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Abstract

The existing FDI theories explain the phenomena from specific home country and industry pers-
pectives and separate the domestic and foreign spread of a corporation. Space economics helps to
investigate the location of a corporation and its transfer and diffusion, and accordingly the general
incentives of FDI. Space costs include transportation costs, time costs, and extra information costs.
Corporations are located initially by the lowest space costs, and the continuous changes in internal
and external environment tend to increase its space costs in the initial location. When the proper
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location is beyond the home country, FDI occurs. FDI is essentially the space transfer and diffusion
for saving space costs. Statistics of the UNCTAD about Transnationality Index and Net Spread Index
support the conclusions of the approach.
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Figure 1. Space cost, location, mechanism of location diffusion, and FDI
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