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Abstract

Major studies on FDI looks at location, technology, policy, availability of natural
resources, skilled labor, state support, climate, political and economic advantages for
investment decisions. There are few studies that look at cultural factors affecting FDI
decisions in service. This paper provides qualitative analysis of the impact of national
culture on the flow of foreign direct investment in the service sector within the context
of Germany. In particular, the paper discusses the cultural logic of German foreign
direct investment in the service sector. It argues that inward FDI in the service sector
was actually substantially more affected by cultural distance compared to outward FDI.
The study finds that it is important to distinguish between inward and outward FDI to
assess the cultural logic of German FDI in the service sector.
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1 Introduction

One of the most critical and challenging key decisions commonly discussed in the field
of international business is the location decision of Foreign Direct Investment (FDI)
since its failure causes impactful consequences, financially as well as for the brand image
(Galan et al. 2007; Johnson et al. 2006). For this reason, knowledge about why one coun-
try invests in another and what influences it is vital for governments and multinational
enterprise (MNE) managers alike in order to ensure effective policy-making and to
assess potential costs and benefits for firms (Aguiar et al. 2006). Currently, there is a
controversial discussion about the decisive factors and polices that influence FDI in the
global economy which is also due to the plethora of research about the determinants
of FDI which does not find consensus (Du et al. 2012; Mellahi and Guermat 2001; Zait
et al. 2014). Consequently, it is impossible to assess all possible determinants of FDI, and
hence this dissertation will look at German FDI abroad and how location choices for
this type of investment are influenced by cultural differences between home and host
country.

There are many forms of distance; i.e., geographical, political or economic, however, as
Gomez-Mejia and Palich (1997) pointed out, cultural differences are an inevitable chal-
lenge for an internationally expanding firm and crucial to consider. Despite its alleged
importance, the plethora of research to determine the reason for FDI abroad all too
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often seems to neglect the relevance of culture and, additionally, underestimates, ignores
or not appreciates differences in sectorial characteristics especially in the service sector,
but instead uses aggregated data for their analysis which significantly distorts the out-
come (Sathe and Handley-Schachler 2006).

The operational aspect of international business demands interaction across borders
with people and their firms, which are inherently bound to their culture. The resulting
differences in norms, values and beliefs promote misunderstanding and jeopardize busi-
ness success and eventually can end an FDI endeavor in the red (Constanza 2001). Sev-
eral scholars and blame the lack of what Johnson et al. (2006) mention in their study to
be “cross-cultural competence” as a central factor for the failure of international firms.
An understanding and appreciation of cultural differences is paramount to effectively
predict responses of and corporate with suppliers, clients and sometimes even competi-
tors which makes comprehending cultural implications of FDI an indispensable neces-
sity especially in the service sector (Constanza 2001; Johnson et al. 2006).

The impact of culture can also be observed by mentioning Kok and Ersoy (2009) who
argue that foreign investors are influenced by the profitability of the project, the ease of
subsidiary integration and the host country’s environment. Especially the latter two fac-
tors are believed to be strongly impeded or improved by culture which ultimately affects
the first factor (Zait et al. 2014). Consequently, ignoring the cultural foundation of FDI
can result in missed opportunities, restricted performance, a complete dissolution of a
joint venture or a withdrawal from the market (Stephens and Greer 1995).

Most of the literature generalized on the determinants of FDI. Nowadays, with the
dominance of FDI in the service sector for many economies, this can be deemed not to
be appropriate anymore. In the past, research has almost exclusively concentrated on
FDI in manufacturing or on the aggregation of sectors and strikingly few papers have
examined FDI in the service sector. Also for Raff and von der Ruhr (2001) and many
others this is surprising given that global FDI stock and flows in the service sector have
overtaken the manufacture FDI figure (Kolstad and Villanger 2008), which makes FDI
determinants in the service sector crucial for effective policies and educated investment
decisions. Countries, for instance, need to re-evaluate if their policies for attracting
manufacturing FDI are as effective as for services.

Already Dunning (1998) recognized the gained importance of FDI in the service sec-
tor. Clark and Rajaratnam (1999, p. 307) even argue that “the 21st century will be the
century of services” amplifying the need for research in this area. With the continuous
liberalization of FDI in the service sector, firms have more countries to enter, also coun-
tries which are more culturally distant. The “newness” of this type of FDI makes it cru-
cial to investigate.

2 National culture and FDI

National culture is a very abstract term and hence extremely difficult to define. One defi-
nition comes from Nakata and Sivakumar (2001, p. 257) defining it as “patterns of think-
ing, feeling and acting that are rooted in common values and conventions of a society”.
This shared behavior of a nation has led to stereotypes and prejudices in public towards
and from nations since national culture means that one specific way of acting or one
particular outcome is preferable over another (Newman and Nollen 1996). Such a way or
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outcome may seem odd and strange to outsiders and thus judge them compared to their
own ways and preferences. However, scientifically, scholars analyze national culture
and those differences in priority objectively and non-judgmentally, so as to evaluate its
effect on business encounters and international management. For Hofstede, evaluating
cultures is established by assigning cultural scores to each country based on scientific
research he conducted at IBM without arguing that, for instance, countries with high
scores in one dimension are superior to countries with low scores.

Classifications of culture have been numerous, but the most recognized and com-
monly accepted constructs by scholars in international business come from Hall’s (1976)
context paradigm and Hofstede’s (1980) cultural dimensions (Laroche et al. 2004).

The establishment of subsidiaries abroad or serving a foreign market otherwise needs
to blend in the new, foreign national culture to do business. This mostly inevitably cre-
ates tension among parties involved, at both the individual and firm level. Culture has
been proved to affect values, perceptions, decision-making or behavior of individuals
which ultimately affect investment decisions of firms and purchase decisions of consum-
ers which are two elementary aspects of international business (Hutzschenreuter and
Voll 2008). In this dissertation, the four dimensions of national culture from Hofstede
(2001) will be used as they have consequences for the comprehension of business behav-
ior around the globe and implications for managing MNEs in different countries that are
also believed to have great potential to effect location decisions for FDI in services.

Additionally, for the national culture concept it is important to note that even though
Hofstede’s dimensions are very helpful to compare one culture with another, those
dimensions are only representative at a national level and do not apply to each individual
member of this culture (Ghemawat and Reiche 2011). Therefore, results of any study,
including this dissertation should be considered as a nation’s average rather than apply-
ing it to particular people or companies due to spatial homogeneity which was already
outlined by Hofstede (1980), emphasizing the difference of culture at national and
organizational level. However, the degree of cultural tension can differ among country
pairs, and hence the literature review turns to the cultural distance concept.

3 Role of cultural distance in shaping FDI patterns and policies

The geographical distribution of FDI is an important issue in international business and
distance measures have been the most popular form of analyzing those FDI location
decisions (Drogendijk and Martin 2015), although, for instance Kuo and Frang (2009)
discuss the diminishing importance of distance due to advanced information and com-
munication technology and their concluding belief that distance is indifferent. However,
this dissertation argues that cultural distance cannot be eroded by technology, and hence
is still considered an important distance measure.

Cultural distance defined by Luostarinen (1980 as cited in Benito and Gripsrud 1992, p.
467) is “the sum of factors creating, on the one hand, a need for knowledge, and on the
other hand, barriers to the knowledge flow and hence also for other flows between the
home and target country” As the definition outlines, the key aspect is that cultural differ-
ences create obstacles which impede flows of knowledge, flows of information and compe-
tencies which altogether increase the uncertainty of investments and ultimately the cost of
doing business which impairs FDI abroad (Li et al. 2014). Differences due to these hurdles
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include working styles, incentives, consumer behavior or legal system of the country which
can promote or harm a country’s attractiveness to receive FDI and according to Sakarya,
Eckman and Hyllegard (2007), cultural distance is a key factor for a firm’s expansion pattern
and performance. Moreover, Kogut and Singh (1988) state that this distance can change the
nature of FDI. Tahir and Larimo (2004) argue that investors prefer to allocate their assets
in culturally close countries rather than in culturally distant. Ultimately, those two cultural
concepts are shown to be of high relevance for FDI location decisions, and will form the
cultural bases of this dissertation.

4 German foreign direct investment

With the increased prominence of free trade agreements, reduced transportation costs
and market liberalizations, foreign direct investment has become an important contribu-
tor in international business to better exploit company resources and advantages by merg-
ing them with foreign country location factors that increases performance. According to
the World Bank (The World Bank 2015, para.4), foreign direct investment “[...] is a cat-
egory of cross-border investment associated with a resident in one economy having con-
trol or a significant degree of influence on the management of an enterprise that is resident
in another economy’, whereas this control or significant degree of influence is generally
agreed to be 10% of ownership acquired (UNCTAD 2009). EDI entails three components
which are equity investment, reinvested earning and short- and long-term intercompany
loans between parent firm and foreign affiliate (United Nations Department of Economic
and Social Affairs 2015). Consequently, FDI abroad consists of assets and liabilities that
are exchanged among the investor and the enterprise invested in (The World Bank 2015).
Helpman et al. (2004) claim that companies deliberately choose between accommodating
foreign customer demands by exports or FDI depending on the costs associated with both
modes of entry.

In past decades, there has been a transformation of FDI patterns attributed to the tre-
mendous expansion of FDI in the service sector especially in developed countries (Kolstad
and Villanger 2008) and as a result, nowadays most developed economies have a higher
share of FDI in the service sector than in the manufacturing sector (Clark and Rajaratnam
1999). For service providers, FDI is one of the most important channels of investment to
supply foreign markets accounting for approximately 60% of global FDI stock (Francois
et al. 2009). In Germany, non-financial services even contribute to about 80% of the total
EDI stock making research in this field invaluable for the German economy (Vetter 2014).

Despite its importance for the EU and worldwide economy, studies rarely researched
EDI outward determinants for Germany and even less considered disaggregated sec-
tor data or culture in their equation. Salavrakos (2009) researched German FDI determi-
nants and came to the conclusion that location-specific factors play a central role for firms’
investments abroad. This also includes culture which, however, is not analyzed in detail.
According to his research, German FDI goes predominantly to Europe (80%) and US (11%).
However, it was not found to what extent culture plays a role in this pattern.
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5 Outward vs. inward German foreign direct investment

In general, it can be said that culture and economies worldwide become more receptive
to FDI. For 2013, UNCTAD (2014) in their World Investment Report counted that 59
countries issued 87 policies affecting FDI from which 61 are of liberalizing nature and
22 are of restricting nature. Important to note is that most of these policies are tailored
towards the service sector which is part of the reason for the tremendous rise in the past
two decades (UNCTAD 2014). Despite those figures, most restrictions in FDI are still in
the service sector which is especially true in developing countries (Duggan et al. 2013)
that can be a detriment for German FDI even though the host country’s cultural envi-
ronment may be attractive. Despite its increased prominence in FDI, only little is known
about policies in the service sector (Golub 2009). In order to shed light on this, at first
German FDI policies and procedures are presented for outward FDI.

6 German outward FDI

EDI policies according to iXPOS (2015a) are especially crucial for services as they are
more influenced by working processes and legal regulations, national laws and languages
that makes it harder for services to be traded and supplied in foreign territory. In order
to tackle those barriers of entry, the German government took several policy measures.
At first, as of October 2011, Germany has 94 double taxation treaties in place as well as
an established network of 139 bilateral investment treaties (BIT) with partner economies
(Jost 2011). Those treaties, however, do not discriminate between sectors and are also
viable for the manufacturing sector. Those agreements and treaties help to secure Ger-
man investments abroad and lower the transaction costs. For example, made possible by
those BITs, the German government is able to help realizing and financing international
projects (BMWi 2015a, b). With those treaties, a safe and stable investment environ-
ment is created that especially helps small- and medium-sized companies (SMEs) ven-
ture to go abroad which is of crucial importance due to Germany’s big middle class, the
Mittelstand (BMWi 2015a, b). Due to those BITs, the German government is also able
to provide guarantees for FDI that are threatened by, for instance, political risk which
amounted to US$7.2 billion for 86 FDI projects spread over 26 developing countries in
2011 (Jost 2012).

Furthermore, Germany is involved in two trade agreements tailored to the service sec-
tor, one of which is the EU directive. As explained, services have to abide to the national
law and hence adhere to various regulations in EU countries when they are performed
abroad (iXPOS 2015b). The EU directive aims to remove those barriers in the internal
EU market to facilitate service operations abroad by obliging to reduce regulation that
hamper border crossings and provide information about requirements to set up busi-
ness in those countries (iXPOS 2015b). Since Europe is the major destination of German
EDI, this is likely to have a big impact on FDI abroad in the service sector. A second
similar agreement to facilitate access to service markets, however between 23 countries
worldwide including Germany making up altogether 70% of service world trade, is called
Trade in Service Agreement (TiSA) which is still being negotiated. With both agree-
ments, Germany intends to increase service investments, especially in its main market
Europe. However, TiSA is still under negotiation and no fixed date is set when it shall be
concluded (European Commission 2015).
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Besides treaties and agreements, the German government has several institutions
whose aims are to support local businesses by providing information, financial sup-
port or incentives and thus intend to boost German outward FDI. Incentives exist to
gear businesses in order for them to undertake activities and actions that are deemed
desirable by the German government (UNCTAD 2014). The purpose of the institution
“German Trade and Invest” is to promote Germany as an investment destination and at
the same time promoting German foreign trade and investments abroad. This is estab-
lished, for instance, by providing foreign market information (such as law, regulations,
economic activities) made available for 120 countries, by establishing coorporations
between German and foreign companies or by supporting SMEs to access markets suc-
cessfully (Federal Ministry of Economic Affairs and Energy 2015). In addition, there is
an institution called DEinternational. Similarly to German Trade and Invest, it is pre-
sent in 90 countries and provides consultancy and other services to German businesses
for a successful market entry or market expansion (DEinternational 2015). It has to be
noted that both institutions do not discriminate between sectors. Furthermore, there
are also specific programs provided by the Federal Ministry for Economic Cooperation
and Development that support German businesses exclusively in developing countries
(BMWi 2015a, b).

It is likely that businesses in this sector have specific location advantages as men-
tioned by Dunning (1980) that would not exist in a foreign country (e.g., technology,
infrastructure, suppliers, R&D). Having a reputation as a country for manufacturing
excellence, businesses enjoy the privilege tag “Made in Germany” that can put them in a
more advantageous position than its foreign competitors (see literature about Country
of Origin effect). This location advantage becomes clear considering that the German
economy heavily relies on exports being the “export world champion” of the last dec-
ade and just recently was overtaken by China (Federal Ministry of Economics and Tech-
nology 2010). This notion is also confirmed by Stopford et al. (1991) stating that strong
local firms enjoying location advantages prefer to export their products. Only when it is
not feasible anymore to export, e.g., when transports costs explode and the distance to
the market matters, FDI is considered (e.g., automobile industry) (Bastasin 2013). The
location advantage is also due to the efforts of the German government to safeguard the
industrial base and create a productive environment to keep companies in Germany.
According to the Federal Ministry of Economics and Technology (2010), this is because
of the several location advantages such as a large domestic market, modern infrastruc-
tures, skilled workforce and a big share of R&D-intensive industries. Consequently, the
“Standort” Germany, the place of production, became a synonym for a strong industry,
so no reason emerged for local firms to go somewhere else (Bastasin 2013). Neverthe-
less, because Germany is a comparably high-wage country, labor-intensive jobs are
shifted to low-cost countries (Bastasin 2013). Especially the Visegrad Group (Poland,
Hungary, Czech Republic and Slovakia) has important investment policies in place with
Germany that make those countries very attractive for such manufacturing investments
abroad (Gross 2013).

In contrast to small manufacturing investments abroad, service investments are com-
parably very high. In general, services became a crucial necessity for economies world-
wide to grow and become efficient that also explain the steep rise during the last two
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decades. Services particularly in business and finance as well as in infrastructure are
essential to develop or retain a competitive market. MNEs can help to provide such
services and thus indirectly improve a host economy’s competitiveness and standard
of living (United Nations 2006). The high investment sum particularly of German FDI
abroad in the service sector and the resulting large gap to the manufacturing sector can
be explained again with advantages and disadvantages of the market rather than policies.
Investments in services are not about the production and provision of physical products,
but rather about the provision of know-how and information which can be argued to be
less location specific to Germany than its manufacturing sector. Even though Germany
has highly skilled workers which is a crucial ingredient for a successful service sector
(Federal Ministry of Economics and Technology 2010), a location advantage of Germany
does not seem to apply in services as they are invested quite a lot abroad (Stopford et al.
1991) and the necessary closeness to the market in services diminishes the German
location advantage further. Rather ownership and internalization advantages dominate.
Also, with its highly skilled labor, Germany is likely to have a comparative advantage in
many countries abroad.

Furthermore, the German domestic service sector is weak and lags behind compared
to other developed countries (OECD 2014a). For this reason, a lot of German service
businesses expand abroad to find more potential business. Another obvious reason why
there is such a big difference between the two sectors in outward FDI is the fact that ser-
vices cannot be traded as much as products (Kolstad and Villanger 2008). Hence, FDI in
the service sector is a “necessary evil” to reach customers in most cases.

Especially developing countries compete among each other for FDI by continuously
lowering FDI barriers (Cooray et al. 2014) which will help Germany to exploit them.
There is lots of potential in developing countries, especially in the service sector in order
to boost their economy, considering that by the end of 2010 only 15% of German out-
ward FDI stock went to developing countries compared to 85% in developed countries
(Jost 2012). Hence, policies, agreements and further FDI liberalization with those coun-
tries can have a big effect and spread the gap between outward FDI in the service and
manufacturing sector even wider. Camarero et al. (2019)’s study provides a comprehen-
sive empirical evidence of the determinants of German outward FDI.

Ultimately, German FDI polices for outward investments are to promote and help Ger-
man businesses to expand and secure their FDI and at the same time reduce restrictions
by setting up cooperation, agreements and treaties with partner countries. In the end,
however, it is for each host country to decide how much FDI they want to receive. Since
host countries are sovereign states, this is beyond the FDI policy power of Germany.

7 German inward FDI

Germany is considered to be a very open economy to FDI with no regulations that
obstructs everyday business, and by law no distinction is made between foreign and local
businesses in the German business environment. The German government reserves the
right to impose restrictions on outward and inward FDI if there is concern, for instance,
for national security or foreign exchange. These powers, however, are almost never
executed (German Trade and Invest 2015a). Golub (2009) also agrees that Germany is
among the most open economies. According to the Federal Ministry of Economics and
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Technology (2010) an open market policy is an invaluable task that ensures Germany’s
future competitiveness and success. Trends such as global value chains, dwindle raw
materials as well as the fast demographic change makes an open German market for all
sectors indispensable (Federal Ministry of Economics and Technology 2010).

Despite Germany being a manufacturing economy, in 2009, inward FDI stock declined
in this sector by 5%, whereas it rose in services (Jost 2011). Since restrictions do not
really impede investments in Germany, there must be again market-related forces that
explain the different figures of inward FDI in the two sectors. According to Lall and Sid-
dharthan (1982), this has to do with extensive ownership advantages of, in their case, US
companies investing abroad so that foreign companies have almost no chance of compet-
ing successfully in the US. The manufacturing sector are even half in contrast to outward
EDI figures, and hence German firms in the manufacturing sector tend to have strong
advantages over their foreign counterparts that make it challenging for them to com-
pete in the German market, supporting the arguments of Lall and Siddhartan’s (1982).
This strength is shown as Germany countered the recent economic crises relatively well
which according to Schwab (2014) is due to its competitive strengths such as Germany’s
highly sophisticated businesses. Moreover, due to high labor costs in Germany, when
investing in less innovative and less competitive German industries, labor costs are likely
to be higher than elsewhere, reducing the profitability of foreign investment.

On the other hand, foreign firms have sometimes strong intangible assets that provide
them with the strength to make investments (Li and Guisinger 1991). Also, the weakness
of the domestic German service sector can help foreign investors to succeed. Advan-
tages of foreign firms in intangible assets, higher productivity and other know-how is
likely the case in the service sector which is less than outward FDI abroad, but still by
far dominating German inward FDI. Those advantages make it easier for foreign firms
to compete in Germany and services seem to be much needed by the German econ-
omy. Services are needed in order to enable German businesses to produce high-quality
products efficiently and to the highest standards in order to retain its role in the global
economy (United Nations 2006). According to OECD (2014a), services are essential to
upgrade and differentiate products which emphasizes the important role of services
in the German economy. In other words, services are crucial for an economy to func-
tion and there is a synergy effect of manufacturing and service sector (Czarnitzki and
Spielkamp 2000; Duggan et al. 2013). So, there is high demand for service investments
in Germany to keep the manufacturing sector, the German growth engine, at its best.
Another explanation for the high FDI inward figures in services is Germany’s sophis-
ticated infrastructure. Walsh and Yu (2010) found in their study that the better the
infrastructure of a country, the more FDI in services this country receives. Such a good
infrastructure network is important for Germany’s economy, as an innovative market
requires especially knowledge-intensive services and an efficient service industry (Fed-
eral Ministry of Economics and Technology 2010). Knowledge-intensive services require
highly skilled workers which, as of now, are still present in Germany (Schwab 2014).
However, with the fast occurring demographic shift in the German population, the Ger-
man economy already feels the impact of missing talent (Federal Ministry of Economics
and Technology 2010) that makes an open service sector even more important.
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However, despite the general claim from researchers and statistics of an open German
economy, there are in fact still restrictions in the German service sector, for instance,
in order to protect consumers (OECD 2014b). Those restrictions impede inward FDI
in services and are blamed for the lack of competition in the German domestic ser-
vice sector, for tight regulations in the professional services sector and thus for a lack
of productivity that hinders the German service sector to unfold to its fullest potential
(OECD 20144, b), which is even appreciated by the Federal Ministry of Economics and
Technology (2010). For instance, compared to other OECD countries, professional ser-
vices such as architects, engineers and lawyers are more regulated. There are regula-
tions on prices and fees, as well as restrictions in the advertising sector (OECD 2014a).
The most regulated services by the German government are air transport, legal and
accounting services (OECD 2014c). For instance, only in air transportation limitations
for foreign equity exist (OECD 2014c). Further hurdles for foreign direct investors in
the service sectors are the unclear criteria for recognition of foreign qualifications or
the restricted temporary movement of suppliers (OECD 2014a). According to OECD
(2014b), improvements can be made in terms of price regulation without affecting cus-
tomer protection. Further OECD (2014b) suggests that deregulation in professional ser-
vices will have a big impact in the service sector, which also will have a spillover effect on
EDI as professional services account for 10% of German GDP. Furthermore, in 2008, the
German government issued a new law to screen certain foreign investments, especially
those from foreign state-owned businesses (Marchick and Slaughter 2008). This is to
control the influence on public policies and national security, and is only executed when
a foreign stake exceeds 25% (Marchick and Slaughter 2008). So, while very liberal and
open, Germany still tries to protect its economy where deemed necessary. Whereas soft
German regulations are necessary to protect national interests, too strict regulations
will limit employment possibilities, competition and productivity and in turn protects
an inefficient system which can be argued to be unsustainable (OECD, 2014a). Conse-
quently, according to OECD (2014a), removing barriers in the German service sector
will not only boost domestic demand and productivity, but will also help the German
manufacturing sector to flourish as a hub of global value chains. Also, the OECD (2014a)
suggests abandoning or further reducing those restrictions. The effects of no restrictions
can be seen in the manufacturing sector which is completely open to international mar-
kets and hence competition. As a result, the sector’s productivity and innovativeness is
admired by many nations (OECD 2014b). Despite those restrictions in the service sector,
there are high amounts of FDI to take their share and exploit their advantages. There-
fore, Germany is still believed to have an overall very open economy, with a strong cul-
tural orientation.

But Deutsche Bank Research (2008) raises concerns about lowering restrictions and
liberalizing FDI policies only to have a modern economic structure, hence an economy
with a large tertiary sector. The service sector share in Germany’s GDP is relatively low
compared to the UK, United States or France (Deutsche Bank Research 2008), arguing
that the economy is not on track with Germany’s development. However, Deutsche Bank
Research (2008) argues that the ideal size, and consequently, the share of the service sec-
tor in a country’s GDP cannot be quantified. Often, an “old economy” with a smaller ser-

vice sector such as in Germany can prove to be very competitive and modern (Deutsche
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Bank Research 2008). For this reason, new FDI policies in services have to be carefully
analyzed and assessed to not jeopardize Germany’s economic strength.

Besides those restrictions, the German government also provides incentives for invest-
ments in Germany, again which apply to both German and foreign businesses alike
(Germany Trade and Invest 2015b). Those incentives aim to steer investments in disad-
vantaged regions or specific industries that need support (UNCTAD 2014). There are
two basic incentive packages. One is “the investment incentive package” which aims at
reimbursing costs for investments that include cash incentives, public loans or public
guarantees (Germany Trade and Invest 2015b). According to a survey mentioned in
UNCTAD (2014), those fiscal incentives have the greatest effects for attracting foreign
investments. The second package is “the operational incentive package” coping with sub-
sidizing costs related, for instance, to labor, tax and R&D programs once the investment
has been made (Germany Trade and Invest 2015b; Invest in EU 2013). As an example,
for R&D companies this is established by providing extra low interest rate loans (Invest
in EU 2013). Furthermore, the receivers of such packages have been clearly defined
depending on, firm size or industry (Germany Trade and Invest 2015b). In general, for-
eign investors are welcome to invest in all sectors and are entitled to 100% ownership of
their investment and are also granted to invest in sectors such as mail or telecommuni-
cations (Invest in EU 2013).

8 Conclusion

Since the big difference in FDI between services and manufacturing cannot be explained
by EDI policies alone, as for example Germany is very open and seldom discriminates
between sectors, market forces such as the OLI advantages as well as competitive
advantages and FDI policies of the host countries in the case of outward FDI are more
appropriate for assessing the wide difference between those two sectors. When compar-
ing those two flows of investment, German inward and outward FD], it becomes clear
that ownership, location and internalization advantages are different in importance
depending on the sector as well as the flow of investment. Since the OLI advantages,
are also influenced by culture, this influence thus is argued to also depend on the flow
of investment making a distinction of inward and outward FDI necessary. In general,
ownership advantages seem to be less strong for inward FDI in the service sector given
the big amount of inward FDI, whereas location advantage seems to be less important
for outward FDI in services given the big investment abroad compared to the manu-
facturing sector whose production base in Germany can be considered as their com-
petitive strength. The current account surpluses of Germany reflect this comparative
advantage (Federal Ministry of Economics and Technology 2010). In addition, policies
and promotions do vary among inward and outward FDI. Whereas Germany is a very
open economy for inward FDI with few restrictions in the service sector and an almost
completely open manufacturing sector, coping with outward FDI is more challenging
for the German government as FDI policies by host governments cannot be influenced
but rather reduced by promoting bilateral agreements, treaties and trade agreements.
Consequently, the German government can only support German businesses to cope
with these FDI policies of the host government in the best and most effective way. In
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general, as of now, developing countries even when continuously liberalizing the service
sector are more restricted than developed nations such as Germany (Golub 2009), which
means German outward FDI in the service sector tends to be more restricted than Ger-
man inward FDI in services and hence can bias the results when analyzed in bilateral
flows.

Ultimately, as different parties and policies promote or hamper FDI depending on the
direction they flow, it is important to only analyze one direction as these interferences
may be less or more based on cultural differences. Hence, various determinants of FDI
and policies are more or less significant in explaining location choices depending on
the direction of the investment. Those policies and arrangements can further make cul-
tural influences be more or less influential for FDI, since the influence of those policies
depends on the direction of investment flows. In terms of culture, also Lee et al. (2007)
proposed that outward FDI is likely to be more prone to culture as inward FDI in terms
of cross-border cooperation. While with inward FDI, the company must solely adapt to
a foreign partner, outward FDI must adapt to both a foreign partner and a foreign envi-
ronment (Lee et al. 2007). However, they found that inward FDI was actually substan-
tially more affected by cultural distance compared to outward FDI. The study reconfirms
that it is important to distinguish between inward and outward FDI, thus to assess only
one direction opposed to assessing bilateral flows all at once or project result from one
direction on the other.
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