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Abstract
By linking the resource dependence perspective with research on foreign direct

investment location choices, we analyze how the dependence relationship

between the home country of a multinational enterprise (MNE) and a
subnational-level host location moderates the effect of local government

enticement and deterrence signals on the MNE’s investment in a specific

location. Specifically, we differentiate between two dimensions of the
dependence relationship between an MNE home country and a subnational

host location joint dependence and dependence asymmetry. Moreover, we

examine the directionality of dependence asymmetry by distinguishing
between the dependence advantage of a home country and that of a

subnational host location. A sample of foreign manufacturing ventures across

cities in China from 2003 to 2017 provides the empirical context for our
investigation. Joint dependence and dependence asymmetry moderate the

effects of local government signals on foreign investment location decisions.

Although joint dependence enhances the positive effect of government

enticement signals and mitigates the negative effect of government
deterrence signals on foreign investments, dependence asymmetry affects the

impacts of government enticement and deterrence signals differently,

depending on which actor holds the dependence advantage.
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INTRODUCTION
Location choice for foreign direct investments (FDIs) has been a
central topic in international business research for decades, and
continues to attract substantial interest (see Nielsen, Asmussen, &
Weatherall, 2017, for a recent review). Although early studies
focused on country-level location choices, increasingly location
choices are being examined at the subnational level (i.e., state,
municipality, and city; see Hutzschenreuter, Matt, & Kleindienst,
2020, for a review). Previous studies have examined several
determinants of subnational FDI location choices, such as regional
endowments (Cheng & Stough, 2006), industry agglomeration (He,
2002), and institutional environments at the subnational level
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(Meyer & Nguyen, 2005). The role of local govern-
ments was highlighted in prior research (Du, Lu, &
Tao, 2008; Hutzschenreuter et al., 2020), as local
governments can offer incentives and impose con-
straints on multinational enterprises (MNEs).
Government incentives and constraints differ
extensively across subnational localities, particu-
larly in large and decentralized emerging markets
(Chan, Makino, & Isobe, 2010; Ma, Tong, & Fitza,
2013). These government incentives and con-
straints may serve as signals to MNEs (Banalieva,
Cuervo-Cazurra, & Sarathy, 2018; Vasudeva,
Nachum, & Say, 2018), influencing MNEs’ subna-
tional-level location decisions (Hu, Natarajan, &
Delios, 2021; Meyer & Nguyen, 2005).

Despite productive findings, prior research on
subnational location choices paid limited attention
to the heterogeneities that may strengthen or weaken
the influence of local government signals on MNEs’
location choices. Local government signals provide
cues about the institutional environments of the
host locations by indicating the preferences of local
authorities in regard to foreign investments (Con-
nelly, Certo, Ireland, & Reutzel, 2011). As a
response, MNEs often form beliefs about the uncer-
tainties of the investment environment (Banalieva
et al., 2018), which influences their FDI location
decisions. An MNE, however, may develop different
responses to local government signals. The invest-
ment decision by Sony, a Japanese MNE, in Wuxi, a
city in East China, can be used as an illustration.
The Wuxi prefectural government and local gov-
ernments in several other cities in China had
similar incentive policies to attract MNEs, but Sony
interpreted and reacted to these policy signals
differently in terms of location decisions. As the
former Chairman of Sony (China), Hiroshi Shoda,
commented, incentive signals from other local
governments were likely to be ‘‘words without
actions,’’ but incentives from the Wuxi prefectural
government often came with concrete supportive
actions, thereby reducing uncertainties (Netease,
2005).1 Therefore, Sony chose Wuxi as its primary
investment site.

To examine the heterogeneities that influence
MNEs’ responses to local government signals in
subnational location decisions, we consider rela-
tions beyond the dyad of the MNE and the subna-
tional host location (Hu et al., 2021). Indeed, the
MNE–subnational host location dyad is not isolated
but, rather, is surrounded by other relationships
that shape the effectiveness of the signals (Con-
nelly et al., 2011; Park & Mezias, 2005). In

particular, the MNE–subnational host location
dyad is embedded in the dependence relationship
between the host location and home country of the
MNE (Xia, 2011). A subnational host location and
home country can be viewed as two dependent
actors in terms of tangible and intangible resources
in international trade (Monaghan, Gunnigle, &
Lavelle, 2014). The dependence relationship
between a subnational host location and home
country offers an alternative channel for the MNE
to gauge uncertainties about the institutional
environment, thereby influencing MNEs’ reliance
on local government signals to mitigate uncertain-
ties (Connelly et al., 2011; Vasudeva et al., 2018).
Specifically, the dependence relationship between a
subnational host location and home country will
likely indicate ‘‘power’’ (Emerson, 1962) and ‘‘em-
beddedness’’ (Granovetter, 1985) in an MNE’s
interactions with local governments and influence
the MNE’s perceived uncertainty about the institu-
tional environment, which, in turn, affects the
MNE’s attention to, interpretations of, and
response to local government signals in location
decisions. Thus, we examine the following under-
explored research question: How does the dependence
relationship between a subnational host location and
the home country of MNEs shape the influence of the
local government signals on MNEs’ within-country
location decisions?
To address this research question, we build on

resource dependence theory (Pfeffer & Salancik,
1978) to differentiate between two theoretical
dimensions of the dependence relationship
between a subnational host location and the home
country of MNEs, namely, joint dependence and
dependence asymmetry. Joint dependence is
defined as the sum of the dependence of the home
country on the host location and the dependence
of the host location on the home country, and
dependence asymmetry is defined as the difference
between the two dependencies (Gulati & Sytch,
2007). Whereas joint dependence is governed by
the logic of cooperation and embeddedness (Gra-
novetter, 1985; Gulati & Sytch, 2007), dependence
asymmetry operates on the logic of antagonism
and power (Emerson, 1962; Gulati & Sytch, 2007).
In this regard, we echo Luo’s (2004) notion that
‘‘cooperation and competition simultaneously
coexist’’ in international relations (p. 431). There-
fore, the differentiation between these two dimen-
sions may offer us a highly nuanced understanding
of the dependence relationship by highlighting
cooperation in addition to the prevailing logic of
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power (Cannizzaro, 2020; Luo, 2004). Moreover, we
explore the directionality of dependence asymme-
try by examining which of the two actors holds the
dependence advantage (Gulati & Sytch, 2007). A
home country’s dependence advantage is defined
as a host location’s level of excessive dependence
on the home country (i.e., the net of a home
country’s dependence on the host location). In
contrast, a host location’s dependence advantage
reflects a home country’s excessive dependence on
the host location. We expect joint dependence, a
home country’s dependence advantage, and a host
location’s dependence advantage to affect the
likelihood of the local government signals that
attract or deter MNEs’ investments differently. We
test our hypotheses by investigating location
choices by foreign manufacturing ventures across
cities in China from 2003 to 2017.

This study has the potential to advance our
understanding of the influence of local government
signals onMNEs’ subnational locationdecisions. It is
well recognized that government signals affect firms’
decisions (Vasudeva, 2013; Vasudeva et al., 2018),
but the boundary conditions of the influence of such
government signals are underresearched (Connelly
et al., 2011). We enrich the signaling literature by
emphasizing the dependence relationships between
subnational host locations and the home country of
MNEs as contingencies that affect MNEs’ responses
to local government signals, which, in turn, result in
heterogeneous government influence on MNEs’
subnational location choices. As such, we join the
signaling perspective and resource dependence the-
ory in examining location decisions. We further
decompose the dependence relationship into two
dimensions, joint dependence, and dependence
asymmetry (Emerson, 1962; Gulati & Sytch, 2007),
and differentiate between a host location’s depen-
dence advantage and a home country’s dependence
advantage. Therefore, we respond to the call for
increased research to capture the complexity of the
relationship between host locations and home
countries (Cannizzaro, 2020; Hu et al., 2021). More-
over, our study sheds additional light on resource
dependence theory by linking this perspective with
FDI location decisions and paying particular atten-
tion to the subnational level (Drees & Heugens,
2013). Resource dependence theoryhas long empha-
sized the dependence relationship with the govern-
ment as an essential environmental contingency
that influences firm decisions (Hillman, Withers, &
Collins, 2009; Pfeffer & Salancik, 1978). By the same
logic, MNEs make heterogeneous location decisions

to respond to local government signals by consider-
ing their home countries’ dependence relationship
with the host locations.

LITERATURE REVIEW
The extant literature has well documented that firms
rely on signals as a means of reducing uncertainty,
thus shaping organizational decision making (Con-
nelly et al., 2011; Spence, 2002). Firms pay particular
attention to government signals (Vasudeva, 2013)
because these signals contain information about the
government’s preferences (Marquis & Qian, 2014;
Vasudeva et al., 2018). Attending and responding to
government signals could facilitate access to infor-
mation and help firms to mitigate the uncertainties
associated with the institutional environment (Hig-
gins & Gulati, 2006; Sanders & Boivie, 2004). In the
international arena, host government signals are
crucial in influencing MNEs’ location choices. In
global expansions, anMNEmust reduceuncertainties
associatedwiththegovernanceof transactions innew
national markets to maximize profitability or main-
tain growth opportunities (Martin, Swaminathan, &
Mitchell, 1998). Even when making a hierarchical
international locationdecision,MNEsmust dealwith
institutional uncertainty in the host country (Henisz
&Delios, 2001). Such uncertainties often increase the
importance of looking for and attending to govern-
ment signals in location decisions (Higgins & Gulati,
2006; Sanders & Boivie, 2004).
Prior research in this stream has explicitly recog-

nized the coexistence of government enticement
and deterrence signals (Dunning, 1998; Loree &
Guisinger, 1995; Luo, 2004). The enticement signal
of governmental incentive policies refers to the
degree to which incentive policies expand oppor-
tunities for firms by providing them with the
necessary resources to pursue initiatives that they
would otherwise forego (Duran, Essen, Heugens,
Kostova, & Peng, 2019; Estrin, Meyer, Nielsen, &
Nielsen, 2016). The deterrence signal of govern-
ment intervention refers to the degree to which
governments make decisions that will forcefully
change firms’ operations, policies, and strategies to
align with government requirements (Greif, 2005;
Poynter, 2013). On the one hand, regulations and
policies that favor inward investment usually serve
as enticement signals to MNEs. For example, Gui-
singer (1989) showed that a host government’s
protection of investment profitability encourages
MNEs to invest. Often, governments can offer tax
benefits (e.g., Oates, 1999). On the other hand,
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government intervention creates a high level of
political risk (Makhija, 1993). MNEs may interpret
government intervention as a deterrence signal,
inhibiting foreign investments (Henisz & Delios,
2001).2 For example, research suggests that govern-
ments that exercise considerable control over orga-
nizations’ activities are negatively related to inward
FDIs (Holmes, Miller, Hitt, & Salmador, 2013). As
such, government enticement or deterrence signals
increase or decrease the attractiveness of such
locations to foreign investors.

At the subnational level, government enticement
and deterrence signals also coexist in different
regions within the same country. Administrative
decentralization enables local authorities to have
various levels and types of government incentive
policies and interventions across a country’s
regions (Goerzen, Asmussen, & Nielsen, 2013;
Poynter, 2013). Distinct local traditions and cul-
tures can affect the implementation of centrally
mandated incentive policies (Holmes et al., 2013),
resulting in enticement signals with variations in
location-specific attractiveness. For example,
although numerous national governments favor
FDIs, implementation at the local level involves
potential foreign investors who need to negotiate
with local authorities over business licenses, real
estate, access to public utilities, tax incentives, and
subsidies (Meyer & Nguyen, 2005; Nguyen,
Nguyen, & Meyer, 2004). Moreover, local govern-
ments often control a large portion of the country’s
economic resources and are empowered to inter-
vene in organizations’ operations, and such inter-
ventions may become deterrence signals. Local
government intervention is likely to stem from
the degree to which local governments choose to
intervene in the implementation of regulations
based on local conditions, or for local interests,
such as maintaining employment or protecting
incumbents (Du et al., 2008).

China is a good example of a country with wide
variations in government incentive policies and
interventions across regions (Gao, Wang, & Che,
2018; Wang, Fan, & Yu, 2017). Local governments
have the authority to determine the level of incen-
tive policies, such as import and export licenses, land
use, and tax incentives, offered to MNEs (Du et al.,
2008). Special economic zones (SEZs) with various
satisfactory infrastructure and fiscal incentives, such
as tax holidays or subsidies, are an obvious example
of government enticement signals to attract MNEs
(Loree & Guisinger, 1995; Ma & Delios, 2010).
Further, local governments can decide the level of

government intervention, and such interventions
may become deterrence signals to MNEs. Local
Chinese governments often intervene directly in
organizations’ operations by collecting unautho-
rized levies from local businesses, referred as tan pai
(Bernstein&Lü, 2003; Jia&Mayer, 2017).3 Increased
nontax financial burdens on enterprises may dis-
courage foreign investments. Below, we first illus-
trate how local government signals can influence an
MNE’s location choices.We then explore the depen-
dence relationship between a subnational host loca-
tion and home country, which shapes MNEs’
heterogeneous responses to local government sig-
nals in location decisions.

THEORY AND HYPOTHESES

Local Government Signals and FDI Location
Choices: Enticement and Deterrence
As discussed in the previous section, prior literature
has acknowledged that local government incentive
policies and interventions may serve as enticement
and deterrence signals, leading to variations in the
attractiveness of such locations to foreign investors
(Dunning, 1998; Loree & Guisinger, 1995; Luo,
2004). The signaling literature suggests that actors
rely on signals to alleviate uncertainties, influenc-
ing investors’ decisions (Connelly et al., 2011;
Gulati & Higgins, 2003; Marquis & Qian, 2014).
In applying this logic, paying attention to and
acting upon local government signals are critical
for MNEs to mitigate uncertainties about the insti-
tutional environment in location decisions and,
thus, secure future growth (Marquis, Zhang, &
Zhou, 2011). First, the enticement signal from local
governments may increase the host location’s
attractiveness to MNEs and reduce MNEs’ perceived
uncertainty, encouraging foreign investments
(Dunning, 1998). For example, a local govern-
ment’s incentive policies in free-trade zones, such
as reduced tax duties for MNEs, signal the govern-
ment’s commitment to foreign investments (Loree
& Guisinger, 1995; Ma & Delios, 2010). A local
government’s intensifying pro-market reforms con-
veys a strong enticement signal regarding the
government’s endorsement of market liberalization
in the location (Banalieva et al., 2018), mitigating
barriers to foreign investments. These enticement
signals often result in a high likelihood that MNEs
will select the location. MNEs that adhere to
enticement signals in location decisions are likely
to obtain preferential treatment and privileged
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access to resources possessed by the local govern-
ment (Deephouse & Suchman, 2008).

Second, the deterrence signal related to local
government intervention may indicate heightened
uncertainties about the institutional environment,
discouraging foreign investment. Local govern-
ment intervention is likely to be concerning to
MNEs when the government forces the alignment
of interests between the government and MNEs
(Duran et al., 2019; Poynter, 2013) in forms such as
performance requirements (Loree & Guisinger,
1995), nontax financial burdens (Jia & Mayer,
2017), and the like. Local government intervention
can be swayed by the lobbying of incumbents
(Meyer & Nguyen, 2005). For example, in transi-
tional China, lobbying is typically conducted by
state-owned firms, which can draw on long-stand-
ing personal networks with those in power. Foreign
investors are particularly concerned about govern-
ment intervention that results from lobbying by
local, state-owned firms (Bergara, Henisz, & Spiller,
1998), which can constrain their incentives to
invest. Because such intervention increases uncer-
tainties, MNEs are likely to reduce their commit-
ment and avoid potential regulatory interventions
with a ‘‘no-go’’ decision (Luo, 2004; Pfeffer &
Salancik, 1978). Therefore, we propose the follow-
ing baseline hypotheses:

Hypothesis 1a: The greater the enticement
signal of local government incentive policies, the
higher the likelihood of an MNE’s choosing the
location as its FDI destination.

Hypothesis 1b: The greater the deterrence
signal of local government intervention, the
lower the likelihood of an MNE’s choosing the
location as its FDI destination.

Joint Dependence and Dependence Asymmetry
as Boundary Conditions
MNEs, however, do not develop homogeneous
responses to local government signals in location
decisions. We propose that the dependence rela-
tionship between a subnational host location and
the home country of MNEs may strengthen or
weaken the influence of local government signals
on MNEs’ subnational location decisions. Whereas
MNEs seek local government signals to mitigate
uncertainties, the dependence relationship
between the host location and home country offers
alternative avenues for MNEs to assess uncertainties
about the institutional environment, which, in
turn, affects the MNE’s attention to and

interpretation of local government signals. Accord-
ing to the signaling perspective, the effectiveness of
signals is moderated by receiver attention, i.e., the
extent to which receivers vigilantly scan the sig-
naling environment (Gulati & Higgins, 2003; Jan-
ney & Folta, 2006), and receiver interpretation, i.e.,
the process of translating signals into perceived
meaning (Perkins & Hendry, 2005; Srivastava,
2001). Different dependence relationships between
the subnational host location and home country
may cause MNEs to attend to government signals
differently (Connelly et al., 2011). For example,
MNEs from less advantageous home countries are
more likely to attend to government signals to
mitigate the uncertainties due to dependence dis-
advantages. Different dependence relationships
may also lead to MNEs’ divergent interpretations
of government signals, as ‘‘receivers’ interpretations
of signals in the present could be moderated by
their expectations or by what they strive to accom-
plish in the future’’ (Connelly et al., 2011: 56).
Discussions on dependence relationships can be

traced to the exchange theory developed by Emer-
son (1962), who argues, ‘‘The dependence of actor A
upon actor B is (1) directly proportional to A’s
motivational investment in goals mediated by B, and
(2) inversely proportional to the availability of those
goals to A outside of the A-B relation’’ (p. 32,
emphasis in the original). The power of actor A in a
relationship with actor B is equal to B’s dependence
on A. Because dependence/power is ‘‘a property of
the social relation; it is not an attribute of the actor’’
(Emerson, 1962: 32), a complete understanding of
dependence relations requires the simultaneous
consideration of actor A’s dependence on actor B
and actor B’s dependence on actor A. This dyadic
approach yields two theoretical dimensions of
dependence, namely, joint dependence and depen-
dence asymmetry (Gulati & Sytch, 2007). Whereas
joint dependence is typically captured by the sum
of actor A’s dependence on actor B and actor B’s
dependence on actor A (Bacharach & Lawler, 1981),
dependence asymmetry is operationalized by the
difference between the two actors’ dependence on
each other (Lawler & Yoon, 1996). Joint depen-
dence and dependence asymmetry capture two
logics of the dependence relationship. Joint depen-
dence is generally governed by the logic of coop-
eration and embeddedness, resulting in each
partner’s enhanced attention to the other’s
resources and attitudes and increased mutualism
and solidarity in the relationship (Gulati & Sytch,
2007). In contrast, dependence asymmetry is

Journal of International Business Studies

Subnational-level government influence and FDI location choices Fiona Kun Yao et al.



typically governed by the logic of antagonism and
power, focusing on actors’ ability to appropriate
value and squeeze profits in relationships (Emer-
son, 1962).

Joint dependence and dependency asymmetry
differ but have received little attention in prior
research that employs resource dependence theory
(see Casciaro & Piskorski, 2005, and Gulati & Sytch,
2007, for exceptions). Casciaro and Piskorski (2005)
found that joint dependence between two industries
increases the merger frequencies of firms from the
two industries because joint dependence facilitates
constraint absorption, whereas dependence asym-
metry impedes constraint absorption. Gulati and
Sytch (2007) further assessed the directionality of
dependence asymmetry. They found that a manu-
facturer’s dependence advantage over a supplier
increases the manufacturer’s performance, but a
supplier’s dependence advantage over a manufac-
turer reduces the manufacturer’s performance.
Building on these prior studies, we consider joint
dependence and dependence asymmetry between a
subnational host location and a home country. We
also evaluate the directionality of dependence asym-
metry by distinguishing between the dependence
advantage of a home country and that of a subna-
tional host location. We then explore how such
relationships influence an MNE’s responses to the
signals of local government incentive policies and
interventions. Following the traditional approach in
resource dependence theory (Casciaro & Piskorski,
2005; Xia, 2011), we capture the dependence rela-
tionship between the host location and home coun-
try using trade relations. International trade
relations highlight the resource environment,
wherein different global locations depend on one
another for crucial resources through international
imports and exports that involve sales, exchanges,
and the distribution of raw materials, intermediate
goods, and final products (Guler, Guillén, &
Macpherson, 2002; Xia, 2011).

Joint Dependence
We suggest that joint dependence between a sub-
national host location and home country will
strengthen the enticement signals and weaken the
deterrence signals of local governments’ policies in
FDI location choices. As we highlighted earlier,
joint dependence is generally governed by the logic
of cooperation and embeddedness (Gulati & Sytch,
2007). In a joint dependence relationship, the
resources exchanged by the two parties are crucial
to their survival, and few alternative sources exist.

Joint dependence creates substantial incentives for
partners to develop embedded and long-term rela-
tionships to ensure a stable flow of the critical
resources that they can provide each other (Mizru-
chi, 1989). As high-volume exchange relationships
are likely to elevate partners’ identification with
each other, their attitudes and goals will tend to
converge (Turner, Brown, & Tajfel, 1979). Attitudi-
nal convergence, as an outcome of joint depen-
dence, makes communication in the relationship
less conflictual and fosters trust and tight cooper-
ation (Uzzi & Gillespie, 2002). In another example,
the desire to reduce high transaction costs gener-
ated by disruptions from highly dependent rela-
tions motivates partners to develop cooperative
and mutualistic orientations in their relationships
(Gulati & Sytch, 2007).
By a similar logic, when high joint dependence

exists between a home country and a subnational
host location,4 the host location and home country
will likely cultivate a cooperative atmosphere and
an embedded relationship (Granovetter, 1985; Luo,
2001). This cooperative relationship serves as a
boundary condition for the effect of local govern-
ment signals on MNEs’ location decisions. For
instance, suppose the local government has incen-
tive policies as enticement signals to attract FDIs.
The cooperative joint dependence relationship may
lead MNEs to interpret government incentive poli-
cies as a positive signal, with more confidence and
enhanced anticipation of preferential treatments
(Luo, 2001). Joint dependence in terms of trade
relations is likely to have resulted from past import
and export activities of MNEs from the same home
country into the same region, which benefits FDIs
by increasing MNEs’ confidence in dealing with
uncertainties in the host location. A potential
investor may perceive home country peers to be
able to support it with specific expertise and
knowledge in making the best use of the host
location’s incentive policies (Xia, 2011). As such,
joint dependence strengthens the positive effect of
the enticement signal on FDI location choices.
At the same time, if the deterrence signal exists,

the cooperative joint dependence relationship also
may mitigate the focal MNE’s negative interpreta-
tion of the deterrence signal. On the one hand,
prior research has suggested that partners in joint
dependence relationships are more likely to inter-
pret ambiguities in their partner’s behavior in a
positive rather than negative light (Murray,
Holmes, & Griffin, 1996). On the other hand, even
if the signal is perceived as negative in general, the
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firm is likely to adjust its interpretation to sustain
its expectations for a mutually beneficial future
based on the existing cooperative relationship
(Branzei, Ursacki-Bryant, Vertinsky, & Zhang,
2004; Connelly et al., 2011). Joint dependence thus
allows considerable resilient interpretations in the
face of deterrence signals and relational uncertainty
(Gulati & Sytch, 2007). Moreover, a cooperative
and interdependent relationship between the home
country and subnational host location helps the
MNE to nurture interpersonal ties with local gov-
ernment officials (Luo, 2001; Peng & Luo, 2000)
and establishes the MNE’s credibility in the host
location (Kostova & Zaheer, 1999), thus potentially
loosening government interventions and mitigat-
ing uncertainties from intervention. The local
government will tend to be cooperative to avoid
the high cost of disrupting a relationship on which
it is highly dependent (Gulati & Sytch, 2007) by not
imposing additional unexpected requirements on
MNEs. As a result, joint dependence weakens the
negative effect of the deterrence signal on FDI
location decisions. Taken together, we present the
following hypotheses:

Hypothesis 2a: The greater the joint depen-
dence between a subnational host location and
an MNE’s home country, the stronger the posi-
tive effect of local government enticement signals
on the likelihood of the MNE’s choosing the
location as its FDI destination.

Hypothesis 2b: The greater the joint depen-
dence between a subnational host location and
an MNE’s home country, the weaker the negative
effect of local government deterrence signals on
the likelihood of the MNE’s choosing the location
as its FDI destination.

Dependence Asymmetry
In contrast to joint dependence, dependence asym-
metry is governed by the logic of antagonism and
power (Gulati & Sytch, 2007). Actors who possess
dependence advantages will increase their use of
confrontational strategies to squeeze profits from
power-disadvantaged actors, thereby redistributing
the value in the relationship in their favor (Perrow,
1970). Therefore, the performance benefits of the
stronger power-advantaged actor often come at the
expense of the weaker power-disadvantaged partner
(Pfeffer & Salancik, 1978). Antagonistic actions are
likely in such dependence asymmetry situations
(Emerson, 1962). We further decompose depen-
dence asymmetry into two situations – a home

country’s dependence advantage and a subnational
host location’s dependence advantage. The influ-
ence of local government signals varies in two
different dependence asymmetry situations – a
home country’s dependence advantage and a sub-
national host location’s dependence advantage.

Home country’s dependence advantage
When an MNE’s home country has more depen-
dence advantages than the subnational host loca-
tion,5 the MNE is less susceptible to local
government signals. First, MNEs from depen-
dence-advantaged home countries are less likely
to attend to the enticement signals from the local
government than are MNEs from dependence-dis-
advantaged home countries. Local government
incentive policies may serve as enticement signals
to attract foreign investors (Stevens, Xie, & Peng,
2016). The enticement signals of the local govern-
ment’s incentive policies, however, may not be
salient for MNEs from advantageous countries.
MNEs from countries with dependence advantages
often have confidence in managing environmental
uncertainties (Pfeffer, 1992), reducing the need to
attend to government signals. Signals from less
advantageous host locations are typically less cru-
cial for MNEs. Therefore, the positive effect of local
government enticement signals on FDI location
choices is weakened when the home country has a
dependence advantage over the host location.
Second, MNEs from countries with dependence

advantages are likely to interpret the deterrence
signal of government interventions as nonthreat-
ening. Although the deterrence signal may indicate
the government’s likelihood to intervene and
extract benefits from foreign firms (Stevens et al.,
2016), MNEs may feel confident that their home
countries’ dependence advantages will loosen local
government constraints. MNEs may utilize the
power of their home countries and increase the
use of adversarial tactics during interactions with
the local government, owing to less fear of retali-
ation, thereby positioning themselves to obtain
increased value and reduce uncertainty in the
relationship (Blau, 1964; Ramamurti, 2001). The
dependence-disadvantaged local government is
likely to mitigate intervention and even provide
preferential treatment in regard to land use, recruit-
ment, salaries, and taxation to firms from advanta-
geous countries that can satisfy their ‘‘demands’’ or
bring in ‘‘complementary’’ or ‘‘scarce’’ resources to
the host location (Li, Newenham-Kahindi, Shapiro,
& Chen, 2013; Meyer & Nguyen, 2005). Hence,
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MNEs from home countries with dependence
advantages over the host location are less likely to
be affected by local government deterrence signals
in location decisions. Based on these studies, we
present the following hypotheses:

Hypothesis 3a: The greater the MNE home
country’s dependence advantage over a subna-
tional location in a host country, the weaker the
positive effect of local government enticement
signals on the likelihood of the MNE’s choosing
the location as its FDI destination.

Hypothesis 3b: The greater the MNE home
country’s dependence advantage over a subna-
tional location in a host country, the weaker the
negative effect of local government deterrence
signals on the likelihood of the MNE’s choosing
the location as its FDI destination.

Host location’s dependence advantage
When a subnational host location has more depen-
dence advantages than does a home country,6 the
MNE is more susceptible to the host location
government signals. First, MNEs from home coun-
tries with dependence disadvantages are more
likely to attend to enticement signals from the
local government in location decisions. Such MNEs
often face substantial uncertainties due to depen-
dence disadvantages in international expansions
(Pfeffer, 1992). Because attending to local govern-
ment enticement signals can help to address
uncertainties and acquire valuable resources (Hig-
gins & Gulati, 2006; Sanders & Boivie, 2004), these
MNEs are likely to attach great importance to
government enticement signals. Given limited
attention, MNEs are especially likely to attend to
enticement signals from advantageous host loca-
tions, as these locations typically control critical
resources, information, and opportunities that
shape firms’ competitive positions (Marquis &
Qian, 2014; Vasudeva, 2013). Therefore, the posi-
tive effect of government enticement signals on
FDI location choices is strengthened when the
subnational host location has a dependence advan-
tage over the home country.

Second, when a subnational host location has
more dependence advantages than does a home
country, the MNE is also more likely to be affected
by the deterrence signals of local government
intervention. The MNE is prone to interpret the
deterrence signal as a real threat, strengthening the
negative effect of the deterrence signal on FDI

location choices. Prior research has found that
powerful actors maintain large numbers of resource
suppliers, playing them against one another, inten-
tionally keeping them at arm’s length to maintain
an advantage, and strategically allocating resources
to keep them in line, thereby perpetuating the
adversarial nature of interactions (Blau, 1964).
Similarly, a dependence-advantaged host location
government will likely make the most of the power
and exploit the weaknesses of MNEs from depen-
dence-disadvantaged countries (Boddewyn, 2005).
The host location government has the ability to
translate pressures from lobbying by domestic state-
owned firms or other incumbents into hostile
interventions in the operation of MNEs, especially
those from dependence-disadvantaged home coun-
tries (Meyer & Nguyen, 2005). A host location
government’s motivation to intervene, coupled
with its strong ability to intervene, strengthens
the deterrence signals (Stevens et al., 2016). At the
same time, MNEs are not endowed with the power
of their home countries to negotiate with the host
location government effectively for improved treat-
ment (Li et al., 2013; Ramamurti, 2001). Thus,
when the subnational host location has the depen-
dence advantage over the MNE’s home country, the
MNE perceives heightened levels of uncertainty,
strengthening the negative effect of local govern-
ment deterrence signals on FDI location choices.
Taking these arguments together, we present the
following hypotheses:

Hypothesis 3c: The greater the host location’s
dependence advantage over an MNE’s home
country, the stronger the positive effect of local
government enticement signals on the likelihood
of the MNE’s choosing the location as its FDI
destination.

Hypothesis 3d: The greater the host location’s
dependence advantage over an MNE’s home
country, the stronger the negative effect of local
government deterrence signals on the likelihood
of the MNE’s choosing the location as its FDI
destination.

METHODS

Sample and Data Sources
We use a sample of foreign investments in manu-
facturing industries across cities in China from
2003 to 2017 to test our hypotheses. Our study,
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therefore, offers a fine-grained analysis of govern-
ment influences at the city level. Recently, scholars
began to move beyond the provincial level and
explore city-level political influences on invest-
ments in China (Wang, Zhu, Chen, & Luo, 2020;
Zhong, Lin, Gao, & Yang, 2019). During the study
period (2003–2017), the fDiMarkets database
recorded a total of 8200 investment projects from
64 countries in 29 manufacturing industries (de-
fined at the two-digit SIC level) across 207 cities in
China. Figure 1 displays the geographic distribution
of FDI investments during this period.

Our primary data source is the Financial Times
fDiMarkets database, which contains information
on foreign investments by private and public
companies across all industries and countries start-
ing in 2003. This database is extensively used by the
World Bank, Economist Intelligence Unit, United
Nations Conference on Trade and Development,
and management scholars (Albino-Pimentel, Dus-
sauge, & Shaver, 2018; Duanmu, 2014). The
fDiMarkets database collects data from various
sources, such as public firm annual reports,

required regulatory filings, media announcements,
and reports from industry associations. Available
information on each foreign investment includes
investing firms, investing countries, entry time,
destinations, and investment amounts. Our second
major data source is each city’s statistical yearbooks
compiled by the Bureau of Statistics associated with
different prefectures in China. We obtain informa-
tion on city-level annual imports and exports with
different countries from these statistical yearbooks.
However, the statistical yearbooks of some cities are
not publicly available, and our access to hard copies
of the yearbooks is limited. We also use the Urban
Statistical Yearbook of China from the National
Bureau of Statistics for additional data at the city
level. Our third data source is a series of nationwide
longitudinal surveys of Chinese private enterprises
conducted by the Chinese Academy of Social
Sciences. The sample of enterprises is generated
via multistage random stratified sampling across all
prefectures and industries in China. These surveys
are extensively used by prior research to explore
enterprises’ relationships with the Chinese

Figure 1 Geographic distribution of foreign investments in China, 2003–2017. The size of the circle indicates the number of foreign

investments from 2003 to 2017. The top-five cities with the most foreign investments are Shanghai, Beijing, Guangzhou, Tianjin, and

Suzhou.
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government (Jia, 2014). We use responses from
these surveys for one of the items for the deterrence
signal of local government intervention at the city
level. Economic data on home countries, such as
GDP and GDP per capita, are obtained from the
World Bank’s World Development Indicators data-
base and Penn World Table (Version 10.0). More-
over, we employ the political hazard index
developed by Henisz (2002) to calculate the invest-
ing country’s institutional distance from China. We
extract data on the joint memberships of each
home country and China in intergovernmental
organizations (IGOs) from Pevehouse, Nordstrom,
and Warnke (2004). Finally, we use the national
cultural measures developed by Hofstede (1980) to
calculate the investing country’s cultural distance
from China.

Variables and Measures

Dependent variable
The dependent variable, FDI location choice, is a
dummy variable that equals 1 if the firm invests in
the host city in the year, and 0 otherwise.

Independent variables and moderators
All the independent variables, moderators, and
control variables are lagged one year (t-1) to
predict FDI location choices in the following year
(t). The enticement signal of local government incentive
policies is measured by a time-varying indicator that
captures the size of various economic zones that
benefit from preferential FDI policies (e.g., SEZs,
free-trade zones, open coastal cities, and open
coastal belts) in the host city. In the early period
of China’s economic reform, China established
SEZs in Shenzhen, Zhuhai, Shantou, Xiamen, and
Hainan, and opened 14 coastal cities with prefer-
ential FDI incentives. Subsequently, the open
coastal cities were extended into coastal belts,
which include a few open economic zones, such
as the Yangtze River Delta, Pearl River Delta, and
the Shandong Peninsula. In the 1990s, 15 free-trade
zones were further established to advance interna-
tional trade and other foreign businesses. In such
economic zones, local governments provide special
policy incentives, such as tax holidays, tax conces-
sions, customs duties exemptions, import quota
reductions, and preferential corporate tax rates
(Zhou, Delios, & Yang, 2002). We use the total
number of registered enterprises (in thousands) in

these economic zones to account for variations in
the size of the economic zones. In addition to the
continuous variable used in our main regression
analysis, we follow prior studies and include a
dummy variable in the robustness tests to indicate
whether a host location has at least one economic
zone (Zhou et al., 2002).
Consistent with prior research that evaluates

Chinese governments’ influence on the economy
(Fan, Wang, & Zhu, 2003; Wang et al., 2017), we
compile the deterrence signal of local government
intervention using three time-varying, city-level vari-
ables, namely, governments’ nontax financial bur-
den on enterprises, size of the government, and
government allocation of resources in the GDP. We
calculate the first item based on the nationwide
longitudinal surveys of Chinese private enterprises.
Governments’ nontax financial burden on enter-
prises is measured by the proportion of nontax
financial burden, such as tan pai, to total sales (Jia &
Mayer, 2017). Chinese local governments typically
engage inheavy informal taxationandunauthorized
revenue extraction from local businesses through
tan pai, which occasionally exceed formal taxes
(Bernstein & Lü, 2003; Jia & Mayer, 2017). Owing
to weak external checks and balances, local govern-
ments havemuch discretion in deciding the amount
to collect from local businesses (Xu, 2011). Thus,
such nontax burden from local governments serves
as a satisfactory indicator formeasuring thedegree to
which local governments intervene in local busi-
nesses (Jia & Mayer, 2017). Following prior research
(Jia, 2014), we aggregate enterprises’ responses at the
city level to generate a city-level index.
We obtain the other two items from the Urban

Statistical Yearbook of China, and each city’s statis-
tical yearbook. The size of the government is mea-
sured by the number of government employees as a
proportion of the local population. Prior research
has suggested that large government size is expected
to be positively related to the government’s incen-
tives to intervene in business operations by collect-
ing unauthorized levies to pay extra public
employees and the likelihood of bureaucratic red
tape (Jia & Mayer, 2017). Relatively large bureaucra-
cies also have additional resources for intervening in
business operations and implementing regulations
to protect local incumbents (Poncet, 2005). Hence,
the proportion of government employees in the
population serves as an indicator of bureaucracy and
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overregulation and is likely to constrain foreign
investments (Jia & Mayer, 2017; Li & Yao, 2010).
Government allocation of resources is measured by
the proportion of government budgetary expenses
in theGDP. Thismeasure is generally used to capture
local governments’ fiscal autonomy to intervene in
the economy despite central directives (Jin, Qian, &
Weingast, 2005; Poncet, 2005). China’s economic
reform since the late 1970s has been characterized by
fiscal decentralization, which assigns substantial
fiscal power and economic control to local govern-
ments (Zhao & Zhang, 1999). Prior research has also
found that disproportionately high government
spending is positively related to the government’s
incentives to engage in state predation by unautho-
rized revenue extraction from a local business (Cai,
Fang, & Xu, 2011) and is likely to discourage foreign
investments. Accordingly, the three items in our
index are in line with the subindex of government–
market relations in the NERI marketization index
compiled by Fan and colleagues, which is exten-
sively used in prior research to examine regional
differences in market institutional development in
China (Jia, 2014; Wang & Qian, 2011). We combine
these three ratio variables into a single index for each
city by calculating factor scores through principal
factor analysis (Schein, Saul, & Ungar, 2003). Under
this process, the produced factor scores are standard-
ized to amean of zero. A high factor score indicates a
strong deterrence signal of government interven-
tion, thereby negatively affecting FDI location
choices. In the robustness tests, we also consider
including items in the subindexof the importance of
(non) state-owned enterprises in the NERI marketi-
zation index andobtain largely consistent regression
results. To illustrate the enticement and deterrence
signals, Figure 2a, b display the geographic distribu-
tion of the two signals.

Joint dependence and dependence asymmetry
We collect the bilateral trade data between a home
country and host city from prefectural-level statis-
tical yearbooks. Following established measures of
dependence (Casciaro & Piskorski, 2005; Xia, 2011),
we use a network-based measure that weighs
resource exchange with the concentration ratio
(Burt, 1983; Casciaro & Piskorski, 2005; Xia, 2011).7

Consistent with Xia (2011), we treat import and
export separately, as each represents different types
of resource exchanges. Specifically, we first opera-
tionalize the dependence of home country p on
host location m at year t-1 as Dp, m, t-1.

Dp;m;t�1 ¼
Epm t�1ð Þ
P

nEpn t�1ð Þ

� �2

Hmðt�1Þ

þ
Ipm t�1ð Þ
P

nIpn t�1ð Þ

� �2

Gm t�1ð Þ; ð1Þ

where p indicates the MNE’s home country, m and n
indicate the host locations, and t indicates the year.
Epm t�1ð Þ indicates the total dollar value of goods
exported from country p to locationm at year (t-1),
and

P
nEpn t�1ð Þ sums the total dollar value of goods

exported from country p at year (t-1) across all host

locations. Thus,
Epm t�1ð ÞP
n
Epn t�1ð Þ

captures a host location’s

proportion in a home country’s total export, and a
high value indicates the high level of dependence of
the home country on the host location in terms of
exports. Ipm t�1ð Þ indicates the total dollar value of
goods imported by country p from locationm at year
(t-1), and

P
nIpn t�1ð Þ sums the total dollar value of

goods imported by country p at year (t-1) across all

host locations. Thus,
Ipm t�1ð ÞP
n
Ipn t�1ð Þ

captures a host loca-

tion’s proportion in a home country’s total import ,
and a high value indicates the high level of depen-
dence of the home country on the host location in
terms of imports. We follow established approaches
(Xia, 2011) to multiply the measure of the depen-
dence of home countries on host locations by the
concentration ratio. We measure the export and
import concentration ratios separately because each
captures different types of exchange. Hmðt�1Þ and
Gmðt�1Þ are the export and import concentration
ratios of host location m at year t-1. The concen-
tration ratio is calculated by the Herfindahl index.
The export concentration ratio is the sum of the
squared export shares of all other countries in the
host location, and the import concentration ratio is
the sum of the squared import shares of all other
countries in the host location.

Similarly, we operationalize the dependence of
host location m on home country p at year t-1 as
Dm, p, t-1.

Dm;p;t�1 ¼
Emp t�1ð Þ
P

qEmq t�1ð Þ

 !2

Hpðt�1Þ

þ
Imp t�1ð Þ
P

qImq t�1ð Þ

 !2

Gp t�1ð Þ; ð2Þ

where m indicates the host location, p and q indi-
cate the home country, and t indicates the year.
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Emp t�1ð Þ indicates the total dollar value of goods
exported from locationm to country p at year (t-1),
and

P
qEmq t�1ð Þ sums the total dollar value of goods

exported from location m at year (t-1) to all

countries. Thus,
Emp t�1ð ÞP
q
Emq t�1ð Þ

� �

captures a country’s

proportion in a host location’s total export, and a
high value indicates the high level of dependence
of the host location on the home country in terms
of exports. Imp t�1ð Þ indicates the total dollar value of
goods imported from country p at year (t-1), andP

qImq t�1ð Þ sums the total dollar value of goods
imported by location m at year (t-1) from all
countries. Thus,

Imp t�1ð ÞP
q
Imq t�1ð Þ

captures a country’s pro-
portion in a host location’s total import, and a high
value indicates the high level of dependence of the
host location on the home country in terms of
imports. Similar to the approach above, we weigh
the proportions using the concentration ratio (Burt,
1983), where Hpðt�1Þ and Gpðt�1Þ are the export and
import concentration ratios of country p at year
t-1.

Following prior works (Casciaro & Piskorski,
2005; Gulati & Sytch, 2007), we construct joint
dependence, which is measured by the sum of the
two dependence measures derived above. We use a
spline approach to assess dependence asymmetry,
by differentiating between home country’s and
host location’s dependence advantage (Gulati &
Sytch, 2007). Home country’s dependence advantage is
measured by subtracting the dependence of the
home country on the host location from the
dependence of the host location on the home
country if the dependence of the host location on
the home country is higher than the dependence of
the home country on the host location, and zero
otherwise. Host location’s dependence advantage is
measured by subtracting the dependence of the
host location on the home country from the
dependence of the home country on the host
location if the dependence of the home country

on the host location is larger than the dependence
of the host location on the home country, and zero
otherwise.

Control variables
We include a few sets of control variables to capture
other potential sources of heterogeneity affecting
foreign location choices. Prior research on location
choices emphasized host location factors, such as
market potential, economic growth, trade, and
prior foreign entries (Henisz & Delios, 2001; Li,
Qian, & Yao, 2015; Lu, Liu, Wright, & Filatotchev,
2014). Thus, at the host city level, we include host
city GDP, GDP per capita, GDP growth, labor cost
(average wages), transportation infrastructure (ac-
cess to seaport or airport), and FDI density in the
same industry from the same country in each year
in the models. At the home country level, we
include home country GDP, GDP per capita, and
GDP growth to control for possible home country
heterogeneities (Li & Vashchilko, 2010; Li & Yao,
2010). At the home–host dyadic level, we control
for the relationships between the home and host
locations by including sister-city relationships, cul-
tural distance, institutional distance, and institu-
tional interdependence. A sister-city relationship is
a formal tie between the prefectural governments
of two countries to enable cross-border cultural and
economic exchanges and bilateral communications
(Cremer, De Bruin, & Dupuis, 2001). Research
suggests that cities with a sister-city relationship
attract more FDIs than other similar cities within a
host country (Hu et al., 2021). We measure sister
cities by a dummy variable which equals 1 when
there is a sister-city relationship in a given year
between a host city and the home city of the MNE’s
headquarters, and 0 otherwise. In addition to this
dyadic city-level relationship, we also control for
cultural distance between a home country and
China (Albino-Pimentel et al., 2018; Li, Zhang, &
Shi, 2020). Cultural distance is measured by the
composite index developed by Kogut and Singh
(1988), which is based on the differences between
China and home countries in four dimensions of
culture identified by Hofstede (1980). We control
for the institutional distance between a home
country and China (Albino-Pimentel et al., 2018;
Berry, Guillén, & Zhou, 2010), which is calculated
by the yearly country-level political hazards infor-
mation of Henisz (2002) as a proxy for a country’s
institutional profile. Moreover, we control for the
institutional interdependence relationship (Albino-
Pimentel et al., 2018; Ingram, Robinson, & Busch,

bFigure 2 a Geographic distribution of the average strength of

enticement signals in China, 2003–2017. The size of the circle

indicates the average strength of enticement signals from 2003

to 2017. The top-five cities with the strongest enticement signals

are Shanghai, Tianjin, Shenzhen, Foshan, and Hangzhou.

b Geographic distribution of the average strength of

deterrence signals in China, 2003–2017. The size of the circle

indicates the average strength of deterrence signals from 2003

to 2017. The top-five cities with the strongest deterrence signals

are Lvliang, Ulanqab, Pu’er, Yan’an, and Zhoukou.
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2005). We examine the dyadic joint memberships
between each home country and China in IGOs by
extracting the IGO data collected by Pevehouse
et al. (2004). Following Ingram et al. (2005), we
measure institutional interdependence by counting
the total number of IGOs in which a home country
and China are both members. At the industry level,
we control for factors related to intangible assets
(technology or brand) by including industry R&D
intensity and advertising intensity at the two-digit
industry level (Chung & Alcácer, 2002; Li, Yang, &
Yue, 2007). At the firm level, we control for
investment amount to account for firm hetero-
geneities related to size.

Estimation Method
Following prior studies on location choices (Li
et al., 2015; Y. Li et al., 2020), we build location
choice sets by considering all potential host loca-
tions and deem a location as a potential target if
that location received at least one foreign invest-
ment during the observation period (2003–2017).
Accordingly, our study has 1,614,800 observations,
and the choice set ranges from 199 to 207 prefec-
ture-level cities across the years (e.g., Luliang City
in Shanxi Province was established in 2004).

Based on previous research on location choices
(Albino-Pimentel et al., 2018; Chung & Alcácer,
2002; Enright, 2009), we estimate a mixed logit
specification (Train, 2009). The mixed logit model
is a generalization of conditional logit analysis
(McFadden, 1974). Similar to conditional logit,
mixed logit analysis compares the destination
location chosen by a foreign firm with other
potential locations not chosen. In contrast to
conditional logit, mixed logit models allow the
estimation of conditional probabilities under dis-
tinct firm heterogeneities (Albino-Pimentel et al.,
2018; Chung & Alcácer, 2002; Li et al., 2020). Thus,
mixed logit models allow preferences to vary across
firms, whereas conditional logit assumes that firms
value location traits equally. Moreover, mixed logit
specification relaxes the independence of irrelevant
alternatives restrictions imposed by conditional
logit. Recently, scholars began using mixed logit
analysis to analyze location decisions owing to the
restrictions and limitations of conditional logit
(Albino-Pimentel et al., 2018; Castellani & Lavora-
tori, 2020). Given the importance of firm, home
country, and industry heterogeneities in location
choices, we follow recent studies and adopt mixed
logit specifications in our analyses. As a robustness

test, we also use conditional logit in the supple-
mentary analyses.

RESULTS
Table 1 presents a summary of the descriptive
statistics and correlations. The maximum variance
inflation factor (VIF) is 3.59, which is below the
cutoff value of 10 that may cause multicollinearity
concerns (Ryan, 1997). Therefore, multicollinearity
is not a major concern in the results.
Table 2 reports the results of the mixed logit

regressions modeling FDI location decisions on
entry into a particular city in China. Model 1
includes the control variables, joint dependence,
home country’s dependence advantage, and host
location’s dependence advantage. Model 2 adds the
enticement and deterrence signals to test Hypothe-
ses 1a and 1b. Model 2 shows that the enticement
signal has a positive impact (b = 0.018, p = 0.000),
but the deterrence signal has a negative impact on
FDI location decisions (b = - 4.926, p = 0.000),
supporting Hypotheses 1a and 1b. For a standard
deviation increase in the enticement signal, the
odds of the MNE selecting the location are expected
to increase by 2.40%. For a standard deviation
increase in the deterrence signal, the odds of the
MNE selecting the location are expected to decrease
by 96.52%.8

Model 3 adds the interactions between joint
dependence and the enticement and deterrence
signals to test Hypotheses 2a and 2b. Model 3
reveals that the interaction between joint depen-
dence and the enticement signal is positive and
significant (b = 2.262, p = 0.000), and the interac-
tion between joint dependence and the deterrence
signal is positive and significant (b = 1.269, p =
0.007). To effectively interpret these results, we
graphically illustrate the patterns of the interaction
effects in Figure 3a, b. Following Brambor, Clark,
and Golder (2006), we present how the marginal
effects of the enticement and deterrence signals on
FDI location decisions change across levels of joint
dependence. As mixed logit regression is a nonlin-
ear estimator, the coefficients of the interaction
terms provided in Table 2 do not represent the
marginal effects. Examining the marginal effects
contingent on the values of the variables of interest
is necessary (Shaver, 2006). Consistent with
Hypothesis 2a, Figure 3a shows that when a high
level of joint dependence exists between a host city
and home country, the positive marginal effect of
the enticement signal of government incentive
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policies is strengthened. Figure 3b indicates that
when a high level of joint dependence exists
between a host city and home country, the nega-
tive marginal effect of the deterrence signal is
weakened, thereby supporting Hypothesis 2b.
Model 4 includes the interactions between the

home country’s dependence advantage and the
enticement and deterrence signals to test Hypothe-
ses 3a and 3b. Model 4 shows that the interaction
between the home country’s dependence advan-
tage and the enticement signal of government
incentive policies is negative and significant (b =
-3.811, p = 0.000). The interaction between the
home country’s dependence advantage and the
deterrence signal is positive and significant (b =
6.201, p = 0.007). We graphically illustrate the
interaction effect patterns in Figure 4a, b. Figure 4a,
b plot the relationship between home country’s
dependence advantage and the marginal effects of
the enticement and deterrence signals when home
countries have more dependence advantages than
host locations. Figure 4a illustrates that when the
home country’s dependence advantage increases,
the positive marginal effect of the enticement
signal is weakened. Figure 4b demonstrates that
when the home country’s dependence advantage
increases, the negative marginal effect of the
deterrence signal is weakened. Hypotheses 3a and
3b are supported.
Model 5 adds the interactions between the host

location’s dependence advantage and the entice-
ment and deterrence signals to test Hypotheses 3c
and 3d. Model 6 is the full model with all interac-
tion terms. Model 5 shows that the interaction
between the host location’s dependence advantage
and the enticement signal of government incentive
policies is positive and significant (b = 0.677, p =
0.003). The effects are illustrated in Figure 5. Con-
sistent with Hypothesis 3c, Figure 5 demonstrates
that when the host location’s dependence advan-
tage increases, the positive marginal effect of the
enticement signal on FDI location decisions is
strengthened. Model 5 reveals that the interaction
between the host location’s dependence advantage
and the deterrence signal is positive and significant
(b = 6.994, p = 0.001), rejecting Hypothesis 3d.
To further explore these interaction effects, we

follow Penner-Hahn and Shaver (2005) and exam-
ine the marginal effects by splitting the sample
based on the mean of the moderating variable.
Next, we examine the marginal effects of the
independent variables on the dependent variable
for each split sample. We present the split sampleV
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analyses in Online Appendix A. We also perform
several supplementary analyses by employing alter-
native measures of local government signals, test-
ing the causal relationship between FDI and trade,
and using alternative statistical models. We present
these results in Online Appendix B.

DISCUSSION
By integrating resource dependence theory and
research on FDI location choices, we analyze how
the dependence relationship between a subnational
host location and the home country of an MNE
interacts with local government signals in affecting
FDI within-country location choices. We find that,
based on a sample of foreign manufacturing ven-
tures in China from 2003 to 2017, joint depen-
dence and dependence asymmetry moderate the
effects of local government signals on an MNE’s
subnational location decisions. Joint dependence
enhances the positive effect of local government
enticement signals and mitigates the negative
effect of local government deterrence signals on
foreign investments. Moreover, dependence asym-
metry affects the impact of local government
signals differently, depending on which actor holds
the dependence advantage. When a home country
possesses a dependence advantage over a host
location, the home country’s dependence advan-
tage weakens the impact of local government
enticement and deterrence signals. When a subna-
tional host location has a dependence advantage
over a home country, however, the host location’s
dependence advantage strengthens the impact of
local government enticement signals.
Our study improves the understanding of the

influence of local government signals on MNEs’
subnational location decisions. Using a city-level
study, we demonstrate how local governments’
enticement and deterrence signals affect MNEs’
within-country location choices. Our recognition
of the coexistence of government signals’ positive
and negative effects at the subnational level is in
line with the traditional theory of FDI, which
highlights the host country governments’ role in
providing investment incentives and setting per-
formance requirements for multinational enter-
prises (Grubert & Mutti, 1991; Guisinger, Mason,
Hood, & Young, 1985). Two types of local govern-
ment signals – enticement and deterrence sig-
nals – target MNEs as carrots and sticks. More
importantly, we identify boundary conditions that
may buffer or enhance the effects of subnationalT
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governments’ enticement and deterrence signals
on FDI location choices, which is an underexplored
research area (Connelly et al., 2011). We contribute
to this research stream by exploring the depen-
dence relationships between subnational locations
and home countries as contingencies that

strengthen or weaken the effects of local govern-
ment signals. As such, our study echoes the call for
more research on ‘‘the boundaries of what we know
about signaling to develop a more comprehensive
theory’’ by exploring signaling environments in
which a ‘‘certain signaler–receiver pair may yield

a

b

Figure 3 a Joint dependence and marginal effects of enticement signal. b Joint dependence and marginal effects of deterrence signal.
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especially effective signaling’’ (Connelly et al.,
2011: 56–62). In this regard, our study also joins
the signaling literature and resource dependence
theory. We maintain that the two lines of research

connect, owing to their focus on uncertainty
(Connelly et al., 2011; Pfeffer & Salancik, 1978;
Spence, 2002). Whereas the signaling literature
highlights that receivers scan the environment

a

b

Figure 4 a Dependence asymmetry and marginal effects of enticement signal (home country’s dependence advantage).

b Dependence asymmetry and marginal effects of deterrence signal (home country’s dependence advantage).
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and rely on signals to reduce uncertainty (Connelly
et al., 2011; Gulati & Higgins, 2003), resource
dependence theory stresses that dependence rela-
tionships shape uncertainty (Emerson, 1962; Pfeffer
& Salancik, 1978). Therefore, signals and depen-
dence relationships are channels through which
actors gauge and address environmental uncertain-
ties. Although we do not directly measure the
mechanisms of uncertainty reduction, our results
provide indirect evidence that the uncertainty
driven by the resource dependence relationships
may interact with the uncertainty emphasized by
the signaling approach in influencing MNEs’ loca-
tion decisions. We invite future research to further
explore the interconnections between the two
approaches.9

By focusing on the dependence relationship
between a firm’s home country and a host location,
we respond to the call for increased applications of
resource dependence theory in international con-
texts (Hillman et al., 2009; Xia, 2011; Xia, Ma, Lu, &
Yiu, 2014). We evaluate the joint dependence and
dependence asymmetry relationships and further
differentiate between a host location’s dependence
advantage and ahome country’s dependence advan-
tage.Our results corroborate the differences between
these dimensions. For example, although both joint
dependence and a home country’s dependence

advantages may help MNEs to alleviate uncertainty,
the two types of relationships generate divergent
moderating effects on the value of government
enticement signals: The latter alleviates, but the
former strengthens thepositive effects of enticement
signals. This suggests that reduced uncertainty due
to ‘‘embeddedness’’ in joint dependence (Granovet-
ter, 1985;Gulati& Sytch, 2007) and thatwhicharises
from ‘‘power’’ in dependence advantages (Emerson,
1962) may carry different implications for MNEs.
Thus, we extend prior resource dependence litera-
ture (Casciaro & Piskorski, 2005; Gulati & Sytch,
2007) by offering a nuanced understanding of the
dependence relationship between subnational loca-
tions and home countries. We also call for more
research to further explore themechanisms that lead
to dissimilar effects.10 In addition, prior studies have
focused primarily on resource dependence between
organizations (e.g., partners in alliances, joint ven-
tures), but our study centers on the relationships
between subnational locations and countries and
focuses not only on their interdependence but also
on any asymmetry within their interdependence.
Our discussion of resource dependence at national
and subnational levels is consistent with Pfeffer’s
(1987) notion that resource dependence exists and is
defined primarily at higher levels ‘‘rather than [at]
interfirm transactions’’ (p. 44).

Figure 5 Dependence asymmetry and marginal effects of enticement signal (host location’s dependence advantage).
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In addition, our study has important implica-
tions for subnational research. A recent review
suggested that ‘‘the subnational-effect research
steam is still young’’ (Hutzschenreuter et al., 2020:
11) and called for increased research on this topic.
In his early work on location and strategy, Porter
(1994) emphasized the importance of subnational
location choices and local government influence:
‘‘The relevant economic area is smaller than the
nation . . . the most decisive economic policy
influences are often at the state and local level’’ (p.
38). Indeed, although the central government
provides a centralized form of FDI policies, the
interpretation and implementation of policies
established at the country level are often delegated
to local governments in a decentralized host coun-
try (Chan et al., 2010; Meyer & Nguyen, 2005).
Local governments often have interests distinct
from country-level governments (Hu et al., 2021;
Tse, Pan, & Au, 1997). Whereas country-level
governments are concerned with cross-country
ideological differences, cross-border sentiments,
and international politics (Kim & Chung, 1997;
Klein, Ettenson, & Morris, 1998), local govern-
ments are more likely to address the economic
challenges in their locations. Decentralization typ-
ically leads to competition between local govern-
ments (Cai & Treisman, 2006), which results in
local governments’ increasing interest in economic
activities, such as subnational-level trade with
foreign countries. Divergent interests between the
local and central level governments suggest that
one is more likely to find the proposed effects of
mutual trade dependencies at the subnational level.
At the country level, cross-border ideology may be
more salient. Indeed, the recent China–U.S. eco-
nomic decoupling reflects primarily ideological
conflicts despite mutual trade dependence between
China and the United States. Further, by focusing
on FDI in China over a 15-year period, our study
responds to the call for increased longitudinal
studies on subnational location choices because
institutional environments at the subnational level
may change over time (Hutzschenreuter et al.,
2020).

Finally, our study has important policy implica-
tions. Emerging economies are becoming impor-
tant participants in the global economy. Our
analyses suggest that government signals matter
and serve as a key determinant of FDI subnational
location decisions. Potential investors can take
advantage of the positive effects of government
incentive policies and mitigate the negative effects

of government intervention by referring to the
policies of their home country. The role of a home
country, especially interactions between a home
country and subnational host location, should be
considered when MNEs make investment decisions.
Given the power dynamics in trade relations
between a home country and subnational host
location, how to manage dependence to enhance
bargaining power is a crucial factor for policymak-
ers. Beyond general beneficial policies in trade,
dyadic relationships may be considered case by case
to help MNEs to choose the best host location.
Several limitations of our study indicate promis-

ing areas for future research. First, we examine our
hypotheses in a single host country. Future studies
can investigate the generalizability of our predic-
tions in other host countries. Second, we acknowl-
edge that the limitations of archival data prevent us
from measuring the mechanisms and identifying
the internal decision-making processes that MNEs
use to attend to and interpret government signals
in FDI location decisions. Alternative methodolo-
gies (e.g., field studies, surveys) would complement
our study and shed light on the mechanisms
through which the dependence relationship
between a home country and host location leads
to divergent receiver attention and interpretation
to host governments’ policy signals. Due to the
limitations of secondhand data, we cannot assess
whether the government sends enticement and
deterrence signals deliberately or unintentionally.
Third, our measures of the local government
enticement and deterrence signals are not specific
to FDI policies. We call for future research to collect
data on FDI-related enticement and deterrence
signals at the city level.
Fourth, we capture the joint dependence and

dependence asymmetry relationships between sub-
national host cities and home countries. An in-
depth measure is needed to capture the relationship
between the host cities and home cities of MNEs’
headquarters. We acknowledge this limitation, due
to data availability, and call for future research at
the home-city level to mitigate this concern. Fifth,
other subnational ties exist, such as international
friendship (sister) cities, in which intergovernmen-
tal ties are established between two cities in two
separate countries (Cremer et al., 2001; Hu et al.,
2021). In our study, we controlled for sister-city
relationships, but whether multiple types of sub-
national relations substitute or complement one
another in affecting the impact of local govern-
ment signals on FDI subnational location choices
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remains unclear. Thus, future research could inves-
tigate interactions between different types of sub-
national relations. Sixth, our study focuses on the
dyadic relationship between a host location and
home country. A complex network of relationships,
including peer home countries, other host loca-
tions, and additional actors, however, influences
MNE–host location dynamics (Nebus & Rufin,
2010). Future research could advance from a dyadic
to a position-level analysis by exploring the net-
work positions of home countries and host loca-
tions (such as structural holes) in a broad network
(Burt, 1983; Guler et al., 2002). Finally, we acknowl-
edge that, although the dependence relationship
between the home country and subnational host
location may influence an MNE’s interpretation of
and response to local government signals, there are
firm heterogeneities in regard to the degree to
which such country-level influences can be con-
verted to firm-level ones. For example, firms with
close connections to home-country governments
and those with high capability and resource levels
may be in the best position to leverage home
country-level advantages. Due to limited data on
firm-level information, we call for future research
to examine such firm heterogeneities.

ACKNOWLEDGEMENTS
We sincerely thank Editor Yigang Pan and the three
anonymous reviewers for their helpful comments on
the paper. Luqun Xie is grateful for the financial
support from National Natural Science Foundation of
China, Grant No. 72002127. Jiatao Li is grateful for the
financial support from the Research Grants Council of
Hong Kong (HKUST# 16507219) and HKUST Institute
for Emerging Market Studies (IEMS) Research Grant
(IEMS21BM05).

NOTES

1For example, Hiroshi Shoda commented that the
Wuxi city government supported Sony by delegat-
ing special officials to facilitate negotiations that
Sony conducted with the Ministry of Commerce of
China.

2The signaling literature discusses the potential of
unintentional signals in addition to the dominant
view of deliberate signaling (Connelly et al., 2011;
Vasudeva et al., 2018). Specifically, signalers may
not intentionally send deterrence or negative

signals to receivers. Negative signals are often sent
unintentionally or interpreted by receivers in an
unintended way (Connelly et al., 2011). Similarly,
governments may not be motivated to send signals
with the purpose of deterring FDIs. Firms, however,
may interpret some government policies and
actions as less friendly and sometimes even nega-
tive, depending on the receivers’ priorities and
backgrounds (e.g., Taj, 2016). Some examples of
negative government signals include government
credit risk, deficits, institutional stability (Ahlquist,
2006), and the country’s investment disputes (Allee
& Peinhardt, 2011) as well as the government’s
deteriorating support for market liberalization
(Banalieva et al., 2018). Following prior research,
our paper acknowledges the coexistence of entice-
ment and deterrence signals.

3Tan pai is a Chinese word that means ‘‘desig-
nated shares’’; ‘‘when a government bureau needs
resources, it designates a group of firms that must
each contribute a share of the required resources –
in addition to their legal tax and fee obligations’’
(Jia & Mayer, 2017: 212). Tan pai represents a type
of local government expropriation (Cai et al.,
2011). Since China’s economic reform in the
1970s, the central government has increasingly
delegated the national economy to local govern-
ments. Therefore, local governments have substan-
tial control over a large number of resources and
enjoy a high level of autonomy in regulating
regional economic development (Xu, 2011). Such
autonomy, however, often leads to abuses of gov-
ernment power, such as collecting tan pai (Monti-
nola, Qian, & Weingast, 1995). Often, tan pai is
collected in the name of legitimate social purposes,
although tan pai’s actual use may serve government
officials’ self-interests (Jia & Mayer, 2017). More-
over, the specific channel and the amount of tan pai
levied by the local government may vary across
locations within the country and vary across firms,
depending on the external checks and balances on
the local government as well as the firm’s bargain-
ing power (Xu, 2011)

4An example of such a relationship between a
subnational host location and home country is that
between the city of Taicang in China, and Ger-
many. Owing to its highly embedded trade and
investment relationships with Germany, Taicang is
considered the ‘‘hometown of German companies
in China.’’ For example, the Taicang government
established the Taicang German Centre for Indus-
try and Trade to provide one-stop service for
German companies. The Taicang government also
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established the Taicang German Street, with Ger-
man-style architecture, to accommodate the
Germans.

5An example of a home country with a depen-
dence advantage over a subnational host location
in our research context of trade relations is the
United States versus Maanshan, a medium-sized
prefecture-level city in the middle of China. As one
of the largest foreign investing countries in China,
the United States has foreign trade relations with
numerous cities in China, among which Maanshan
is only a small part. However, as a medium-sized
city in the middle of China, and one that lacks
many locational advantages, Maanshan does not
have extensive foreign trade relations. The United
States is one of the most important foreign coun-
tries for Maanshan. Therefore, the United States
holds a dependence advantage over Maanshan.

6An example of a subnational host location with
a dependence advantage over a home country in
our research context is Guangzhou, one of the
largest cities in China, versus Nigeria. As a city in
the Pearl River Delta Economic Zone, Guangzhou
has foreign trade relations with multiple countries,
but Nigeria comprises only a small portion. Never-
theless, Guangzhou is one of the most important
locations in China for Nigerian foreign trade.
Therefore, Guangzhou holds a dependence advan-
tage over Nigeria.

7The dependence measure developed by Cascioro
and Piskorski (2005) and refined by Xia (2011) is
designed to replicate Burt’s (1983) seminal formu-
lation of network constraints, which include the
concentration ratio as a component. The concen-
tration ratio evaluates the level of monopoly,
indicating the extent to which the host location/
home country is coordinated so as to eliminate
constraints (Burt, 1983). A higher concentration
ratio is ‘‘presumed to indicate more coordination,
less rivalry…’’ (Burt, 2008: 333). The inclusion of
concentration ratio as a component also reflects
Pfeffer and Salancik (1978)’s notion that depen-
dence is the product of the importance of a given
input/output to an actor and the extent to which
the input/output is controlled by relatively few
actors. The extent to which the input/output is
controlled by relatively few actors is typically
measured by the concentration ratio.

8We provide effect size for specific items of the
enticement and deterrence signals. For a one thou-
sand increase in the number of registered enter-
prises in economic zones of the city, the odds of the
MNE selecting the location are expected to increase

by 1.81%. For a one percent increase in the
proportion of government employees in the popu-
lation, the odds of the MNE selecting the location
are expected to decrease by 11.57%. For a one
percent increase in the proportion of government
budgetary expenses in the GDP, the odds of the
MNE selecting the location are expected to decrease
by 1.72%. For a one percent increase in the
proportion of nontax financial burden on private
enterprises to total sales, the odds of the MNE
selecting the location are expected to decrease by
0.94%. We calculate these effect sizes after replac-
ing the variable with the specific item in the model.
Regression results are available upon request.
Moreover, we calculate elasticity for the enticement
and deterrence signals in the model. Since elasticity
is defined as the ratio of changes in the logarithms
of the variables, the calculation of elasticity is only
valid for variables with positive values. Following
the common technique for handling variables with
nonpositive values, we transform the two variables
of enticement and deterrence signals by adding a
constant (the absolute of the minimum value of the
variable and a very small number). The mean
elasticity for the enticement signal is 0.007, and
the mean elasticity for the deterrence signal is
- 7.630.

9We thank our referee for encouraging us to
explore the interconnections between the signaling
literature and resource dependence theory. We also
note that the two perspectives differ in a few
aspects. For example, both highlight uncertainties
but from divergent sources. Whereas the signaling
approach highlights information asymmetry as a
source of uncertainty (Connelly et al., 2011; Hig-
gins & Gulati, 2006), resource dependence theory
emphasizes resource dependence as a source of
uncertainty (Pfeffer & Salancik, 1978; Xia, 2011).
Another difference is the degree of proactiveness in
managing uncertainty. Uncertainty reduction by
paying attention to and responding to government
signals is a relatively reactive approach, but
resource dependence theory focuses on firms’
attempts to proactively manage uncertainty. Given
that the signaling approach and resource depen-
dence theory emphasize attention, interpretation,
and the firm’s strategic response (Gulati & Higgins,
2003; Pfeffer & Salancik, 1978: 63), we think that
resource dependence theory may complement the
signaling approach to offer a more comprehensive
picture of uncertainty reduction (Pfeffer & Salancik,
1978; Thompson, 1967). Although the different
sources of uncertainties and divergent degrees of
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proactiveness are beyond the scope of our study, we
call for future research to examine this theme to
further integrate the two approaches.

10We would like to note that we do not find a
significant strengthening effect of the host loca-
tion’s dependence advantage on the negative rela-
tionship between local government deterrence
signals and the likelihood of the MNE’s choosing
the location as its FDI destination, rejecting
Hypothesis 3d. This finding appears inconsistent
with Thompson’s (1967) proposition that, ‘‘under
norms of rationality, organizations seek to mini-
mize the power of task-environment elements over
them by maintaining alternatives’’ (p. 32). Accord-
ing to Thompson (1967), when the host location
holds a dependence advantage, increased uncer-
tainties drive MNEs to seek alternatives and select
other locations, thereby further strengthening the

negative effects of local government deterrence
signals. The inconsistent finding indicates the
possible boundary conditions of Thompson’s
(1967) work; the motivation to ‘‘minimize the
power of task-environment elements’’ may be less
prominent when MNEs need critical resources (p.
32). MNEs are still inclined to seek resources from
the host location, despite the location’s depen-
dence advantage; the deterrence signals do not
become more salient even when the host location
has higher levels of dependence advantage over the
home country. More research is warranted to
examine howMNEs weigh the benefits of obtaining
resources in the host location with the costs of
being exploited due to power disadvantages (Pfeffer
& Salancik, 1978; Thompson, 1967).
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