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Abstract
The economic bene�ts and spillover effects from FDI could lead accelerating the innovation of local
economy and technological concept, which make it welcome in underdeveloped countries' authorities.
This paper focuses on the entry and exit mechanism of FDI in 31 provinces of China from 2001 to 2016.
The optimized diamond model associated with multi-theoretical cooperation is adopted to set up the
regional competitiveness con�guration for attracting FDI. It revealed that FDI attempts to enter regions
with certain economic basis and favorable government conditions; but if the market �uctuates, even if
there are favorable policy conditions, FDI will restructure because of their pro�t-seeking. Based on the
conclusions, local governments can use the minimum resources to attract FDI in appropriate
circumstances, and can optimize policies in time when it is not suitable for the entry and maintenance of
FDI, so as to focus on develop local markets.

Introduction
Signi�cance of FDI

Direct �nancial interest: Foreign direct investment (FDI) is mainly in the form of capital investment. Large-
scale multinational enterprises can promote the local manufacturing industry, service industry and
provide the opportunities of employment (Liu, Agbola and Dzator, 2016). FDI could engage in the �elds
which local enterprises never involved in. Because most transnational corporations (TCs) have abundant
capital, perfect management and advanced technology (Buckley and Wang, 2007; Wang and Wu, 2015),
these conditions signi�cantly accelerate the development of local market and increase business
competition (Wen, 2014). While bringing a lot of capital, cash �ow and investment to this region, TCs will
also promote the technology introduction and industrial structure improvement of the local industry,
which has an important role in improving local production e�ciency and increasing economic income.

Spillover effect: The spillover effect of FDI mostly appears in the non-economic �eld. For example,
because transnational corporations have rich experience in international trade, they will pay special
attention to local laws, regulations and policies, and such operation experience could promote the
establishment and improvement of local market-economy mechanism, laws and statutes (Cheung, 2010;
Xiao and Park, 2017), so as to better integrate the region into the international trade. For the local
government, in order to achieve the goal of attracting FDI, it is bound to optimize and improve the
administrative e�ciency (Zhang, Guo and Wang, 2014).

Although FDI may aggravate industrial competition, foreign corporations’ monopoly and other possible
adverse factors (Jeon, Park and Ghauri, 2013), yet the government is fully capable of making relevant
measures to offset such adverse factors (e.g. General Clause 301 of Trade Act of 1974 in the USA).

To sum up, the favorable effect of FDI on the market is far greater than the unfavorable, which is the
principal consideration why a large number of scholars study on FDI. The research on FDI is generally
based on the following theories.
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Literature about FDI

Sociology
In perspective of Social Factors, the foreign direct investment (FDI) and Social Factors are of mutual
promotion and unity (Inekwe, 2013). Studies have shown that, in underdeveloped countries, FDI can
alleviate wage inequality between skilled and unskilled labor, however, FDI-led skill-biased technical
change have a negative impact on employment. Meanwhile, the labor cost reduction caused by low
employment rate stimulates FDI from Transnational Corporations (TCs) and makes a positive impact on
employment (Tomohara and Yokota, 2011). In perspective of Politics, Gopalan, Hattari and Rajan (2016)
showed that FDI wound only be concentrated in free and open market. On the contrary, Gaeseong
Industrial Complex in North Korea (the most centralized country) attracts and retains extensive TCs’ FDI
(Kim, 2016). Lacking FDI’s antecedents and existing inconsistency of research conclusions demonstrate
that we need a more systematic and comprehensive evaluation system for mechanism of FDI variations
(the entry and exit of FDI).

Management
In parallel with Sociology, Management research focuses on the strategic management and decision-
making of Transnational Corporations (TCs), and are based on company-centric view in attempting to
understand of FDI variations (Cui et al., 2019). In perspective of Corporate Strategy, this research stream
are based on strategic position, industrial layout and marketing management to examine what are the
regional motivations of FDI variations (Vahter, 2011; Wang, Alba and Park, 2012; Cui et al., 2017; Sethi,
Judge and Sun 2011). Meanwhile,In perspective of Policies and Laws in given host country, there are
diverse regional competitiveness effecting on different TCs. Both such kind of diversity and policies
changing would lead to FDI variations (Shepotylo and Oleksandr, 2012; Wang et al., 2017). It suggests
that FDI variations depend on regional competitiveness which is also closely related to regional
distribution of FDI. For regional differences, it's hard to �nd a proper measure or index for regional
competitiveness, even in the same host country

Economic Geography
In parallel with above theories, Economic Geography focuses on isolating the most in�uential regional
factors from a mount of visual data (Cui et al., 2019; Stallkamp et al., 2018). In perspective of Economy,
those research with speci�c economic data (e.g. GDP, General Public Budget Expenditure, etc.) to evaluate
what is the in�uence of FDI shows synchronization between FDI and business cycle (Jansen and
Stokman, 2014), and to verify the level of economic development determines FDI variations (Anyanwu,
Yaméogo and Nadège, 2015; Wu, et al., 2019). In fact, not all positive economic indicators would attract
or retain FDI. In perspective of Geography, studies have shown that, even if there are no potential
competitors of TCs and local economy is in good condition, but the monopoly companies or large state-
owned enterprises in a certain range still would have adverse effects on FDI(Villena and Araneda, 2017;
Claude and Ferreira, 2016; Lahiri and Tsai, 2018). Besides, Economic Geography has also promoted to
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digital analysis of the geographical distribution of FDI (Sharma, Wang and Wong, 2014; Hoang and
Michaël, 2018; Gattai, Mechelli and Natale, 2016).

Table 1
Studies about FDI variations.

Theory Perspective Con�guration Authors

Sociology Social
Factors

market accessibility; labor creativity; tacit
knowledge; and business interaction

Hoff and Wall,
2020

Politics democracy index; degree of armed con�ict;
internationalization index; civil rights

Gates, et al.,
2012

Management Strategic
Management

social networks; nature of the industry;
opportunities; sourcing strategies; organizational
features

Helpman,
2006

Decision-
making

location-speci�c attributes; labor costs; material
cost; policies of host county

Blanc-Brude,
2014

Policies and
Laws

government subsidies; land price; environmental
regulation; tax policy

Bu, et al., 2014

Economic
Geography

Economy industrial aggregation; economic growth;
consumption capacity; hard currency index

Cao and
Mukherjee,
2018

Geography port distance; transportation cost; infrastructure;
urban areas

Chapman and
Meliciani,
2018

Traditional economic analysis focuses on economic data (e.g. GDP etc.) to establish a speci�c analysis
model. However, it cannot establish a comprehensive system for regional competitiveness to discuss and
study the mechanism of FDI variations. Recently,although some papers have made interdisciplinary
research on FDI variables (Table 1), there are still some de�ciencies.

(1) Regression analyses are not the ideal choice for FDI variations.

Some studies with linear regression analyses try to evaluate the regional competitiveness for FDI, but
ignore multi-collinearity of variables (collinear data) would lead to contradictory conclusions. Other
studies choose Ridge regression or Partial Least Square (PLS) to research on FDI. However, though the
collinear data are removed, yet the explanation for dependent variable would be much poor.

(2) Mechanism of FDI variations is a dynamic progress.

It’s improper to merely focus on the actual utilization of FDI, inward FDI stocks or annual FDI, because the
mechanism FDI variations including the entry and exit of FDI. For example, do governments attract new
FDI would cause FDI losing (for potential resource shortage or competition)? There is a lack of literature
focusing on losing and retaining FDI.
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(3) TCs’ FDI is connected with time.

It’s improper for a FDI study in single year or a short time series, because FDI is in�uenced by the
international market and changes with time. Besides, there is a Hysteresis Effect (time log) in FDI, so time
series should be a long period to reduce error probability.

Overall, there is lacking in a holistic understanding of the nexus between above theories’ research on
regional competitiveness motivating FDI variations. And a disconnection and fuzz areas exist in above
theories. This paper attempts to enrich interdisciplinary research cases and improve the existing theories
which lack in a comprehensive understanding of FDI variations. We undertake a con�gurational analysis
for multidimensional and systematic evaluation and analysis, based on Sociology, Management and
Economic Geography.

The reason why Chinese context is what we focus on, as following:

(1) The world's largest underdeveloped country, WTO member and China's FDI are driven by the market
(Du et al., 2018).

(2) China's extensive economic and structural reforms are providing numerous opportunities for foreign
investors (Mahoney, 2013).

(3) There are abundant study samples. Different Provinces of China have diverse, complex and
comprehensive factors such as economic conditions, geographical conditions, natural resources, policy
conditions, etc.

(4) There is a universal reference value for other countries, if we explore Chinese mechanism of FDI
variations.

So, we made a con�gurational analysis of regional competitiveness, which impact on the high-volume
entry and exit of TCs’ FDI in different Chinese Provinces from 2002 (excluding the year China joined the
WTO) to 2016 (for data availability).

A Con�gurational View Of Evaluating Model
Strategic analysis typically concentrated on the industry-view and the resource-based view (Table 2).
These views evaluate the organization without considering relationship between the organizations
strategic choices and institutional frameworks.
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Table 2
Classic strategic analysis.

Theory Contents Shortcomings

Porter's Five Forces
Analysis

Threat of new
entrants;

Threat of substitutes;

Bargaining power of
customers;

Bargaining power of
suppliers;

Competitive rivalry

Focusing on a certain enterprise in micro-
factors

Six Forces Model Competition;

New Entrants;

End Users/ Buyers;

Suppliers; Substitutes;

Complementary
Products

External Factor
Evaluation(EFE) Matrix

Opportunities;

Threats

Some chances are threats for other
Transnational Corporations.

Force Field Analysis Driving forces;

Restraining forces

Porter’s (1990) Diamond Model is a tool for analyzing the organization's task environment. Porter (1990)
emphasized that strategic choices should not only be a function of industry structure or companies’
resources, but a function of the constraints of the institutional framework.

Following traditional Organization Economics and Industrial Management, Porter’s diamond model takes
the �ve dimensions together: 1. Factor conditions (endowments); 2. Strategy, structure and rivalry; 3.
Demand conditions; 4. Related and supporting industries; 5. Chances (challenge or fortune). The model
has been adopted in Business, Management and Economics studies widely.

Regional Applicability Nature

Studies had showed that diamond model could also evaluate competitiveness in subnational levels
(Andersson, Dellestrand and Pedersen, 2014; Karácsony, 2009). In this theoretical basis, Porter’s Diamond
Model had been used to study on the location choice of Transnational Corporations (TCs). Research had
found that regional attractiveness for TCs’ FDI depends on the local con�gurations of conditions in
economy and institution (Kai et al., 2018; Hwang et al., 2015; Cui et al., 2017).
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Con�gurational Nature

The conditions or factors in diamond model are interconnected and interdependent. They play roles as
interactive con�gurations effect on TCs’ strategies. And studies had also demonstrated that there are
coupling and causal asymmetry in diamond model (Li, Cui and Lu, 2014; Holmes et al., 2012).

Coupling
Diamond model is an interactive system, its outcome not relying on single element, and a certain element
could in�uence on the state of others, then outcome (Cui et al., 2019; Ragin, 2009). Results do come from
the mutually in�uence in system and interactivity of multiple conditions.

Causal asymmetry
Causal asymmetry shows that the same result could come from different con�gurations, and individual
elements could play different part in con�gurations (Ragin, 2009). That means high-level regional
competitiveness does not need all conditions in high level, different con�gurational conditions could
serve as structural alternatives to lead a certain result. This also suggests the possibility and rationality
that individual elements in con�guration not always show up in regional competitiveness pro�les.

We attempt to develop a referential and universal theory in an interdisciplinary approach for the entry and
exit activities of TCs. And we found Porter’s diamond model generalized from the Japanese, European
and American experiences (Porter, 1990), all of them are developed countries. Therefore, the model needs
to be revised to be adapted in underdeveloped countries. By applying the revised diamond model to
subnational level in China, we empirically identify the regional competitiveness con�gurations which are
related to the high-volume entry and exit of TCs. We �gured out the dominating factors of regional
competitiveness con�guration as descripted below (Fig. 1).

Market Conditions

Factor endowments
Factor endowments demonstrate the quality of human, �nancial and physical resources in a certain place
(Tobin and Youngmi, 2018). The subnational factors include �nancial market, capital �ow, monetary
policy and other �nancial factors, as well as education level, infrastructure construction, labor force, legal
conditions, industrial technology and other social comprehensive factors (Choi and Jang, 2016). For
example the regional economic growth of a country or region mainly depends on the input of production
factors and the drive of technological factors (Wang, Fan and Hu, 2019). There are signi�cant regional
differences in factor endowments, and TCs' resource bundle is a combination of advanced factor
endowments and TC's resources. This can bring signi�cant technology spillover and economic growth to
the area. And advanced factor endowment is also the location advantage that FDI seeks (Eoin, 2018).
TC's strategy tends to focus on regions with high output, high added value; in other words, with well-
developed factor endowments.
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Supporting industries and intermediary
Supporting industries and intermediary is a contributing factor to regional competitiveness in diamond
model (Cui et al., 2019; Porter, 1990). It includes �nancial services, intellectual property protection,
business cooperation, lawyers and accounting organizations. Such intermediate industries provide TCs
with assistant services for the possibility of technology spillover and market expansion. Their combined
service network effectively provides the signi�cant resources needed by TCs and maintains the order of
local market economy (Dey and Lehner, 2017). Well-developed supporting industries and intermediary
plays an important role in TCs' integration into the local market and signi�cantly reduces TC's local debt
ratio (Chen and Zhang, 2018). Meanwhile, there are signi�cant regional differences in the types and levels
of such assistant services (Holmes et al., 2012).

Potential market
Market potential is highly related to sales channels, product demand and market scale. Although there are
diverse potential markets in different enterprises, the regions with well-developed economy obviously
have more extensive investment attraction and competitiveness than others (Holmes et al., 2012; Eoin,
2018). These regions can provide TCs with a vast consumer market and labor force with high-quality
logistics services, fair market supervision and preferential tax policies. Technology innovation and
technology extension, as well as the choice of different enterprise strategies, mainly depend on the
market demand for a certain product and resource scale (Mahoney, 2013). TCs' products in high standard
and quality need a sustainable demand market and government support. TC's investing strategy focuses
on promoting and maintaining the competitiveness and creativity of enterprises (Dey and Lehner, 2017).
Therefore, the potential market in the target area is signi�cant for TCs' investment.

Free competition of product
Free competition of product is associated with free and fair market environment which provides TCs with
possibilities to expand its competitiveness and productivity advantage (Tobin and Youngmi, 2018). In the
market economy, those regional leading enterprises are often the ones with a large amount of social
capital (su�cient funds, advanced technology, cheap raw materials, etc.) (Byoun and Xu, 2015).
Strategies affected by the market competition, TCs entering the local market often have abundant social
capital and the strength of competition with local enterprises. The research showed that enterprises
attempt to adopt forward-looking strategy in free market competition (Blazsek and Escribano, 2016;
Moreira, Cabaleiro and Reichstein, 2018). Local protectionism would hinder the update of technologies
and the �ow of products; free pricing could promote technological progress and improve the overall
e�ciency of �rms (Bruce, 2015). Local marketization progress is related to the enterprise management
and development strategy of TCs.

Government conditions

Non-state economy
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The research showed that state-owned enterprises (SOEs) play a similar part in the market as
monopolies. While the former has a stronger political purpose, the latter has a stronger pro�t-making
purpose (Bryan, 2009; Weiler and Hinz, 2018). SOEs can provide large-scale resources to market in the
early stage of industrialization (Dent, 2003). Due to the state's direct control, SOE can reduce operating
expenses, and achieve high productive e�ciency and standard. SOEs could also provide supplementary
resources and improve the diversity of market. Through state-led investment and acquisition, SOEs can
maintain economic and social stability (e.g. providing employment, stabilizing market prices, and
optimizing technical threshold) (Tigno and Jorge, 2014). However, SOEs may repress market-based
competition, obstruct capital free circulation and weaken market signals. Because of the monopoly
position of SOEs, they are facing the problems of ine�ciency and unscienti�c managing (Chiu and Lewis,
2015). Although SOEs can coordinate the market as participants, yet their existence will affect free trade
and reduce the investment willingness of TCs.

Policy conditions
Policy conditions is a market coordination mechanism that government play role as a market system
regulator. This is not administrative intervention, but the policies and regulations favorable to the market.
For example, local government issues relevant policies including reducing enterprise taxes, shortening the
administrative approval process, to attract TCs and stimulate investment (Pappalardo, 2014). Meanwhile,
those policies to promote legal system, such as protecting intellectual property rights, maintaining
legitimate competition and standardizing the market system, can accelerate TCs' integration into the
local market and reduce operating costs (Lechner and Wunsch, 2009; Bengtsson, Porte and Jacobsson,
2017). The research showed that the Chinese regional government also plays a signi�cant role in
promoting restructure of industry and expanding market scale (Han and Kung, 2015). However,
government also acting as a catalyst and challenger, the excessive intervention and �uctuation of tax
may also bring di�culties to TCs ( Eklinder-Frick and Åge, 2016).

Methodology
Objective:

The purpose of this research is to reveal regional competitiveness con�gurations motivating FDI variation
mechanism (the entry and exit of FDI) in multiple causal pathways. We adopted an abductive study
design in which we revised and optimized diamond model, based on empirical research. And in this way,
model is more proper and appropriate subnational areas. On the analysis, we made interdisciplinary
research and applied “the fuzzy-set qualitative comparative analysis” (fsQCA) in exploring conjunctural
causation (factor con�gurations).

Data and Sample:

Since 2001, as a member of World Trade Organization, Chinese domestic market is unprecedentedly
achievable and open to foreign investors. It has become the major target of FDI in the world (Mahoney,
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2013; Cai, 2016). China's economy and development are rich in diversity. Different Chinese provinces
have diverse, complex and comprehensive factors (Du et al., 2018; Wu, 2016). Based on such regional
heterogeneities, it provides an ideal empirical context to our objective and a universal reference value to
other countries.

Although China's reform and opening-up started in 1978 has begun to attract a large number of FDI, yet it
is limited economic opening-up conditions. There is a great difference in FDI scale between provinces, no
reference signi�cance for our study. So the data after 2001 is selected (excluding 2001) to study on.
Based on China Microeconomic Database (CMD) from National Bureau of Statistics (NBS), the data of all
provincial records of the entry and exit of Transnational Corporations' investment in China’s mainland
(excluding Hong Kong, Macao and Taiwan) are obtained. We also adopted marketization indexes of
China's provinces from National Economic Research Institute (NERI). Marketization indexes (NERI
indexes) are often used to show regional differences among Chinese provinces (Wang, Fan and Hu, 2019;
Cui et al., 2019). And there is a general lag effect of FDI, so one-year lag is incorporated in fsQCA 3.0.
Finally, we studied on 465 provincial-years sample data, from 2002 to 2016, in 31 provincial
administrative regions.

Calibration:

Calibration process is a transformation of the raw data into fuzzy-sets. A fuzzy-set is “a �ne-grained,
continuous measure that has been carefully calibrated using substantive and theoretical knowledge
relevant to set membership” (Ragin, 2009, p. 45). In fuzzy-set logic, due to the practice of calibration, this
measurement could be adopted in studies of identifying relevant and irrelevant variation.

With a “qualitative assessment of the degree to which cases with given scores on an interval scale are
members of the target set” (Ragin, 2009, p. 96), this paper used three-value fuzzy-sets rule with
calibration process to the all con�gurational factors (inputs) and outputs (Ragin, 2009; Cui et al., 2019).
Concretely, we made data as fully out (values below the lower quartile) and fully in (values above the
upper quartile). This paper set the crossover point as median of the sample factors or outcomes (Fiss,
2011; Cui et al., 2019). Calibration setting in this paper is following (Table 3).
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Table 3
Calibration setting.

Type Factor Measurement1 and source Calibration
anchors

Outputs FDI entry Province-years total investment amounts2 (in billions of
RMB) from new entry transnational corporations (TC).

Sources: China Microeconomic Database (CMD) from
National Bureau of Statistics (NBS).

45.78,
14.33,
4.34

FDI exit Province-years total divestment amounts (in billions of
RMB) from exit transnational corporations (TC).

Sources: CMD from NBS.

33.67,
11.05,
2.32

Inputs Factor
endowments

Five-indicators dimension (marketization of technological
achievements, competition of �nancial industry,
marketization of credit capital distribution, mobility of labor
and absorption of foreign investment).

Sources: National Economic Research Institute (NERI)
(Wang, Fan and Hu, 2019).

5.66, 4.37,
3.26

Supporting
industries
and
intermediary

Five-indicators dimension (protection of producers’ rights
and interests, protection of consumers’ rights and interests,
protection of intellectual property rights, degree of
assistance from industry associations, organizations of
lawyers and accountants service).

Sources: NERI (Wang, Fan and Hu, 2019).

6.02, 3.96,
2.45

Potential
market

General regression neural network (GRNN3) combined value
based on four indicators: total retail sales of consumer
goods, GDP per capita, GDP growth rate and permanent
population. 4

Sources: NBS.

3.79, 2.73,
1.75

Free
competition
of product

Two-indicators dimension (freedom of price decision and
reduction of local protectionism).

Sources: NERI (Wang, Fan and Hu, 2019).

9.41, 8.53,
7.31

Non-state
economy

Three-indicators dimension (proportion of non-state assets’
investment in total investment, proportion of non-state
sectors’ employment in total employment, and proportion
of non-state sectors in industrial production).

Sources: NERI (Wang, Fan and Hu, 2019).

8.21, 6.53,
4.73

Policy
conditions

Four-indicators dimension (reduction of enterprises’ tax
burden, reduction the government's intervention, impartiality
of market resources distribution, and reduction of
government’s size).

Sources: NERI (Wang, Fan and Hu, 2019).

7.84, 6.76,
5.13
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Inspection of necessary conditions

This paper applied the frequency cut-off at 1, and the consistency threshold at 0.84 for the FDI entry
solutions and a threshold of 0.82 for the FDI exit solutions. Firstly, Ragin’s (2008) suggested that values
below 0.80 in the raw consist column indicate substantial inconsistency. So we selected a consistency
threshold of 0.8 and took all con�gurations with 0.8 consistency or greater. Secondly, we could take
Proportional Reduction in Inconsistency Value (PRI constant) to reveal the degree of a solution’s
consistency to the output (Fiss, 2011; Ageeva et al., 2018). To be consistent with Krogslund, Choi and
Poertner (2015), Jennings, Cui et al. (2017), Lodge and Ryan (2018), we adopted a PRI constant threshold
at 0.75 to exclude simultaneous subset relations of attribute combinations in outputs and its absence.
Finally, the overall coverage of 0.72 on FDI Entry solutions and the overall coverage of 0.68 on the FDI exit
solutions. Coverage is an important measure of empirical relevance in QCA research, re�ecting the
empirical relevance or importance of con�guration (Ragin, 2008), similar to R2 in Regression analysis
(Fiss, 2011). The overall consistency of 0.86 on FDI Entry solutions and the overall consistency of 0.84 on
the FDI exit solutions. Consistency is applied in measuring how well a solution corresponds with data.
Previous research revealed that the acceptable overall consistency is 0.80 or greater (Fiss, 2011; Cui et al.,
2017).

Before obtaining con�gurational solutions, this paper took an inspection of necessary conditions.
Previous research suggested taking consistency in 0.90 as cut-off for necessary conditions. Namely,
when consistency is greater than 0.90, it can be considered as a necessary condition for the solution
(Ragin, 2008; Schneider and Wagemann, 2012). Table 4 demonstrated that none of the conditions
exceeded the cut-off (calculated in fsQCA 3.0).
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Table 4
Inspection of necessary conditions

Causal Conditions5 FDI Entry FDI Entry

Consistency Coverage Consistency Coverage

Market conditions  

Factor endowments 0.68 0.67 0.69 0.66

~Factor endowments 0.43 0.40 0.43 0.39

Supporting industries and intermediary 0.70 0.72 0.67 0.67

~Supporting industries and intermediary 0.42 0.37 0.43 0.37

Potential market 0.84 0.78 0.84 0.75

~Potential market 0.28 0.28 0.28 0.27

Free competition of product 0.51 0.75 0.49 0.70

~Free competition of product 0.63 0.44 0.64 0.43

Government conditions        

Non-state economy 0.77 0.72 0.74 0.67

~Non-state economy 0.35 0.34 0.38 0.36

Policy conditions 0.80 0.75 0.81 0.73

~Policy conditions 0.32 0.31 0.32 0.30

Result
Table 5 showed the results of the con�gurational solutions for Transnational Corporations’ (TC)
investment entry and exit, respectively. Fiss (2011) and Ragin (2008) recommended the following style.

“black circles (•) indicate the presence of a condition and circled crosses (⊗) indicate its absence. Large
circles indicate core conditions, while small circles indicate peripheral conditions. Blank spaces indicate
ambiguous situations in which the corresponding causal condition may be either present or absent, and
therefore plays no signi�cant role in the con�gurational solution”.

(Fiss, 2011, p. 21; Cui, et al., 2019, p 5)
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Table 5
Con�gurations for Transnational Corporations’ investment entry and exit

Con�guration FDI Entry FDI Exit

1a 1b 2 3 4 5a 5b 6 7

Market
condition

Factor
endowments

● ● ●     • • ⊗ ⊗

Supporting
industries and
intermediary

  ⊗ • • • ⊗   ⊗ •

Potential
market

● ● ● ● ● ● ●   ●

Free
competition of
product

⊗   ● ●     ⊗ ⊗  

Government
condition

Non-state
economy

● ● ●   ●   • • •

Policy
conditions

● ●   ● ● ● ●    

Consistency 0.88 0.84 0.91 0.85 0.90 0.87 0.87 0.85 0.81

Raw coverage 0.35 0.17 0.35 0.17 0.53 0.18 0.48 0.43 0.20

Unique coverage 0.04 0.00 0.02 0.00 0.06 0.00 0.15 0.08 0.04

Overall solution consistency 0.86 0.84

Overall solution coverage 0.72 0.68

The consistency of single solution (con�guration) and overall solution (con�guration) is higher than the
acceptable consistency-standard of 0.75. Therefore, nine con�gurations above can be regarded as a
combination of su�cient conditions for the entry or exit of FDI. Overall solution coverage is 0.72 and 0.68
respectively. In empirical analyses, it shows variables (con�gurations) are well-�tting with the research
object (entry or exit of FDI).

On the FDI entry, as shown on the Table 5 left side, Solution 1a and 1b reported that regions have factor
endowments, potential market, non-state economy and policy conditions, when complemented by either
absence of free competition of product or absence of supporting industries and intermediary, can attract
FDI (above designated size). Solutions 2 showed that the presence of factor endowments, potential
market, free competition of product and non-state economy are core conditions; the presence of
supporting industries and intermediary is peripheral conditions, for a region in attracting TCs’ investment.
Solution 3 demonstrated that the non-absence of potential market, free competition of product, policy
conditions are core conditions; non-absence of supporting industries and intermediary as peripheral
conditions to FDI entry. Solution 4 represents another regional competitiveness con�guration associated
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with FDI entry, which combines potential market and non-state economy, as well as policy conditions, as
core conditions, with the presence of supporting industries and intermediary as peripheral conditions.

On the FDI exit, as shown on the Table 5 right part, Solutions 5a and 5b revealed that regions with
favorable potential market and policy conditions as core conditions, these places can also be in FDI
exiting. Solution 6 showed that with the absence of factor endowments as core conditions, as well as the
presence of supporting industries and intermediary and free competition of product as peripheral
conditions, TCs exiting would be likely to happen. Solutions 7 showed that the presence of potential
market as the only core condition; though there are two peripheral conditions: the presence of non-state
economy, supporting industries and intermediary, regions would still be likely to involve in TCs existing.

Check of robustness

Robustness checks could show the stability of the con�gurational solutions (Ragin, 2008; Crilly, 2011).
We took two robustness checks separately. In �rst check, for this paper adopting the frequency threshold
at 1, we increased the frequency threshold to 2. In second check, for this paper adopting consistency cut-
off in 0.80, we reduced consistency cut-off to 0.75, the minimum cut-off (Ragin, 2008).

The consistency of new solutions are lower than original ones, and the complexity and quantity of new
solutions are far greater than that of the original ones. This is against the purpose of fsQCA: simplicity
and representativeness. So solutions in this paper remained consistent and passed two robustness tests
above.

Discussion
According to the different features of the research results, we divided them into three major categories
(attracting FDI, foreign divestment and restructuring of FDI) and six minor types (from proposition 1 to 6).

Attracting FDI

The interaction mechanism of market and government on FDI is multi-threaded and complex. Myrdal
(1957) suggested that government can play a positive role in economy with appropriate policy stimulus.
Porter (1990) showed the government played as catalytic and Challenger when coordinating economy.
Our �nding indicated that, under the relatively �exible market conditions, there are two kinds of
governments that can attract foreign investment

The first type: 1a, 1b, and 4. Both non-state economy and policy conditions are present at provinces
which are entering FDI and attracting TCs. In such configurations, four market conditions need not
present at the same time. Instead, only need the non-absence of potential market, together with factor
endowment or supporting industries and intermediary. It revealed that in case that the market conditions
are not well-developed on all four conditions, but the government conditions are favorable enough (with
non-state economy and policy conditions), foreign and FDI investors will be attracted and enter. Based on
solution 1a, 1b, and 4, we proposed:
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Proposition 1: Regions have favorable local policies, no large-scale state-owned economies as well as
great market potential, the regions will be favored by Transnational Corporations and attract large-scale
foreign investment.

The Second type: Solution 2 and 3. They are different from the former type in that they only need one
government condition to be able to harvest large amounts of foreign investment. But their market
conditions are well-developed. The role of government conditions is not prominent in this type. Obviously,
favorable market conditions make up for the lack of government condition. However, government
conditions cannot be completely absent; even if Solution 2 has the most developed market conditions
(have all of them). This result also proved that some elements of diamond model can be used as
structural substitutes for each other (Porter, 1990). Based on solution 2 and 3, we proposed:

Proposition 2:Regions have four market conditions and any government condition; These places could
attractnumerous scales of foreign investment.

Foreign divestment

The nature of foreign investment is pro�t-seeking, so if the potential revenue scale is not up to
expectations, or compared with the early development stage of enterprise cost increase, transnational
corporations will withdraw capital for seeking minimization of loss of interest (Jennings, Lodge and
Ryan, 2018; Bruyneel et al., 2019). At the same time, research showed that if the social factors in a certain
region are not enough to support the future development of TCs, they will also consider divestment
(Hoepner and Schopohl, 2018).

The third type: 5a, 5b, and 7. Their market conditions and government conditions are not fully developed
(not good enough). Although their market conditions are not worse than 1a, 1b and 4, and in third type,
they all have an economic basis (potential market). However, there is a lack of government condition. In
the diamond model, any condition is a strategic factor of special signi�cance (Porter 1990), which could
trigger FDI exit. Based on solution 5a, 5b, and 7, we proposed:

Proposition 3:When there are poor market conditions (lacking two at least) and government conditions
(lacking one at least); it will lead the loss of foreign investment in regions.

The fourth type: Solution 6. Although Solution 6 has all the government factors, which shows that politics
is actively guiding and assisting FDI into the regions; yet the market conditions in the region are very poor,
which cannot support the strategic development needs of transnational corporations (Beck and Levine,
2002), nor provide corresponding resources and consuming markets. Therefore, due to the interest
orientation of capital (investment) (Guiso, Sapienza and Zingales, 2000), foreign investors �ow out in
large quantities. This solution showed that in areas with weak market conditions, it is not suitable place
for foreign investment, even if the government conditions are excellent. Based on solution 6, we
proposed:
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Proposition 4:Regions with poor market basis will lead to the loss of FDI, and government conditions are
not enough to prevent this trend.

Restructuring of FDI

This paper showed some configurations (4, 1a, 1b) which are associated with a great number of FDI
entry are also associated with FDI exit (5b, 5a). The FDI restructuring means that previous foreign
investors in the regions are weeded out and new foreign investors enter the market. Capital �ow is a
common phenomenon in market economy, because the market environment would change with time
(Bams, Pisa and Wolff, 2019), and the dominant transnational corporations in the past may gradually exit
with time. And with the development of the regional economy, it is common that the trend of labor-
intensive industry transforming technology intensive industry (André, Cardenete and Velázquez, 2005), so
the restructuring of foreign investment in industry is widespread. Or the adaptability of foreign investors
is not enough to meet the industrial upgrading and policy changing, resulting in being eliminated from the
areas.

The �fth type: 1a, 1b and 4; 5b. In this type, FDI entry and exit simultaneous, there are favorable
government conditions but mediocre market conditions. It shows that government conditions just play a
coordinating role in FDI mechanism. Because of the market competition, regions cannot always maintain
the situation of attracting foreign investment. It also shows that market factors play a decisive role in FDI.
Under the existing market mechanism, enterprises cannot maintain the favorable competitiveness all the
time. Enterprises with strong adaptability to market and government conditions may maintain a good
development trend. Based on 1a, 1b and 4; 5b, we proposed:

Proposition 5: Regions with favorable government conditions (all of them) but mediocre market
conditions (no more than three conditions), there would be high rate of restructuring of FDI.

The sixth type: 3; 5a and 7. In the case of underdeveloped market factors, when applying policies to guide
foreign investment in, due to the change of policy condition, a number of former foreign-funded
enterprises would exit; because such change will weaken the previous TCs’ dominant position, but the
new foreign investors have the opportunity to get greater business space for development. Therefore, FDI
will show such restructuring pattern. Based on 3; 5a and 7, we proposed:

Proposition 6: Regions with poor market basis, but good policy condition, there could be high rate of FDI
restructuring.

Contributions and implications

Theoretically

Firstly, this paper took a multi-�eld theoretical cooperation. We undertake a configurational analysis for
multidimensional and systematic evaluation and analysis, based on Sociology, Management and
Economic Geography. These typical theories have different concerns. For example, economic geography
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tends to research on regional or national level, adopted digital data and mathematical models to study
regional competitiveness (Jansen and Stokman, 2014; Stallkamp et al., 2018). Meanwhile, management
and sociology attempt to analyze regional competitiveness from the perspective of enterprise or society
with macro-description and empirical research (Inekwe, 2013; Tomohara and Yokota, 2011). We connect
these parallel theories to study on concrete case (China).

Secondly, from the macro-scopic and meso-scopic view, we provided a new reference of con�guration for
diamond model (�gure 1). Additionally, we empirically revised and applied model to sub-national regions;
that enriches the application scope of diamond model. From the view of con�guration, this paper
discussed the configurational nature and regional applicability nature which have not been sufficiently
examined in previous research (Tobin and Youngmi, 2018).

Thirdly, this paper enriched the research on the mechanism of FDI variation, which includes entry and exit.
However, typical studies on FDI merely concentrated on actual utilization of FDI, inward FDI stocks or
annual FDI. In the help of fsQCA, we took a con�gurational analysis for regional competitiveness, which
impact on the high-volume entry and exit of TCs’ investment separately.

Practically

This paper provides the enlightenment of policy and management for the provincial government. For
example, we found that in areas with weak economic foundation; even if the policy conditions are
favorable and there is no intense competition from state-owned enterprises (e.g. Solution 5b), due to the
lack of market factors and no consuming market, FDI will exit on a large scale. With this �nding, local
governments could focus on supporting native enterprises rather than wasting resources to attract
foreign investment. When the local market had developed and improved, then attracting foreign
investment; in this way, government could optimize e�ciency of resource utilization.

China as the world's largest underdeveloped country, WTO member and China's FDI are driven by the
market. And in China, there are abundant study samples. Different Provinces of China have diverse,
complex and comprehensive factors such as economic conditions, geographical conditions, natural
resources, policy conditions, etc. Mechanism of FDI variations in China has a universal reference value
for other countries. We can apply such research model to explore the FDI variation mechanism of other
underdeveloped countries.

Limitations
1. The research data comes from a certain country (China) which may have regional limitations. Other

underdeveloped countries and emerging economies may have unique regional conditions and
market backgrounds; the conclusion of FDI variation mechanism may be different, however, we
believe that the research method still could be lessons and reference.
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2. There is no consideration of special events, such as the world �nancial crisis in 2008, the U.S.
subprime crisis in 2009 and other events that lead to changes of global �nancial system, which may
affect the mechanism of FDI. In order to avoid such problems, future research can try to lengthen the
research period (e.g. from 1990 to 2020), or make time phased research (e.g. 2000 to 2010; 2011 to
2020).

NOTES

1. A high value reveals that this province has a highly developed factor condition in this year.

2. Refers to data of Enterprises Above Designated Size (EADS). EADS: before 2011, it refers to the
annual main business income of enterprises of 5 million yuan and above; after 2011, it refers to the
annual main business income of enterprises of 20 million yuan and above (China Statistical
Yearbook, 2019).

3. General regression neural network (GRNN) uses Gaussian functions to classify, regress, learn,
simulate data and handle noises in the inputs. One of its functions is combined value based on
several indicators (it only needs less number of datasets), and makes a unique value which could
present these indicators (Ye et al., 2015; Stallkamp et al., 2018).

4. First, standardize the data in SPSS (20.0.0), and then through classi�cation, learning and simulation
of GRNN in MATLAB (R2018b), integrate the four-indicators into a unique value, which can represent
the market potential (four-indicators used to represent).

5. With “~” means absence, without “~” means non-absence.
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Figure 1

Revised diamond model.


