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Abstract: PLC describes the situation of different kinds of products’ exports and imports in different 

countries. The differences in consumption and production are due to the competitive advantages in 

different countries. 
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1. INTRODUCTION 

FDI is an important channel of international capital flows. In 2014, manufacturing industries 

accounted for 27 per cent of global FDI stock. In 2015, cross-border M& As in manufacturing soared 

(UNCTAD DIAE 2016). In this essay, OLI paradigm or PLC theory which can give a better 

explanation of manufacturing FDI from developed countries to developing countries are discussed by 

analysing the current situation. 

 

2. PLC THEORY 

In product life cycle theory (PLC), the companies will shift production lines to regions which cost 

lesser. PLC is divided into new product, maturing product and standardized product. FDI happens 

during this process because technologies are disseminated and competitive advantages are changing. 
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New products produced by companies through R&D are sold locally. These countries are technically 

monopolistic, so high price offsets high cost. In this stage, innovation country exports and the others 

import because of production and consumption. 

For maturing products, technically monopolistic disappears because some substitutes are produced. 

FDI happens here to seize overseas markets because marketing seeking is a motivation of FDI.  

For standardized products, because many countries can produce it, low cost becomes the determining 

factor. Innovative countries began to import and developing countries export here. Therefore, some 

resource seeking companies, for example Adidas, built factories in developing countries including 

Brazil, Cambodia, India, China, etc. (Adidas group 2014). These subsidiaries provide high quality 

and cheap goods to the parent company. Nike also has manufacturers in Japan during 1970s. To cut 

production cost, Nike moved their factories to Korea and Taiwan. (Richard 2015) 

 There are many advantages of shifting the production line to developing countries: 

Low labour cost. ‘The world's average salary: $1,480 a month is less than half the average salary of 

the UK and the United States, but it is twice the average salary of Bulgaria.’ (Alexander 2012) 

Low natural resource price and raw material prices. The difference in material prices affects the 

overall price directly. A stable market will ensure continuous resource and stable material prices being 

provided to the enterprise. For example, the electricity cost in India and China is cheaper (energy n.d). 

Policy. Developing countries provide some policies to attract FDI. For example, China has many 

Special Economic Zones and Coastal Port Cities. After participating WTO and attending G20, China 

began to provide some policies to attract FDI. (Ministry of commerce of the PRC 2016) 

PLC has some weaknesses, it does not mention the importance of internalization and some location 

advantages. Recently, courier services have globalised, therefore global market is developing 

rapidly. Product type, mode of production and R&D are no longer confined to the traditional model. 

PLC cannot explain the different types of FDI, for example: 

PLC cannot explain why companies do not choose export or OEM. FDI is expensive and risky 

because it establishes facilities in foreign countries or acquires foreign enterprises. The advantages of 

internalization will be discussed below in OLI. 

Enterprises pay attention to some companies in the developing nations because of their market share, 

market credibility & marketing network. Besides that, their economy is developing rapidly. For 

example, Nanfu battery was bought by Gillette in 2003. (China Daily 2003)  

Vertical integration can be used to ensure the supply of components, shun monopolies of suppliers, 

and expand market share, market credibility & marketing network. 

Conglomerate is used to diversification.  

Industry characteristics. For example, because global manufacturing shifts to China, many companies 

began to invest in China following some big companies.  

Some companies, for example: Nike, they are originally a global company. Their initial location for 

manufacturing has minimize costs. (Richard 2015). 

 

 

 

http://dict.cn/the%20Special%20Economic%20Zones%20and%20the%2014%20Coastal%20Port%20Cities
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3. OLI THEORY  

The ownership-internalisation-location (OLI) paradigm is an analytical structure that integrates 

various operational factors of the determinants of FDI. OLI gives some explanations to the actions of 

MNEs and it explains why some companies use FDI rather than exports. OLI framework includes 

three prerequisites for enterprises to begin FDI. This is to say, FDI will only occur when these three 

conditions are met. 

Ownership advantage. Some firm-specific advantages serve as unique assets, for example: technology, 

marketing expertise, management skills, patent, etc. Ownership advantage is intangible and offsets 

competitive advantage over the local competitors. For example: Nike is the biggest sports brand in 

the world. The company claims ownership of their products such as Nike air shoe and their own 

trademark logo. (Richard 2015). They are particularly important because it is difficult for competitors 

to copy and will contribute to the competitive advantage of Nike.  

However, if the company gets only ownership advantage, company can make profits by using 

licensing. This is to say, ownership advantage alone cannot allow enterprise to invest in FDI. (John 

2000) 

Internalization advantage is the ability of enterprises to reduce or avoid their transaction costs through 

their own internal coordination. Transaction will happen when market information asymmetry and 

market failure occur. FDI can decrease market imperfections to minimize transaction cost. ‘…as long 

as the transaction and coordination costs of using external arm’s length markets in the exchange of 

intermediate products, information… exceed those incurred by internal hierarchies, then it will pay a 

firm to engage in FDI, rather than conclude a licensing or another market related agreement with a 

foreign producer.’ (John 2000) 

Nike has an internalization advantage. This saves the bargaining cost and reduces risk because of the 

stable supply chain expand operation overseas, develop new manufacturing processes, etc. (Richard 

2015) 

Some companies desire internalization advantage because they are market-seekers, e.g.： 

Vertical integration can reduce transaction cost, e.g.: shun monopolies of suppliers. 

Tax avoidance. The tax in some developing countries is lesser in developed countries. 

Break trade barrier. The goods from developed countries are tariff barriers because developing 

countries wants to protect their own brands. 

If companies get ownership advantage and internalization advantages, export is enough to get benefit.  

(C) Location-specific Advantage means comparison of environmental strengths in foreign country 

versus home country. ‘Location specific advantages are also of considerable important in explaining 

both the rationale for and the direction of foreign direct investment’ (Hill, Charles 2014). According 

to the analysis in PLC, developing countries have some Location-specific advantages for example: 

low price labour resource, policy, etc. Seeking resources and expanding market are motivating factors 

for manufacturing companies to FDI. 

Japanese companies are good examples. Many Japanese companies pay attention to Location-specific 

advantage because Japan is small. This is to say, Japan does not have many resources. FDI in China 

can help them to get more resources. 

https://blackboard.brad.ac.uk/webapps/blackboard/execute/launcher?type=Course&id=_75420_1&url=
https://blackboard.brad.ac.uk/webapps/blackboard/execute/launcher?type=Course&id=_75420_1&url=
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In some aspects, OLI cannot explain manufacturing FDI process from developed countries to 

developing countries either.  

Some developed countries’ company use FDI to expand market share, market credibility & marketing 

network. Except Nanfu, Johnson purchased Dabao (Dabao 2016), SEB purchased Supor (SEB 2015) 

are good examples. The same as Japanese companies. The market in Japan is small because of the 

small land and aging population. Some Japanese companies choose to invest in China and make it a 

trade-oriented market to expand its marginal industry as a direct objective. 

Diversification (mentioned before).  

Industry characteristics (mentioned before). 

Some companies are international since they started (mentioned before). 

 

4. CONCLUSION 

PLC describes the situation of different kinds of products’ exports and imports in different countries. 

The differences in consumption and production are due to the competitive advantages in different 

countries. 

OLI shows the three necessary conditions for FDI: Ownership advantage is always intangible, e.g.: 

technology. Internalization advantage is the ability or desire to reduce transaction costs by 

internalizing the market. Location advantages are environmental superiorities of foreign country, for 

example: cheap labour resource and natural resources. 

If the company only has ownership advantage, it can use licenses. If the company gets ownership 

advantage and internalization advantage, export will be more favourable and beneficial. If the 

company has three advantages, FDI is profitable. 

 
How FDI factors can be incorporated 

into these principles 
Limitations of these principles 

PLC 

Companies from developed countries 

have technology to make products in 

developing countries because of low 

costs. 

PLC failed to illustrate the following: 

 Explain the reasons why companies chose FDI 

rather than exports OEM though FDI has many 

risks. 

 Different types of FDI for increasing market 

share, making sure the stable supply chain and 

diversification cannot be demonstrated. 

 Some companies are international since they 

are created. 

OLI 

Companies from developed countries 

has OAs’ (brands, logo, etc.) and IAs’ 

(the ability to reduce translation cost) 

and require IAs’ and Las, so they can 

use FDI. 

OLI failed to illustrate the following: 

 Explain how FDI can be used to increase 

market share and diversification. 

 Industry characteristics. 

 Some companies are international from the 

start. 

 

Both PLC and OLI can give explanations of FDI. PLC explains FDI based on products life cycle, and 

OLI explains FDI from companies’ perspective. Both do not take into account the constantly changing 
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environment. However, in my opinion, OLI gives a better explanation of FDI process from developed 

countries to developing countries because PLC cannot explain many factors of FDI. 
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