountains of 

the four subareas and Canada. This is due to the fact that a great majority of all the investments in 

the Great Plains and Rocky Mountains have been carried out in the latter half of the 1980’s when 

the hectic economic environment made acquisitions the preferable establishment mode. No 

mergers have been effected as an establishment mode in the area.

Consequently, it seems that greenfield operations have been the preferred establishment mode in 

all the four subareas, whereas in Canada acquisitions have been applied a bit more frequently. This 

further proves the earlier suggestion that in a case of an acquisition cooperation with Canadian 

personnel might be experienced to be easier than with US personnel. However, the number of 

greenfield investments does not lag significantly behind that of acquisitions in Canada, and the 

suggestion about feasibility in cooperation is without clear evidence.
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3.6.3 Divestment Modes 

Sunbelt

Dynamics of the divestment mode will be examined in the following paragraphs. The Sunbelt is 

again dealt with first, and thus Figure 19 provides the frequencies of divestment modes in the 

Sunbelt.

Figure 19 Dynamics of Divestment Mode in Sunbelt
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Source: FIBO-databank 1995

As described by the figure, sell-offs have been effected most frequently. Their use exceeded that 

of closures in 1991-1994, and altogether 39 sell-offs have been carried out. The number of 

closures has been rather steady, varying between one and six. Closure peaks occurred in 1990 

and 1991 with six and five units, and the total number of closures accumulates to 25 units. The 

proportional difference between sell-offs and closures, 16 %, is smallest in the Sunbelt, since in 

the other subareas and Canada there are 22-26 % more sell-offs than closures. This might indicate 

that sell-offs are not so easy to carry out in the Sunbelt due to a large overall number of 

companies that might be simultaneously available for sale. Mergers have been a relatively frequent 

mode of divestment; 12 units have been merged. Two bankruptcies have been registered, both in 

1994.

Mideast

Usually the most profitable divestment mode, sell-off, has been effected most often also in the 

Mideast. Frequencies of different divestment modes in the Mideast are provided by Figure 20.
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Figure 20 Dynamics of Divestment Mode in Mideast
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The first divestment in the area was carried through as a sell-off in 1978. Other 34 sell-offs have 

taken place in 1987-1994. Nine sell-offs were effected in 1991, but even ten still in 1994. Sell-offs 

have been the applied mode in 48 % of the divestments. Closures have been employed 16 times, 

seven of them in 1987-1990. Their percentage of all the divestments amounts to 22 %. Merger 

has been the mode in 19 % of the divestments. This might indicate that the long presence in the 

area has made Finnish subsidiaries familiar with the environment and with other companies in the 

industry, and thus mergers have been easier to carry out. However, the share of mergers of the 

divested units is lower than in the Great Plains and the Rocky Mountains (21 %), and the first 

Finnish unit was not established there until 1973.

Four units have exited because of a bankruptcy. This accounts for five percent of all the divested 

units, and is thus highest number in the four subareas. It was, nevertheless, pointed out earlier that 

parent companies might have some preoccupations to announce bankruptcies, and hence more 

subsidiaries than registered might have gone bankrupt.

Great Lakes

In the Great Lakes various divestment modes have been applied almost equally often until the 

year 1994 brought a clear dominance to sell-offs. Figure 21 gives the overall dynamics of 

divestment mode in the Great Lakes.
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Figure 21 Dynamics of Divestment Mode in Great Lakes
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Yearly at the most three units have been divested until the year 1994, which experienced the exit 

of 12 units. Sell-offs have been the divestment mode of 24 units, and 17 of them were realized in 

1992-1994. Three units were closed in 1990 and two in 1991, otherwise there have been single 

closures. Five units have been divested through mergers, in 1990-1992. The proportion of sell- 

offs of the divested units equals 53 %, and that of closures 27 %. Hence the proportional 

difference between sell-offs and closures is the same as in the Mideast, and greater than in the 

Sunbelt, the Great Plains and Rocky Mountains and Canada. Merger has been the divestment 

mode in 11 % of the exits, and that figure lies on the same level with the Sunbelt (14 %).

Figure 22 depicts the dynamics of divestment mode in the Great Plains and the Rocky Mountains. 

It should be noted that the scale of the у-axis amounts only to two units.

Figure 22 Dynamics of Divestment Mode in Great Plains and Rocky Mountains
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As is demonstrated by the figure, sell-offs have been the most frequent exit mode. They have been 

carried through in 43 % of the divestments. The first divestment in 1980 was a sell-off, and 

between 1990 and 1994 sell-offs have been performed yearly. Closures have been effected once in 

1989 and twice in 1990, which is equivalent to 21 % of the divestments. Even mergers have 

appeared as often as closures, once in 1989 and twice in 1991. The shares of sell-offs and closures 

are lowest among the four subareas and Canada. The percentage of mergers is higher than in any 

of the three other areas. These findings are likely to be due to the low overall number of 

divestments of this subarea, and thus they are not fully comparable with the other subareas.

Next section will describe the entry, escalation and penetration processes in the four subareas of 

the United States. The aim is to create a picture of Finnish subsidiaries’ dispersion in each area 

and to find out where Finnish business has concentrated in individual states.

3.6.4 Entry, Escalation and Penetration Processes 

Sunbelt

In this section the entry, escalation and penetration processes of Finnish units in the Sunbelt will 

be described. Map 14 shows the states of the Sunbelt.

Map 14 Sunbelt and Escalation of Finnish Business
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The first Finnish unit in the Sunbelt was set up in Georgia in 1969. From there the Finnish 

business presence escalated to Tennessee, California, Texas and Florida during the 1970’s. By the 

year 1985 units were established also in Virginia, North Carolina, Louisiana, Kentucky, South 

Carolina and Alabama. Between 1988 and 1990 also Arkansas, Arizona and Oklahoma were 

entered. As a result, from the states defined to belong to the Sunbelt area in this study, New 

Mexico and Mississippi have remained without any Finnish units. Thus it is suggested that the 

escalation followed the geographical order of states, crossing borders in the southeastern part of 

the nation with the exception of the leaps to California and Texas, whose pull forces were strong 

enough to attract business establishments that early.

California has absorbed within time the most Finnish units in the area (67 units). Also Texas (64 

units), Georgia (57 units), and Florida (35 units) have attracted heavy concentrations of Finnish 

subsidiaries. The share of North Carolina, 18 units, might appear to be surprising. It is suggested 

that the state offers favorable operation climate for foreign companies. However, it was not 

possible to verify this suggestion on the basis of the literature studied. It should be noted that the 

above mentioned unit frequencies include also the already divested units.

Next the examination proceeds to describe the penetration within individual states. More attention 

will be paid to states with a large number of Finnish units, and therefore the maps of California, 

Texas and Georgia are included.

Map 15 California
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The penetration in California has started from San Rafael in 1969, which is close to San 

Francisco, and proceeded in 1975 to Colton, located 100 kilometers east of Los Angeles, and to 

San Francisco in 1979. San Diego was entered in 1980, and Los Angeles and San Jose, which is 

70 kilometers south of San Francisco, in 1981. Santa Clara, close to San Jose, was entered in 

1987 and the surroundings of Los Angeles, that is, Santa Monica, Santa Barbara, Northridge, 

Simi Valley and Long Beach were occupied in the latter half of the 1980’s. The first Finnish unit 

in the capital city of California, Sacramento, 125 kilometers northeast of San Francisco, was set 

up in 1989. The Finnish business presence in California was further strengthened by subsidiaries in 

Fairfield, 50 kilometers northeast of San Francisco, in 1991, and in Sausalito, which is right by 

San Francisco, in 1994. As a conclusion it seems that Finnish units in California have concentrated 

on the coast line between San Francisco and Los Angeles.

Map 16 Texas
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In Texas the establishment chain began from Irving in 1975, and proceeded to Dallas and San 

Antonio, located 400 kilometers southwest of Dallas, in 1980. El Paso, which is in the western 

corner of the state by the borderlines of New Mexico and Arizona, and Houston were entered in 

the first half of the 1980’s. Fort Worth by Dallas was not entered until 1992. To sum up, the large 

concentrations of Finnish subsidiaries in Dallas and Houston can be explained by the airport of 

Dallas-Fort Worth, which belongs to the busiest airports in the country, and by the great number 

of large harbors in Houston.
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Map 17 Georgia
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In Georgia the penetration started from Atlanta in 1969 and proceeded to Brunswick and 

Kennesaw in the 1970’s. In the first half of the 1980’s Marietta, 25 kilometers north of Atlanta, 

and Savannah on the southeastern coast of Georgia, were entered. Finnish units were established 

in Augusta, which is 200 kilometers east of Atlanta, in the late 1980’s. To conclude, it seems that 

Finnish units have concentrated around Atlanta in Georgia.

In Florida Lake Worth and Lantana were the first towns to absorb Finnish subsidiaries in 1979. 

This might be caused by their large Finnish population and by their location on the coastline; both 

are situated within a radius of 100 kilometers north from Miami. Miami was entered in 1982 and 

Tampa in the western side of the peninsula in 1984. Other towns that have attracted Finnish 

business establishments in Florida include Melbourne, which is 200 kilometers east of Tampa, and 

Orlando, 325 kilometers north of Miami, in 1991. Consequently, it seems that Finnish subsidiaries 

in Florida have settled on the eastern coast with the exception of Tampa.

In North Carolina the Finnish subsidiaries have concentrated within a radius of 250 kilometers 

from Raleigh which is situated quite in the middle of the state. As to the state of Tennessee it 

appears that Finnish units have been set up in the western half of the state. In Alabama, Virginia, 

South Carolina and Kentucky the Finnish business penetration has proceeded to the surroundings 

of the capital cities, Birmingham, Richmond, Columbia and Luisville. In Oklahoma there are 

Finnish subsidiaries in Oklahoma City and in Tulsa. In Louisiana the neighborhood of New
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Orleans and in Arizona that of Phoenix have been penetrated. In Arkansas only the town of 

Paragould has had a Finnish unit since 1988.

Altogether 22 units (32 %) have been divested in California, 18 (32 %) in Georgia, 17 (27 %) in 

Texas, 9 (26 %) in Florida and 5 (28 %) in North Carolina. On the city level units have most 

frequently exited Los Angeles (6 units) in California, Atlanta (12) and Norcross (2) in Georgia, 

Houston (9) and Dallas (2) in Texas, Tampa (2) in Florida, and Charlotte (4) in North Carolina.

Mideast

The understanding of the following description concerning the entry, escalation and penetration 

processes in the Mideast will be facilitated by Map 18 which provides the states in question.

Map 18 Mideast and Escalation of Finnish Business
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The first state in the Mideast, New York, was entered in 1927. New Jersey followed in 1937 and 

Washington D C. in 1969. The escalation process further proceeded to Massachusetts in 1970, 

Pennsylvania in 1971 and Delaware in 1974. Vermont was entered in 1977, Connecticut in 1979, 

and Maine together with Maryland in 1980. The latter half of the 1980’s brought Finnish 

subsidiaries to Rhode Island (1987), New Hampshire and West Virginia (1989). Therefore all 13 

states of the Mideast have Finnish units.

On the basis of the above description, it can be said that the escalation process in the Mideast has 

crossed borders and proceeded to the neighboring states. However, Washington D C. and Maine 

form exceptions of this pattern, since the escalation process has jumped over some states when it 

has reached them. The states of the Mideast are, nevertheless, smaller in size than, for example, 

those of the Sunbelt, and thus these leaps to Washington D C and Maine can not be considered 

breaking the pattern violently. The geographical distance from Finland is naturally longer to West 

Virginia and Maine than to New York City, but when comparing with the geographical distance 

between the states of the Sunbelt, it can be suggested that the geographical distance from Finland 

to different states of the Mideast is approximately the same. Also the cultural distance is 

suggested to lie on the same level with the different states of the Mideast, but it is shorter than to 

the Sunbelt due to the more European like business life and way of living. The economic distance 

is positively large, particularly to the wealth states of New York, New Jersey, Vermont and 

Connecticut, and similarly to the Sunbelt, has undoubtedly stimulated investments. As a 

consequence, it can be concluded that the escalation of Finnish subsidiaries in the Mideast has 

proceeded according to the concept of business distance.

Description of the penetration process in the Mideast is a bit difficult to carry out due to the small 

size of the states and thus to the paucity of named towns in the maps. In the state of New York 

the city of Hudson Falls was the very first establishment site of a Finnish subsidiary on the North 

American continent. Hudson Falls is situated by Hudson River, 33 kilometers north of New York 

City, which was entered in 1960. Finnish business has penetrated to the surroundings of New 

York City and to the brinks of the Hudson River. Additionally the shore of Lake Ontario by the 

Canadian border has been penetrated.
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In New Jersey penetration has concentrated within 200 kilometers radius from Atlantic City, 

which is on the coast of the Atlantic Ocean. The city itself has not yet been entered. In 

Massachusetts the Finnish penetration has started from Boston in 1970 and spread out to the 

whole eastern part of the state. With regard to Pennsylvania, it seems that Finnish subsidiaries 

have concentrated around Philadelphia and Pittsburgh.

In Delaware the Finnish business presence has penetrated from Dover to Delaware, which are 

both on the shore of the Delaware Bay. In Connecticut Finnish units have settled around the 

capital city New Haven. In Maine the coastline towns north and south of Portland have been 

penetrated, whereas in Maryland the area within 50 kilometers radius from Baltimore has 

attracted Finnish subsidiaries. In West Virginia the surroundings of Charleston have been 

penetrated.

The state of New York has lost 26 Finnish units (29 %), Massachusetts 14 (47 %), Pennsylvania 

8 (42 %) and Connecticut 5 (63 %). In the city level Finnish subsidiaries have exited most 

frequently the city of New York, Boston in Massachusetts, Langhorne and Pittsburgh in 

Pennsylvania, and Stamford in Connecticut.

Great Lakes

The states of the Great Lakes have been entered in 1959 and the escalation within the area is 

shown in Map 19.
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Map 19 Great Lakes and Escalation of Finnish Business
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The first unit in the Great Lakes was set up in Illinois in 1959. From there the Finnish business 

presence escalated north to Wisconsin in 1975 and further to Minnesota in 1979. Ohio got its first 

Finnish unit in 1982, Missouri the next year and Iowa in 1986. Michigan was also entered in 

1986. The escalation process in the Great Lakes was completed by the entry in Indiana in 1989. 

Thus all the states in the area have Finnish subsidiaries.

It appears that Illinois has been the most attractive state of the Great Lakes for the Finnish 

subsidiaries, altogether 52 units have been set up there. Wisconsin has absorbed 29 units, whereas 

Ohio has been chosen to be the home state of 15 Finnish units. The proportions of other states lie 

on lower levels; 11 units have been established in Minnesota, eight in Indiana, six in Missouri, five 

in Michigan and one in Iowa.

On the basis of the above description it can be concluded that the escalation process in the Great 

Lakes has proceeded in geographical order. Moreover the states directly by the Lakes, that is
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Illinois, Wisconsin, Minnesota and Ohio, have been entered first. Of these states particularly 

Wisconsin and Minnesota have a great number of inhabitants with a Scandinavian heritage, which 

shortens the cultural distance. Business distance is longer to the states of Iowa, Missouri and 

Indiana, which have also been entered at a later stage. However, the late entry in Michigan in 

relation to the other states in the area appears to be somewhat unexpected. As mentioned earlier, 

Michigan is an industrialized state and is located right on the Great Lakes and the Canadian 

border. Furthermore, it is often considered to be the most Scandinavian US state. As a 

conclusion, and regardless of the previous reasoning about Michigan, it is suggested that 

escalation according to the concept of business distance is valid also in the case of the Great 

Lakes.

As to the state of Illinois it can be concluded that Finnish subsidiaries have dispersed around 

Illinois, but there is a concentration within a radius of 400 kilometers from Chicago. 

Correspondingly to Illinois, it appears that also in Wisconsin the Finnish units have concentrated 

around a bigger city, that is, around Milwaukee.

Penetration in Minnesota, Missouri and Ohio makes a deviation to the general pattern; in these 

states the capital cities and other bigger cities (Minneapolis, St. Louis, Columbus and Cleveland) 

have not been entered until after a number of small towns. Penetration in Iowa has not yet started: 

the only Finnish unit is in Clinton 280 kilometers east of Des Moines by the border of Illinois. 

Finnish units have settled in the state of Michigan since 1986 and to towns at the upper end of 

Lake Michigan, and in the surroundings of Detroit. In Indiana Indianapolis, which is in the middle 

of the state, was entered in 1989, and penetration has proceeded further to cities by the border of 

Michigan.

Illinois has lost 14 units (27 %), Wisconsin 10 (34 %), Ohio 5 (33 %), Minnesota 5 (45 %), Iowa 

1 (100 %), Michigan 1 (20 %), Indiana 6 (75 %), and Missouri 3 (50 %). Chicago and Elk Grove 

in Illinois, Milwaukee in Wisconsin, Indianapolis in Indiana, and Springfield in Missouri have 

experienced the exit of the most Finnish units.
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Great Plains and Rockv Mountains

Map 20 presents the states belonging to the area of the Great Plains and Rocky Mountains and 

the order in which Finnish business has entered the area.

Map 20 Great Plains and Rocky Mountains and Escalation of Finnish Business
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The first state to be entered was Oregon in 1973. From there the Finnish business presence 

escalated, not surprisingly, to Washington in 1974. Altogether these two states have attracted 30 

units, the rest of the states have thus received only 15 Finnish units. It seems that the proximity of 

the Pacific Rim has acted as a pull force for the Finnish establishments. Colorado got its first 

Finnish unit in 1979 and by the end of 1994 11 Finnish subsidiaries had been established there. 

The importance of other stated in the area of the Great Plains and Rocky Mountains can be 

considered very marginal.
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In the state of Oregon the city of Portland has attracted the first and the most Finnish units; six 

units have been set up in Portland. The first Finnish subsidiary in the state of Washington was 

located in Bellevue. Seattle was entered next, in 1980, and following that its surroundings have 

been penetrated. In Colorado Denver was the target for the first unit, later also Boulder, 75 

kilometers north of Denver, and Englewood were entered.

The escalation process in the Great Plains and Rocky Mountains is still in its infancy, since besides 

the Pacific Northwest, that is, Washington and Oregon, and Colorado, only Utah and Kansas have 

Finnish units. Escalation to them from Colorado seems natural, since these two states are the 

neighboring states to Colorado in east and west. Utah got its two units in 1989 and 1990, and the 

towns were St.George and Salt Lake City, whereas Kansas was entered in 1993 through Kansas 

City and Overland.

Due to the geographically and culturally heterogeneous nature of the area, no justified suggestions 

about the validity of the business distance - concept in this area can be presented.

Washington has lost six Finnish units which accounts for 40 % of the established units, Oregon 5 

(38 %), and Colorado three (30 %). Seattle in Washington has lost two units, Portland in Oregon 

four, and Denver, Boulder and Englewood in Colorado have lost each one Finnish unit.

Dynamics of the last three variables, that is, legal mode, functional unit type and field of industry 

will be analyzed concerning the four subareas in the following sections.

3.6.5 Legal Mode 

Sunbelt

The company form has been most often applied to the established units in the Sunbelt. Its use has 

increased steadily and reached its peak in 1988-1990. Altogether 228 company form units have 

been established. Operative sites have been set up between 1980 and 1992 and their total number 

amounts to 42. Since subsidiaries in the USA have set up own units in the Sunbelt in such a large 

scale, the assumption about the Sunbelt as a favorable business location is further strengthened. 

Branches and representative offices have been rare; nine branches have been established, one in
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1969, four in the 1980’s and four in the 1990’s, and the only representative office has been set up 

in 1988.

The percentages of divested units follow the pattern observed earlier; about 30 % of established 

companies (28 %), operative sites (31 %) and branches (33 %) have been divested. The company 

form units have been divested in 1983-1994, operative sites in 1988-1994, and branches in 1991- 

1994.

Mideast

The majority of Finnish subsidiaries in the Mideast have taken the legal mode of a company (172 

units). Most of them have been established in 1985-1990. The first operative site was set up in 

1977, and they were founded yearly in 1984-1989. However, at the most, only four operative 

sites have been registered yearly. Altogether their number amounts to 23. This legal mode has 

been applied relatively late: not until 50 years after the first subsidiary in the area. It could have 

been expected that the units established during the early years of Finnish business presence in the 

area would have matured earlier to set up their own subsidiaries. Branches have been registered in 

1968-1970, 1979 and 1985-1989. Branches set up at the turn of the 1970’s were most likely 

established to explore the possibilities in the area. The total number of branches is ten. 

Representative offices have been rare in the Mideast; one was set up in 1971, one in 1988 and 

two in 1989.

Divested units in the Mideast have been, for the most part, company form units. Divestments of 

company form units also follow the pattern founded earlier in this study; approximately 30 % of 

them have later exited. On the contrary, 39 % of the established operative sites have been divested 

in 1989-1994. This might appear to be unexpected, since their late establishment indicates neither 

lack of consideration nor that of managerial competence. Branches, on their part, have performed 

well in the Mideast; only one of them has exited, in 1990. One of the four representative offices 

was divested already in 1979.

Great Lakes

Company form units dominate also in the Great Lakes. The great majority, that is, 76 % of the 

established units have taken the company form. The first operative site was founded in the area in
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1977, and by the end of the year 1994 25 operative sites had been set up. Most of them, 20, have 

been set up between 1984 and 1991. The number of operative sites indicates that the already 

existing subsidiaries in the USA regard the Great Lakes as an advantageous business site. 

Company form units increased also in number from 1984 till 1990. 72 % of the company form 

units were established during that time. Only two branches have been set up, in 1970 and 1983, 

whereas no representative offices of Finnish companies have been registered in the Great Lakes.

The divested units have naturally also been mostly company form units. Zero to three company 

form units have been divested yearly with the exception of the years 1990 (seven units divested) 

and 1994 (ten units divested). Eight operative sites have exited the area. The first one was 

divested in 1987, and since over 30 % of operative sites have been divested relatively quickly after 

their establishment, operation conditions in the Great Lakes are likely to have turned out to be 

inferior to expectations.

Great Plains and Rocky Mountains

A great majority of units established in the Great Plains and the Rocky Mountains has been 

company form units. Four companies were set up in the 1970’s, ten in the 1980’s and 11 in 1990- 

1993. Operative sites have been established in 1978-1988, altogether 11. The relatively high share 

of operative sites in the Great Plains and Rocky Mountains might be reasoned to be a 

consequence of the cautioness of parent companies; they might have advised subsidiaries to set up 

operative sites, which usually are smaller in size and scope of operations than the actual 

subsidiaries, in this area in order to explore the possibilities. Three branches, in 1989 and 1990, 

have been founded. Additionally, one representative office was set up in 1993. Company form 

units have been divested yearly from 1980 to 1993. Five operative sites exited in 1989-1991. Two 

of the three established branches were divested in 1994.

On the basis of the above description a conclusion can be drawn that a great majority of Finnish 

subsidiaries in each subarea and Canada have taken the legal mode of a company. The Mideast 

has had relatively less operative sites than the other subareas and Canada. As it was already 

pointed out above, this appears to be somewhat unexpected due to the long presence of Finnish 

business in the Mideast area. The Great Plains and Rocky Mountains have had relatively most 

operative sites and branches. Also the Mideast has had a high share of branches when compared



191

with the Sunbelt, the Great Lakes and Canada. The Mideast and the Great Plains and Rocky 

Mountains have also had relatively more representative offices than the two other areas and 

Canada. The great number of branches and representative offices in the Mideast is likely to be due 

to the finding that Mideast has been entered first, and during the early years of business 

involvement on the North American continent these two legal modes include less risk and require 

less capital. The area of the Great Lakes has no representative offices of Finnish companies.

3.6.6 Functional Unit Type 

Sunbelt

Next the examination moves to the development of the use of functionally different unit types. 

Table 44 provides the unit types of established subsidiaries in the Sunbelt.

Table 44 Dynamics of Functional Unit Type in Sunbelt: Established Units
Year Production Sales & 

Marketing
R&D Administra

tive
Logistical Accounting Total (N)

1969 1 1
1973 1 1
1974 1 1
1975 3 1 4
1978 1 1
1979 2 2 4
1980 3 5 1 9
1981 3 7 1 1 12
1982 3 5 1 9
1983 3 1 4
1984 7 3 1 11
1985 5 7 7 19
1986 1 6 1 1 1 10
1987 6 12 1 1 20
1988 15 7 1 3 26
1989 16 12 2 5 35
1990 19 13 1 2 5 40
1991 8 3 4 15
1992 4 4 1 1 10
1993 5 4 9
1994 3 4 7

Total (N) 104 98 4 6 2 34 248
Source: FIBO-databank 1995

As can be seen, units related to sales and marketing functions have been established more 

frequently than units related to production function till the year 1987. Thereafter the number of 

yearly established production units has exceeded that of the sales and marketing units. Altogether 

98 sales and marketing, and 104 production units have been set up. Zero to thirteen sales and 

marketing units have been established yearly, whereas the margin for production units stretches 

up to 19. The greater number of production related units is apparently due to the availability of
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raw materials and subcontractors in the Sunbelt. Additionally the sophisticated infrastructure 

might have contributed to the establishment of production units.

The number of sales and marketing related units includes six servicing units set up in the early 

1980’s and in 1989-1990, three sales promotion, one installation and two planning and consulting 

units set up in the 1980’s, and ten trading units founded in 1984-1992. The number of trading 

units might be considered surprisingly high in the light of the previous findings of this study. 

Trading units have taken a relatively smaller share in the examination of unit types in North 

America, the USA and Canada. However, their presence in the Sunbelt indicates the importance 

of the area as an Asia-Pacific trade center.

Units related to accounting, finance and fiscal functions are the third most popular functional unit 

type also in the Sunbelt. The first holding unit was set up in 1974 and the establishment of the rest 

26 holding units is scattered unevenly for the next 18 years. Holding units were, however, 

founded yearly in 1987-1992. Other units of this field are one reinsurance unit founded in 1979, 

one real estate unit set up as well in 1979, and three finance units established in 1985-1987. The 

presence of this functional unit type is a consequence of California’s position as a finance center. 

The number of research and development units could have been expected to be higher, since it 

was pointed out in the literature that California has become a center of research and 

development. Unit types of divested subsidiaries can be seen in Table 45.

Table 45 Dynamics of Functional Unit Type in Sunbelt: Divested Units
Year Production Sales & 

Marketing
R&D Administra

tive
Logistical Accounting Total (N)

1983 2 2
1987 1 1 2
1988 3 3
1989 1 4 5
1990 5 9 14
1991 4 4 1 1 1 11
1992 4 5 9
1993 5 3 1 9
1994 9 6 1 1 17

Total (N) 28 37 1 2 1 3 72
Source: FIBO-databank 1995

As revealed by the table, divestments of sales and marketing units have occurred from 1983 

onwards, and the total number of divestments amounts to 37. That is equivalent to 38 % of the 

established sales and marketing. The first production unit was divested in 1989 and from that year 

onwards four to nine units have been divested yearly. As a result, 28 production units have been
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divested by the end of 1994. That is equivalent to 27 % of the established production units. Two 

holding units and the only reinsurance unit in the Sunbelt have been divested at the turn of the 

1990’s. The economic recession prevailing at that time quite clearly reduced the need for this 

functional unit type.

Mideast

Table 46 shows the frequencies of different unit types of established subsidiaries in the Mideast.

Table 46 Dynamics of Functional Unit Type in Mideast: Established Units
Year Production Sales & 

Marketing
R&D Administra

tive
Logistical Accounting Total (N)

1927-66 1 3 4
1967-70 5 5
1971-74 1 1 1 3
1976-78 6 8 2 2 18
1979-82 2 12 1 15
1983-86 15 20 1 4 40
1987-90 22 45 2 3 16 88
1991-94 9 8 2 19
Total (N) 56 102 3 5 3 23 192
Source: FIBO-databank 1995

As can be seen, the unit type of the first established subsidiaries in the Mideast was related to 

production and sales and marketing functions. However, after the first production unit in 1927, 

the next one was not set up until 1973. The total number of production units amounts to 56, and 

most of them (37) were set up in 1983-1990. The first unit related to sales and marketing 

functions was founded in 1937. There were single sales and marketing unit establishments till the 

period 1967-1970. The figures in the sales and marketing column include the establishments of 

eight sales promotion units, in 1960, 1971, 1983 and at the end of the 1980’s, two servicing units, 

in 1988 and 1990, two planning and consulting units, in 1990, and one trading unit in 1986. The 

considerably higher number of sales and marketing related units than production related units in 

the Mideast might be caused by relatively higher production costs. Moreover, it would seem 

logical that these units would have concentrated in the eastern coast, which was for long the only 

business center of the country.

Units related to accounting, fiscal and financial functions were not founded until the mid 1970’s. 

Most of them are holding units, but there is also a reinsurance unit (1977), an investment unit 

(1985), and a financing unit (1985). The previous three units have been set up relatively early; 

establishments of these units have tended to occur clearly during the latter half of the 1980’s. 

Most of the holding units, 16, have been registered in 1987-1990. The position of the eastern



194

coast as the finance center of the country is likely to have attracted subsidiaries of this functional 

unit type.

Units related to administrative function started to appear in the early 1970’s, but their total 

number remains small. Also the establishments of research and development and logistical units 

have been rare in the Mideast. Table 47 provides the unit types of divested subsidiaries in the 

Mideast.

Table 47 Dynamics of Functional Unit Type in Mideast: Divested Units
Year Production Sales & 

Marketing
Administra
tive

Logistical Accounting Total (N)

1978 1 1
1979 1 1
1984 1 1
1985 1 1
1987 2 2 4
1988 1 4 5
1989 1 1 2
1990 2 6 8
1991 2 10 2 2 16
1992 3 3 2 8
1993 3 4 1 8
1994 1 7 2 1 11

Tptal (N) 16 40 2 2 6 66

Source: FIBO-databank 1995

As can be seen, the first unit related to production function exited in 1984, and production unit 

exits have taken place on a yearly basis in 1987-1994. Nevertheless, the share of divested 

production units is relatively smaller than that of the sales and marketing related units; almost 40 

% of them have been later divested. Most of them, 21 units, exited in 1988-1991. Two of the 

eight sales promotion units were divested in 1979 and 1994, and one planning and consulting unit 

in 1994. The high divestment percentage of the sales and marketing related units is apparently due 

to the concentration of sales activities in the eastern coast. Therefore competition is tight, and the 

sales promotion resources of Finnish units have not been sufficient for a breakthrough.

As to the supplementary unit types, units related to accounting, fiscal and financial functions have 

been divested during the last four years of the observation period. One of them is a reinsurance 

unit, others are holding units. Two administrative units exited in 1991 and two transportation 

units in 1994.
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Great Lakes

Also in the Great Lakes the primary unit types have formed a majority of all the established units. 

Table 48 provides the frequencies of different unit types over the years.

Table 48 Dynamics of Functional Unit Type in Great Lakes: Established Units
Year Production Sales & 

Marketing
Administra
tive

Accounting Total (N)

1959 1 1
1970 1 1
1975 1 1
1977 2 1 3
1978 1 1
1979 2 2
1980 1 1
1981 1 1 2
1982 3 1 4
1983 2 2 4
1984 13 2 1 16
1985 4 4 8
1986 4 4 2 10
1987 4 1 1 6
1988 4 4 8
1989 6 6 1 5 18
1990 5 5 3 13
1991 5 5
1992 3 3
1993 1 1
1994 1 2 1 4

Total (N) 48 40 3 21 112

Source: FIBO-databank 1995

The first units in the area of the Great Lakes were units related to sales and marketing functions, 

but units related to production function were founded more frequently later on, and thus their 

total number exceeds that of the sales and marketing units. This might be a consequence of the 

excellent traffic connections from the Great Lakes to Canada and to the rest of the USA. As many 

as 13 production units were set up in 1984, which might appear to be somewhat surprising, since 

the economic upturn had not yet begun. After that year four production units were founded yearly 

till the year 1991. Three project units were established in 1989-1991, which are included in the 

figures concerning the units related to production function. Units related to sales and marketing 

functions have appeared from 1959 onwards, but at the most four units have been established 

annually.

As revealed by the table, other than units related to production and sales and marketing functions 

have appeared relatively late, not until 1982. Units related to accounting, financial and fiscal 

functions are mostly holding units; one finance unit was set up in 1987, and one real estate unit in 

1989. Units of these functions became more common during the latter half of the 1980’s implying
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that Finnish companies had matured enough to explore possibilities for supplemental^ unit types 

also in other areas than in the Sunbelt and the Mideast. Also units related to administrative 

function have been founded since the latter half of the last decade. Table 49 shows the dynamics 

of unit type of divested units in the Great Lakes.

Table 49 Dynamics of Functional Unit Type in Great Lakes: Divested Units
Year Production Sales & 

Marketing
Administra
tive

Accounting Total (N)

1979 1 1
1980 1 1
1986 1 1
1987 3 3
1988 1 1 2
1990 2 5 7
1991 2 1 1 4
1992 1 2 1 4
1993 2 2 4
1994 5 1 1 3 10

Total (N) 14 17 1 5 37

Source: FIBO-databank 1995

As can be seen, over 40 % of the established units related to sales and marketing functions have 

been divested. Most of them, ten units, exited between 1990 and 1994. This figure includes one 

sales promotion unit in 1991 and one maintenance unit in 1994. The high divestment percentage 

of sales and marketing units implies that the market potential has not been sufficient in the Great 

Lakes. The first production unit has been divested in 1986. From 1990 they have been divested 

annually. In 1994 three project units were divested which indicates that the projects started in 

1989-1991 have been completed by that time. One administrative unit exited in 1994 and five 

units related to accounting, financial and fiscal functions have been divested in 1991-1994.

Great Plains and Rocky Mountains

Examination of the use of functional unit types in the Great Plains and Rocky Mountains will not 

introduce deviating findings concerning the relative shares. Table 50 shows the frequencies of 

different unit types over the years.
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Table 50 Dynamics of Functional Unit Type in Great Plains and Rocky Mountains: 
Established Units
Year Production Sales 1 

Marketina
Administra
tive

Accounting Total (N)

1973 1 1
1974 1 1 2
1978 1 1 2
1979 2 2
1980 1 1
1983 1 1
1984 1 1 2
1985 3 3
1986 2 2
1987 2 3 5
1988 1 1 2 4
1989 1 1
1990 3 3 1 7
1991 3 3
1992 2 2
1993 1 1 2

Total (N) 15 21 1 3 40

Source: FIBO-databank 1995

As can be seen in the table, units related to the sales and marketing functions have been set up at 

an yearly rate of zero to three. The figure of sales and marketing units includes a sales promotion 

unit established in 1993 and a servicing unit set up in 1980. Units related to the production 

function have appeared mostly during the latter half of the 1980’s. Six units were still set up in 

1990-1993. The small number of production related units may be caused by outlying location with 

somewhat difficult traffic connections. Units related to the accounting, financial and fiscal 

functions in the area are all holding units and have been set up between 1988 and 1990. Only one 

unit related to the administrative function has been established in the area. Table 51 shows the 

functional unit types of divested units.

Table 51 Dynamics of Functional Unit Type in Great Plains and Rocky Mountains: 
Divested Units
Year Production Sales & 

Marketina
Administra
tive

Total (N)

1980 1 1
1987 1 1
1989 2 2
1990 1 2 3
1991 1 1 1 3
1993 1 1
1994 2 2

Total (N) 2 10 1 13

Source: FIBO-databank 1995

The table shows that units related to the sales and marketing functions have exited most often, 

whereas only two units related to the production function have been divested. Almost 50 % of the
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established sales and marketing units have later been divested. This is a clear indication of the 

insufficient market potential in the area. The only administrative unit in the area has been divested 

in 1991.

As a conclusion to the above discussion concerning the use of functional unit types over the years, 

a few patterns can be drawn. Firstly, it seems that the primary unit types, that is, production, and 

sales and marketing related units, have formed a clear majority in each of the four subareas and 

Canada. The Sunbelt and the Great Lakes have had more production related units than sales and 

marketing related units. This can be suggested to be due to lower production costs and 

advantageous traffic connections. However, it should be recalled that a unit registered as a 

production related unit may also include sales related activities.

Secondly, units related to accounting, finance and fiscal functions are the third most frequent 

functional unit type in each US subarea and Canada. Establishments of other supplementary unit 

types have been rare. For example, units related to logistical and purchasing function have been 

established only in Canada, the Sunbelt and the Mideast, whereas research and development units 

have been set up in the Sunbelt and the Mideast. Consequently, the Sunbelt and the Mideast have 

a wider variety of functional unit types which indicates deeper Finnish business involvement in 

these areas.

Examination of dynamics of field of industry will close this section concerning the four US 

subareas.

3.6.7 Field of Industry 

Sunbelt

Table 52 presents the entry order of different fields of industry in the Sunbelt.
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Table 52 Dynamics of Field of Industry in Sunbelt: Established Units
Field 
of In
dus
try

19
69

19
73

19
74

19
75

19
78

19
79

19
80

19
81

19
82

19
83

19
84

19
85

19
86

19
87

19
88

19
89

19
90

19
91

19
92

19
93

19
94

To
tal
(N)

D 1 1 2 1 5
D11 1 1 1 1 4
D12- 1 1 1 3
13
D15 1 2 10 3 1 1 18
D17 1 1
D18 1 5 1 5 1 3 5 2 23
D19 1 1 1 1 3 2 4 13
D21 1 1 1 5 2 1 11
D22 1 1 3 1 4 1 1 12
D23- 1 4 1 2 1 2 2 1 5 4 1 24
24
D25 1 1 1 1 7 2 1 1 8 10 6 11 14 1 2 6 2 75
D26 2 1 4 3 1 2 2 5 6 1 2 2 4 2 4 41
D27 1 1
D29 1 1 2 1 1 1 5 12
F35 2 2 3 7
F38 1 1
G42 1 1
G43 2 1 3
I53 1 1 2
I54 1 2 1 4
I56 1 1
K61 1 2 3
K62 1 1 2 2 2 1 1 10
M71 1 1 1 3 1 7
M72 2 1 3

Total
(N) 1 1 1 4 1 5 9 13 11 5 12 20 13 23 33 45 41 17 11 9 10 285
Source: FIBO-databank 1995

As can be seen, the first Finnish unit established in the Sunbelt was in the field of air transport 

(154). During the 1970’s the fields of insurance (K62) and construction (F) together with 

manufacturing of metal products (D23-24), machines and appliances (D25), foodstuff (Dl 1), 

electrical goods (D26) and glass, clay and stone (D22) products entered the area. In the first half 

of the 1980’s units in the fields of rubber and plastics (D21), furniture (D17), oil and coal (D19), 

chemicals (DIB) and vehicles (D27) industries were set up. Also a unit in the field of technical 

services (M71) was set up in 1984. The second half of the decade brought Finnish units 

manufacturing textiles (D12), clothing (D13), and pulp and paper (D15), and units dealing with 

retail trade (G43), construction services (F38), financing (K61), water transport (153) and data 

processing services (M72) to the states of the Sunbelt. 1990’s introduced agency activities (G42) 

and transportation services (156).
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This entry order, which has not been initiated by a unit in the manufacturing industry, and the 

variety of different fields of industry indicate that the states of the Sunbelt have a favorable 

business environment to offer for Finnish subsidiaries. The early entered air transport is likely to 

have been far-sighted, since the Sunbelt, and particularly California, has developed to be one of 

the traffic knots in the USA. Agency operations have arrived in the Sunbelt late in comparison to 

Canada (1970) and the Mideast (1937). This might be caused by the willingness of Finnish 

companies to get involved directly, and not indirectly through an agent. Services in great variety 

have entered the Sunbelt relatively quickly, which might indicate a more sophisticated level of 

business in this area than in the other subareas. Table 53 shows the fields of industry where 

divested units operated in the Sunbelt.

Table 53 Dynamics of Field of Industry in Sunbelt: Divested Units
Year 1983 1987 1988 1989 1990 1991 1992 1993 1994 Total (N)
D 1 1
D11 1 1 2
D13 1 1
D17 1 1
D18 2 1 3
D19 1 1
D21 1 1 1 2 5
D22 1 1 1 1 4
D23-24 3 1 1 5
D25 2 3 2 2 3 9 21
D26 1 4 6 3 1 2 17
D27 1 1
D29 1 1 1 3
F35 3 3
G43 1 2 3
I54 1 1
I56 1 1
K61 1 1
K62 2 1 2 1 6
M71 1 1

Total (N) 2 2 4 5 16 14 10 9 19 81
Source: FIBO-databank 1995

As can be seen, divested units have operated almost totally in the field of manufacturing industry 

(D). Units manufacturing metal products (D23-24), machines and appliances (D25) and electrical 

goods (D26) have been most frequently divested during the last five years of the observation 

period. Additionally, insurance units (K62) have been divested yearly in 1990-1993. This gives 

evidence that insurance legislation, and particularly product liability legislation in California, have 

led Finnish units in difficulties, and thus severely affected the profitability of insurance companies.
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Mideast

The various fields of industry throughout time in the Mideast will next be looked at. Table 54 

gives the entry order of the Finnish fields of business into the area.

Table 54 Dynamics of Field of Industry in Mideast: Established Units
Field of 
Industry

1927-66 1967-70 1971-74 1975-78 1979-82 1983-86 1987-90 1991-94 Total
(N)

C07 1 1
0 1 1 3 5
D11 6 4 2 12
D12-13 2 1 2 5
014 1 1 2
015 1 2 2 7 12
017 1 1 2
018 3 1 2 6
019 2 2
021 1 2 1 4
022 1 1
023-24 1 1 6 5 1 14
025 1 5 5 8 35 7 61
026 1 2 2 3 6 3 17
027 3 1 4
029 2 2 7 2 13
E31 1 1
G41 1 2 1 3 1 8
G42 1 1 4
G43 1 1
I54 3 3
I56 2 2
K61 1 8 4 13
K62 5 1 6 12
M71 2 3 5
M76 1 1

Total (N) 4 5 3 19 19 44 94 23 211
Source: FIBO-databank 1995

As revealed by the table, the first units in the area were in the fields of machine and appliance 

manufacturing (D25), agency operations (G42) and sawmill industry (D14). Manufacturing of 

metal products (D23-24), wholesale trade (G41) and air transport (154) entered at the late 1960’s. 

In the 1970’s units in the fields of electrical goods (D26), textile (D12), clothing, leather and 

footwear (D13), pulp and paper (D15), and insurance (K62) were set up in the area. During the 

first half of the 1980 s subsidiaries in the fields of mining (C) and manufacturing of vehicles 

(D27), foodstuff, drinks and tobacco (Dll), chemicals (D18), and rubber and plastics (D21) were 

founded. Besides manufacturing industry, units dealing with financing (K61) and units providing 

technical (M71) and other business services (M76) were set up at that time. The latter half of the 

1980’s and the beginning of the 1990’s brought convenient operation conditions for units in the 

fields of furniture (D17), oil and coal (D19), glass, clay and stone (D22), electricity servicing 

(E31), retail trade (G43) and transportation services (156).
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To sum up, most units have been set up in the fields of machines and appliances, electrical goods, 

and metal products. The share of units dealing with financing and insurance is relatively 

considerable, which can be understood on the basis of the importance of the Mideast as an 

economic and finance center. As a deviation from the general pattern in this study, wholesale 

trade has entered the area relatively early. This could be a consequence of the business center 

position of the Mideast. Table 55 provides the fields of industry of divested units in the Mideast.

Table 55 Dynamics of Field of Industry in Mideast: Divested Units
Field of Total (N)
Industry

D12-13

D23-24

Total (N)

Source: FIBO-databank 1995

As is revealed by the table, most of the divested units have been manufacturers of machines and 

appliances (D25), and the majority of them exited in 1991-1994. Divestments of units producing 

electrical goods (D26) have occurred since 1984. The 1990’s brought divestments of half of all 

the pulp and paper units (D15). Five insurance units (K62) exited between 1988 and 1994 giving 

further prove to the suggestion about the significantly differing Finnish and American insurance 

policies. Only one financing unit (K61) has been divested in 1990, which, in turn, shows the 

importance of this field of industry in the Mideast.
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Great Lakes

The fields of industry of established Finnish subsidiaries in the Great Lakes area are given in Table 

56.

Table 56 Dynamics of Field of Industry in Great Lakes: Established Units
Field of 1959- 1962- 1965- 1968- 1971- 1974- 1977- 1980- 1983- 1986- 1989- 1992- Total (N)
Industry

D23-24

Total (N)

Note: In this table years have been divided into periods of three years.
Source: FIBO-databank 1995

It appears from the table that units established in the area of the Great Lakes have been mostly in 

the fields of metal products (D23-24), machines and appliances (D25) and foodstuff, drink and 

tobacco industries (Dll). The two first ones have shown high frequencies also in the other 

subareas, but the share of the foodstuff, drink and tobacco industries in the Great lakes can be 

considered substantial. Therefore it is suggested that the area offers promising market potential 

for the Finnish foodstuff and drink industries. Units in all these three fields of industry have been 

set up since the turn of the 1980’s.

Four units of pulp and paper industry (D15) have been founded during the latter half of the 

1980’s. This does not quite support the suggestion made earlier about the Green Bay Forest area 

in Wisconsin and its attractiveness to the Finnish forest industry. Chemical industry (D18) with 

rubber and plastics industry (D21) takes a surprisingly large share of the established units, 

altogether 12 units. They were set up during the 1980’s. Eight units in the field of electrical goods 

(D26) have been founded between 1979 and 1991. This might indicate the finding of a niche as a 

subcontractor in the industrialized Great Lakes states. Five house construction units (F35) were
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set up in the early 1980’s and at the turn of the 1990’s. Table 57 provides the fields of industry of 

divested units.

Table 57 Dynamics of Field of Industry in Great Lakes: Divested Units
Field of 
Industry

1979-82 1983-86 1987-90 1991-94 Total
(N)

C09 1 1
D 1 1
D11 2 2 4
D13 1 1
D1S 1 3 4
D18 1 1 2
021 1 1 2
023-24 2 3 5
D2S 1 2 4 7
026 6 6
029 2 2
F 1 1
F35 1 4 5

Total (N) 2 1 16 22 41

Note: In this table years have been divided into periods of four years.
Source: FIBO-databank 1995

On the basis of the above table it would seem that the units in the field of foodstuff, drink and 

tobacco industries (Dll) have been rather successful, since only four of them have been divested, 

and moreover, not until the recession hit the economy. On the contrary, all four paper and pulp 

units (D15) have been divested rather quickly after their establishment. This further disproves the 

suggestions made about the favorable operation conditions in the Green Bay area for Finnish 

paper industry.

The latter half of the 1980’s made five metal product units (D23-24) and seven machine and 

appliance (D25) units to be divested. Six out of eight established electrical goods (D26) units 

have been divested in the latter half of the 1980’s. It was suggested above that these units might 

have been established to fulfill the demand of large industrial producers in the Great Lakes. 

However, it seems that the Finnish subsidiaries were not able to produce needed goods either in a 

competitive price or in compatible form. Also the units of the construction industry (F) have been 

somewhat unsuccessful. It appears that only one unit in that field has survived the hard recession.

Great Plains and Rocky Mountains

Examination of the dynamics of the field of industry in the Great Plains and Rocky Mountains will 

close this section concerning the dynamics of the four US subareas. Table 58 provides the entry 

order of various Finnish fields of business in the area.
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Table 58 Dynamics of Field of Industry in Great Plains and Rocky Mountains: Established 
Units

Field of 
Industry

1973-75 1976-78 1979-81 1982-84 1985-87 1988-90 1991-93 Total (N)

D11 1 1
D12 1 1
D14 1 1
D18 1 3 1 5
D21 2 2
D22 1 1
D23-24 1 1 2 4
D25 1 2 1 1 3 5 3 16
D26 1 3 1 1 6
D27 1 1
D29 1 1
G43 1 1
M71 1 1

Total (N) 3 2 3 3 10 13 7 41

Note: In this table the years have been divided into periods of three years. 
Source: FIBO-databank 1995

As can be seen in the table, all established units in the 1970’s were manufacturers of metal 

products (D23-24) and machines and appliances (D25). Additionally, one unit in the field of 

technical services (M71) was set up. During the 1980’s units in the foodstuff, drink and tobacco 

industry (Dll), textiles (D12) and chemical industries (D18), and in glass, clay and stone (D22), 

electrical goods (D26) and vehicles (D27) manufacturing were founded. Between 1991-1993 

units in the fields of sawmill industry (D14) and retail trade (G43) were set up. As a conclusion, 

the variety of fields of industry in the Great Plains and Rocky Mountains is rather narrow as a 

consequence of the inferior importance of the area. However, the variety is likely to widen in the 

future when Finnish companies get better acquainted with the area and its possibilities. Finally, 

Table 59 provides the fields of industry of divested units.

Table 59 Dynamics of Field of Industry in Great Plains and Rocky Mountains: Divested 
Units

Field of 
Industry

1980-82 1983-85 1986-88 1989-91 1992-94 Total (N)

D18 1 1
D23-24 3 3
D25 1 2 2 5
D26 3 3
D27 1 1
G43 1 1

Total (N) 1 1 9 3 14

Note: In this table years have been divided into periods of three years. 
Source: FIBO-databank 1995

As can be seen, most of the divestments have concerned the units in the field of machines and 

appliances production (D25). In 1986-1988 a unit in the field of vehicles’ manufacturing (D27)
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exited, and at the turn of the decade also units of chemical industry (D18), metal products (D23- 

24) and electrical goods (D26) were divested. The unit of retail trade (G43) has been divested 

rather shortly after the initial investment, which implies insufficient demand in the market.

This section presented dynamics of Finnish subsidiary operations in the subareas of the United 

States and briefly compared them with each other and Canada. Dynamics of Canada will next be 

surveyed in greater detail.

3.7 DYNAMICS OF FINNISH SUBSIDIARY OPERATIONS IN CANADA

This section closes the examination of dynamics of Finnish subsidiary operations in North 

America by concentrating on the case of Canada. In accordance with the previous sections 

research population, investments and divestments, and establishment and divestment modes will 

be studied first. Following that dynamics of legal mode, functional unit type and field of industry 

will be provided. Moreover, this section compares dynamics of Canada with that of the USA.

3.7.1 Research Population

The gross research population concerning Canada is 179 units. However, one of these units is a 

subsidiary of a non-target parent company, and the current state of six units remains unclear. Thus 

the adjusted gross population under examination amounts to 172 (17 % of the total population of 

North America). The examination of dynamics covers, nevertheless, only 152 units. The 

establishment year of 20 units is thus unknown. This is equivalent to almost 12 % of the total 

number of established units, and is hence even higher than in the case of the USA. 51 units have 

been divested, and therefore 121 units further continue their operations. Canada’s share of 

divestments in North America accounts for 16 % and is thus in proportion to its share of 

investments. The divestment year of only two units has not been identified, and consequently 

figures and tables concerning divestments in Canada will be more accurate than those concerning 

investments.
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3.7.2 Investments and Divestments

First the dynamics of investments and divestments in Canada will be studied. Figure 23 depicts the 

development of these variables.

Figure 23 Dynamics of Investments and Divestments in Canada

Investment

Divestment
20 --

2.15

5j 10

Year

Source: FIBO-databank 1995

As can be seen, the investment rate did not start to accelerate until in 1983; 78 % of the units 

have been established after that. Earlier the number of investments varied yearly between zero and 

six. The number of investments targeted to Canada started to increase considerably later than that 

of the USA, but it should be noted that the first Finnish subsidiary in Canada was set up 40 years 

after the entry in the USA. The growth of the investments in Canada has, however, been very 

moderate; at the most 22 units have been established yearly. The impact of economic recession is 

rather obvious also in the case of Canada.

Figure 23 shows that the rate of divestments has started to increase in 1986, which might be 

considered somewhat unexpected during an upward tendency in the economy. However, this 

phenomenon was observed already in the examination of the total research population and in the 

case of the USA, and thus it can be concluded that divestments during the latter half of the 1980’s 

were carried through rather as strategic choices. This kind of divestments were earlier defined as 

deliberate ones. Divestments in Canada have increased more steadily than in the USA and started 

to decrease already in 1994, whereas that year registered the highest level of divestments ever in 

the USA. The number of divestments in Canada exceeded that of the investments in 1993-1994, 

which indicates the adverse effects of the economic downturn. Divestments account for 30 % of
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investments, which is a bit lower than in the case of the USA (32 %). This might indicate that the 

Canadian business environment is easier to manage for a Finnish company than that of the USA. It 

was hypothesized in Section 2.2.11 that the formation of NAFTA has increased the divestments 

of overlapping units in North America, particularly in Canada. However, this hypothesis can not 

be proved to be valid due to the short existence of NAFTA. Its consequences will be seen only in 

the long run.

3.7.3 Establishment and Divestment Modes

Next the development of establishment and divestment modes as a function of time will be looked 

at. Figure 24 and Figure 25 display the graphic illustration.

Figure 24 Dynamics of Establishment Mode in Canada

As revealed by Figure 24 the establishment of Finnish units in Canada has been most frequently 

carried out through acquisitions and greenfield operations. Acquisitions seem to dominate (72 

units acquired), but greenfield operations have been preferred almost as often (69 units built from 

scratch). Greenfield operations dominated till the year 1980, thereafter acquisitions took over for 

the next ten years. It is suggested that the dominance of acquisitions during the 1980’s is due to 

the existing capacity in the industry. Establishment through a greenfield operation would have 

increased the capacity, but possibly not contributed to the capture of market share. Moreover, it 

was mentioned earlier that the turbulent business environment at the time of economic upturn has 

apparently contributed to the rise in number of acquisitions.
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Units established through an acquisition are equivalent to 42 % of all the established units. That is 

a bit higher than in the USA where the percentage is 39 %. In contrast, the share of greenfield 

operations is clearly higher in the USA (50 %) than in Canada (41 %). Accordingly, the difference 

in the numbers of acquisitions and greenfield operations is greater in the USA than in Canada. 

This appears to be somewhat surprising, since on the basis of the presented reasoning in this study 

it could have been expected that acquisitions would have been applied relatively more often in the 

USA than in the Canada. The USA is a more competitive market and thus the capacity in the 

various industries is bound to lie on higher levels than in Canada. Moreover, finding an 

appropriate acquisition targets could be expected to be easier in the USA than in Canada due to a 

larger selection. However, the acquisition targets in Canada might have been more suitable in 

terms of size. Additionally, fear of cultural incompatibility with Canadians might have been 

smaller than with Americans.

Mergers have appeared as an establishment mode in Canada only six times during the examination 

period. That is 3 % of all the established units, whereas in the USA the figure is 0,5 %. Longer 

presence in the USA could have been expected to facilitate mergers as rationalization and 

organization processes in the subsidiary network.

In the following the dynamics of divestment mode in Canada will be discussed. Figure 25 depicts 

the development over the years.

Figure 25 Dynamics of Divestment Mode in Canada
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Source: FIBO-databank 1995

As is demonstrated by Figure 25, sell-off has been most often the case in divestments; it has been 

carried through in 55 % of the cases, whereas in the USA 48 % of the units have been sold. 29 %
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of the units in Canada have been closed down. The yearly frequencies have been quite small with 

the exception of the year 1993 when even 13 units were sold. It is suggested that sell-offs are 

easier to carry out in case of a production than sales unit, since a production unit already has 

equipment, personnel, and probably also technology to offer. It might be more difficult to find 

potential buyers for smaller sales units. The number of closures has exceeded that of sell-offs only 

in the early years of the 1990’s; recession in the world economy seems to have had, quite 

naturally, an adverse effect on the acquisition willingness of companies. The number of sell-offs 

has, nevertheless, been greater than that of closures in 1993-1994. The share of mergers (8 %) 

and bankruptcies (2 %). The share of mergers is lower than the respective one in the USA; 

merger was effected in 15 % of divested units.

The entry, escalation and penetration processes of Finnish companies in Canada will be presented 

in the following section.

3.7.4 Entry, Escalation and Penetration Processes

The escalation of Finnish business in Canada will better be understood by the means of Map 21 

which provides the provinces and territories of Canada and the escalation of Finnish units in the

area.



211

Map 21 Provinces and Territories of Canada and Escalation of Finnish Business
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The first Finnish units in Canada were established in British Columbia in 1966. It could have been 

expected that the entry takes place in the eastern coast, or in Ontario, which has its advantages in 

the proximity of the Great Lakes. In fact, Ontario became the establishment site of a Finnish 

subsidiary already the next year, in 1967, and New Brunswick in 1968. The escalation process 

proceeded further to Quebec in 1969, to Manitoba in 1976, to Alberta and in Saskatchewan in 

1983 and, finally, to Nova Scotia in 1986.

The relatively early entry in Quebec might be considered somewhat unexpected, since the business 

distance there is longer due to the French language. However, Quebec has, alongside with 

Ontario, the biggest size of population in Canada, and may thus offer greater market potential. 

Otherwise the conquest of Canada has followed the concepts of business distance; after the first 

units in British Columbia, the establishment of Finnish subsidiaries has proceeded from eastern to
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western provinces. Economic and cultural distances between Finland and the different Canadian 

provinces, with the exception of Quebec, are suggested to lie on the same levels.

New Foundland, Prince Edward Island, Yukon and Northwest Territories have not been the 

location of any Finnish units. It is suggested that this is due to the geographical position of the 

two first ones and the small number of inhabitants in the two last ones. Nevertheless, Nova Scotia 

is an island as well, and its area is smaller than that of New Foundland, but its proximity to the 

northwestern part of the USA and its capital Halifax with its good airline connections might have 

acted as a decisive factor in the location choice of Finnish companies.

Altogether 53 units have been established in Ontario, 34 in British Columbia, 26 in Quebec, 9 in 

Alberta, 3 in Manitoba and in Nova Scotia, 2 in Saskatchewan, and 1 in New Brunswick. The 

home province of 50 Finnish subsidiaries is unknown. It seems that Ontario has absorbed most of 

the Finnish subsidiaries due to its market potential, and its position on the US border and by the 

Great Lakes. The yearly establishment rate has been rather stable in Ontario. Between 1967 and 

1986 one to three units were established. Years 1987-1990 increased the number between four 

and eight, whereas only seven units were founded during the last four years of the observation 

period. The establishment rate in British Columbia has been even more stable; yearly at the most 

three units have been founded. Moreover, British Columbia has been a popular location choice, 

and Vancouver alone has absorbed altogether 16 of the 34 established units. It appears that 

Finnish companies have already realized the strategic importance of British Columbia as a gate to 

the Pacific Rim as was suggested in Section 2.4.4.2.

Penetration within Ontario has started in 1967 from towns of Mississau and Huntsville, which is 

located 200 kilometers north from Toronto, and proceeded to Toronto in 1970. From there the 

penetration proceeded in 1977 to Peterborough, which is close to Toronto. The first unit in 

Thunder Bay was not established until 1987 although the city and the surrounding area have a 

number of inhabitants with Finnish background, familiar climate and landscapes. In 1988 Ottawa 

was entered as well as Branford by Toronto. Guelph which is also close to Toronto was entered 

in 1989. Hence the penetration has concentrated in cities on the US border. Toronto (10 units) 

and Mississau (9 units) have the greatest number of Finnish subsidiaries. Unfortunately, the exact 

location of Mississau could not, regardless of efforts, be specified.
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Vancouver and Kitimat, which is 600 kilometers north from Vancouver, were the first towns in 

British Columbia with Finnish units. The first unit outside Vancouver, besides Kitimat, was not 

established until in 1981. The rest of the units have scattered among 10 cities. Penetration in 

Quebec has proceeded from Dorval in 1969 through Montreal surroundings, Ville St. Louis and 

Lachine, to Montreal in 1979 and Quebec in 1984. The later entry in these cities is apparently tied 

with the barrier to a French-speaking environment. There are altogether six Finnish units in 

Montreal and four in Quebec. In the province of Alberta, Edmonton and Calgary have been 

entered first, in 1983 and 1985, and they have also absorbed seven out of the nine units in the 

province. Winnipeg has two out of three units in Manitoba. As well two out of the three units in 

Nova Scotia have been established in Halifax. The penetration process in New Brunswick (one 

unit) and in Saskatchewan (two units) is still in its early stage. In fact, the only unit in New 

Brunswick has already been divested.

Divestments have logically concentrated in British Columbia which has a large number of 

established Finnish subsidiaries. Altogether 24 units have been divested and all of them between 

1987 and 1993. Strategic divestments brought by the depression in the early 1990’s are clearly 

observable in British Columbia. Vancouver has lost seven units. Nine divestments have been 

carried out in Ontario, three of them in Mississau. In Quebec nine divestments have been effected: 

two of them in Montreal as well as in Lachine. The only unit in New Brunswick was divested in 

1981. Nova Scotia and Alberta have each lost also one Finnish unit. Units in Manitoba and 

Saskatchewan have remained intact.

Dynamics of Finnish subsidiary operations in Canada will next be brought into a more specific 

level. In other words dynamics of legal mode, functional unit type and field of industry will be 

looked at in the following sections.

3.7.5 Legal Mode

The use of various legal modes throughout time will be under examination in this section. Table 

60 provides the frequencies of legal modes concerning the established units in Canada.
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Table 60 Dynamics of Legal Mode in Canada: Established Units
Year Branch Company Operative

Site
Repres.
Office

Total (N)

1966-1970 6 2 8
1971-1975 5 5
1976-1980 1 12 3 16
1981-1985 22 9 31
1986-1990 61 9 1 71
1991-1994 18 2 20

Total (N) 1 124 25 1 151

Note: In this table years have been divided into periods of five years.
Source: FIBO-databank 1995

Table 60 shows that company form operations have been by far the most popular legal form also 

the case in the USA. As was argued earlier, the most foreign units in Canada are registered as 

limited liability companies. Therefore they have a right to carry on business throughout Canada. 

Interestingly, operative sites have been established already among the first subsidiaries. In the 

USA operative sites had been established relatively later than in Canada. As was explained earlier 

in this study, an operative site is established by an already existing subsidiary in the same country. 

Usually it takes a number of years until a foreign unit functions frictionlessly and profitably, and is 

mature enough to found its own subsidiaries. This arises the question whether the operative sites 

established at the early stages of their parent’s existence were under competent and experienced 

management and sufficient financial resources.Frequencies of divested units are provided by Table 

61.

Table 61 Dynamics of Legal Mode in Canada: Divested Units
Year Company Operative

Site
Total (N)

1978 1 1
1981 1 1
1983 1 1
1986 1 1 2
1987 1 1 2
1988 3 3
1989 3 1 4
1990 1 1
1991 4 1 5
1992 6 1 7
1993 9 5 14
1994 5 5

Total (N) 35 11 46

Source: FIBO-databank 1995

As can be seen in the table, 28 % of the company form units have been divested, which is in 

accordance with the earlier findings in this study. In contrast, 44 % of the operative sites have 

been divested, which, in turn, might reinforce the suggestion made above about the relationship
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between the establishment of an operative site in an immature stage of a subsidiary’s life cycle and 

the viability of the established operative site.

3.7.6 Functional Unit Type

Next this section turns to examining the functional unit types of Finnish subsidiaries in Canada. 

Table 62 shows the frequencies of different functions of established units.

Table 62 Dynamics of Functional Unit Type in Canada: Established Units
Production Sales & Administra

tive
Logistical Accounting Total (N)

Marketing

Total (N)

Source: FIBO-databank 1995

The table shows that the first Finnish units established in Canada were units related to 

administrative and production functions. The emergence of production units is likely to be due to 

the relatively low costs of production in Canada. Sales and marketing related units did not appear 

until 1970. Production and sales and marketing related units have been set up rather regularly, and 

in equal number, as can be seen from their total numbers. The top years for production unit 

establishments were 1983, 1988 and 1989. The establishment rate of sales and marketing units has 

varied between one and five with the exception of the year 1990, in which as many as 18 sales and 

marketing units were established. The number of sales and marketing units includes four servicing



216

units set up in 1984-1991, one planning and consulting unit established in 1984, and two trading 

units founded in 1990. There are proportionally more production and sales and marketing related 

units in Canada than in the USA. In contrast, there are proportionally less supplementary unit 

types in Canada than in the USA. These findings indicate a more sophisticated level of subsidiary 

operations in the USA than in Canada.

The first holding unit was founded already in 1968. Seven of the 12 holding units have been 

established during 1986-1989 which is a clear indication of financially profitable years. Other units 

of this type are a finance unit from 1992 and a real estate unit from 1985. After the two first 

administrative units only one more was set up in 1967. The only logistical unit is a transportation 

unit.

Divestments of Finnish units in Canada have concentrated on four functional unit types. Their 

frequencies are given in Table 63.

Table 63 Dynamics of Functional Unit Type in Canada: Divested Units
Year Production Sales & 

Marketing
Administra
tive

Accounting Total (N)

1981 1 1
1983 1 1
1986 1 1 2
1987 2 2
1988 2 2
1989 1 3 4
1990 1 1
1991 1 4 5
1992 4 1 1 6
1993 9 2 1 2 14
1994 2 2 1 5

Total (N) 23 15 1 4 43

Source: FIBO-databank 1995

The table indicates that divested units have mostly been production units and the majority of 

them, 13, have been divested during years 1992-1993, which raised the need to release capital. 36 

% of established production units have been divested in Canada, whereas the figure concerning 

the USA is 31 %. 15 sales and marketing units have been divested, nine of them during the last 

four years of the observation period. The percentage of divested sales and marketing units 

accounts for 23 % of all the established sales and marketing units, which is considerably lower 

than the respective figure in the USA (42 %). During the first half of the 1990’s three holding 

units and one real estate unit exited Canada as a consequence of unprofitable operations during 

the economically difficult time.
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Finally, dynamics of field of industry in Canada will be dealt with in the following section

3.7.7 Field of Industry

The variety of Finnish fields of business in Canada is narrower than that in the USA. Its dispersion 

throughout time is displayed by Table 64.

Table 64 Dynamics of Field of Industry in Canada: Established Units
Field 
of In- 
dus-
ÎÎX

1966 1967 1968 1970 1973 1976 1976 1977 1979 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 To
tal
(N)

A11 Í 1 1
C07 1 2 2 5
D11 2 1 2 1 1 1 8
D14 2 1 3
D15 2 1 1 1 1 6
D16 1 1
D18 1 2 3
D19 1 1 3 1 6
D21 2 1 1 2 1 2 1 10
D22 1 1 2 4
D23- 1 1 1 2 5
24
D25 2 1 3 6 2 5 7 5 7 11 3 3 55
D26 1 3 1 1 1 1 8
D29 1 1 2 1 1 1 2 1 1 11
G42 1 1 2
I54 1 1
I56 1 1
M71 1 1 2
K62 1 1

Total
M 2 2 2 1 2 3 4 6 4 7 8 11 12 11 16 2? 7 8 3 2 133
Source: FIBO-databank 1995

The table shows that manufacturing industry, in other words, pulp and paper (D15), rubber and 

plastics (D21), and glass, clay and stone industries (D22) were to enter Canada first. Machines 

and appliances (D25), metal products (D23-24), sawmill products (D14) and electrical goods 

(D26) as well as agency activities (G42), air transport (154) and traffic services (156) followed 

during the 1970’s. The entry of foodstuff (Dll), oil, coal (D19) and chemical (D18) industries 

was realized in the 1980’s. Also subsidiaries in the fields of technical services (M71) and mining
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(C07) were established. Insurance activities (K62) entered in 1990, publishing, printing (D16) and 

field cultivation (Al 1) in 1992.

To conclude the above description, it can be stated that the entry order of Finnish fields of 

industry in Canada follows the one in the USA, and thus also the internationalization pattern by 

Luostarinen. Manufacturing industry has entered the country first followed by service industry in 

the 1970’s. The absence of construction industry and wholesale and retail trade is a deviation 

from the theory of Luostarinen. The share of fields of primary fields of industry, in other words 

agriculture and mining, is most likely due to rich natural resources in Canada.

Next the dynamics of fields of industry of divested units will be looked at. Table 65 presents their 

frequencies.

Table 65 Dynamics of Field of Industry in Canada: Divested Units
Total (N)

D23-24

Total (N)

Source: FIBO-databank 1995

As revealed by the table, all the divestments have been in the field of manufacturing industry (D). 

This is a consequence of the low overall share of other fields of industry in Canada. Machines and 

appliances (D25) have been somewhat unsuccessful; units of that field have been divested yearly 

from the year 1986 onwards with the exception of years 1989 and 1990. However, their 

divestments do not account for more than 24 % of the established units. In average, the 

percentage of divested fields of industry in Canada ranges from 15 % to 33 % of the established 

units. As an exception, 57 % of pulp and paper units (D15) have been divested. Nevertheless, the 

number is not as harsh as it looks like; only seven pulp and paper units have been established and 

four of them have been divested. These divestments are likely to be due to the tight competition in 

the Canadian market brought by national pulp and paper companies. In the 1980’s units in the 

fields of glass, clay and stone (D22), metal products (D23-24), electrical goods (D26) and rubber
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and plastics (D21) industries were divested. Chemicals (D18), foodstuff (Dll), pulp and paper 

and sawmill units were divested in the 1990-1994.

Chapter 3 has aimed to create a holistic picture of Finnish subsidiary operations in North America 

by describing first their current state and secondly their development over the years. The final 

chapter of this study will sum up the theoretical discussion and empirical analysis, draw 

conclusions and present theoretical, managerial and governmental implications. Moreover, it will 

evaluate research methods used in this study and make suggestions for the direction of future 

research.
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4. SUMMARY, CONCLUSIONS AND IMPLICATIONS

This chapter concludes the study “Subsidiary Operations of Finnish Companies in North 

America”. First, theoretical and empirical summaries and conclusions are presented, second, the 

research methods used in this study are evaluated, and finally, suggestions for the direction of 

future research are provided.

4.1 Theoretical Summary and Conclusions

In this section the main points in the theoretical frame of reference are summarized and the most 

relevant conclusions are presented. In addition, theoretical and managerial implications 

concerning the theoretical part of this study are provided.

In contrast to the previous area specific FIBO-studies, where the theoretical emphasis has been on 

the internationalization and foreign direct investment theories, the theoretical base for this study 

was formed by focusing only on two of the most relevant components of the internationalization 

strategy concerning this study; the operation and the market strategy. It was recognized that the 

decisions on the operation mode and target market selection are highly interrelated and neither of 

the decisions can be made without also taking into account other components of 

internationalization strategy. In addition, as the theoretical objective of this study was to give 

insight into the characteristics of subsidiary operations, great emphasis was put on examining the 

subsidiary operations per se. The characteristics of North America as an investment target for 

Finnish companies were discussed in order to reach the objective of creating good understanding 

of the impact region specific characteristics have on the strategies concerning subsidiary 

operations in North America. The theoretical discussion as a whole was aimed at forming tools 

for analyzing and interpreting the empirical data.

Internationalization in terms of selecting operation mode was examined by discussing the 

following perspectives. First, the functional classification of operation modes was introduced and 

the role of subsidiary operations within this classification was highlighted; subsidiary operations 

present either direct investment marketing operations or direct investment production operations,
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based on the function which has been internationalized. It was, however, pointed out that 

companies can also internationalize other functions, such as R&D, purchasing and holding 

functions. Second, the most relevant factors influencing the operation mode selection were 

discussed in order to gain an understanding of the process of choosing the appropriate foreign 

operation mode. Company’s characteristics and resources, and company’s international 

experience were identified as the most important company specific factors influencing the 

operation mode selection, whereas target market characteristics and operation climate were 

included as the most important target market specific factors. In addition to these factors, 

business distance between home and target market and recent changes in the international 

environment were considered to play a significant role in the operation mode selection. Finally, it 

was recognized that companies use various operation modes simultaneously, and the importance 

of the process of choosing the optimal package of operation mode was highlighted.

Next the theoretical frame of reference discussed the characteristics of subsidiary operations in 

great detail in order to create a profound understanding of the subsidiary operations per se. Most 

relevant concepts concerning subsidiary operations were introduced and critically analyzed. In 

addition, characteristics of subsidiary operations were discussed from multiple dimensions. It was 

argued that the division by Hentola and Luostarinen361 on the perspectives of subsidiary 

operations based on the characteristics of the mother company, the foreign unit, and the 

relationship between the mother and the unit, was not unambiguous, since characteristics of a 

foreign unit actually always result from the characteristics and measures taken by the parent 

company. Motive approach was in the original classification grouped under the characteristics of 

the unit, but in this study it was argued that motives concerning subsidiary operations are more 

relevant in studying the characteristics of the mother company.

Following the structure of the sections on internationalization in terms of selecting operation 

mode, functional classification of subsidiaries was introduced and the characteristics of different 

functional unit types were discussed. Special emphasis was put on discussing the nature of less 

known unit types from which only limited data are available. However, units related to the 

administrative function still need further examination. Next, factors influencing the establishment 

of a foreign subsidiary were analyzed in order to provide better understanding of the motives

361 Hentola & Luostarinen 1995
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behind foreign subsidiaries. It can be concluded that the possible motives for subsidiary operations 

are multiple and difficult to identify because they are highly influenced by the attitudes and 

knowledge of the management in a particular company. However, desire for growth and increased 

sales in addition to increased profits seem to be the most common reasons for engaging in 

subsidiary operations abroad.

Establishment modes of subsidiaries were discussed and differences in the use of acquisitions and 

greenfield investments were pointed out. Taking into account the characteristics of North 

America it was hypothesized that acquisitions would be the most appropriate establishment mode 

in North America. However, the findings in the empirical part of the study showed that greenfield 

investment was the dominant establishment mode of Finnish subsidiaries in the USA.(See Section

4.2 for more discussion on establishment modes in North America)

Various legal modes of subsidiaries were assessed, and it was hypothesized that company form 

and representative office would be the most feasible legal modes in North America, because of the 

favorable legislation concerning these legal modes. As North America has become more familiar 

to Finnish companies the use of representative offices has decreased in importance, and it was 

hypothesized that the representative offices have either been closed or converted into other legal 

form. Both hypothesis concerning the legal mode of a subsidiary proved to be valid.

Ownership strategy and control of a foreign subsidiary were discussed based on previous 

research. It was stated that total ownership has traditionally been preferred among Finnish 

companies, but there has also been a clear shift to the use of joint ventures during recent decades. 

Joint ventures seem, however, be of greatest importance in distant and culturally different 

countries, where it is essential to cooperate with a local partner. For this reason it was 

hypothesized that the number of minority owned joint ventures is relatively marginal in North 

America where culture is similar to that of Finland and no restrictions for wholly owned 

subsidiaries exist. This hypothesis was verified by the empirical data.

Field of industry of a subsidiary was discussed by dividing subsidiaries into manufacturing and 

non-manufacturing companies. It was, however, suggested that it may be more feasible to study 

the foreign units in terms of their exact field of industry, not by dividing them into manufacturing
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and service units only. Furthermore, internationalization order of firms representing different 

fields of industry was examined on the basis of Luostarinen’s model. According to this model the 

entry order of fields of industry of units in North America would be as follows: manufacturing 

industry, construction industry, service industry, and finally, wholesale and retail industry. In the 

dynamic analysis this entry order could be found, although some deviations from this pattern were 

identified.

Concerning the size and resource access of a foreign unit it was stated that, e.g. personnel, 

turnover, assets or profitability, can be used as measures in determining the size and resource 

access of a unit. Previous research on the size of the Finnish units in the USA was presented and 

on the basis of this literature it was hypothesized that the Finnish units in North America are 

relatively small in size. This hypothesis was proved valid, although it was found that the units of 

Finnish companies in North America are clearly larger than the Finnish units in other regions of 

the world.

Internationalization stage and geographical scope of a subsidiary were discussed in order to 

enlarge the scope of perspectives concerning the research object foreign subsidiary operations. 

Finally, divestment modes of subsidiaries were analyzed. It was emphasized that divestments do 

no longer only present failures in internationalization^but they are often carried out as responses to 

the changing environment. It was argued that within the area of NAFTA Finnish companies can 

divest overlapping units to rationalize their subsidiary network in order to better take advantage 

of the new economic block.

When discussing the target market selection company specific and target market specific factors 

influencing the choice were pointed out. As a conclusion it can be stated that the factors 

influencing target market selection are similar to the factors influencing the operation mode 

selection. However, target market specific factors play a key role in target market selection as the 

conditions in a specific market determine the choice whether a company will enter this market at 

all. Operation climate in a target country, which includes the economic, political and socio

cultural environments, can vary greatly from the operation climate at home and this is why 

country risk analysis need to be carried out for all possible target markets. Finally, foreign
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investment regulations, legislation concerning the legal form, tax practice, and labor activism in 

the target market were identified as the most important components of operation climate.

In the final part of the theoretical frame of reference, characteristics of North America as a target 

market for Finnish companies were discussed, since an understanding of how companies 

internationalize and use subsidiary operations can be achieved only by acquiring knowledge of the 

environment in which they operate. The business environment in North America, in addition to 

cultural aspects, determine the nature of the feasible subsidiary strategies in the area. The 

characteristics of North America were analyzed on different levels. First, characteristics of the 

whole area of North America were discussed from geographical and investors point of view. 

Second, business environment in the United States was analyzed taking into account the 

geographical and economic characteristics and investment climate. Finally, characteristics of the 

four subareas of the USA, in addition to Canada, were outlined.

Based on the area specific literature and discussions the area of North America was divided into 

five subareas: the Sunbelt, Mideast, Great Lakes, Great Plains and Rocky Mountains, and 

Canada. Even though the geographical area Canada is vast and relatively great cultural differences 

can be found between the English and French speaking areas, Canada was decided to be kept as a 

whole, because of the relatively small number of Finnish subsidiaries located there. The areas of 

Sunbelt, Mideast and Great Lakes can be considered to form clear entities differing from one 

another by the unique characteristics of each area, whereas the area of Great Plains and Rocky 

Mountains is highly heterogeneous by nature because it includes US states which did not suit any 

of the other areas.

Concerning the subareas of North America it was hypothesized that concentrations of Finnish 

units can be found in the Sunbelt, Mideast, Great Lakes and British Columbia in Canada, whereas 

the area of Great Plains and Rocky Mountains has attracted only a limited number of Finnish 

companies. The empirical data were able to prove these hypothesis to be valid.

Finally, North American free trade agreements and their impact on the Finnish subsidiary 

operations were discussed and analyzed. Most important implications of the agreements include 

more freedom in the choice of the establishment site in the area because of vanished trade barriers,



225

increase in the competitiveness of the subsidiaries within the area because of enlarged market size, 

and finally easier access to South America through Mexico.

4.2 Theoretical and Managerial Implications

From a theoretical point of view this study provided a multidimensional analysis of the 

characteristics of foreign subsidiary operations which brought up relevant perspectives for 

studying the phenomenon subsidiary operations in greater detail than is possible when studying 

subsidiary operations only as a part of the internationalization process of a company. In this study 

the theoretical focus was limited to the examination of the motives behind the subsidiary 

operations and of the characteristics of the foreign unit. However, an additional study could be 

conducted on the basis of literature on the relationship of the foreign unit and the parent 

company.

Previous area based studies have been conducted on a country basis, where the United States and 

Canada have been seen as different markets. Even though there exists differences between the 

subareas of North America it can be concluded that the examination of the area as a whole is 

feasible when studying subsidiary operations, for which free trade areas and tariff reductions play 

a significant role.

As to the managerial implications it can be stated that Finnish firms have traditionally found North 

American markets highly competitive and difficult to manage. Difficulties have arisen mostly from 

the fierce competition, the different business practices and attitudes of US managers, the strict and 

differing regulations on product liability, and the power of trade unions. Despite the difficulties 

and failures in North America and the rise of Asia, it seems evident that North America will 

remain an important target market for Finnish companies. In fact, with the effects of NAFTA the 

importance of the presence in North America has increased and will undoubtedly further increase 

in the future. The total market of 266 million people in North America must be exploited and 

should not be left without attention.

As to the management of subsidiary operations, clear operation and market strategies should be 

defined on a corporate level. Especially, small and medium sized companies are encouraged to
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study the possibilities of subsidiary operations can offer for successful internationalization. It is 

suggested that some strategies for foreign subsidiaries presented in this study may not even be 

known to managers of all companies. It is suggested that companies could seriously consider 

engaging in subsidiary operations in North America already at their early stages of 

internationalization. However, in order to succeed in North America executives should assess the 

market potential carefully and find out the recent changes in the regulations.

4.3 Empirical Summary and Conclusions

This section will summarize the empirical part of this study by presenting the most relevant 

findings and conclusions concerning the current state and dynamics of Finnish subsidiary 

operations in North America. Moreover, managerial and governmental implications that might 

contribute to future subsidiary operations in the USA and Canada will be provided. First the data 

of this study will briefly be reviewed in the following paragraphs.

The adjusted gross population of foreign subsidiaries included in the FEBO-databank amounts to 

8112 (August 1995). The share of the target area of this study, the USA and Canada, is 

equivalent to 12 % (1005 units) of the adjusted gross population. The USA has absorbed 83 % 

(830 units) of all Finnish units in the target area, which leaves 175 units (17 %) to Canada. 

Areawise there have been more Finnish units in the EU and Western Europe (59 %) and Central 

and Eastern Europe (18 %) than in North America. Regardless of the relatively small number of 

foreign units in North America the area accounts for 22 % of the total foreign direct investments 

of Finnish companies. The difference between the investment flow and the actual number of 

subsidiaries is reasoned to be due to the relatively big size of subsidiaries in North America. This 

reasoning leads to a conclusion that companies invest relatively more capital into one unit in 

North America than in other regions.

The empirical part of this study was conducted by the means of 15 variables derived from the 

FIBO-databank. The variables are as follows: target country, target state/province, target city, 

establishment year, establishment mode, divestment year, divestment mode, degree of activity, 

legal form, ownership percentage, functional unit type, field of industry, personnel, volume of 

turnover and level of exports. Thirteen variables were used to analyze the current state of Finnish
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subsidiary operations, whereas ten variables were employed to describe how these operations 

have evolved over time. The empirical data were analyzed on three levels; firstly, on the level of 

North America as a whole; secondly, on the level of nations, that is the USA and Canada; and 

thirdly, on the level of five subareas of North America (Sunbelt, Mideast, Great Lakes, Great 

Plains and Rocky Mountains and Canada).

4.2.1 Summary and Conclusions Concerning Current State of Subsidiary Operations

The first empirical objective was to create a holistic picture of the current state of Finnish 

subsidiary operations in North America. The profile found on the basis of the empirical data will 

be outlined on a variable by variable basis in the following.

Research Population and Distribution of Units

The analysis of the current state of Finnish subsidiary operations in North America was carried 

out by concentrating on the units existing in 1995. After the units which had been divested by the 

year 1995 (330 units) were subtracted from the adjusted gross population of North America, the 

number of currently operating units amounted to 675 (USA 555 units, Canada 120 units).

The distribution of these units on the level of subareas is as follows: Sunbelt 34 %, Mideast 27 %, 

Canada 20 %, Great Lakes 14 % and Great Plains and Rocky Mountains 5 %. Consequently, it 

can be concluded that the Sunbelt and the Mideast offer the most favorable operation climate and 

market potential for Finnish subsidiaries. This is most likely due to the shorter geographical and 

cultural distance between the Mideast and Finland, and to the sophisticated infrastructure and high 

purchasing power of both the subareas. On a state level California, Texas and Georgia in the 

Sunbelt and New York in the Mideast have the most Finnish units at the moment. The relative 

large share of the Great Lakes can be explained with the locational advantages, good traffic 

connections and strong Scandinavian heritage prevailing in the area. Illinois and Wisconsin are the 

states with most Finnish units in the Great Lakes. The number of Finnish units in the Great Plains 

and Rocky Mountains was expectedly small; smaller market, adverse location and inferior 

economic development compared with the other subareas were not considered to generate pull 

forces strong enough to attract Finnish units.
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The relatively low number of Finnish units in Canada shows that apparently the attractive markets 

of the USA have been entered at the expense of somewhat ignoring the Canadian markets. 

Furthermore the effectuation of the North American free trade agreements (FTA and NAFTA) 

might have given an impetus for divestments in Canada in recent years. The Canadian provinces 

that have the most Finnish units at the moment are Ontario and British Columbia. This is most 

likely due to the advantageous position of Ontario on the US border and by the Great Lakes, and 

to the strategic importance of British Columbia as a gate to the Pacific Rim.

Functional Unit Type

As to the functional unit type it appeared that the relative share of the primary unit types, in other 

words, production and sales and marketing related units, is lower in North America and in the EU 

and Western Europe than in Central and Eastern Europe and Asia-Pacific. This implies that 

Finnish companies have better adjusted themselves to the North American and Western European 

markets, and have thus matured enough to employ a greater variety of functionally different unit 

types. However, units related to sales and marketing and production functions are still most 

common both in the USA and Canada. Since there is a relatively higher share of production 

related units in Canada than in the USA it is concluded that the lower costs of production in 

Canada have stimulated many Finnish companies to launch production operations there.

The third most common unit type in both countries is related to accounting, financial and fiscal 

functions. The importance of after sales services in North America was revealed by the relatively 

large number of maintenance units. In contrast, the relatively small number of research and 

development units was found to be unexpected on the basis of highly sophisticated technology 

and the great number of research centers in North America. All the existing research and 

development units are located in the states of the Sunbelt and the Mideast, which is suggested to 

be due to their positions as leading high-tech and R&D centers.

Degree of Activity

Concerning the degree of activity it was noted that a great majority (88 %) of current units in 

North America are active units. This is also the case in the three other regions, but the relative 

share of active units is even higher in Central and Eastern Europe. The share of passive units in
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the USA (13 %) is higher than in Canada (6 %), which might be due to the relatively greater 

number of accounting, finance and fiscal units in the USA (17 %) than in Canada (10 %).

Establishment Mode

Regarding the establishment mode of the currently existing units in North America it can be 

concluded that a majority of units have been established through greenfield investments. This 

finding appeared to be somewhat surprising, since it was expected that acquisitions would have 

been more feasible to carry out due to the size and competitive nature of the market. However, it 

seems that suitable acquisition targets in terms of size and price have not been available. 

Moreover, preoccupations about cultural incompatibility may have contributed to the more 

frequent use of greenfield operations. Similarly, on the level of regions greenfield investments 

have been applied more frequently than acquisitions. In North America and in the EU and 

Western Europe the difference in the relative shares of greenfield investments and acquisitions is 

more equal (within 10 %) than in Central and Eastern Europe and Asia-Pacific where the margin 

is much wider. This is suggested to be due to the shorter business distance to North America and 

Western Europe from Finland, which in turn is likely to facilitate the acquisitions of local 

companies. On the level of nations greenfield investments dominate in the USA, whereas in 

Canada the number of acquisitions slightly exceeds that of greenfield investments.

Legal Mode

When the legal modes of existing Finnish subsidiaries in North America were looked at it was 

found that units are mostly company form units. The percentage of companies in the USA and 

Canada is 80 % in each. The share of operative sites is relatively higher in North America than in 

the three other regions. This is reasoned to be a consequence of the large geographical area which 

is being penetrated by establishing operative sites. The share of branches and representative 

offices is low in North America as also in the EU and Western Europe. This is likely to be due to 

the legislation that does not impose any restrictions to company form units. Moreover, since 

North America has become culturally closer to Finland the importance of representative offices 

has decreased.
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Ownership

The discussion concerning the ownership of current subsidiaries can be summed up with an 

indication to a clear preference of totally owned units. In overall it seems that majority owned 

units are considered to be most feasible in North America. The findings concerning ownership 

strategy in North America are in accordance with the EU and Western Europe. This indicates 

smaller risk and uncertainty prevailing in these older and more familiar regions.

Field of Industry

The examination of field of industry revealed that Finnish units in North America are 

overwhelmingly in the field of manufacturing industry (81 %). On a regional level North America 

has the relatively highest share of manufacturing units. Manufacturing of machines and appliances 

and electrical goods are most common manufacturing industries in North America as a whole as 

well as in the USA and in Canada. The share of other fields of industry is obviously rather 

marginal, but units in the fields of transport, finance and insurance and technical and business 

services can be listed as the next most common. In Canada also mining and quarrying enter this 

group. Presence of these units in Canada seems to be due to the lower prices of energy and 

abundance of natural resources. The relative low share of paper and pulp industry (4 %) can be 

explained by the nature of the empirical data as the industry of Finnish paper and pulp marketing 

companies were listed under the category wholesale and retail trade. On the level of subareas the 

Mideast is marked by a relatively higher share of wholesale and retail, and finance and insurance 

units. The position of the Mideast as a finance and business center is likely to have had an effect 

on the location choice of units in these fields of industry.

Personnel. Volume of Turnover and Level of Exports

The examination of personnel, volume of turnover and level of exports was carried out with great 

reserve, since the data were limited and gathered from two different years. However, it can be 

concluded that a great majority of all Finnish units in North America are small units employing 

less than 100 employees, having a turnover less than FIM 50 million, and exporting less than FIM 

10 million. However, the relative share of units employing 100-499 employees is considerably 

higher in North America than in the three other regions, North America has the biggest units in 

terms of turnover, and North America and Asia-Pacific have relatively more units exporting over 

FIM 100 million than the EU and Western Europe and Central and Eastern Europe. The findings
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concerning all these three variables imply that the scope of operations is larger in North America 

than in the other three regions. These results support the suggestion that companies invest more 

capital in North American units than in the units in other areas.

Next the most relevant findings and conclusions concerning the dynamics of Finnish subsidiary 

operations in North America will be presented.

4.2.2 Summary and Conclusions Concerning Dynamics of Subsidiary Operations

The second empirical objective was to provide information on Finnish subsidiary operations in 

North America from a longitudinal perspective. The examination covered 68 years; from 1927 to 

1994. Thus the year 1995 was excluded, since the data covered only the first eight months. 

Therefore the research populations differ from those of the examination of the current state and 

will therefore be given separately.

Research Population and Distribution of Units

Throughout time, 1927-1994, the adjusted gross population of Finnish subsidiaries in North 

America amounts to 1001. The USA has absorbed 829 units (83 %), whereas the share of Canada 

is 172 (17 %). On the level of US subareas the Sunbelt has 30 % of units, the Mideast 23 %, the 

Great Lakes 13 /о and the Great Plains and Rocky Mountains 5 %. The number of divested units 

amounts to 313; the share of the USA is 262 units (84 %) and the one of Canada is 51 (16 %). 

This division approximately follows the distribution of established units. The divestment 

percentage in North America lays around 30 % (USA 32 %, Canada 30 %). On the level of the 

subareas a slight deviation is brought by the Great Lakes (35 %). The divestment percentage in 

North America is a bit higher than the one calculated from the adjusted gross population of the 

whole FIBO-databank (27 %). This result might indicate the challenges brought by the demanding 

and highly competitive North American market.

Investments

Finnish investments in North America have started extremely slow; during the first forty years at 

the most only one unit per year was established. This is reasoned to be due to the large business 

distance and international inexperience of Finnish companies. A strong increase in investments
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took place in 1975-1990. This development of Finnish investments in North America reflects the 

fact that internationalization of Finnish companies comes more than 20 years behind, when 

compared to Swedish companies. The unfortunate signs of the economic recession are clearly to 

be seen in the fall of the number of investments in 1991-1994.

The USA has logically dominated the development of Finnish investments in North America. In 

Canada the rise of investments started ten years later than in the USA, that is, in 1983, and the 

development of investments does not show as straightforward evolvement as in the USA. In 

Canada the investment rate has rather bounced backward and forward in narrow margins. The 

development of investments in the Sunbelt indicates the favorable business environment that the 

area has to offer; even during the economic recession a relatively significant number of units has 

started operations in the area.

Divestments

The first reported divestment in North America was effected in 1973 which is nearly 50 years 

after the establishment of the first reported unit. The rate of divestments has been very low until 

the end of the 1980’s. Thereafter the number of divestments has registered two digit figures. This 

is reasoned to be due to the economic growth period which made companies to effect deliberate 

divestments in order to rationalize their organizations and to release resources for the further 

exploitation of increasing market potential and focusing resources on few global units. In contrast, 

the sharp rise of divestments in the beginning of the 1990’s indicates the severity of the economic 

depression. This phenomenon is clearly observable in North America as a whole. In Canada the 

first divestment was carried through in 1977, which is relatively soon after the first investment in 

1966. The divestment percentage in Canada is a bit lower than in the USA, which can be 

concluded to imply that the Canadian business environment is somewhat easier to manage than 

that of the USA as a whole. Whether the formation of NAFTA will raise the number of 

divestments as rationalization measures in North America remains to be seen in the long run.

Establishment Mode

With respect to the establishment mode it can be concluded that greenfield operations have been 

the most frequently employed in North America; 48 % of the established units have been build up 

from scratch, whereas 39 % have been set up through an acquisition. The first acquisition was not
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realized until 1966, but the importance of this establishment mode rose significantly during the 

1980’s. In the USA the number of acquisitions has exceeded that of greenfield operations only in 

1987-1990, whereas in Canada acquisitions have dominated the whole 1980’s. The preference of 

acquisitions over greenfield investments in the 1980’s is suggested to be due to the hectic 

atmosphere of the economic growth period; capital needed to be invested quickly, and hence there 

was no time to waste for greenfield operations, which require careful planning. Moreover, at that 

time companies had gained international experience, knowledge of local conditions and 

negotiating skills and might have been more mature to effect acquisitions. As was already 

previously brought up, it was expected that acquisitions would have been applied in North 

America more frequently than greenfield investments due to larger and more competitive market. 

In Canada acquisitions have, nevertheless, been applied a bit more frequently than greenfield 

investments. This might indicate a larger amount of suitable acquisition targets in terms of size for 

Finnish companies.

Divestment Mode

As to the divestment mode it appears that similarly to the other three regions sell-off has been 

most frequently applied in North America (51 %). The use of sell-offs has accelerated towards the 

end of the observation period in the USA and hence also in North America as whole. In Canada 

there is a peak in the number of sell-offs in 1993, otherwise their frequencies have been rather 

moderate exceeding, nevertheless, the number of closures except in few years. Divested units 

have been established through greenfield investments and acquisitions almost equally often. 

Therefore no justified conclusions can be drawn of the correlation between establishment and 

divestment modes.

Mergers have been used most often in the regions of deeper Finnish business involvement, that is, 

North America and the EU and Western Europe. Mergers have appeared as a divestment mode 

on a yearly basis in the USA from the year 1988 onwards. Also in Canada mergers were used to 

carry out divestments in the latter half of the 1980’s.

Entry. Escalation and Penetration Processes

Finnish companies entered the North American continent through New York in 1927 and did not 

escalate to Canada until 1966. As a result it can be suggested that the huge US market is too an
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attractive location that has to be entered as soon as possible, and without any adjustment period 

to the North American business culture in a market with less potential to offer. In the USA the 

geographically and culturally closest area, the Mideast, was entered first and Finnish units 

concentrated strongly in that area before they escalated to the Great Lakes, the Sunbelt and the 

Great Plains and Rocky Mountains. Within the individual subareas the escalation has proceeded 

almost in geographical order. However, a few states are without any Finnish units, whereas 

largest states in terms of size and market potential, such as California, Texas, New York and 

Illinois, have attracted heavy concentration of Finnish subsidiaries throughout time. Penetration 

within states has so far spread out around bigger cities, for example, Atlanta and Chicago, and on 

the coastlines, for example, between San Francisco and Los Angeles.

In Canada the first Finnish unit was established in British Columbia on the western coast. 

Thereafter the escalation in Canada has proceeded in geographical order from the eastern coast to 

the western coast. Ontario and British Columbia have been the Canadian provinces with 

concentration of Finnish units as was already previously stated. On an overall level it can be 

concluded that the escalation processes in the USA and in Canada have, with only few exceptions, 

proceeded according to the length of business distance; states or provinces to which business 

distance is shorter from Finland have been entered before the ones where the business distance is 

longer.

Legal Mode

Regarding the legal mode of Finnish subsidiaries it is evident that company form units have been 

established most frequently throughout time. Therefore it seems that the company form is the 

most feasible legal form to operate in the USA and in Canada. The first branches were established 

in the USA in the latter half of the 1960 s and in Canada ten years later. The overall frequencies 

of branches and representative offices are low. As was already previously reasoned, there is no 

reason to set up a branch or a representative office, since the North American legislation does not 

impose any restrictions to company form units.

The first operative sites emerged both in the USA and Canada in the first half of the 1970’s. The 

early establishment of operative sites in Canada turned out to be immature; relatively great share 

of them have been later divested. In contrast, in the Mideast the first operative sites were not
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established until 50 years after the first subsidiary in the country. However, also in the Mideast a 

higher than average share of operative sites have been later divested. This appeared to be 

unexpected, since the late establishment of operative sites indicates neither lack of consideration 

nor that of managerial competence. Moreover, the Mideast has also had relatively fewer operative 

sites than the other subareas and Canada. On the contrary, the Mideast has had a relatively higher 

share of branches than the Sunbelt, the Great Lakes and Canada. These branches have been most 

likely set up to explore the possibilities on the continent.

Divested units have logically been company form units. In average approximately 30 % of 

established companies, branches and operative sites have later been divested. Thus there seems to 

be no relevance between the divestment decision and the legal mode of a unit.

Functional Unit Type

The examination of functional unit types showed that units related to production and sales and 

marketing functions have been the most common types in the early years of Finnish subsidiaries’ 

presence on the North American continent. There have been relatively more production and sales 

and marketing related units in Canada than in the USA, whereas relatively more supplementary 

unit types have been set up in the USA. The greater variety of units types in the USA indicates 

longer presence in the country and better knowledge of the market. Production and sales and 

marketing related units have formed a clear majority in each of the four subareas and Canada. 

Supplementary unit types, such as administrative units and units related to accounting, fiscal and 

finance functions, started to appear in the 1960’s. This diversification of operations, for example 

research and development, outside the country of origin indicates a deepening international 

involvement of Finnish companies. The variety of different functional unit types is greater in the 

Sunbelt and the Mideast than in the two other US subareas and Canada, which indicates the 

favorable business environment and larger opportunities offered by the Sunbelt and the Mideast.

Most of the divested units have logically been production and sales and marketing related units. 

31 % of the established production units and 38 % of sales units have been divested in North 

America. Divestments of both primary unit types reached their peak during the turn of the last 

decade. Divestments of other unit types have occurred during the eight last years of the
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observation period. During 1991-1994 even 13 holding units were divested, which reflects the 

adverse effect of the recession.

Field of Industry

The entry order of fields of industry onto the North American continent has been led and 

dominated by the manufacturing industry. During the 1970’s the construction industry discovered 

the exploitable potential in foreign markets, and service companies, for example in the fields of 

insurance, finance and business services, decided to follow their domestic customers abroad. 

During the 1980’s and early 1990’s retail and wholesale business in greater number started to 

look for new markets from abroad, although the first units in the field of trade had entered the 

continent already in the end of the 1960’s. Widening variety of fields of industry implies 

deepening international involvement of Finnish companies and increasing knowledge of the 

* market.

Divestments of units in other fields of industry than in the manufacturing industry were rare until 

the end of the 1980 s due to their later entry. However, in Canada only manufacturing units have 

been divested. In the USA the divestment percentages of individual fields of industry vary in a 

larger scale than in Canada and few fields of industry, for example, furniture manufacturing and 

retail trade, have totally disappeared. The variety of fields of industry is, nevertheless, greater in 

the USA than in Canada indicating thus a wider scope of operations in the USA than in Canada. 

Additionally, on the level of the subareas, the Sunbelt has a wide variety of fields of industry. In 

the Mideast the relative share of units dealing with financing and insurance is considerable, which 

can be explained on the basis of the importance of the Mideast as an economic center.

Finally next section will present managerial and governmental implications on the basis of 

empirical findings.

4.2.3 Managerial and Governmental Implications

On the basis of the findings in this study it is suggested that companies considering to enter the 

North American continent should not do it without a thorough desk and field study stages. It 

should be taken into consideration that the USA and Canada, although rather homogeneous on an
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overall level, become very heterogeneous when broken into smaller entities. Therefore the aim to 

conquer the whole continent at once is likely to turn out to be extremely unsuccessful. 

Consequently a company should enter only one carefully chosen part of the huge American 

market. The target market selection should pay attention, for example, to the infrastructure, 

availability of business related services, and prevailing competition. Moreover, presence of other 

companies in the same field of business usually means availability of subcontractors and valuable 

information. As the empirical findings revealed, there are only few Finnish R&D units in North 

America. Consequently, Finnish companies could consider taking advantage of research and 

development concentrations in North America, since proximity to high technology centers is likely 

to create synergies.

Further, it might not be recommendable to enter the continent with too a wide product line. 

Rather the product/products should be carefully selected niche products that meet the 

requirements of customers. Additionally the products must fulfill the American standards and 

obey the strict product liability legislation.

With regard to the establishment mode it was found that a majority of Finnish units in North 

America have been set up through a greenfield investment. However, since the experience and 

knowledge on the American market has accumulated over the years, acquisitions are likely 

involve less risk and more advantages in the form of, for example, already existing distribution 

networks.

As to the legal mode of a foreign unit, it is suggested that operative sites are a feasible vehicle to 

increase the commitment in the large American market. Moreover, since a subsidiary is the parent 

of this sub-subsidiary, the subsidiary is likely to gain responsibility and confidence which often 

contributes to the overall efficiency of the unit. Additionally, the often frictional parent-subsidiary 

-relationship may improve.

Concerning the governmental implications the Ministry for Foreign Affairs, Ministry for Trade 

and Industry, Finnish Foreign Trade Association and Bank of Finland are considered most 

relevant governmental bodies with regard to Finnish subsidiary operations in North America. 

These organs should preeminently make efforts to increase the familiarity of Finland and Finnish
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companies in North America and aim to create a favorable image for them, since a fact is that 

Finnish know-how, for example high technology and design, are still rather unknown on the North 

American continent. The prolonged promotion should be carried out both on the macro and micro 

level, in other words both on the level of states and companies. Therefore Finnish units would 

already have a fruitful ground for their operations in North America. In addition, the 

governmental bodies are encouraged to give financial support to companies operating in the 

demanding market of North America.

Moreover, the governmental bodies should in the world trade organizations contribute to further 

trade liberalization and in the EU strive for EU-NAFTA cooperation agreements on various fields 

of industry. Surveys of the concrete consequences of the North American free trade agreements 

for Finnish subsidiaries could be conducted. The findings would certainly enrich the quality of 

information available for companies considering North American establishment. In particular, 

surveys could take into account the Mexican market unraveling thus the market potential that 

might be concealed in there.

Furthermore, exact data on establishment conditions and operation climate on a state/province 

level could be elaborated and maintained. Hence information could be easily obtained, for 

example, on the prevailing economic situation, stimuli and assistance offered by states/provinces, 

legal mode restrictions and available business services. Moreover, the Finnish embassies, 

consulates and counselors of the Finnish Foreign Trade Association in North America should 

acquire access to information that could considerably facilitate the entry of Finnish companies, for 

example, contacts to recommendable lawyers and consultants.

4.3 Evaluation of Research Methods

This section provides evaluation of the research methods by discussing the possible internal and 

external sources of error. Internal errors in this study include firstly, validity, i.e. how well the 

chosen research methods measure what they are designed to measure, secondly, reliability, i.e. 

how reliable the results are, thirdly, the errors in the process of coding and updating the FIBO- 

databank and, finally, the possible use of unreliable sources of information. External errors refer 

to potential bias in the number and nature of the target companies and to the amount of missing
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information. These potential sources of errors in the used research methods are analyzed and 

evaluated in the following paragraphs.

As stated earlier the data used in this study have been drawn from the FIBO-databank, which has 

been updated by several researchers since 1990. Two sets of questionnaires have been sent to 

companies and to commercial secretaries, and the databank has been updated on the basis of these 

questionnaires in addition to secondary sources of information such as annual reports and 

newspaper articles. The evaluation of the research methods in the previous studies360 will next 

shortly be described.

The first questionnaire sent to the Finnish companies concerning subsidiary operations was not 

pre-tested which may have resulted in misinterpretation of questions on establishment year and 

mode, divestment year and mode, and legal mode. In many cases, for example, operative sites 

were not listed as such but marked as companies, branches or representative offices.361 This 

weakness has, however, been improved as the databank was updated on the basis of the annual 

reports where the ownership relations are clearly presented. The answers received from 

commercial secretaries have been less reliable since agents and distributors were also listed as 

subsidiaries362. This error has also later been corrected with the help of secondary data. In the first 

phase of the area studies363 questionnaires were mailed to 1026 companies, and answers were 

received from 721 companies. The response rate was thus 70 % and the representativeness of 

their subsidiaries of all the subsidiaries in the databank was as high as 91 %. In addition, the use of 

multiple sources of evidence, such as newspaper articles and annual reports, has increased the 

validity of the databank.

In the following paragraphs assessments on the current state of the FIBO-databank and the 

research methods used in this study will be provided.

360 A more detailed evaluation of the reliability and validity of the FIBO-databank can be found in the studies of 
Hentola 1994, Häkkinen 1994, Hussi & Puolakka 1995, Pere & Törrönen 1996, Karila & Maunuksela-Malinen 
1996
361 Hentola 1995, 115
36" Discussions with Professor Luostarinen in September 1995
363 See Hussi & Puolakka 1995, Pere & Törrönen 1996, Karila & Maunuksela-Malinen 1996
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The subsidiaries included in the FIBO-databank can be considered to cover virtually all the 

foreign subsidiaries of Finnish companies. However, it is very likely that there is a number of old 

subsidiaries which have not been included in the databank. Especially early established units that 

have been divested a long time ago may not even be known to the present managers of target 

companies. Consequently, it seems likely that the databank is more valid in the case of younger 

subsidiaries.

In the data collection process of this study annual reports were obtained from totally 122 of the 

186 parent companies that had been approached. The figure is further improved as 14 of the 

missing companies had merged with another Finnish company during the updating period and 

their information was thus available in the annual reports of the new conglomerate. Seven of the 

approached companies had gone bankrupt and the state of their subsidiaries remained unclear. 

Therefore, these subsidiaries were excluded from the research population of this study. Additional 

information of the missing companies’ foreign subsidiaries and of the units that were not found in 

the annual reports was obtained from newspaper articles. It is assumed that the remaining missing 

companies are relatively small in size and that the change in the state of their subsidiary operations 

is not significant concerning this study. Because of the unambiguous nature of printed material 

subjective judgments in the updating process were limited. In addition, the fact that data were 

collected from annual reports and three different newspapers diminishes the chance of leaving 

significant data without notice.

The 15 variables used in this study in order to update the databank are considered to cover a 

sufficient part of the research object, that is, the subsidiary operations. However, variables, e.g. on 

motives and parent subsidiary relationship, e g. intra system sales within the conglomerate, could 

have been added in the databank. On the basis of previous research and literature it can be 

concluded that the choice of the variables has proved to be successful.

Based on the above discussion it can be suggested that the validity of this study is high. 

Consequently, the generalizability of the findings in this study is very good, especially in the case 

of medium and large sized companies.



241

The reliability of the findings in this study will next be evaluated on a variable basis. The reliability 

of the variables is greatly affected by the consistency and carefulness of the researchers who 

conducted the updating of the FIBO-databank.

The manual for updating the databank was in some cases unclear, and misunderstandings on the 

listing of the ownership percentage and the field of industry of a subsidiary seem to have 

occurred. The field of industry of a subsidiary was in most cases listed according to the main field 

of industry of the parent company even though the foreign unit can belong to any of the fields of 

industry the parent is operating in. The reliability of the variable “target country” can be 

considered very high since there are only two possible countries in North America and it is 

supposed that confusion of these countries with other countries is very rare. However, the 

variables “target state/province” seem to suffer from lack of information on the exact location of 

the target city in North America and from the fact that there are cities with a same name in 

different states or provinces.

The reliability of the variable unit type can be considered relatively high, since the function of a 

unit is normally clearly stated in the annual reports and newspaper articles. However, it seems that 

manufacturing, sales and holding units are easier to identify than other unit types, and it may be 

possible that other unit types have been marked as one of these most common unit types. In 

addition, the reliability may suffer from the fact that the functions performed by a unit may change 

over time and these changes may not have been able to be listed. The reliability concerning the 

variables “number of personnel”, “volume of turnover” and “level of exports” is relatively weak 

since the figures are indicated only for a small number of units and the data are from two different 

years. It is, however, assumed that positive and negative statistical errors cancel one another. 

Annual reports provided good information on the turnover and personnel of totally or majority 

owned subsidiaries but in the case of minority owned units only little data concerning these 

variables were found.

Variables “establishment year”, “establishment mode”, “divestment year”, “divestment mode”, 

“legal mode”, and “ownership percentage” were normally clearly to be found in the annual reports 

and only few misunderstandings could occur. Thus, the reliability of these variables seems to be 

good. In the case of the variable degree of activity of the unit” the answer was relatively easily
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found in the annual reports and newspaper articles. However, some units with no personnel or 

turnover have been marked as active units even though they are in a passive state.

All in all, it is suggested that because of the extensively large number of units included in the 

databank the opposite values of the prevailing errors will balance one another, and the reliability 

of the variables thus reaches a relatively high level.

As to the possible use of unreliable sources of information it is suggested that annual reports and 

newspaper articles provide highly reliable although somewhat biased information. Consequently, 

errors resulting from inferior information sources are only marginal.

This study on characteristics of Finnish subsidiary operations in North America will be closed by 

making suggestions for future subsidiary research.

4.4 Suggestions for Further Research

There are several ways to continue with the research on subsidiary operations in the future. First 

some suggestions concerning the generic subsidiary research will be presented. Following that 

suggestions for further geographical subsidiary studies will be provided.

In the first place motives for foreign unit establishment could be examined. Quite evidently, search 

for a global position and an attempt to increase sales are motives on an overall level. However, 

more specific motives than these could be envisaged, since the findings are likely to contribute to 

the understanding of companies’ behavior in the context of foreign subsidiaries. Moreover, 

motives for other strategic decisions, such as the choice of establishment mode and legal mode of 

a unit, and the use of supplementary unit types (e.g. logistical and purchasing units) could be 

studied in depth. Studying only the static and dynamic nature of subsidiaries will not be sufficient 

in the future but qualitative research methods should be applied in studying the motives behind 

foreign subsidiaries.

A thorough parent company study could act as another challenging topic. To begin with the 

characteristics of parent companies could be explored; their field of industry and the nature of
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their product/products would illustrate their international involvement. In fact, correlation 

between their characteristics and the scope of their foreign operations could be analyzed. In other 

words, a conclusion could be drawn whether there is a relationship between the peculiarities of a 

company and the geographical dispersion of its operations, the establishment and divestment 

modes it has applied and the unit types and legal modes it has employed for its foreign units.

As this study could not give sufficient explanations for the dominance of greenfield investments 

over acquisitions in North America a profound study focusing on the variable “establishment 

mode” could be conducted. Furthermore, since the share of branches and representative offices 

turned out to be relatively low in this study, the longevity of particularly these legal modes could 

be observed. Thus it could be revealed whether branches and representative offices serve only 

short term goals or whether they are employed to pave the way for a later conversion into a more 

sophisticated legal form. Additionally, although the share of passive units was found to be rather 

marginal in this study, it might be interesting to discover whether units that have entered passive 

state are reactivated at a later point of time or whether the passive state is used as a life buoy on 

the threshold of divestment in order to gain time to consider a rescue operation. Equally a more 

accurate study on personnel, volume of turnover and level of exports would focus and consolidate 

the picture of Finnish subsidiaries’ characteristics into a cohesive whole.

As to the geographical subsidiary studies the concept of business distance could be taken under 

research. Variables measuring the economic, cultural and geographical distances could be defined 

and a calculation formula for business distance could be elaborated. Therefore exact lengths of 

business distance could be determined and the entry, escalation and penetration behavior of 

companies in various geographical areas could be accurately analyzed. However, measurement of 

business distance is not an unambiguous task; variables can not be chosen objectively enough 

which might lead to distortions with regard to some regions or countries. In relation to the 

business distance, a case study on the penetration and escalation processes of a number of Finnish 

companies in North America as well as in the other regions could be carried out.

Moreover, regional establishment and divestment mode surveys could be conducted. Hence it 

would be possible to find out whether there exists correlation between the two modes and the 

area in question. Further, geographical subsidiary studies could be continued by turning towards
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unit types and/or fields of industry. Therefore regional concentrations of specific units could be 

defined, and characteristics of the areas could be looked at in order to find supporting arguments 

for the business establishments in question. These kinds of study would best serve the interests of 

the managerial level.

Finally, as the importance of international joint ventures has increased, studies on Finnish-foreign 

joint ventures could be carried out. The motives, ownership, mutual non-financial contributions, 

synergy advantages and integration experiences of Finnish joint ventures would provide an 

interesting research task.
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Appendix 1 Helsinki, 10.5.1994

TUTKIMUS SUOMALAISTEN YRITYSTEN ULKOMAISISTA TYTÄRYRITYKSISTÄ

Arvoisa Vastaanottaja,

FIBO-tutkimusprojekti (Finland's International Business Operations) on vuodesta 
1974 kartoittanut säännöllisin väliajoin suomalaisten yritysten kansainvälistymis
kehitystä sekä ulkomaisten operaatiomuotojen käyttöä. Projekti on tällä hetkellä 
ainoa taho Suomessa, joka ylläpitää valtakunnallista, kaikki kohdemaat kattavaa 
tytäryritysrekisteriä. Projekti on julkaissut kaikkiaan noin 90 kansainvälistymis- 
tutkimusta.

Kevätkaudella 1994 FIBO:ssa käynnistyi alueellinen tutkimusprojekti, jossa 
selvitetään tytäryritysten alueellinen jakautuminen sekä luodaan valtakunnallinen 
tytäryritystietopankki. Tutkimuksen kohderyhmänä ovat kaikki tytäryritys- 
operaatioin ulkomaille laajentuneet suomalaisyritykset. Tämä tutkimus ja 
tietopankin kehittämistyö toteutetaan Kauppa- ja teollisuusministeriön rahoit
tamana ja yhteistyössä Suomen Ulkomaankauppaliiton kanssa.

Pyydämme teitä ystävällisesti tarkistamaan oheisen listan ja täydentämään 
puuttuvat tiedot uusien, lopetettujen ja listalta mahdollisesti puuttuvien tytär
yritysten osalta. Koska yrityksille kohdistettu jatkokysely tullaan toteuttamaan 
vastauksenne pohjalta korjatun ja täydennetyn listan perusteella kesäkuussa 
1994, toivomme mahdollisimman pikaista vastaustanne 27.5.1994 mennessä 
osoitteella:

Vararehtori Reijo Luostarinen 
Helsingin kauppakorkeakoulu 
FIBO-Projekti 
Runeberginkatu 14-16 
FIN-00100 HELSINKI

iteistyöstä lämpimästi kiittäen,

FIBO-projektin johtaja Suomen Ulkomaankauppaliitto

LIITTEET Luettelo tytäryrityksistä kohdemaassanne 
Palautusosoitetarra
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TUTKIMUS SUOMALAISTEN YRITYSTEN ULKOMAISISTA TYTÄRYRITYKSISTÄ

Arvoisa Vastaanottaja,

FIBO-tutkimusprojekti (Finland's International Business Operations) on vuodesta 1974 
kartoittanut säännöllisin väliajoin suomalaisten yritysten kansainvälistymiskehitystä ja 
ulkomaisten operaatiomuotojen käyttöä.

Projekti on julkaissut kaikkiaan noin 90 kansainvälistymistutkimusta palauttaen näin 
tiedon yritysten käytettäväksi. Tutkimustuloksia hyödynnetään myös tehokkaasti 
kansainvälisen liiketoiminnan opetuksessa.

Vuodesta 1990 lähtien on FIBO:ssa toiminut ulkomaisten tytäryritysten projekti. 
Tavoitteenamme on seurata miten suomalaisten yritysten kansainvälistyminen tytär
yritysten kautta etenee. Toinen tavoitteemme on ylläpitää ainoana Suomessa valta
kunnallista tytäryritystietopankkia. Tutkimuksen kohderyhmänä ovat kaikki tytäryritys- 
operaatioin ulkomaille laajentuneet suomalaisyritykset

Tytäryritysprojekti on nyt edennyt tietojen tarkistusvaiheeseen. Tarkistuksen kohteina 
ovat tietopankissamme olevat 6700 ulkomaista tytäryritystä. Yrityksiä koskevat 
tytäryritystiedot on päivitetty kaupallisille sihteereille suunnatun kyselyn, vuosikertomus
ten ja lehtileikkeiden pohjalta. Oheistamme yritystänne koskevan, FIBO-tietokantaan 
pohjautuvan tytäryritysyhteenvedon, jonka toivomme Teidän tarkistavan ja täydentävän 
oheisen ohjeen mukaisesti. Tämän lisäksi keräämme erillisellä lomakkeella myös emo
yrityksiä koskevat tiedot.

Tarvittavat tiedot kerätään ja käsitellään ehdottoman luottamuksellisina. Tutkimuksen 
pohjalta laadittavissa raporteissa julkistettavat tulokset ja taulukot esitetään sellaisessa 
muodossa, että yksittäisen yrityksen tiedot eivät käy niistä mitenkään ilmi.

Kansainvälisen liiketoiminnan professori, 
FIBO-tutkimusprojektin johtaja

LIITTEET Lomakkeiden täyttöohje
Luettelo tytäryrityksistänne 
Emoyrityslomake 
P alautuso so itetarra

ineberginkatu 14-16 SF-00100 Helsinki Finland Tel +358 0 431 31 Fax +358 0 431 3707
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- Luopumistapa

BKR
CLD
SLD
MRG

= Konkurssi (Bankruptcy) 
= Suljettu (Closed Down) 
= Myyt)' (Sold)
= Fuusioitu (Merger)

- Toiminnallinen emovritvs

Se yritys, divisioona, strateginen liiketoimintayksikkö (SBU) tai emoyrityksen muu osa, jonka liiketoiminta- 
alueeseen ulkomainen yritys läheisemmin kuuluu ja jolle se yleensä raportoi. Toiminnallinen emoyritys ei 
välttämättä omista ao. yksikköä. Mikäli ette merkitse toiminnallista emoyritystä, luokittelemme tytäryrityksen 
portfoliosijoitukseksi (puhdas salkkusijoitus).

- LV (Liikevaihto)

Yksikön liikevaihto tilikaudella 1993 Suomen markoiksi muunnettuna (miljoonaa markkaa).

- Hlöstö (Henkilöstö)

Yksikön palveluksessa tilikaudella 1993 ollut henkilöstön määrä.

- Vienti

Yksikön harjoittaman viennin määrä (Suomeen tai kolmansiin maihin) tilikaudella 1993 Suomen markoiksi 
muunnettuna (miljoonaa markkaa).

Pyydämme lähettämään vastauksenne 22.7.1994 mennessä osoitteella:

Helsingin kauppakorkeakoulu 
FIBO-Tutkimusprojekti/vararehtori Reijo Luostarinen 
Runeberginkatu 14-16 
00100 HELSINKI

Mikäli tutkimuslomakkeen täytössä ilmenee vaikeuksia/kysymyksiä, toivomme Teidän ottavan yhteyttä meihin puhelimitse. 

Helsingin kauppakorkeakoulu/FIBO-projektiytutkijat:

Sami Hussi 
Anu Karila 
Päivi Maunuksela 
Tiina Pere 
Mikko Puolakka 
Mika Törrönen

Puhelin: (90) 4313 645
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Yrityksen nimi _____ _____________________

Vastaajan nimi __________________________

Vastaajan asema yrityksessä_______________

Onko yrityksenne suuremman konsernin osa?

Puhelin_____

Jos on, minkä?
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OHJEET vastaajalle; tytärykttystietoja koskien

Toivomme Teidän tarkistavan ia täydentävän oheisen yhtiötänne/konsemianne koskevan tytäryritysluettelon sekä lisäävän 
mahdollisesti puuttuvat yksiköt tyhjään lomakkeeseen. Listaus käsittää toiminnassa olevien lisäksi myydyt, lopetetut ja 
lepäävät yksiköt, joiden osalta toivomme Teidän myös täydentävän tiedot Tutkimus kattaa kaikki ulkomaiset tytäryritykset, 
jotka voivat olla yhtiömuotoisia, sivuliikkeitä tai edustustoja. Mukana ovat myös omistetun yrityksen eri toimipaikat kyseisen 
maan sisällä. Tutkimukseen ei sisälly alle 10%:n omistusosuuksia.

Kyselyssä tarkastettavien ja täydennettävien tietojen sekä lyhenteiden selvennys:

- JUR (Juridinen yksikkö!

Varustakaa yhtiömuotoiset yksiköt merkinnällä (Y), sivuliikemuotoiset merkinnällä (S), edustustot merkinnällä (E) ja 
toimipisteet merkinnällä (T). Toimipiste on suomalaisen emoyrityksen ulkomailla sijaitsevan tytäryrityksen asemamaahansa 
perustama yksikkö. Toimipisteitä voi myös sisältyä yritysostoon, mikäli yritysosto kattaa useita yksiköitä. Toimipisteen 
luonnetta kuvaa niiden alisteinen suhde niitä hallitsevaan yritykseen.

- Yksikkötvvppi

1. PERUSYKSIKKÖTYYPIT

Sisältävät yhden tai useamman suluissa olevista toiminnoista.

- Tuotannollinen yksikkö

- Myyntiyksikkö
- Menekinedislämisyksikkö

= TU (valmistus, kokoonpano, myynti, menekinedistäminen, 
varastointi)

= MY (myynti, menekinedistäminen, varastointi)
= ME

2. TUKIYKSnCKÖTYYPIT

- Hallinnollinen yksikkö

- Huoltoyksikkö
- Asennusyksikkö

- Holding-yksikkö
- Rahoitusyksikkö
- Vakuutusyksikkö
- Kiinteistönomistusyksikkö
- Laskutusyksikkö

- OstoyksLkkö
- Trading-yksikkö

- Kuljetusyksikkö 

(jatkuu seuraa valla sivulla)

= HA (päämaja)

= HU 
= AS

= HO
= RA ,
= VK 
= KI
= LA (kauttalaskutusta varten perustettu yksikkö)

= OS
= TR (harjoittaa sekä osto- että myyntitoimintaa; esim. raaka-aineiden 

trading)
= KU (teollisen yrityksen kuljetustoimintaa tai -järjestelyjä hoitava 

yksikkö)
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- Varastointiyksikkö = VR (varastorakennus)
- Materiaalitoimintoyksikkö = MT (esim. terminaali; sisältää toimintona varastoinnin ja on

läheisesti sidoksissa kuljetustapahtumaan)
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- Tutkimus- ja kehitysyksikkö
- Suunnittelu-ja konsultointiyksikkö
- Projektiyksikkö
- Nimensuojausyksikkö
- Investointiyksikkö

= TK 
= SK
= PR (perustettu määräajaksi projektin toteutusta varten)
= NS
-IN

- Muut, mitkä:

Merkitkää yksikkötyyppi yksikön haijoittaman päätoiminnon mukaan. Pääsääntöisesti kutakin tytär, tí tysta 
kohti merkitään ainoastaan yksi yksikkötyyppi.

Perusyksikkötyyppien (3 kpl) osalta niihin sisältyvät toiminnot on merkitty sulkeisiin. Mikäli perusyksikköjen 
toimintaan sisältyy tukiyksikkökategorian toimintoja (18 kpl), jotka kattavat merkittävän osan yksikön 
toiminnasta, merkitkää myös ne.

Mikäli yksikkö harjoittaa ainoastaan tukiyksikkökategoriaan kuuluvaa toimintaa, valitkaa tyyppi 
tukiyksikkölistasta. Esim. teollisen yrityksen rahoitustoimintaa hoitava yksikkö varustettaisiin merkinnällä 
"Rahoitusyksikkö" tai "RA".

- Investointivuosi

Investointi vuodella tarkoitetaan sitä vuotta, jolloin yksikkö on alunperin ostettu (siten esim. nimenvaihdos ei 
muuta alkuperäistä investointi vuotta). Mikäli yrityksenne on ostanut toisen Suomessa sijaitsevan yrityksen, 
jolla on ulkomaisia tytäryrityksiä, investointivuosi on se vuosi, jolloin ostettu yritys on alunperin tehnyt 
sijoituksen ulkomaiseen yksikköön.

- Investointi tapa

ACQ 
GRF 
MRG

- AKT./PAS. (Yksikön aktiivisuus/passiivisuus)

A 
P

- Luopumisvuosi

Luopumisvuodella tarkoitetaan sitä vuotta, jolloin tytäryritys on lakkautettu, myyty ei-suomalaiselle 
yritykselle, mennyt konkurssiin tai fuusioitu toiseen yksikköön. (Lepäävät yritykset eivät kuulu tähän 
kategoriaan, vaan ne varustetaan merkinnällä P; kts. yllä.)

Haluamme korostaa, että myös lakkautettujen yksiköiden kaikilla tarkistetuilla tiedoilla on keskeinen merkitys 
tutkimuksen kannalta.

= Liiketoimintaa harjoittava
= Rekisteröity, mutta ei harjoita liiketoimintaa; lepäävä

= Yritysosto (Acquisition)
= Uusperustanta (Greenfield)
= Fuusion kautta syntynyt (Merger)
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Appendix 2 Classification of Foreign Subsidiary Operations according to Different Research Approaches
Research Approaches Foreign Subsidiary Types

A Based on the Characteristics of the Investor
1 Industry and Field of Industry Approach Industrial/manufacturing subsidiaries 

Non-industrial/service subsidiaries
Primary, secondary, tertiary industry units

2 Size and Resource Access Approach Large, medium, small and micro-sized subsidiary. 
Profitable, non-profitable subsidiaries
MNC, non-MNC subsidiaries
Resource-demanding, resource-supplying 
subsidiary.

3 Internationalization Stage Approach Firm level: Starting, development, growth and 
mature stage subsidiaries
Target country level: Units used for entry, 
penetration, escalation

В Based on the Characteristics of the Unit
1 Degree of Activity Approach Active and passive units
2 Legal Mode Approach Company, branch, representative office, operative 

site
3 Ownership and Control Approach Sole, joint and mixed ventures

100%, majority, 50/50. minority
4 Establishment Mode Approach Greenfield, acquisition, merger, fissure
5 Divestment Mode Approach Sell-off, closure, bankruptcy, merger
6 Functional Approach Units related to the:

* Production Function
* Sales and Marketing Function
* Research and Development Function
* Administrative Function
* Purchasing and Logistical Function
* Accounting, Financial and Fiscal Function 
Unifunctional subsidiaries, multifunctional 
subsidiaries

8 Motive Approach Raw material -seeking, low cost -seeking, tariff 
avoidance and market -seeking subsidiaries

9 Geographical Scope Approach Global, regional/area and local units
C Based on the Characteristics of the Relationship
1 Hierarchical Approach (internal orientation) Headquarters and reporting units

Coordinating and subcoordinate units
Assembly and satellite (subcontracting) units
Strategic and operative units

2 Scope of Subordination Approach (internal orientation) Corporate/Group level, unidivisional, 
multidivisional and SBU -level units

3 Inward-Outward Orientation Approach (internal and/or
external orientation)

Inward-oriented, outward-oriented and 
inward/outward -oriented units

4 Degree of Autonomy Approach (internal orientation) Fully, partially (50/50) and minimally autonomous 
units

5 Interaction Approach (internal and external orientation) Interactive subsidiaries, non-interactive subsidiaries

Source: Hentola & Luostarinen 1995, 20-21
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Appendix 3
Functional Classification of Different Foreign Unit Types

Functional Orientation Unit Type(s)

Unit(s) Related to the Production ♦ Production Unit

Function ♦ Assembly Unit

♦ Project Unit

Unit(s) Related to the Sales ♦ Sales Unit

& Marketing Function ♦ Sales Promotion Unit

♦ Maintenance Unit

♦ Installation Unit

♦ Planning and Consulting Unit

♦ Trading Unit

Unit(s) Related to the Research ♦ Research and Development Unit

& Development Function

Unit(s) Related to the ♦ Headquarters Unit

Administrative Function ♦ Administrative Unit

Unit(s) Related to the Purchasing

and Logistical Function

♦ Purchasing Unit

♦ Transport Unit

♦ Warehousing Unit

♦ Materials Management Unit

Unit(s) Related to the Accounting,

Financial and Fiscal Function

♦ Finance Unit

♦ Insurance Unit

♦ Reinsurance Unit

♦ Holding Unit

♦ Real Estate Unit

♦ Invoicing Unit

♦ Name Protection Unit

♦ Investment Unit

Source: Modified from Hentola & Luostarinen 1995, 12



Appendix 4

Fields of Industry

A Agriculture, Fishing and Trapping
В Forestry and Logging
C Mining and Quarrying
D Manufacturing
E Energy and Water Supply
F Construction
G Wholesale and Retail Trade
H Hotels and Restaurants
I Transport
J Communication
К Finance and Insurance
L Real Estate, Cleaning and Rental Services
M Technical and Business Services
N Public Administration and Defense
О Education and Research
P Health and Social Welfare Services
R Recreational and Cultural Services
S Organizational and Religious Activities
T Other Services

Source: Central Statistical Office of Finland 1987, 22
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Appendix 5 Categories of Fields of Industry of Subsidiaries in North America

Al 1 Field Cultivation, Animal Husbandry

C07 Ore Mining
C09 Other Mining Activity

Dll Foodstuff, Drink and Tobacco Industries 
D12 Textile Industry
D13 Clothing, Leather and Footwear Industries
D14 Sawmill Industry
D15 Pulp and Paper Industries
D16 Publishing and Printing Industries
D17 Furniture Industry
D18 Chemical Industry
D19 Oil and Coal Industries
D21 Rubber and Plastics Industries
D22 Glass, Clay and Stone Industries
D23-27 Metal Industry
D23 Basic Metal Products
D24 Simple Metal Goods
D25 Machines and Appliances
D26 Electrical Goods
D27 Vehicles
D29 Other

E31 Electricity Supply

F35 House Construction
F37 Land and Water Construction
F38 Construction Services

G41 Wholesale T rade
G42 Agency Operations
G43 Retail Trade

153 Water Transport
154 Air Transport
156 Transportation Services

K61 Financing and Finance Services 
K62 Insurance

M71 Technical Services
M72 Data Processing Services
M76 Other Business Services

Source: Central Statistical Office of Finland 1987, 23-179 (own translation)
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